TAX LAW CHANGES SINCE 1987

2024 Finance Law Changes

Clarify Division of Motor Vehicles Authority to Implement Transaction Fees on
Electronic Payments — 2023 Budget Technical/Other Corrections.
SL 2024-1 (S508), Sec. 10.1

Section 10.1 of S.L. 2024-1 makes a clarifying change to a provision enacted in 2023 authorizing the
Division of Motor Vehicles (DMV) to add transaction fees to electronic payment transactions. This section
makes clear this fee authority applies to all electronic payments accepted by the DMV, notwithstanding a
separate general statutory provision governing electronic transaction fees implemented by public agencies.

This section became effective July 1, 2024.

Exempt Public Transportation From For-Hire Ground Transport Excise Tax — 2023
Budget Technical/Other Corrections.
SL 2024-1 (S508), Sec. 11.1

Section 11.1 of S.L. 2024-1 clarifies that for-hire ground transport service providers that provide public
transportation on behalf of a State agency, certain governmental entities, or a local board of education are
exempt from the for-hire ground transport excise tax.

This section becomes effective July 1, 2025, and applies to for-hire ground transport services occurring on
or after that date.

Clarify Franchise Tax Cap on the First One Million Dollars of C Corp Tax Base
— 2023 Budget Technical/Other Corrections.
SL 2024-1 (S508), Sec. 11.2

Section 11.2 of S.L. 2024-1 clarifies that the franchise tax cap on the first $1 million of C Corporation's tax
base is a maximum of $500 and not a flat rate of tax.

This section is effective for taxable years beginning on or after January 1, 2025, and applicable to the

calculation of franchise tax reported on the 2024 and later corporate income taxreturn.

Extend Filing Date for SALT Cap Election — 2023 Budget Technical/Other
Corrections.
SL 2024-1 (S508), Sec. 11.3

Section 11.3 of S.L. 2024-1 extends from October 15, 2023, to July 1, 2024, the filing date for a SALT cap
election for the 2022 taxable year.
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This section is effective for taxable years beginning on or after January 1, 2022.

Tobacco Tax Documentation Technical Correction — 2023 Budget
Technical/Other Corrections.
SL 2024-1 (S508), Sec. 11.4

Section 11.4 of S.L. 2024-1 makes a technical correction by incorporating into G.S. 105-113.36A(f) the
changes made by both Section 3.2(b) of S.L. 2023-12, which was the Revenue Laws Technical, Clarifying,
and Administrative Changes Act, and Section 42.18(b) of S.L. 2023-134, which was the 2023
Appropriations Act.

This section becomes effective July 1, 2025, and applies to sales or purchases occurring on or after that
date.

Increase Frequency of Tax Revenue Transfer to Highway Fund — North Carolina
Department of Transportation Legislative Changes.
SL 2024-15 (H198), Sec. 18

Section 18 of S.L. 2024-15 increases from quarterly to monthly the frequency of transfers from the General
Fund to the Highway Fund of proceeds collected from the State general rate of sales tax.

This bill was vetoed by the Governor on May 23, 2024, and that veto was overridden by the General
Assembly on June 27, 2024. This section of the act became effective July 1, 2024.

2024 UNC Self-Liquidating Capital Projects.
SL 2024-24 (H912)

S.L. 2024-24 authorizes constituent institutions of The University of North Carolina (UNC) to finance and
acquire or construct certain capital improvement projects reviewed and approved by the Board of Governors
of UNC. The projects will be financed through revenue bonds, special obligation bonds, and other funds
available to the institutions, excluding tuition and appropriations from the General Fund or the State Capital
and Infrastructure Fund unless previously authorized by law.

This act became effective on June 28, 2024.

Revenue Laws Technical, Clarifying, and Administrative Changes.
SL 2024-28 (H228)

S.L. 2024-28 makes various technical, clarifying, and administrative changes to the revenue laws as
recommended by the Department of Revenue, makes technical changes to the Medicaid hospital assessment
statutes, replaces an expiring unit of measure used by Fannie Mae referenced in NC statutes setting certain
restrictions on high-cost home loans, increases from

$20 to $30 the special registration plate fee for the NC Tennis Foundation special plate, and increases

the bond debt limit for the Housing Finance Agency.

This act was signed into law by the Governor on July 1, 2024, but has various effective dates. Please
see the full summary for more detail.
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Insurance Revisions/Online Auctions/Firefighters.
SL 2024-29 (S319)

Session Law 2024-29:

Clarifies that risk retention groups chartered in this State are subject to examination by the
Commissioner of Insurance and are responsible for the costs of the examination.

Reduces from 5% to 1.85% the tax rate applicable to gross premiums paid for coverages within
this State to risk retention groups not chartered in this State.

Removes the requirement that foreign captive insurance companies redomesticate to North
Carolina before December 31, 2022, in order to qualify for the exemption from paying gross
premiums taxes in the year of and after redomestication and extends by two years the expiration date
of this exemption, ending it for taxable years beginning on or after January 1, 2026.

Allows certain foreclosure sales to be conducted at designated public locations, expands the time
allowed for a scheduled foreclosure sale to commence, and establishes a procedure for remote
bidding at a foreclosure sale.

Permits health benefit plan sponsors, on behalf of any enrolled individual, to consent to delivery of
all plan-related documents by electronic means in compliance with the Uniform Electronic
Transactions Act, if that is not otherwise prohibited under ERISA.

Permits an individual to be licensed simultaneously as an adjuster and as an insurance producer
with casualty, personal lines, or property lines of authority.

Clarifies that either the appointing insurer or the appointed insurance producer can notify the
Commissioner when the appointment is cancelled.

Amends the definition of an "underinsured motor vehicle" by removing language that states the
applicable limits of underinsured (UIM) coverage at the time of the accident are those "for the
vehicle involved in the accident and insured under the owner's policy."

Makes technical corrections to certain insurance provisions in S.L. 2023-133 concerning the
calculation of underinsured motorist coverage and insurance ratemaking laws.

Establishes the Firefighters' Cancer Insurance Program to provide health benefits to eligible
firefighters with a new diagnosis of cancer on or after January 1, 2022.

Increases from $10.00 to $15.00 the monthly payment by eligible firefighters and rescue squad
workers who participate in the North Carolina Firefighters' and Rescue Squad Workers' Pension
Fund and increases the monthly pension benefit from $170.00 to

$175.00.
Requires a county to ensure a criminal history record check is conducted for an applicant over the

age of 18 who is applying for a firefighting position and allows county clerks of court and third-
party vendors to conduct a record check under certain conditions.

This act has various effective dates. Please see the full summary for more details.

Captive Insurance Revisions — Insurance Rev/Online Auctions/Firefighters.
SL 2024-29 (S319), Secs. 1-3

Sections 1 through 3 of S.L. 2024-29 do the following:

Provides that a risk retention group chartered in this State is subject to examination by the
Commissioner of Insurance whenever the Commissioner deems it prudent and reasonable.
Reduces from 5% to 1.85% the tax rate applicable to gross premiums paid for coverages within
this State to risk retention groups not chartered in this State.

Eliminates the requirement that a foreign captive insurance company redomesticate to North
Carolina prior to December 31, 2022, in order to qualify for the exemption from paying gross
premiums taxes in the year of and in the year after redomestication and extends by one year the
sunset on this exemption provision, ending it for taxable years beginning on or after January 1,

Finance - Page



2026.

Sections 1 and 2 of S.L. 2024-29 become effective October 1, 2024. Section 3 became effective
July 2, 2024.

Motor Vehicle Registration Tax — DMV Proposed Legislative Changes.
SL 2024-30 (H199), Sec. 30

Section 30 of S.L. 2024-30 increases from $8 to $10 the maximum tax rate transportation authorities
may levy for registered motor vehicles located within their territorial jurisdiction.

This section became effective July 1, 2024.

Regulate Tobacco Products — Certain CIHS Partners/Regulate Tobacco Products.
SL 2024-31 (H900), Sec. 2

Section 2 of S.L. 2024-31 creates a new regulatory system for the certification of consumable products and
vapor products, including the creation of a public directory of these certified products, and provides
enforcement mechanisms for violations of this new regulatory system.

Section 2 of S.L. 2024-31 becomes effective December 1, 2024.

Conservation Tax Credit — North Carolina Farm Act of 2024.
SL 2024-32 (S355), Sec. 15

Section 15 of S.L. 2024-32 reenacts a modified conservation tax credit equal to 25% of the fair market
value of donated real property that may be used (1) for forestland or farmland preservation; (2) for fish and
wildlife conservation; (3) as a buffer for military training and testing activities; (4) for floodplain protection;
(5) for historic landscape conservation; (6) for public trails or access to public trails. The credit is capped at
$500,000 for corporations and $250,000 for individuals. There is an aggregate cap of $5 million dollars per
taxable year with 65% of that amount being allocated for credits claimed for forestland and farmland
preservation.

This credit is effective for taxable years beginning on or after January 1, 2025, for donations made on or after
January 1, 2025, and expires for taxable years beginning on or after January 1, 2027, for donations made
on or after January 1, 2027.

Cap the Tax on Qualifying Spirituous Liquor Purchases — ABC Omnibus 2023- 24.
SL 2024-41 (S527), Sec. 23

Section 23 of S.L. 2024-41 caps the amount of sales and use tax payable on the purchase of a single
container of spiritous liquor the purchase price of which is equal to or greater than

$50,000. In order to effectuate this cap administratively, a purchaser must either apply to the Department
of Revenue for a direct pay permit and pay the tax directly to the Secretary, or the seller may voluntarily
collect the tax on behalf of the purchaser.

This section becomes effective January 1, 2025, and applies to purchases occurring on or after that date.

Clarify Due Date of Returns/Tax and Clarify When Excise Taxes for Alcoholic Beverages
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Must Be Paid — ABC Omnibus 2023-24.
SL 2024-41 (S527), Sec. 35

Section 35 of S.L. 2024-41 clarifies the due dates for returns and payment of alcohol excise tax, clarifies
that certain reports must be submitted even if tax is not due, and allows the Department of Revenue to request
a copy of an agreement between breweries or wineries and their wholesalers transferring the remittance
obligation to the wholesaler.

This section, as included in this act, became effective July 8, 2024. However, the identical provision was
enacted in Section 3.1 of S.L. 2024-28, which became effective July 1, 2024. Therefore, as a practical
matter, the substance of this section became effective July 1, 2024.

Modify Rural Electrification Authority/Fee Update — Public Safety/Other Changes.
SL 2024-43 (H250), Sec. 4

Section 4 of S.L. 2024-43 increases the maximum fee that the Rural Electrification Authority (Authority)
can charge telephone and electric membership corporations from four cents (4¢) to six cents (6¢) for each
electric membership corporation's meter connected for service in the State and for each telephone
membership corporation's access line connected for service in the State for each quarter of the year.

This section became effective July 8, 2024.

Require Additional Means of Notice to Advertise Property Tax Liens in Addition to
Those Currently Required by Law — Regulatory Reform Act of 2024.
SL 2024-45 (S607), Sec. 22

Section 22 of S.L. 2024-45 requires an additional means of notice to advertise property tax liens in addition
to those currently required by law.

This section becomes effective for taxes imposed for taxable years on or after January 1, 2025.

Waiver of Certain Division of Motor Vehicles Fees — Disaster Recovery Act of 2024.
SL 2024-51 (H149), Sec. 11.1

Section 11.1 of S.L. 2024-51 authorizes the Governor to waive fees applicable to residents of counties
impacted by Hurricane Helene or PTCS8 that are assessed by the Division of Motor Vehicles (Division) for
the following:

o Duplicate drivers license, duplicate commercial drivers license, or duplicate special identification
card.

First issuance of a special identification card.

Application for a duplicate or corrected title.

Replacement registration plate.

Application for a duplicate registration card.

Late payment of registration renewal fee.

The Division is authorized to refund fees collected by the Division that are waived pursuant to this section
and is required to post notice of the availability of refunds on its website.

This section became effective October 10, 2024, applied to fees assessed or collected on or after September
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15, 2024, and expired December 31, 2024.

Interest Waiver for Certain Taxes and Extension to File Partnership and S Corporation
Election — Disaster Recovery Act of 2024.
SL 2024-51 (H149), Sec. 13.1

Section 13.1 of S.L. 2024-51 provides financial relief to certain taxpayers located in the counties affected
by Hurricane Helene who would otherwise be required to file returns and make tax payments in the
immediate wake of the recovery period. The relief is in the form of a mandatory waiver by the Secretary of
Revenue of the accrual of interest that applies to late filings and payments. The length of the waiver period
varies based on the tax type. It also provides additional time for partnerships and S Corporations to file for
an election to be taxed at the entity level, which was otherwise due by October 15, 2024, for those entities
that had extensions expiring on that date.

This section became effective October 10, 2024.

Construction Fee Moratorium — Disaster Recovery Act of 2024.
SL 2024-51 (H149), Sec. 16.2

Section 16.2 of S.L. 2024-51 imposes, in the area impacted by Hurricane Helene, a three-month moratorium
on permit, inspection, or certificate of occupancy fees charged by the Department of Insurance, counties,
and cities on property damaged by Hurricane Helene.

This section became effective on October 10, 2024, and applies to permit applications dated on or after
September 26, 2024, and expired on December 31, 2024.

Fee Waiver for Certain Infrastructure Emergency Loans — The Disaster Recovery
Act of 2024 - Part 1.
SL 2024-53 (S743), Sec. 4C.5

Section 4C.5 of S.L. 2024-53 provides discretion to the Secretary of Environmental Quality to waive the
2% loan fee for emergency loans to water supply systems or wastewater systems when the Governor has
declared a state of emergency due to a natural disaster or a pendingdisaster.

This section became effective October 25, 2024.

Expand Waiver of Interest Provisions for Tax Preparers/Tax Records — The Disaster
Recovery Act of 2024 - Part 1.
SL 2024-53 (S743), Sec. 4H.1

Section4H.1 of S.L. 2024-53 extends to taxpayers whose tax preparers or tax records are located in a disaster
county the waiver provision applicable to interest on an underpayment of tax for certain periods of time for
taxpayers located in a disaster county, which was provided in Sec. 13.10f S.L. 2024-51. However, for these
taxpayers, the waiver is not automatic and is granted only upon request. A taxpayer seeking this waiver
must have notified the Department of Revenue within 30 days of the act becoming law, which occurred on
October 25, 2024.

This section became effective on October 25, 2024.
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Eliminate Additional Means of Notice to Advertise Property Tax Liens Currently
Required by Law - Disaster Relief-3/Budget/VVarious Law Changes. SL 2024-57 (S382), Sec.
2.1

Section 2J.1 of S.L. 2024-57 repeals Section 22 of S.L. 2024-45, which required tax collectors to provide
an additional means of notice to advertise property tax liens, effective for taxes imposed for taxable years
beginning on or after January 1, 2025. Specifically, the requirement being repealed by this section would
have required a tax collector to visit each affected parcel to post notice of the lien directly on or at the
parcel’s physical location in addition to the existing requirement of advertising the lien in local newspapers.

This bill was vetoed by the Governor on November 26, 2024, and that veto was overridden by the General
Assembly on December 11, 2024. This section became effective December 11, 2024.

S508, Sec. 10.1 - Clarify Division of Motor Vehicles Authority to Implement Transaction
Fees on Electronic Payments — 2023 Budget Technical/Other Corrections. (SL 2024-1)
Section 10.1 of S.L. 2024-1 makes a clarifying change to a provision enacted in 2023 authorizing the
Division of Motor Vehicles (DMV) to add transaction fees to electronic payment transactions. This section
makes clear this fee authority applies to all electronic payments accepted by the DMV, notwithstanding a
separate general statutory provision governing electronic transaction fees implemented by public agencies.

This section became effective July 1, 2024.

S508, Sec. 11.1 - Exempt Public Transportation From For-Hire Ground Transport

Excise Tax — 2023 Budget Technical/Other Corrections. (SL 2024-1)

Section 11.1 of S.L. 2024-1 clarifies that for-hire ground transport service providers that provide public
transportation on behalf of a State agency, certain governmental entities, or a local board of education are
exempt from the for-hire ground transport excise tax.

This section becomes effective July 1, 2025, and applies to for-hire ground transport services occurring on
or after that date.

S508, Sec. 11.2 - Clarify Franchise Tax Cap on the First One Million Dollars of C Corp Tax
Base — 2023 Budget Technical/Other Corrections. (SL 2024-1)

Section 11.2 of S.L. 2024-1 clarifies that the franchise tax cap on the first $1 million of C Corporation's tax
base is a maximum of $500 and not a flat rate of tax.

This section is effective for taxable years beginning on or after January 1, 2025, and applicable to the

calculation of franchise tax reported on the 2024 and later corporate income taxreturn.

S508, Sec. 11.3 - Extend Filing Date for SALT Cap Election — 2023 Budget

Technical/Other Corrections. (SL 2024-1)
Section 11.3 of S.L. 2024-1 extends from October 15, 2023, to July 1, 2024, the filing date for a SALT cap
election for the 2022 taxable year.

This section is effective for taxable years beginning on or after January 1, 2022.
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S508, Sec. 11.4 - Tobacco Tax Documentation Technical Correction — 2023

Budget Technical/Other Corrections. (SL 2024-1)

Section 11.4 of S.L. 2024-1 makes a technical correction by incorporating into G.S. 105-113.36A(f) the
changes made by both Section 3.2(b) of S.L. 2023-12, which was the Revenue Laws Technical, Clarifying,
and Administrative Changes Act, and Section 42.18(b) of S.L. 2023-134, which was the 2023
Appropriations Act.

This section becomes effective July 1, 2025, and applies to sales or purchases occurring on or after that
date.

H198, Sec. 18 - Increase Frequency of Tax Revenue Transfer to Highway Fund —
North Carolina Department of Transportation Legislative Changes. (SL 2024-15)

Section 18 of S.L. 2024-15 increases from quarterly to monthly the frequency of transfers from the General
Fund to the Highway Fund of proceeds collected from the State general rate of sales tax.

This bill was vetoed by the Governor on May 23, 2024, and that veto was overridden by the General
Assembly on June 27, 2024. This section of the act became effective July 1, 2024.

H912 - 2024 UNC Self-Liquidating Capital Projects. (SL 2024-24)

S.L. 2024-24 authorizes constituent institutions of The University of North Carolina (UNC) to finance and
acquire or construct certain capital improvement projects reviewed and approved by the Board of Governors
of UNC. The projects will be financed through revenue bonds, special obligation bonds, and other funds
available to the institutions, excluding tuition and appropriations from the General Fund or the State Capital
and Infrastructure Fund unless previously authorized by law.

This act became effective on June 28, 2024.

H228 - Revenue Laws Technical, Clarifying, and Administrative Changes. (SL 2024-28)
S.L. 2024-28 makes various technical, clarifying, and administrative changes to the revenue laws as
recommended by the Department of Revenue, makes technical changes to the Medicaid hospital assessment
statutes, replaces an expiring unit of measure used by Fannie Mae referenced in NC statutes setting certain
restrictions on high-cost home loans, increases from

$20 to $30 the special registration plate fee for the NC Tennis Foundation special plate, and increases

the bond debt limit for the Housing Finance Agency.

This act was signed into law by the Governor on July 1, 2024, but has various effective dates. Please
see the full summary for more detail.

S319 - Insurance Revisions/Online Auctions/Firefighters. (SL 2024-29)
Session Law 2024-29:

o Clarifies that risk retention groups chartered in this State are subject to examination by the
Commissioner of Insurance and are responsible for the costs of the examination.

e Reduces from 5% to 1.85% the tax rate applicable to gross premiums paid for coverages within
this State to risk retention groups not chartered in this State.

e Removes the requirement that foreign captive insurance companies redomesticate to North
Carolina before December 31, 2022, in order to qualify for the exemption from paying gross
premiums taxes in the year of and after redomestication and extends by two years the expiration date
of this exemption, ending it for taxable years beginning on or after January 1, 2026.
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Allows certain foreclosure sales to be conducted at designated public locations, expands the time
allowed for a scheduled foreclosure sale to commence, and establishes a procedure for remote
bidding at a foreclosure sale.

Permits health benefit plan sponsors, on behalf of any enrolled individual, to consent to delivery of
all plan-related documents by electronic means in compliance with the Uniform Electronic
Transactions Act, if that is not otherwise prohibited under ERISA.

Permits an individual to be licensed simultaneously as an adjuster and as an insurance producer
with casualty, personal lines, or property lines of authority.

Clarifies that either the appointing insurer or the appointed insurance producer can notify the
Commissioner when the appointment is cancelled.

Amends the definition of an "underinsured motor vehicle" by removing language that states the
applicable limits of underinsured (UIM) coverage at the time of the accident are those "for the
vehicle involved in the accident and insured under the owner's policy."

Makes technical corrections to certain insurance provisions in S.L. 2023-133 concerning the
calculation of underinsured motorist coverage and insurance ratemaking laws.

Establishes the Firefighters' Cancer Insurance Program to provide health benefits to eligible
firefighters with a new diagnosis of cancer on or after January 1, 2022.

Increases from $10.00 to $15.00 the monthly payment by eligible firefighters and rescue squad
workers who participate in the North Carolina Firefighters' and Rescue Squad Workers' Pension
Fund and increases the monthly pension benefit from $170.00 to

$175.00.
Requires a county to ensure a criminal history record check is conducted for an applicant over the

age of 18 who is applying for a firefighting position and allows county clerks of court and third-
party vendors to conduct a record check under certain conditions.

This act has various effective dates. Please see the full summary for more details.

S319, Secs. 1-3 - Captive Insurance Revisions — Insurance Rev/Online Auctions/Firefighters.
(SL 2024-29)
Sections 1 through 3 of S.L. 2024-29 do the following:

Provides that a risk retention group chartered in this State is subject to examination by the
Commissioner of Insurance whenever the Commissioner deems it prudent and reasonable.
Reduces from 5% to 1.85% the tax rate applicable to gross premiums paid for coverages within
this State to risk retention groups not chartered in this State.

Eliminates the requirement that a foreign captive insurance company redomesticate to North
Carolina prior to December 31, 2022, in order to qualify for the exemption from paying gross
premiums taxes in the year of and in the year after redomestication and extends by one year the
sunset on this exemption provision, ending it for taxable years beginning on or after January 1,
2026.

Sections 1 and 2 of S.L. 2024-29 become effective October 1, 2024. Section 3 became effective
July 2, 2024.

H199, Sec. 30 - Motor Vehicle Registration Tax — DMV Proposed Legislative Changes. (SL
2024-30)

Section 30 of S.L. 2024-30 increases from $8 to $10 the maximum tax rate transportation authorities
may levy for registered motor vehicles located within their territorial jurisdiction.

This section became effective July 1, 2024.
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H900, Sec. 2 - Regulate Tobacco Products — Certain CIHS Partners/Regulate

Tobacco Products. (SL 2024-31)

Section 2 of S.L. 2024-31 creates a new regulatory system for the certification of consumable products and
vapor products, including the creation of a public directory of these certified products, and provides
enforcement mechanisms for violations of this new regulatory system.

Section 2 of S.L. 2024-31 becomes effective December 1, 2024.

S355, Sec. 15 - Conservation Tax Credit — North Carolina Farm Act of 2024. (SL 2024-32)
Section 15 of S.L. 2024-32 reenacts a modified conservation tax credit equal to 25% of the fair market
value of donated real property that may be used (1) for forestland or farmland preservation; (2) for fish and
wildlife conservation; (3) as a buffer for military training and testing activities; (4) for floodplain protection;
(5) for historic landscape conservation; (6) for public trails or access to public trails. The credit is capped at
$500,000 for corporations and $250,000 for individuals. There is an aggregate cap of $5 million dollars per
taxable year with 65% of that amount being allocated for credits claimed for forestland and farmland
preservation.

This credit is effective for taxable years beginning on or after January 1, 2025, for donations made on or after
January 1, 2025, and expires for taxable years beginning on or after January 1, 2027, for donations made
on or after January 1, 2027.

S527, Sec. 23 - Cap the Tax on Qualifying Spirituous Liquor Purchases — ABC Omnibus
2023- 24. (SL 2024-41)

Section 23 of S.L. 2024-41 caps the amount of sales and use tax payable on the purchase of a single
container of spiritous liquor the purchase price of which is equal to or greater than

$50,000. In order to effectuate this cap administratively, a purchaser must either apply to the Department
of Revenue for a direct pay permit and pay the tax directly to the Secretary, or the seller may voluntarily
collect the tax on behalf of the purchaser.

This section becomes effective January 1, 2025, and applies to purchases occurring on or after that date.

S527, Sec. 35 - Clarify Due Date of Returns/Tax and Clarify When Excise Taxes for
Alcoholic Beverages Must Be Paid — ABC Omnibus 2023-24. (SL 2024-41)

Section 35 of S.L. 2024-41 clarifies the due dates for returns and payment of alcohol excise tax, clarifies
that certain reports must be submitted even if tax is not due, and allows the Department of Revenue to request
a copy of an agreement between breweries or wineries and their wholesalers transferring the remittance
obligation to the wholesaler.

This section, as included in this act, became effective July 8, 2024. However, the identical provision was
enacted in Section 3.1 of S.L. 2024-28, which became effective July 1, 2024. Therefore, as a practical
matter, the substance of this section became effective July 1, 2024.

H250, Sec. 4 - Modify Rural Electrification Authority/Fee Update — Public

Safety/Other Changes. (SL 2024-43)

Section 4 of S.L. 2024-43 increases the maximum fee that the Rural Electrification Authority (Authority)
can charge telephone and electric membership corporations from four cents (4¢) to six cents (6¢) for each
electric membership corporation's meter connected for service in the State and for each telephone
membership corporation's access line connected for service in the State for each quarter of the year.
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This section became effective July 8, 2024.

S607, Sec. 22 - Require Additional Means of Notice to Advertise Property Tax Liens
in Addition to Those Currently Required by Law — Regulatory Reform Act of 2024.

(SL 2024-45)
Section 22 of S.L. 2024-45 requires an additional means of notice to advertise property tax liens in addition
to those currently required by law.

This section becomes effective for taxes imposed for taxable years on or after January 1, 2025.

H149, Sec. 11.1 - Waiver of Certain Division of Motor Vehicles Fees — Disaster Recovery Act
of 2024. (SL 2024-51)

Section 11.1 of S.L. 2024-51 authorizes the Governor to waive fees applicable to residents of counties
impacted by Hurricane Helene or PTCS8 that are assessed by the Division of Motor Vehicles (Division) for
the following:

o Duplicate drivers license, duplicate commercial drivers license, or duplicate special identification
card.

First issuance of a special identification card.

Application for a duplicate or corrected title.

Replacement registration plate.

Application for a duplicate registration card.

Late payment of registration renewal fee.

The Division is authorized to refund fees collected by the Division that are waived pursuant to this section
and is required to post notice of the availability of refunds on its website.

This section became effective October 10, 2024, applied to fees assessed or collected on or after September
15, 2024, and expired December 31, 2024.

H149, Sec. 13.1 - Interest Waiver for Certain Taxes and Extension to File Partnership

and S Corporation Election — Disaster Recovery Act of 2024. (SL 2024-51)

Section 13.1 of S.L. 2024-51 provides financial relief to certain taxpayers located in the counties affected
by Hurricane Helene who would otherwise be required to file returns and make tax payments in the
immediate wake of the recovery period. The relief is in the form of a mandatory waiver by the Secretary of
Revenue of the accrual of interest that applies to late filings and payments. The length of the waiver period
varies based on the tax type. It also provides additional time for partnerships and S Corporations to file for
an election to be taxed at the entity level, which was otherwise due by October 15, 2024, for those entities
that had extensions expiring on that date.

This section became effective October 10, 2024.

H149, Sec. 16.2 - Construction Fee Moratorium — Disaster Recovery Act of 2024. (SL 2024-
51)

Section 16.2 of S.L. 2024-51 imposes, in the area impacted by Hurricane Helene, a three-month moratorium
on permit, inspection, or certificate of occupancy fees charged by the Department of Insurance, counties,
and cities on property damaged by Hurricane Helene.

This section became effective on October 10, 2024, and applies to permit applications dated on or after
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September 26, 2024, and expired on December 31, 2024.

S743, Sec. 4C.5 - Fee Waiver for Certain Infrastructure Emergency Loans — The

Disaster Recovery Act of 2024 - Part I1. (SL 2024-53)

Section 4C.5 of S.L. 2024-53 provides discretion to the Secretary of Environmental Quality to waive the
2% loan fee for emergency loans to water supply systems or wastewater systems when the Governor has
declared a state of emergency due to a natural disaster or a pendingdisaster.

This section became effective October 25, 2024.

S743, Sec. 4H.1 - Expand Waiver of Interest Provisions for Tax Preparers/Tax Records

— The Disaster Recovery Act of 2024 - Part I1. (SL 2024-53)

Section4H.1 of S.L. 2024-53 extends to taxpayers whose tax preparers or tax records are located in a disaster
county the waiver provision applicable to interest on an underpayment of tax for certain periods of time for
taxpayers located in a disaster county, which was provided in Sec. 13.10f S.L. 2024-51. However, for these
taxpayers, the waiver is not automatic and is granted only upon request. A taxpayer seeking this waiver
must have notified the Department of Revenue within 30 days of the act becoming law, which occurred on
October 25, 2024.

This section became effective on October 25, 2024.

S382, Sec. 2J.1 - Eliminate Additional Means of Notice to Advertise Property Tax Liens
Currently Required by Law — Disaster Relief-3/Budget/Various Law Changes. (SL 2024-
57)

Section 2J.1 of S.L. 2024-57 repeals Section 22 of S.L. 2024-45, which required tax collectors to provide
an additional means of notice to advertise property tax liens, effective for taxes imposed for taxable years
beginning on or after January 1, 2025. Specifically, the requirement being repealed by this section would
have required a tax collector to visit each affected parcel to post notice of the lien directly on or at the
parcel’s physical location in addition to the existing requirement of advertising the lien in local newspapers.

This bill was vetoed by the Governor on November 26, 2024, and that veto was overridden by the General
Assembly on December 11, 2024. This section became effective December 11, 2024.

2023 Finance Law Changes

H76 - Access to Healthcare Options. (SL 2023-7)
Part | of the act does the following:

e Provides Medicaid coverage through NC Health Works to adults aged 18-64 with incomes up to
133% of the federal poverty level, beginning on the later of (i) the date the Current Operations
Appropriations Act for the 2023-2024 fiscal year becomes law or (ii) the federally-approved start
date.

e Provides increased Medicaid reimbursements to hospitals through the Healthcare Access and
Stabilization Program (HASP) upon federal approval of a request developed and submitted by the
Department of Health and Human Services (DHHS).

e Increases hospital assessments to provide funding for the NC Health Works coverage and the HASP
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program.

Part 11 of the act enacts various workforce development measures to promote employment among Medicaid
enrollees.

Part 111 of the act removes psychiatric beds and facilities, chemical dependency treatment beds and facilities,
ambulatory surgical centers in large counties, MRI machines in large counties, certain home care agency
treatment for minors, and the first $3 million worth of replacement and diagnostic center equipment from
certificate of need review.

This act has various effective dates. Please see the full summary for more details

S174 - Revenue Laws Technical, Clarifying, and Administrative Changes. (SL 2023-12)
S.L. 2023-12 makes various technical, clarifying, and administrative changes to the revenue laws as
recommended by the Department of Revenue.

This act has various effective dates. Please see the full summary for more detail.

H347 - Sports Wagering/Horse Racing Wagering. (SL 2023-42)
S.L. 2023-42, effective January 8, 2024, does the following:

Authorizes, regulates, and taxes sports wagering in North Carolina. The Lottery Commission is responsible
for issuing licenses to involved parties and regulating sports wagering in North Carolina. Section 11.18 of
S.L. 2023-134 amended these provisions.

o Authorizes and regulates pari-mutuel wagering on horse racing in North Carolina. The Lottery
Commission is responsible for issuing licenses to involved parties and regulating pari-mutuel
wagering in North Carolina.

o Authorizes live horse racing in North Carolina. The Lottery Commission is responsible for
regulation of horse racing.

o Creates and provides funding for the North Carolina Major Events, Games, and Attractions Fund,
which is administered by the Department of Commerce to provide grants for local governments or
nonprofit entities working with local governments to attract major entertainment, musical, political,
sporting, and theatrical events to the State to stimulate economic activity and create jobs. Section
11.18 of S.L. 2023-134 amended these provisions.

S299 - Reimburse Late Audit Costs with Sales Tax Rev. (SL 2023-59)

S.L. 2023-59 authorizes the Local Government Commission to withhold a county or municipality's sales tax
distribution if the county or municipality fails to submit an annual audit report. The amount withheld is
equivalent to 150% of the cost of the required audit.

This bill was vetoed by the Governor on June 19, 2023, and that veto was overridden by the General
Assembly on June 27, 2023. Section 1 of the act becomes effective January 1, 2024, and applies to audits
for fiscal years ending on or after June 30, 2023. The remainder of the act became effective June 27, 2023.

S582 - North Carolina Farm Act of 2023.

Sec. 1: Include Income From the Sale of Honey in Gross Income for Purposesof Present
Use Value Taxation. (SL 2023-63)

SL 2023-63 (S582), Sec. 1

Section1of S.L. 2023-63 allows income from the sale of honey to be considered gross income for the purposes
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of present use value taxation.

This bill was vetoed by the Governor on June 23, 2023, and that veto was overridden by the General
Assembly on June 27, 2023.

This section became effective for taxes imposed for taxable years beginning on or after July 1, 2023.
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S582 - North Carolina Farm Act of 2023.
Sec. 1.4: Exempt Compost from Sales Tax for Qualifying Farmers. (SL 2023-63)
SL 2023-63 (S582), Sec. 1.4

Section 1.4 of S.L. 2023-63 exempts compost from sales and use tax when purchased by a qualifying farmer
for use primarily in farming operations.

This bill was vetoed by the Governor on June 23, 2023, and that veto was overridden by the General
Assembly on June 27, 2023.

This section became effective October 1, 2023.

H364 - Self-Liquidating Projects/Property Transfers. (SL 2023-66)
S.L. 2023-66 does the following:

e Authorizes constituent institutions of The University of North Carolina (UNC) to finance and
acquire or construct certain capital improvement projects reviewed and approved by the Board of
Governors of UNC on February 23, 2023. The projects will be financed through revenue bonds,
special obligation bonds, and other funds available to the institutions, excluding tuition and
appropriations from the General Fund

e Authorizes the transfer of personal property between constituent institutions of UNC with the
approval of the President of UNC.

This act became effective June 30, 2023.

H219 - Charter School Omnibus. (SL 2023-107)

Sec. 6: Authorize Counties to Provide Capital Funds to Charter Schools. (SL 2023-107)
Section 6 of S.L. 2023-107 allows counties to use property taxes to provide direct appropriations for capital
funds to charter schools that can be used for real property, building construction and renovation, and
furnishings and equipment. Counties receive a security interest if charters used the funds to acquire or
improve property, which the county can subordinate to other liens, and release if the charter paid back the
capital funds provided. Counties can also lease real property to charters. If a charter is dissolved, any assets
purchased with county capital funds is deemed the property of the contributing county or counties.

This bill was vetoed by the Governor on July 21, 2023, and that veto was overridden by the General

Assembly on August 16, 2023. This section of the act became effective August 16, 2023, and applies
beginning with the 2023-2024 school year.

Finance - Page



H259 - 2023 Appropriations Act.

Sec 5.9: Preemption of Certain Local Government Actions. (SL 2023-134)

Section 5.9 of S.L. 2023-134 provides that the North Carolina Wage and Hour Act supersedes and preempts
any ordinance, regulation, or policy of a unit of local government or other political subdivision of the State
that imposes requirements upon employers pertaining to compensation, including wage levels, hours of labor,
payment of wages, benefits, leave, or well-beingof minors in the workforce. This does not apply to: a local
government regulating, compensating, or controlling its own employees, certain economic development
incentives, a requirement of federal community development block grants, and programs established under
the statute dealing with community development programs and activities.

This section also restricts counties and cities from adopting ordinances and rules to: (i) restrict, tax, charge
a fee, prohibit, or otherwise regulate the use, disposition, or sale of an auxiliary container (e.g. bags,
containers, bottles, merchandise containers, etc.), and (ii) regulate the use of shopping carts, including the
imposition of a fee or fine on a business for failure to take possession of a shopping cart that was removed
from the premises of the business. This section allows counties and cities to operate recycling programs,
composting programs, and solid waste disposal programs and to regulate the use of auxiliary containers on
property owned or maintained by the county or city. This section became effective July 1, 2023.

H259 - 2023 Appropriations Act.

Sec. 9E.7: Ensuring Certain Medicaid Receipts (SL 2023-134)

Section 9E.7 of S.L. 2023-134 changes the calculation of the modernized hospital assessments under Part 2
of Article 7B of Chapter 108A of the General Statutes for one taxable quarter to allow the Department of
Health and Human Services (DHHS) to collect an additional $43 million in hospital assessments. This
additional assessment amount offsets $43 million in Medicaid disproportionate share adjustment receipts
that were anticipated for the 2022-2023 fiscal year but that were not collected as a result of the retroactive
implementation of the healthcare access and stabilization program (HASP) which is a new initiative
providing increased Medicaid reimbursements to hospitals participating in Medicaid managed care. This
section of the act allows DHHS to use the additional hospital assessment receipts in the same manner as was
allowed for the disproportional share adjustment receipts that are being offset.

The effective date of this section of the act is the later of the following dates: (i) the first day of the next
assessment quarter after this act becomes law or (ii) the first day of the next assessment quarter after the
Centers for Medicare and Medicaid Services (CMS) approves HASP hospital reimbursements for the 2022
2023 fiscal year that are greater than $400 million. Based on the timing of these conditions being met, this
section became effective January 1,2024.

H259 - 2023 Appropriations Act.

Sec. 9E.23: Agency Requested Changes / Division of Health Benefits (SL 2023-134)

Section 9E.23 of S.L. 2023-134 makes technical, clarifying, and conforming updates to various laws relating
to Medicaid as requested by the Department of Health and Human Services. See full summary for effective
dates.

H259 - 2023 Appropriations Act.

Sec. 11.12: Selectsite Readiness Program (SL 2023-134)
Section 11.12 of S.L. 2023-134 establishes the Selectsite Readiness Program to be administered by the
Economic Development Partnership of North Carolina.

This section became effective July 1, 2023.
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H259 - 2023 Appropriations Act.

Sec. 11.18: Sports Wagering Technical Corrections (SL 2023-134)

Section 11.18 of S.L.. 2023-134 makes changes to S.L. 2023-42 (Sports Wagering/Horse Racing Wagering),
most notably, the following:

e Requires a prospective interactive sports wagering operator applicant to have a written designation
agreement with a professional sports team, a motorsports facility, a facility that hosts a professional
golf tournament annually, or certain sports governing bodies to be eligible for licensure.

e Authorizes an indoor venue that does not meet the definition of "sports facility” but hosts sporting
events and is designed to host 22,000 or more live spectators to be an eligible location for grant
funding from the North Carolina Major Events, Games, and Attractions Fund.

This act has various effective dates. Please see the full summary for more details.

H259 - 2023 Appropriations Act.

Sec. 14.3: Tobacco Farm Life Museum Special Fund (SL 2023-134)

Section 14.3 of S.L. 2023-134 directs the Department of Natural and Cultural Resources (DNCR) to assume
ownership and administration of the Tobacco Farm Life Museum in Johnston County from the Tobacco
Farm Life Museum, Inc. and creates the Tobacco Farm Life Museum Fund within the DNCR to pay costs
associated with the operation, interpretation, development, expansion, preservation, and maintenance of the
Tobacco Farm Life Museum. Of the funds appropriated to the DNCR General Fund, $375,000 in the 2023-
2024 fiscal year and $350,000 in the 2024-2025 fiscal year must be used for the operation, administration,
and new positions staffing the Tobacco Farm Life Museum. The section also repeals laws (Article 51,
Chapter 143) requiring the DNCR to establish and otherwise manage tobacco museums in Rockingham
County and in Nash or Edgecombe County.

The section that repeals statutes requiring the DNCR to establish and manage tobacco museums became
effective October 3, 2023.

The remainder of the section becomes effective only if the Tobacco Farm Life Museum transfers and conveys
all of its assets to the State.

H259 - 2023 Appropriations Act.

Sec. 29.1: Reporting Requirements (SL 2023-134)

Section 29.1 of S.L. 2023-134 makes changes to the reporting requirements of the North Carolina Housing
Finance Agency by allowing multiple reports to be consolidated into one comprehensive report and outlining
other information that must be included in that comprehensive report. The report is required to be submitted
to the House Finance Committee, the Senate Finance Committee, and the Joint Legislative Oversight
Committee on General Government on or before February 15 of each year. The section further repeals certain
other reporting requirements of the North Carolina Housing Finance Agency.

This section became effective July 1, 2023 and applies to reports due on or after that date.

H259 - 2023 Appropriations Act.
Sec. 29.2: Housing Finance Agency - Increase Project Caps for Workforce Housing Loan

Program (SL 2023-134)

Section 29.2 of S.L. 2023-134 increases the amount a taxpayer can receive as a loan under the Workforce
Housing Loan Program. The Workforce Housing Loan Program finances loans to construct or substantially
rehabilitate affordable rental housing in combination with federal low- income housing tax credits. Loans are
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capped based on the income designation of the county in which the low-income housing development is
located, as designated by the North Carolina Housing Finance Agency. Loans to eligible taxpayers are
subject to the following limits:

e Low-income county: $3 million (increased from $2 million)
e Moderate-income county: $2 million (increased from $1.5 million)
e High-income county: $500,000 (increased from $250,000) This

section became effective July 1, 2023.

H259 - 2023 Appropriations Act.

Sec. 29.3: Housing Finance Agency - Workforce Housing Loan Program (SL

2023-134)

Section 29.3 of S.L. 2023-134 allows a taxpayer who was allocated a low-income housing tax credit for a
low-income housing development located in a low-income county before October 3, 2023, to be eligible for
a loan under the Workforce Housing Loan Program. The taxpayer must provide evidence that the loan funds
are necessary to address inflationary costs associated with the low-income housing development. These
funds would be in addition to other sources of funding for the development project included in the taxpayer's
initial loan application.

This section became effective July 1, 2023.

H259 - 2023 Appropriations Act.

Sec. 34.3: Department of Revenue Administrative Costs for Collecting Prepaid Wireless
Telecommunications Service Charges (SL 2023-134)

Section 34.3 of S.L. 2023-134 increases the amount the Department of Revenue (DOR) can retain from the
total 911 service charges for prepaid wireless telecommunications service remitted to DOR. DOR is
authorized to retain up to $750,000 per year (was $500,000) to cover costs associated with collecting the
charges.

This section became effective July 1, 2023.

H259 - 2023 Appropriations Act.

Sec. 35.1: Increase Fees for Lobbyists and Lobbyist Principals (SL 2023-134)

Section 35.1 of S.L. 2023-134 raises the registration fees that lobbyists and lobbyist principals must
pay from $250 to $500. This section of the act became effective July 1, 2023.

H259 - 2023 Appropriations Act.

Sec. 36.3: Bond Referendum Transparency (SL 2023-134)

Section 36.3 of S.L. 2023-134 amends the ballot language required for a general obligation bond referendum
to add the following:

e The estimated cumulative cost over the life of the bond, using the highest interest rate charged for
similar debt.

e The amount of property tax liability increase to service the cumulative cost over the life of the
bond, stated for each $100,000 of property tax value.

Section 36.3 also requires that the ballot language explicitly state that additional property taxes can be
levied on property located in the unit of local government to repay the debt.
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This section became effective December 31, 2023, and applies to bond referendums conducted on or after
that date.

H259 - 2023 Appropriations Act.

Sec. 41.11B: Ferry Maintenance Report (SL 2023-134)

Section 41.11B of S.L. 2023-134 requires the Ferry Division of the Department of Transportation to report
on the use of funds appropriated for marine and facilities maintenance for each year of the 2023-2025 fiscal
biennium, including (i) the projects on which the funds were used, (ii) the amount of funds used for each
project, (iii) whether the work on the project was performed by a contractor or by the Ferry Division, and (iv)
the name of the contracting company for all work performed by a contractor. The report must be submitted
to the chairs of the Joint Legislative Transportation Oversight Committee, the chairs of the House and Senate
Transportation Appropriations Committees, and the Fiscal Research Division on June 30, 2024, and June
30, 2025.

This section became effective July 1, 2023.

H259 - 2023 Appropriations Act.

Sec. 41.14D: Increase Electric and Hybrid Vehicle Fees (SL 2023-134)

Section 41.14D of S.L. 2023-134 increases the additional registration fee for electric vehicles and creates a
new additional registration fee for plug-in hybrid vehicles.

This section becomes effective January 1, 2024, and applies to vehicles registered on or after that date.

H259 - 2023 Appropriations Act.
Sec. 41.14E: Authorize the Division of Motor Vehicles to Implement Transaction Fees on

Electronic Payments (SL 2023-134)

Section 41.14E of S.L. 2023-134 requires the Division of Motor Vehicles (DMV), Department of
Transportation, to develop a plan for adding a fee to transactions where it accepts electronic payment to
offset any service charge DMV pays for electronic payment service and to submit the plan to the chairs of the
Joint Legislative Transportation Oversight Committee, the chairs of the House and Senate Transportation
Appropriations Committees, and the Fiscal Research Division by January 1, 2024. This section also
authorizes DMV to charge a transaction fee of up to 2% of the electronic payment beginning July 1, 2024.

The directive to DMV became effective October 3, 2023. The provision authorizing DMV to add a
transaction fee of up to 2% for electronic payments becomes effective July 1, 2024.

H259- 2023 Appropriations Act. (SL 2023-134)
Part 42 of S.L. 2023-134 (2023 Appropriations Act) includes the following tax-related changes:

e Personal income tax changes that include accelerating the currently scheduled rate reductions for
2024, 2025, and 2026 with successive rate reductions of .5% if General Fund revenues hit certain
triggers in certain fiscal years with a floor of 2.49%. (Section 42.1)

e Business tax changes that include:

e Capping the franchise tax at $500 for the first one million dollars of a C Corporation's tax base.
(Section 42.6A)

e Repealing the State privilege tax on professionals, effective for taxable years beginning on or
after July 1, 2024. (Section 42.7)

o Allowing certain trusts and corporations to be partners of a taxed partnership. (Section 42.21)
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e Sales tax changes that include:

o Prospectively exempting from sales tax goods and services, other than alcoholic beverages, sold by
a provider of continuing care to its independent living residents. The exemption would not apply
to sales of alcoholic beverages, and a provider of continuing care must pay sales and use tax on the
purchase price of an item that would be exempt under this provision. (Section 42.10)

e Extending the sunsets on exemptions and refunds for professional motorsports teams. (Section
42.11)

e Aligning the sales tax exemption for parts and accessories used in the repair and maintenance of
certain aircraft with the existing sales tax exemption for labor on the same aircraft. (Section 42.12)

o Extending by 5 years the sunset on the exemption for aviation gasoline and jet fuel for use in
commercial aircraft. (Section 42.13)

o Expanding the exemption on fuels and consumables used by boats engaged in the transportation of
freight on the ocean to also include transport in intracoastal waterways, sounds, or rivers (currently
limited to oceangoing vessels on the high seas). (Section 42.14)

e Exempting breast pumps, including repair and replacement parts, and breast pump collection and
storage supplies. (Section 42.16)

o Excise tax change that modifies the way in which snuff is taxed from being cost-based to weight-
based and an expansion of the tax base to include alternative nicotine products. (Section 42.18)

o Creation of a new excise tax applicable to the gross receipts derived from each ride using a for-hire
ground transportation service provider, such as Uber, Lyft, or ataxi service, effective July 1, 2025.
The rate will be 1.5% for exclusive ride service and 1% for shared ride service. The proceeds of the
tax will be credited to the Highway Fund. (Section 42.19)

e Prohibiting a regional transportation authority from levying the short-term car rental tax in a county
that has withdrawn from the authority. This provision applies only to Surry County. (Section 42.20)

o Clarification of the motor fuel tax formula. (Section 42.22)

o Property tax exclusion for real and personal property located at a legacy airport, effective for taxable
years beginning on or after July 1, 2024. (Section 42.23)

H259 - 2023 Appropriations Act.

Sec. 42.1: Personal Income Tax Rate Reductions (SL 2023-134)

Section 42.1 of S.L. 2023-134 accelerates the currently scheduled personal income tax rate reductions for
2024, 2025, and 2026 with successive rate reductions of .5% if General Fund revenues hit certain triggers in
certain fiscal years with a floor of 2.49%.

This section became effective October 3, 2023.

H259 - 2023 Appropriations Act.

Sec. 42.6A: Cap the Franchise Tax on First One Million Dollars of C Corp Tax Base — (SL
2023-134)

Section 42.6A of S.L. 2023-134 caps the franchise tax at a maximum of $500 for the first one million dollars
of a C Corporation's tax base.

This section is effective for taxable years beginning on or after January 1, 2025, and applicable to the
calculation of franchise tax reported on the 2024 and later corporate income taxreturn.

H259 - 2023 Appropriations Act.

Sec. 42.7: Repeal State Privilege Tax on Professionals (SL 2023-134)

Section 42.7 of S.L. 2023-134 repeals the State privilege tax on professionals, effective for taxable years
beginning on or after July 1, 2024.
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H259 - 2023 Appropriations Act.

Sec. 42.10: Sales Tax Exemption for Continuing Care Retirement Communities (SL
2023-134)

Section 42.10 of S.L. 2023-134 prospectively exempts from sales tax goods and services, other thanalcoholic
beverages, sold by a provider of continuing care to its independent living residents. The exemption does not
apply to sales of alcoholic beverages, and a provider of continuing care must pay sales and use tax on the
purchase price of an item that is exempt under this provision.

This section became effective for goods and services sold on or after November 1, 2023.

H259 - 2023 Appropriations Act.
Sec. 42.11: Extend Sunset on Exemptions and Refunds for Professional Motorsports
(SL 2023-134)

Section 42.11 of S.L. 2023-134 extends the sunsets on exemptions and refunds for professional motorsports
teams.

This section became effective October 3, 2023.

H259 - 2023 Appropriations Act.

Sec. 42.12: Expand Aviation Sales Tax Exemption So That Parts and Accessories
Exemption Aligns with Labor Exemption for Same Type of Aircraft (SL 2023-134)
Section 42.12 of S.L. 2023-134 aligns the sales tax exemption for parts and accessories used in the
repair and maintenance of certain aircraft with the existing sales tax exemption for labor on the same
aircraft.

H259 - 2023 Appropriations Act.
Sec. 42.13: Extend Sunset for Aviation Gasoline and Jet Fuel for Use in Commercial

Aircraft (SL 2023-134)
Section 42.13 of S.L. 2023-134 extends by five years the sunset on the exemption for aviation gasoline and
jet fuel for use in commercial aircraft.

This section became effective October 3, 2023.

H259 - 2023 Appropriations Act.

Sec. 42.14: Expand Sales Tax Exemption for Fuel and Consumables Used by Boats
Transporting Freight on Inland and Intracoastal Waterways (SL 2023-134)

Section 42.14 of S.L. 2023-134 expands the exemption on fuels and consumables used by boats engaged in
the transportation of freight on the ocean to also include transport in intracoastal waterways, sounds, or
rivers. The current exemption is limited only to oceangoing vessels on the high seas.
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H259 - 2023 Appropriations Act.

Sec. 42.16: Exempt Breast Pumps, Breast Pump Collection and Storage Supplies, and
Repair and Replacement Parts (SL 2023-134)

Section 42.16 of S.L. 2023-134 exempts breast pumps, including repair and replacement parts, and breast
pump collection and storage supplies from sales tax.

This section became effective for sales occurring on or after November 1, 2023.

H259 - 2023 Appropriations Act.
Sec. 42.18: Change Method of Taxing Snuff from Cost-Based to Weight-Based and Expand
Base to Include Alternative Nicotine Products (SL 2023-134)

Section 42.18 of S.L. 2023-134 modifies the way in which snuff is taxed from being cost-based to weight-
based, and it expands the tax base to include alternative nicotine products.

This section becomes effective July 1, 2025, for sales or purchases occurring on or after that date.

H259 - 2023 Appropriations Act.

Sec. 42.19: Enact New Transportation Commerce Tax (SL 2023-134)

Section 42.19 of S.L. 2023-134 creates a new excise tax applicable to the gross receipts derived from each
ride using a for-hire ground transportation service provider, such as Uber, Lyft, or a taxi service. The rate is
1.5% for exclusive ride service and 1% for shared ride service. The proceeds of the tax are credited to the
Highway Fund.

This section becomes effective July 1, 2025, and applies to for-hire ground transport services occurring on
or after that date.

H259 - 2023 Appropriations Act.
Sec. 42.20: Prohibit Regional Transportation Authorities from Levying Short-Term Car
Rental Tax in a County that has Withdrawn from Authority (SL 2023-134)

Section 42.20 of S.L. 2023-134 prohibits a regional transportation authority from levying the short-term car
rental tax in a county that has withdrawn from the authority. This provision applies only to Surry County.

This section became effective November 1, 2023, and applies to the gross receipts derived from short-term
leases or rentals billed on or after that date.
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H259 - 2023 Appropriations Act.

Sec. 42.21: Allow Certain Trusts and Corporations to be Partners of a Taxed Partnership

(SL 2023-134)
Section 42.21 of S.L. 2023-134 allows certain trusts and corporations to be partners of a taxed partnership.

This section is effective for taxable years beginning on or after January 1, 2022.

H259 - 2023 Appropriations Act.

Sec. 42.23: Property Tax Exclusion for Property Located at a Legacy Airport (SL

2023-134)

Section 42.23 of S.L. 2023-134 creates a property tax exclusion for real and personal property located at a
legacy airport.

This section becomes effective for taxable years beginning on or after July 1, 2024.

H600 - Reform Act of 2023.
Sec. 27: Prohibit Counties and Cities from Regulating Certain Online Marketplaces —

Regulatory (SL 2023-137)

Section 27 of S.L. 2023-137 prohibits counties or cities from regulating the operation of an online
marketplace; or requiring an online marketplace to provide personally identifiable information of users,
unless pursuant to a subpoena or court order.

This bill was vetoed by the Governor on October 2, 2023, and that veto was overridden by the General
Assembly on October 10, 2023. This section became effective on October 10, 2023.

2022 Finance Law Changes

H83 - Revenue Laws Technical, Clarifying, & Administrative Changes. (SL 2022-13)

S.L. 2022-13 makes various technical, clarifying, and administrative changes to the revenue laws as
recommended by the Department of Revenue.

H103 - 2022 Appropriations Act.
Sec. 9D.10: Medicaid Hospital Assessment Technical Adjustments. (SL 2022-74)

Section 9D.10 of S.L. 2022-74 amends statutes (G.S. 108A-146.12 and G.S. 108A-146.13) enacted in
Section 9D.13A(c) of S.L. 2021-180 to make technical adjustments to the modernized hospital assessments,
as follows:

e Reduces the amount of assessment collected from hospitals through the postpartum component to
account for the portion of the added postpartum costs that will be collected through the other
components of the modernized hospital assessments. Because the postpartum coverage and the
postpartum component took effect April 1, 2022, and this section becomes effective October 1,
2022, this section provides for a reconciliation of the April and July quarters in the quarter
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beginning October 1, 2022.

e Adjusts the historical subcomponent of the modernized hospital assessments related to the recent
change of ownership of Vidant Beaufort hospital that was reported to the Joint Legislative
Oversight Committee on Medicaid and NC Health Choice.

This section becomes effective October 1, 2022, and applies to modernized hospital assessments imposed
on or after that date.

H103 - 2022 Appropriations Act.
Sec. 23.1: OSBM/Report to Oversight Committee on New Positions. (SL 2022-74)

Section 23.1 of S.L. 2022-74 requires the Office of State Budget and Management to report quarterly to the
Joint Legislative Oversight Committee on General Government (Committee) and the Fiscal Research
Division of the General Assembly on the number of new positions established by a State agency under the
purview of the Committee and approved by the Director of the Budget. Pursuant to G.S. 143C-2-1, the
Governor is the Director of the Budget.

The report must include all of the following: (i) the justification for each position established, (ii) the position
title and duties of each position, (iii) the salary for each position, and (iv) the source of funds used to establish
each position.

This section became effective July 1, 2022,
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H103 - 2022 Appropriations Act. Part
42: Finance. (SL 2022-74)

Part XLII of S.L. 2022-74 makes the following tax-related changes:

e Section 42.1 — Expands the individual income tax exclusion of military retirement pay to include
retirement pay for service in all uniformed services. The exclusion enacted in Section 42.1A of S.L.
2021-180 applied only to members of the Armed Forces; this provision extends the exclusion to
retirees of the commissioned corps of the National Oceanic and Atmospheric Administration
(NOAA) and the U.S. Public Health Service. This provision became effective for taxable years
beginning on or after January 1, 2022.

e Section 42.2 — Exempts from sales and use tax purchases by interstate air and ground couriers of
certain equipment, including conveyor systems, and related parts and accessories, purchased for
use at package sorting facilities. Minimum investment and employment thresholds must be met to
be eligible for and to maintain the exemption. This provision became effective July 1, 2022, and
applies to purchases made on or after that date.

e Section 42.3 — Transfers a portion of the sales and use tax proceeds, ranging from 2%-6% over
three years, to the Highway Fund and Highway Trust Fund for transportation needs. This provision
became effective July 1, 2022.

e Section 42.4 — Shifts from annual to quarterly the motor fuel tax refund available for the off-
highway use of motor fuel. This provision becomes effective January 1, 2023, and applies to
purchases of motor fuel on or after that date.

H103 - 2022 Appropriations Act.
Sec. 42.1: Expand Income Tax Exclusion of Military Retirement Pay to NOAA and U.S.
Public Health Service Retirees. (SL 2022-74)

Section 42.1 of S.L. 2022-74 expands the individual income tax exclusion of military retirement pay to
include retirement pay for service in all uniformed services. The exclusion enacted in Section 42.1A of S.L.
2021-180 applied to members of only the Armed Forces; this provision extends the exclusion to retirees of
the commissioned corps of the National Oceanic and Atmospheric Administration (NOAA) and the U.S.
Public Health Service.

This section became effective for taxable years beginning on or after January 1, 2022.

H103 - 2022 Appropriations Act.
Sec. 42.2: Sales Tax Exemption for Interstate Air and Ground Couriers. (SL 2022-74)

Section 42.2 of S.L. 2022- 74 exempts from sales and use tax purchases by interstate air and ground couriers
of certain equipment, including conveyor systems, and related parts and accessories, purchased for use at
package sorting facilities. Minimum investment and employment thresholds must be met to be eligible for
and to maintain the exemption.

This section became effective July 1, 2022, and applies to purchases made on or after that date.
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H103 - 2022 Appropriations Act.
Sec. 42.3: Use Sales Tax Revenues for Transportation Needs. (SL 2022-74)

Section 42.3 of S.L. 2022-74 transfers a portion of the sales and use tax proceeds, which are otherwise
deposited into the General Fund, to the Highway Fund and Highway Trust Fund for transportation needs.
The amount transferred ranges from 2%-6% over three years.

This section became effective July 1, 2022,

H103 - 2022 Appropriations Act.
Sec. 42.4: Quarterly Motor Fuel Tax Refund for Off-Highway Use. (SL 2022-74)

Section 42.4 of S.L. 2022-74 shifts from annual to quarterly the motor fuel tax refund available for the off-
highway use of motor fuel.

This section becomes effective January 1, 2023, and applies to purchases of motor fuel on or after that date.

H674 - Require DNA Various Convict'ns/Other Matters. (SL 2022-50)

S.L. 2022-50 does the following:

e Adds additional offenses to the list of offenses requiring submission of a DNA sample after a
conviction or a finding of not guilty by reason of insanity. This section becomes effective December
1, 2022, and applies to convictions or findings of not guilty by reason of insanity on or after that
date.

o Clarifies that medical facilities and medical professionals cannot bill sexual assault victims for
forensic medical examinations and updates certain definitions. This section becomes effective
October 1, 2022, and applies to forensic medical examinations completed on or after that date.

o Authorizes a county board of commissioners to designate the county finance officer or the county
manager to refund the deed stamp tax.

e Requires that the register of deeds maintains a separately kept backup storage system, that is
restorable from any point, for the purposes of disaster recovery, for the index of registered
instruments that the register of deeds is required to maintain.

Except as otherwise provided, this act became effective July 7, 2022.

H674 - Require DNA Various Convictions/Other Matters. Sec.
2.1: Deed Stamp Tax Refunds. (SL 2022-50)

Section 2.1 of S.L. 2022-50 authorizes a county board of commissioners to designate the county finance
officer or the county manager to refund the deed stamp tax.

Section 2.1 of S.L. 2022-50 became effective July 7, 2022.
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H792 - Barbers/Electrolysis Boards/Merger. (SL 2022-72)

S.L. 2022-72 does the following:

e Amends the statutes pertaining to the practice of barbering and electrolysis as follows:

o Merges the existing State Board of Barber Examiners and the Board of Electrolysis
Examiners into a single board to be known as the North Carolina Board of Barber and
Electrolysis Examiners (Board). The terms of the newly created Board begin on January 1,
2023.

Authorizes mobile barbershops.

Revises barber school requirements.

Establishes an electrolysis apprenticeship program.
Modifies certain fee provisions.

O O O O

e Increases the annual Job Development Investment Grant for any business headquarters in the State
by 20% if the business meets certain requirements, such as relocating its out-of-state manufacturing
operation to a development tier 1 or tier 2 area.

o Makes a technical correction to the effective date of language in S.L. 2022-73.

Section 1 and Section 2 of this act become effective January 1, 2023, and apply to applications for licensure,
examination, and renewal submitted on or after that date. The remainder of this act became effective July 8,
2022.

H1068 - UNC Non-Appropriated Capital Projects. (SL 2022-15)

S.L. 2022-15 authorizes the financing and construction of listed capital improvement projects by the
constituent institutions of The University of North Carolina. The projects will be financed through revenue
bonds, special obligation bonds, and other funds available to the institutions, excluding tuition and
appropriations from the General Fund. This act also makes a series of changes related to capital improvement
projects included in the 2021 Appropriations Act.

This act became effective June 29, 2022.

S265 - Bond Info Transparency/LGC Toolkit 11. (SL 2022-53)

S.L. 2022-53 does the following:

e Requires units to provide a statement of disclosures that contain the estimated interest costs of the
bond issuance, estimated property tax rate changes, if any, needed to service the proposed debt, and
a calculation of the two-thirds bonds capacity of the unit for the current fiscal year (Sections 1-4).

e Requires units to file interim reports with the Local Government Commission (LGC) for events
that will or may have a material, adverse effect on the financial health, operations, or internal
controls of the unit (Section 5).

e Limits the amount of debt a unit on the most recently published Unit Assistance List could incur
without LGC approval (Section 6).
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Repeals a provision requiring the State Health Plan to charge interest on late premiums to local
governments and charter schools as the provision is not cost-effective to administer (Section 7).
Requires notice to the LGC of the creation of any new public authority or unit that is subject to the
Local Government Budget and Fiscal Control Act (Section 8).

Increases the fidelity bond requirements for finance officers to protect the assets of local
governments and public authorities (Section 9). This section becomes effective January 1, 2023.
Authorizes charter schools to participate in the State Treasurer's Ancillary Governmental
Participant Investment Program (AGPIP) (Section 9.5).

Except as otherwise provided, this act became effective July 7, 2022, and applies to bonds issued under bond
orders introduced on or after October 1, 2022, and to contracts entered into on or after October 1, 2022.

S347 - Captive Insurance Amendments. (SL 2022-7)

S.L. 2022-7 makes a number of technical and substantive changes to the laws governing captive insurance
companies in the State. This act has various effective dates. Please see the full summary for more detail.

S347 - Captive Insurance Amendments.
Sec. 5: Captive Insurance Company Tax Changes. (SL 2022-7)

Section 5 of S.L. 2022-7 makes the following tax-related changes regarding captive insurance companies:

Provides that two or more captive insurance companies under common ownership and control will
be taxed as separate companies if they are either a protected cell captive insurance company or a
special purpose captive insurance company with a cell or series structure. It also specifies the
aggregate amount of tax payable by a special purpose captive insurance company with a cell or
series structure with more than 10 cells or series. This provision is effective for premium taxes
imposed for taxable years beginning on or after January 1, 2022.

Provides that if a licensed captive insurance company formed and licensed in another jurisdiction
redomesticates to North Carolina with the approval of the Commissioner prior to December 31,
2022, it is exempt from premium taxes otherwise due for the remainder of the year in which
redomestication occurs and for the calendar year following its redomestication. This provision is
effective for premium taxes imposed for taxable years beginning on or after January 1, 2021, and
expires for taxable years beginning on or after January 1, 2024.

S388 - Qualifying Farmer Zoo Sales Tax Exemption. (SL 2022-45)

S.L. 2022-45 does the following three things:

Allows qualifying farmers that also have zoo operations to purchase items for the zoo under their
qualifying farmer sales tax exemption certificate, effective for items purchased on or after January
1, 2023. (Part I)

Creates a new sales tax exemption for certain items purchased by a wildlife manager for wildlife
management activities, effective for items purchased on or after October 1, 2022. (Part 1)
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e Modifies and expands the property tax classification for wildlife conservation land, effective for
taxes imposed for taxable years beginning on or after July 1, 2022. Property classified as wildlife
conservation land is assessed and taxed at a value lower than its fair market value. (Part 1)

Except as otherwise provided, this act became effective July 7, 2022.

S762 - North Carolina Farm Act of 2022.
Sec. 4: Preserve Conservation Easements After Property Tax Foreclosures. (SL 2022-55)

Section 4 of S.L. 2022-55 provides that conservation agreements survive real property tax foreclosure sales.

This section became effective July 8, 2022.

S762 - North Carolina Farm Act of 2022.
Sec. 6: Specify That Commercial Production or Growing of Animals for Purposes of Present
Use Value Taxation Includes Boarding Horses. (SL 2022-55)

Section 6 of S.L. 2022-55 provides that boarding horses qualifies as the commercial production or growing of
animals for purposes of the present use value property tax program.

This section became effective for taxes imposed for taxable years beginning on or after July 1, 2022.

H243 - Budget Technical Corrections.
Sec. 20.7: Grant Program Tax Deductions. (SL 2022-6)

Section 20.7 of S.L. 2022-6 provides a State individual and corporate income tax deduction for the amount
received by a taxpayer from one or more of the following State created COVID-19 related grant programs:
Business Recovery Grant Program, ReTOOLNC grant program, and the rent and utility assistance grant
program. This section is effective for taxable years beginning on or after January 1, 2020.

H243 - Budget Technical Corrections.

Sec. 20.15: Allow State Income Tax Deduction for Employers Who Took the Federal
Payroll Tax Credit for Employee Retention in lieu of a Federal Income Tax Deduction
Where North Carolina has No Similar Tax Credit. (SL 2022-6)

Section 20.15 of S.L. 2022-6 is a technical change to fix an issue in the State individual and corporate
income tax laws caused by the way the employee retention credit was setup and administered at the federal
level. The technical change allows a State tax deduction that is intended and assumed under current law.

This section is effective retroactively for taxable years beginning on or after January 1, 2020.

2021 Finance Law Changes

H273 - Modify Builders Inventory Tax Exclusion. (SL 2021-113)
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S.L. 2021-113 excludes from property taxation for up to three years any increase in value of residential real
property attributable to new townhouse construction when held for sale by a builder.

This act becomes effective for taxes imposed for taxable years beginning on or after July 1, 2022.

H279 - COVID-19 Related Tax Changes/Unemployment Insurance Technical Correction.
(SL 2021-16)

S.L. 2021-16 does the following:

o Clarifies that the extra credit grants and federal stimulus payments received as COVID-19 relief
are not considered income for determining eligibility for property tax exemptions based on income.

e Provides for the nonaccrual of interest on 2020 individual income tax returns filed on or before
May 17, 2021 and extends the statute of limitations for requesting a refund consistent with the
extension provided by the Internal Revenue Service (IRS).

e Makes a technical correction to S.L. 2021-5, DES COVID Modifications and Technical Changes.

S.L. 2021-16 became effective April 27, 2021.

H196 - 2021 COVID-19 Response & Relief. (SL 2021-3)

S.L. 2021-3 (i) makes modifications to the State COVID-19 relief legislation and (ii) appropriates and
provides additional guidance for expenditure of COVID-19 pandemic relief funds from the federal
Coronavirus Response and Relief Supplemental Appropriations Act (CRRSAA).

Except as otherwise provided, this act became effective, March 11, 2021.

H383 - Medicaid Modernized Hospital Assessments. (SL 2021-61)

S.L. 2021-61 enacts two modernized hospital assessments that support continued funding for Medicaid
payments to hospitals under the new Medicaid managed care system that began July 1, 2021. The
modernized assessments replace two hospital assessments that historically provided funding for Medicaid
payments to hospitals but that could not continue to be operated in the same manner upon the transition of
the Medicaid program to managed care.

The repeal of the 2020 Revised Hospital Assessments became effective July 1, 2020. The remainder of the
act became effective July 1, 2021.

H797 - Extend Farmers/Fishermen Tax Filing Deadline. (SL 2022-5)

S.L. 2022-5 extends from March 1 to April 15 the deadline by which qualifying farmers and fishermen
must file and pay their 2021 taxes to avoid having to pay interest for failure to make estimated payments
throughout the year.

This act became effective February 24, 2022.
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S36 - 2020 COVID Relief Bill Modifications. (SL 2021-1)

Session Law (S.L.) 2021-1 makes modifications to the State COVID-19 relief legislation in light of the
additional federal legislation and guidance.

This act has various effective dates. Except as otherwise provided, this act became effective February 10,
2021.

S105 - 2021 Appropriations Act.
Sec. 9D.13A: Modernized Hospital Assessments Additional Components and Technical
Corrections . (SL 2021-180)

Section 9D.13A of S.L. 2021-180 adds two new components to the modernized hospital assessments
enacted in S.L. 2021-61. The new components increase the amount of the assessments collected from
hospitals in order to fund other changes to the Medicaid program required by the act, as follows:
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e The postpartum coverage component assesses hospitals for costs associated with the increase in
postpartum Medicaid coverage required by Section 9D.13 of the act. The postpartum component is
effective during the five-year period that the postpartum coverage is authorized by Section 9D.13
of the act and the American Rescue Plan Act.

e The home and community-based services (HCBS) component assesses hospitals, beginning April
1, 2024, for ongoing costs associated with the HCBS projects that are described in Section 9D.8 of
the act and that are to be funded through March 30, 2024, with nonrecurring funds from the HCBS
Fund.

The other changes to the modernized hospital assessments made in this section are technical.

This section became effective January 1, 2022.

S105 - 2021 Appropriations Act.
Part 42: Finance. (SL 2021-180)

Part 42 of S.L. 2021-180 (2021 Appropriations Act) makes the following tax changes:

e Personal Income Tax Changes

S105 - 2021 Appropriations Act.
Sec. 42.1: Personal Income Tax Reduction. (SL 2021-180)

Section 42.1 of S.L. 2021-180 makes the following personal income tax changes:

Reduces the personal income tax rate to 3.99% over 6 years.

Increases the standard deduction by approximately 18.6%.

Increases the child deduction by $500 and expands eligibility.

Conforms to the permanent federal medical expense deduction threshold.

These changes are effective for taxable years beginning on or after January 1, 2022.

S105 - 2021 Appropriations Act.
Sec. 42.1A: Eliminate Tax on Military Pension Income. (SL 2021-180)

Section 42.1A of S.L. 2021-180 exempts the following military retiree income from taxation:

o Military retirement pay received by a retired member of the Armed Forces of the United States who
served at least 20 years or was medically retired.

o Payments from the Survivor Benefit Plan to a beneficiary of a retired member of the Armed Forces
of the United States who served at least 20 years or was medically retired.

This section is effective for taxable years beginning on or after January 1, 2021.
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S105 - 2021 Appropriations Act.
Sec. 42.2: Phase Out Corporate Income Tax. (SL 2021-180)

Section 42.2 of S.L. 2021-180 eliminates the corporate income tax over a period of six years, beginning
with the 2025 tax year.

This section is effective for taxable years beginning on or after January 1, 2025.

S105 - 2021 Appropriations Act.
Sec. 42.3: Franchise Tax Reduction and Simplification. (SL 2021-180)

Section 42.3 of S.L. 2021-180 simplifies the franchise tax base calculation and, for some taxpayers reduces
the franchise tax amount, by eliminating the two tax bases calculated using property values.

This section is effective for taxable years beginning on or after January 1, 2023, and applicable to the
calculation of franchise tax reported on the 2022 and later corporate income tax returns.

S105 - 2021 Appropriations Act.
Sec. 42.4: Conform to Federal Tax Treatment for PPP Loans and Related Business
Assistance/IRC Update. (SL 2021-180)

Section 42.4 of S.L. 2021-180 (2021 Appropriations Act) updates the reference to the Internal Revenue
Code used in defining and determining certain State tax provisions from May 1, 2020, to April 1, 2021.

This section became effective when the act became law on July 1, 2021.

S105 - 2021 Appropriations Act.
Sec. 42.5: Reduce Impact of Federal SALT Cap by Allowing Certain Pass-Throughs to
Elect to Pay Tax at the Entity Level. (SL 2021-180)

Section 42.5 of S.L. 2021-180 allows pass-through entities to elect to pay the State income taxes at the
entity level, which is not subject to the federal state and local tax (SALT) cap of $10,000.

This section is effective for taxable years beginning on or after January 1, 2022.
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S105 - 2021 Appropriations Act.
Sec. 42.6: Separate State Net Operating Loss Calculation for Individual Income Tax
Purposes. (SL 2021-180)

Section 42.6 of S.L. 2021-180 creates a separate North Carolina net operating loss (NOL) calculation to
more closely align to the calculation of North Carolina taxable income by adjusting for differences between
federal and State law and business activities taking place in multiple states.

This section is effective for taxable years beginning on or after January 1, 2022.

S105 - 2021 Appropriations Act.
Sec. 42.7: Reenact and Extend Mill Rehabilitation Credit. (SL 2021-180)

Section 42.7 of S.L. 2021-180 reenacts and extends the mill rehabilitation tax credit, including the credit
for a rehabilitated railroad station.

This section became effective when the act became law on July 1, 2021.

S105 - 2021 Appropriations Act.
Sec. 42.7A: Expand and Extend Historic Rehabilitation Credit. (SL 2021-180)

Section 42.7A of S.L. 2021-180 expands and extends the historic rehabilitation tax credit.

The expansion of the credit to provide a bonus amount for historic structures used for an educational
purpose became effective for taxable years beginning on or after January 1, 2021. The remainder of this
section became effective July 1, 2021, when the act became law.

S105 - 2021 Appropriations Act.
Sec. 42.8: Limit Gross Premiums on Surety Bonds. (SL 2021-180)

Section 42.8 of S.L. 2021-180 limits the gross premiums tax base for premiums paid to a surety bondsman
to the amount paid by the surety bondsman to the insurer of the bail bonds.

This section is effective for taxable years beginning on or after January 1, 2022.
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S105 - 2021 Appropriations Act.
Sec. 42.9: Modify Excise Tax on Cigars and Clarify Delivery Sales and Remote Sales of
Tobacco Products. (SL 2021-180)

Section 42.9 of S.L. 2021-180 imposes the current rate of excise tax, which is 12.8% of the cost price per
cigar, on remote sales of cigars, and creates a cap of 30¢ per cigar for all cigar purchases, regardless of
whether purchased in-person or online. This section also modifies existing excise tax statutes to distinguish
between delivery sales and remote sales of tobacco products.

This section becomes effective July 1, 2022, and applies to sales occurring on or after that date.

S105 - 2021 Appropriations Act.
Sec. 42.10: Credit Short-Term Vehicle Rental Proceeds to Highway Fund. (SL 2021-180)

Section 42.10 of S.L. 2021-180 credits 100% of the proceeds derived from the 5% and 8% alternate highway
use tax applied to short-term vehicle rentals to the Highway Fund.

This section became effective July 1, 2021, when the act became law.

S105 - 2021 Appropriations Act.
Sec. 42.11: Graduate Late Payment Penalties. (SL 2021-180)

Section 42.11 of S.L. 2021-180 (2021 Appropriations Act) replaces the flat penalty amount assessed for
failure to pay a tax when due to a graduated amount that is 2% of the tax for the first month and is increased
by 2% for each succeeding month or fraction thereof, not to exceed 10%.

This section becomes effective July 1, 2022, and applies to tax assessed on or after that date.

S105 - 2021 Appropriations Act.
Sec. 42.12: Property Tax Exemptions. (SL 2021-180)

Section 42.12 of S.L. 2021-180 creates two property tax exemptions: one for commercial cemetery property
and one for vaccines.

This section is effective for taxable years beginning on or after July 1, 2022.
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S105 - 2021 Appropriations Act.
Sec. 42.13A-F: Revenue Laws Technical, Clarifying, and Administrative
Changes. (SL 2021-180)

Section 42.13A-F makes various technical, clarifying, and administrative changes to the
Revenue Laws, most of which were recommended by the Department of Revenue.

Please see the individual provisions for the applicable effective dates.

S172 - Additional COVID-19 Response & Relief. (SL 2021-25)

S.L. 2021-25 establishes the following reserves and funds to handle grant funds received by the
State under the federal American Rescue Plan Act: State Fiscal Recovery Reserve and Fund,
Coronavirus Capital Projects Reserve and Fund, and Local Fiscal Recovery Reserve and Fund.
This act also appropriates funds from the Local Fiscal Recovery Fund for distribution to various
local governments and appropriates grant funds provided to the State under the American Rescue
Plan Act. Technical and other changes are also included in the legislation.

This act became effective May 24, 2021.

S323 - Joint Municipal Power Agencies/Investments. (SL 2021-73)

S.L. 2021-73 allows moneys deposited in certain decommissioning funds established by North
Carolina Municipal Power Agency Number 1, as well as funds deposited in the Swain County
Settlement Trust Fund, to be invested through the State Treasurer's Ancillary Governmental
Participant Investment Program.

This act became effective July 2, 2021.

2020 Finance Law Changes

H77 - DOT 2020-2021 FY Budget/Governance. (SL 2020-91)

S.L. 2020-91 adjusts the North Carolina Department of Transportation's FY 2020/2021 Certified
Budget, and implements various financial governance provisions, including changes to the North
Carolina Board of Transportation.

e Parts 1 through 4 of the act make various changes and clarifications to the
Department's FY 2020/2021 budget.
0 Sections 4.2 and 4.6 relate to Motor Fuel Tax changes, and these provisions and
their effective dates are summarized separately.
e Part 5 makes various changes to laws that relate to the governance, reporting
requirements, and financial management of the Department.
e Parts 6 and 7 contain miscellaneous and technical provisions of this act.
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The act became effective July 1, 2020, except for Section 4.9, which became effective June 15,
2020, and Section 5.1, which became effective July 31, 2020.

H77 - DOT 2020-2021 FY Budget/Governance.
Sec. 4.2: Motor Fuel Excise Tax Floor . (SL 2020-91)

Section 4.2 of S.L. 2020-91 sets a temporary floor on the motor fuel excise tax rate such that the
2021 rate cannot be lower than the current rate of 36.1¢ per gallon. Effective July 1, 2020, this
change is expected to increase revenue by $20.2 million in FY 2020-21 and $33.4 million in FY
2021-22.

This section became effective July 1, 2020.

H77 - DOT 2020-2021 FY Budget/Governance.
Sec. 4.6: Modify Fuel Tax Distribution. (SL 2020-91)

Section 4.6 of S.L. 2020-91 modifies the current 71%/29% distribution of motor fuel tax revenue
to the Highway Fund and the Highway Trust Fund as follows:

o Effective July 1, 2020, 81% to the Highway Fund and 19% to the Highway Trust Fund.
o Effective July 1, 2021, 80% to the Highway Fund and 20% to the Highway Trust Fund.
o Effective July 1, 2022, 75% to the Highway Fund and 25% to the Highway Trust Fund.

This section became effective July 1, 2020.

H308 - Regulatory Reform Act of 2020.
Sec. 1A: Establish a Maximum Fee for the Authorized On-Site Wastewater
Evaluator Program. (SL 2020-74)

Section 1A of S.L. 2020-74 authorizes the North Carolina On-Site Wastewater Contractors and
Inspectors Certification Board to establish an application fee for an authorized on-site
wastewater evaluator in an amount not to exceed $300.

This section became effective July 1, 2020.
H1023 - Coronavirus Relief Fund/Additions & Revisions. Sec. 1.1(e) Revisions to
S.L. 2020-4. (SL 2020-80)

Section 1.1(e) of S.L. 2020-80 creates multiple sections in S.L. 2020-4. Please see S.L. 2020-4
for these summaries.



H1043 - 2020 COVID-19 Recovery Act.
Sec. 3.3(75a): Lost Wage Assistance Program. (SL 2020-4)

Section 3.3(75a) of S.L. 2020-4, as enacted by Sec. 1.2 of S.L. 2020-97, provides that up to $50
million of the CARES Act funds may be used to fulfill the State’s match obligation for the
FEMA-approved $300/beneficiary grant funding for the Lost Wage Assistance program.
Portions not used for this purpose will be used for continuity of operation needs across State
government, in accordance with Section 3.3(3) of S.L. 2020-4. If this provision’s allocation is
insufficient for the state match requirement, OSBM may meet the requirement with funds
allocated under Section 3.3(3) of S.L. 2020-4.

This provision became effective when it became law, on September 4, 2020.

H1043 - 2020 COVID-19 Recovery Act.
Sec. 4.2B: Job Retention Grants. (SL 2020-4)

Sec. 4.2B of S.L. 2020-4, as enacted by Sec. 1.1(e) of S.L. 2020-80, and amended by Sec. 1.5(a)
of S.L. 2020-97, appropriates additional money from the Coronavirus Relief Fund to the Office of
State Budget and Management (OSBM) and allocates $15 million to be used to establish a Job

Retention Grant program.

This section became effective July 1, 2020.

H1079 - Various Sales Tax Changes. (SL 2020-6)

S.L. 2020-6 has three parts consisting of various sales and use tax changes:

o Part | of the act provides relief to auctioneers and estate sale companies in light of
recent law changes. The expansion of the sales tax exemption for the purchase of
certain animals by qualifying farmers contained in this Part becomes effective July 1,
2020. The remainder of this Part became effective June 5, 2020.

e Part Il of the act expands the scope of the sales and use tax exemption for equipment
purchased by a large fulfillment facility. This provision becomes effective July 1, 2020,
and applies to sales occurring on or after that date.

o Part Il of the act makes the following changes with respect to the sales tax on digital

property:



o Clarifies that the provision of an "educational service" by certain institutions,
regardless of whether all or a portion of the instruction is delivered through an
online class, whether live or recorded, is not a taxable event.

0 Exempts sales of digital audio works and digital audiovisual works that qualify
as an educational expense when purchased by the operator of a homeschool.

0 Exempts sales of digital audio works and digital audiovisual works that consist
of nontaxable service content when the transfer occurs contemporaneously
with the provision of the nontaxable service in real-time.

This Part is effective retroactively to October 1, 2019, and applies to sales occurring on or after
that date.

H1080 - Revenue Laws Recommendations. (SL 2020-58)
Session Law 2020-58 makes the following changes:

e Updates the reference to the Internal Revenue Code from January 1, 2019 to May 1,
2020.

o0 It conforms to the exclusion from gross income of any amount of indebtedness
forgiven on a loan covered under the Paycheck Protection Program.

o0 It conforms to the reduction of the threshold amount for the medical expense
deduction from 10% to 7.5% for 2019 and 2020 and transfers $36 million from
the Medicaid Transformation Reserve to the General Fund to finance this tax
reduction.

o Sets and codifies the insurance regulatory charge used to fund the Department of
Insurance at 6.5%. The charge generated $47.2M in FY2018-19.

e Extends JDIG from January 1, 2021 to January 1, 2030.

o Extends the Natural Gas Economic Development Infrastructure Cost Recovery program
from July 1, 2021 to July 1, 2026.

e Makes various other tax law changes recommended by the Department of Revenue and
approved by the Revenue Laws Study Committee.

See full summary for effective dates.

H1105 - Coronavirus Relief Act 3.0.
Sec. 1.3: Extra Credit Grant Program. (SL 2020-97)

This provision allocates $440,541,000 of the federal funds in the Coronavirus Relief Fund to
provide a grant of $335 to eligible families to assist with virtual schooling and child-care costs
during the COVID- 19 pandemic. The grant is available to families that resided in the State for
all of 2019 and reported they had at least one child eligible for the federal child tax credit in
2019. 1.2 million families, with almost 2 million children, are expected to qualify for the grant.
The provision also provides a State income tax deduction for the 2020 taxable year equal to the
grant amount received.



Section 1.1(c) and Section 1.3 of this act became effective when the act was signed into law on
September 4, 2020. Section 1.4 of this act is effective for taxable years beginning on or after
January 1, 2020, and expires for taxable years beginning on or after January 1, 2021.

H1105 - Coronavirus Relief Act 3.0.
Sec. 1.5: Job Retention Grant Program. (SL 2020-97)

This provision does the following:

e Allocates an additional $45.5 million of the federal funds in the Coronavirus Relief
Fund to the Job Retention Grant program created by S.L. 2020-80.

o Corrects a statutory reference that will enable 501(c)(6) entities to be eligible for a
grant under this program.

e Provides that if any funds remain available after the first round of grants, a second
round of grants will be made available solely for a business or nonprofit that employs
20 or fewer employees.

H1105 - Coronavirus Relief Act 3.0.
Sec. 1.6A: Increased Benefit Amount. (SL 2020-97)

This provision allocates $87 million of the federal CARES act funds to provide individuals
receiving State unemployment assistance an increased benefit amount of $50/week. The
increased benefit amount is payable for weeks beginning on or after September 5, 2020. It
expires immediately following

the week that fully expends the $87 million or the week beginning December 26th, whichever
occurs first.

This provision became effective when it was signed into law, September 4, 2020.

S704 - COVID-19 Recovery Act .

Sec. 1.1: Waive Accrual of Interest on Deferred Payment of Corporate Income and
Franchise Tax and Individual Income Tax and Extend Certain Tax Related
Deadlines. (SL 2020-3)

Section 1.1 of S.L. 2020-3 waives the accrual of interest on individual income tax and corporate
income and franchise tax returns due on or before April 15, 2020, from April 15 until July 15. The
relief applies to partnership and estate and trust tax returns, as well as estimated tax payments for
2020 due on or before April 15, 2020. It also extends certain tax-related deadlines.

CURRENT LAW AND BACKGROUND: The Department of Revenue is statutorily required to
waive the penalty for late filing and payment of taxes for any period in which the time for filing a
federal return or report or for paying a federal tax is extended because of a presidentially declared
disaster. The Department does not have the statutory authority to waive the accrual of interest. In
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the wake of past disasters, although the late filing and payment penalties have been waived, the
accrual of interest has not.

On March 13, 2020, the POTUS declared a national emergency concerning the COVID-19
outbreak under the Robert T. Stafford Disaster Relief and Emergency Assistance Act. As part of
that declaration, he instructed Secretary Mnuchin to provide relief from tax deadlines. On March
20,2020, the United States Department of Treasury and the Internal Revenue Service announced
that the time for filing federal income tax returns, as well as estimated tax payments for tax year
2020 that are due on April 15, 2020, was extended to July 15, 2020. The announcement stated
penalties and interest will begin to accrue on any unpaid balances as of July 16, 2020.

On April 9, 2020, the IRS extended the following tax deadlines:

The time for filing estimated tax payments due on or before June 15 to July 15.
The time to request a refund of 2016 tax overpayments extended to July 15.

e The time to file certain petitions and requests for review due to be performed on or
after April 1, 2020, and before July 15, 2020, extended to July 15.

On March 10, 2020, the Governor signed Executive Order 116 declaring a state of emergency in
response to COVID 19. On March 17, the Department of Revenue announced penalty relief for
taxpayers. On March 21, in response to the federal action, the Department announced it would
extend the April 15 tax filing deadline to July 15 for individual income tax and corporate income
and franchise taxes to mirror the announced deadline change from the IRS. The Department will
not assess late action penalties if the returns are filed and payments made on or before July 15.

On March 31, 2020, the Department expanded penalty relief for failure to obtain a license, file a
return, or pay tax that is due on March 15, 2020, through July 15, 2020, if the corresponding
license is obtained, return is filed, or tax is paid on or before July 15, 2020. The tax relief applies
to the following tax types:

e Withholding tax

e Sales and use tax

e Scrap tire disposal tax, white goods disposal tax, solid waste disposal tax, and dry-
cleaning solvent tax

e Motor vehicle lease and subscription tax

e 911 service charge for prepaid telecommunications tax

e Primary forest product tax

e Freight car line companies

e Excise tax on alcohol, tobacco products, installment paper dealers

e Privilege tax

e Excise tax on motor carrier, motor fuel, alternative fuel and inspection tax

BILL ANALYSIS: Subsection 1.1(a) waives the accrual of interest from April 15, 2020, through
July 15, 2020, on an underpayment of tax imposed on a franchise, corporate income, or
individualincome tax return, including a partnership and estate and trust tax return, due from
April 15, 2020, through July 15, 2020. The relief from accrual of interest would also include
estimated tax payments due on or before April 15, 2020; that would apply to the first and second
quarter estimated taxes. The act does not waive the accrual of interest on the tax payment
extension of the other tax types.



Subsections 1.1(b) and 1.1(c) extend certain tax-related deadlines in the same manner as the IRS
extended certain federal tax-related deadlines in its notice published on April 9th:

e Subsection 1.1(b) gives taxpayers until July 15, 2020, to request an overpayment of
individual income taxes and corporate income and franchise taxes for which the statute of
limitations to seek a refund expires on or after April 15, 2020, and before July 15, 2020.
Under the general statute of limitations in G.S. 105-241.6, the time for requesting an
overpayment of a tax due on or before April 15, 2017, would be April 15, 2020. This
subsection provides anexception to the general rule by allowing a taxpayer to make the
request on or before July 15, 2020.

e Section 1.1(c) gives taxpayers additional time to meet certain administrative and judicial
action dates if those dates for action are due to be performed on or after April 1, 2020, and
before July 15, 2020. Those actions include requests for a Departmental review of a
proposed denial of a refund or a proposed assessment of tax, a petition for a contested case
hearing at the Office of Administrative Hearings when a taxpayer disagrees with a notice
of final determination issued by the Department, and a petition seeking judicial review of
a party aggrieved by the final decision in a contested case. The actions are considered
timely if filed on or before July 15, 2020.

S704 - COVID-19 Recovery Act .
Sec. 1.2: Flexibility to Administer Unemployment Compensation and SUTA
Tax Credit. (SL 2020-3)

Section 1.2 of S.L. 2020-3 authorizes unemployment insurance benefits (Ul) for employees
affected by the coronavirus emergency due to theemployerr temporarily ceasing operations or
reducing hours or theemployeee being diagnosed with coronavirus or being quarantined by a
health care provider or government official.

Section 1.2 of the act also grants employers a credit equal to the employer's first quarter Ul tax
due, effectively eliminating Ul tax for the first quarter of 2020.

Section 1.2 of the act became effective May 4, 2020; applies retroactively beginning March 10,
2020; and expires on the earlier of: the recension of Executive Order No. 116, Declaration of a
State of Emergency to Coordinate Response and Protective Actions to Prevent the Spread of
COVID 19 or December 31, 2020.

S704 - COVID-19 Recovery Act .
Sec. 1.4: Ul Oversight Committee Recommendations. (SL 2020-3)

Section 1.4 of S.L. 2020-3 enacts three of the four recommendations of the Joint Legislative
Oversight Committee on Unemployment Insurance:

o Allows an employer to file a Ul claim for an employee (i.e., attached claim) for
unemployment due directly to a disaster covered by a federal disaster declaration.
o Clarifies that liens for Ul taxes have the same priority as other State tax liens.
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o Makes the Joint Legislative Oversight Committee on Unemployment Insurance a
permanent statutory study committee.

This section became effective when the act became law, May 4, 2020.

S704 - COVID-19 Recovery Act .

Sec. 1.3: Unemployment Insurance Oversight Committee Recommendations. (SL
2020-3)

Section 1.3 of S.L. 2020-3 enacts one of the four recommendations of the Joint Legislative
Oversight Committee on Unemployment Insurance. It allows an unemployment insurance (UI)
claimant to satisfy a work search contact by attending a reemployment activity offered by a local
career center.

The section became effective July 1, 2020.

S808 - Medicaid Funding Act. (SL 2020-88)

Session Law 2020-88 appropriates funds for the Dorothea Dix campus relocation project and NC
FAST; appropriates Coronavirus Relief Funds for early childhood initiatives, behavioral health
and crisis services, and COVID-19 testing, contract tracing, and trends tracking and analysis;
appropriates funds for the Medicaid program and Medicaid transformation; and makes changes
related to Medicaid transformation implementation.

Except where provided otherwise, this act is effective July 2, 2020. See full summary for details.

2019 Finance Law Changes

H399 - Extend Tax Credits/Other Finance Changes. (SL 2019-237)
S.L. 2019-237 makes the following finance law changes:

e Allows an income exclusion for distributions from IRASs to charities by taxpayers age 70%2
or older, effective for taxable years beginning on or after January 1, 2019.
e Allows an income tax deduction for amounts received as a JDIG, JIMAC, or OneNC grant,
effective for taxable years beginning on or after January 1, 2020.
o Extends the following sunsets for four years, from January 1, 2020, until January 1, 2024
o Historic Rehabilitation Tax Credit.
o Sales tax exemption and refund for professional motorsports racing teams or
related members of a team.
o Sales tax exemption for aviation gasoline and jet fuel sold to an interstate air
business.
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e Extends the Mill Rehabilitation Tax Credit for an eligible railroad station that meets certain
conditions.

e Extends the Dry-Cleaning Solvent Cleanup program, and the revenues used to fund the
program, for 10 years.

o Sets the insurance regulatory charge at 6.5% for the 2020 calendar year.

S.L. 2019-237 appropriates the following amounts to the Department of Revenue from the
Collections Assistance Fee Special Fund:

e $12.5 million for critical costs associated with tax systems operations and maintenance
upgrades for the 2019-20 fiscal year.

e $4.4 million to contract with a vendor to perform identity theft and tax fraud analysis using
the Government Data Analytics Center (GDAC) for the 2019-20 and the 2020-21 fiscal
years.

This act has various effective dates. Please see the full summary for more detail.

H492 - Simplify Builder Inventory Exclusion. (SL 2019-123)
S.L. 2019-123 allows a builder to file a one-time application for the builder inventory property
tax exclusion, effective for property tax years beginning July 1, 2019.

H537 - Alt. Hwy Use Tax Vehicle Subscriptions. (SL 2019-69)

S.L. 2019-69 defines "vehicle subscription™ for purposes of the application of the alternate
highway use tax and sets the tax rate at 5%, which is applied to the gross receipts derived from
vehicle subscriptions. Under prior law, these subscriptions were considered short-term rentals by
way of an interpretation of the Department of Revenue, which are subject to a rate of 8%.

This act became effective October 1, 2019, and applies to vehicle subscription agreements entered
on or after that date.

H555 - Medicaid Transformation Implementation. (Ratified)

House Bill 555 provides funding for the operation of the Medicaid program and the transition to
managed care during the 2019-2021 fiscal biennium and makes other changes necessary for the
transition of the Medicaid program to managed care as required by Medicaid Transformation
legislation that was enacted in 2015.

This bill was vetoed by the Governor on August 30, 2019, has not been overridden by the General
Assembly, and has not become law.

This bill has various effective dates. Please see the full summary for more detail.



S56 - Revenue Laws Technical Changes. (SL 2019-6)
S.L. 2019-6 makes various technical changes to the State's revenue laws as recommended by the
Department of Revenue including:

e Updates the reference to the version of the federal Internal Revenue Code (IRC) used to
compute North Carolina tax items from February 9, 2018, to January 1, 2019.

e Requires a seller who, in the previous or current calendar year, made gross sales of more
than $100,000 sourced to North Carolina or who made 200 or more separate sales
transactions sourced to this State to collect and remit North Carolina sales and use tax.

The act became effective March 20, 2019; however, many sections were already effective under
the Department's administrative rules.

S95 - Veterans Memorial Funds/Do Not Revert. (SL 2019-75)
S.L. 2019-75 does the following:

e Provides that funds appropriated for the construction of public facilities at the North
Carolina Veterans Memorial Pavilion do not revert to the General Fund until June 30, 2020.

e Extends until June 30, 2021, the time in which funds allocated for water lines for
Rockingham and Guilford counties, and certain municipalities within those counties, may
be used before reverting to the General Fund, and expands the use of those funds to include
sewer and wastewater projects.

e Allocates funds that were directed to be used to provide a grant to the Resource Institute,
Inc. for hurricane mitigation projects on Topsail Island directly to the Towns of North
Topsail Beach, Surf City, and Topsail Beach for hurricane recovery projects.

e Provides that funds allocated for planning and permitting of a satellite aquarium area shall
instead be used to address storm damage at the Core Sound Waterfowl Museum and
Heritage Center and to add the home of civil rights leader Golden Frinks to the Historic
Edenton State Historic Site.

o Clarifies the purpose of water and wastewater infrastructure funding to the Town of Mount
Airy.

This act became effective June 30, 2019.

S190 - Expand Special Assessments for Dam Repair. (SL 2019-190)

Session Law 2019-190 extends the sunset on counties' authority to impose special assessments for
dam repair from July 1, 2019 to July 1, 2022, and expands the authority to repair privately-owned
dams used for recreational and flood control purposes with a lake between 1,100 and 1,300 acres.
The Woodlake dam in Moore County has a lake within this range.

S.L. 2019-151 made the sunset extension effective July 1, 2019. The remainder of this act became
effective August 1, 2019.
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S498 - Facilitate Response to Disasters. (SL 2019-187)
S.L. 2019-187 helps facilitate and expedite recovery after a natural disaster in two ways:

e Provides that nonresident businesses and nonresident employees that are requested to come
into the State by a critical infrastructure company are not doing business in this State for
the disaster-related work performed during the disaster response period; therefore are
exempt from registration requirements and various State tax filing and payment
requirements.

o Allows the Secretary of Revenue to issue a temporary license to an importer, exporter,
distributor, or transporter of motor fuel in response to a disaster declaration without
requiring that person to post a bond or obtain a certificate of authority to operate in this
State from the Secretary of State.

This act became effective when it was signed into law on August 1, 2019.

S505 - Rural Job Retention Act. (SL 2019-14)

S.L. 2019-14 allows the Department of Commerce to award an additional grant of $15 million
through the Job Maintenance and Capital Development Fund (JMAC), and it adds a new category
of businesses eligible to receive a JIMAC grant: a heritage manufacturing employer. Assuming
Commerce awards an additional IMAC grant for $15 million over ten years, it will increase
General Fund expenditures by $1.5 million per year for ten years, beginning in fiscal year 2021-
22. The current recurring appropriation of $7.5 million to the JMAC account is expected to be
sufficient to pay the expected grant payments.

The act became effective July 1, 2019.
S523 - Rev. Laws Clarifying & Administrative Changes. (SL 2019-169)
S.L. 2019-169 makes technical, clarifying, and administrative changes to the State's Revenue

Laws, most of which were recommended by the Department of Revenue, including:

With respect to sales tax,

e Broadens the scope of the sales tax on digital property by eliminating the requirement that
an item have a taxable, tangible corollary in order to be taxable.

e Clarifies that counties must wait at least one year from the date of the last preceding
election before holding another special election on the issue of levying the quarter-cent
local option sales tax.

o Clarifies the taxation of repair, maintenance, and installation services provided by property
managers pursuant to a property management contract.

o Creates a new category of limited service car washes and exempts them from sales tax.

o Exempts the sales of equipment, including attachments and repair parts, used in cutting,
shaping, polishing and finishing slabs of natural and engineered stone sold to a company
primarily engaged in the business of made-to-order countertops, walls, or tubs.

o Exempts certain incontinence supplies when those supplies are paid for by the State’s
Medicaid program.

With respect to the tobacco excise tax,
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Requires tobacco product licensees to renew their excise tax license every three years at no
cost. Currently, these licenses are not required to be renewed after the initial issuance.
Regulates the Internet sale of tobacco products, except for cigars. Many of the requirements
are already required under federal law with respect to cigarettes and smokeless tobacco
products.

With respect to collection and other administrative matters,

Imposes the collection assistance fee after 60 days. Currently, the fee is imposed after 90
days.

Makes three groups of informational returns subject to penalties for failure to file and
failure to file in the correct format: Article 2A Tobacco Products Tax; Article 2C Alcoholic
Beverage License and Excise Taxes; and Article 4 Income Tax (includes informational
returns from payers and partnerships).

Broadens the innocent spouse relief provision to mirror the federal law and provide relief
for both underpayments and understatements of tax.

Restores the venue for criminal tax law violations to the office of the Secretary in Raleigh,
which was the law prior to December 1, 2018.

S.L. 2019-169 became effective July 26, 2019; however, many sections have separate effective
dates as detailed in the bill analysis.

S529 - Fees/Returned Checks. (SL 2019-77)
S.L. 2019-77 increases the maximum fee that a merchant can charge when a customer's check is
returned from $25 to $35.

S557 - Various Finance Law Changes. (SL 2019-246)
S.L. 2019-246 makes the following finance law changes:

Increases the standard deduction by 7.5%, from $20,000 to $21,500 for MFJ, effective for
taxable years beginning on or after January 1, 2020.

Expands the definition of "holding company" for franchise tax purposes, effective for
taxable years beginning on or after January 1, 2020.

Requires a multistate corporation to calculate its sales factor, for apportionment purposes,
based on the percentage of income attributed to the consumption of products and services
in the North Carolina marketplace, effective for taxable years beginning on or after January
1, 2020.

Obligates a "marketplace facilitator” that meets the same threshold applicable to remote
retailers to calculate, collect, and remit sales tax on a third-party seller's behalf, effective
February 1, 2020.

Directs the Revenue Laws Study Committee to review certain tax sunset provisions.
Requires the Department of Revenue to update its electronic tax systems to store and
recognize power of attorney registrations to ensure that notices are simultaneously sent to
both the taxpayer and the person designated in the taxpayer's power of attorney.
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S578 - Reduce Franchise Tax/Expand Film Grants. (Ratified)
SB 578 would do the following:

e Reduce the franchise tax rate from $1.50 to $0.96 over a two-year span and remove one
method of calculating a corporation’s franchise tax base, beginning with the 2021 taxable
year.

e Reduce the qualifying expense thresholds for awards from the Film and Entertainment
Grant Fund (Fund) and increase from $12 million to $15 million the maximum grant
amount for a single season of a television series.

This bill was vetoed by the Governor on November 8, 2019, has not been overridden by the General
Assembly, and, therefore, has not become law.

2018 Finance Law Changes

H320 - PUV Changes. (SL 2018-95)

S.L. 2018-95 creates an additional way land may be used to qualify for present-use value (PUV)
taxation as wildlife conservation land. Property that qualifies for PUV taxation is appraised and
taxed at its present-use value as opposed to its fair market value. S.L. 2018-95 extends the PUV
classification and treatment to land that is actively and regularly used as a reserve for hunting,
fishing, shooting, wildlife observation, or wildlife activities. If the land qualifies under this new
provision, up to 800 acres of land can be classified for PUV taxation.

This act is effective for taxes imposed for taxable years beginning on or after July 1, 2019.

H374 - Regulatory Reform Act of 2018.

Sec. 25: Exempt Personal Property of Charter Schools from Property Tax. (SL
2018-114)

Section 25 of S.L. 2018-114 exempts the personal property of charter schools from property tax so
long as the property is wholly and exclusively used for educational purposes.

This section became effective for taxes imposed for taxable years beginning on or after July 1,
2018.

H569 - Pretax Supplemental Benefits. (SL 2018-64)

S.L. 2018-64 provides that supplemental insurance plans offered to State employees through the
Employee Insurance Committees may be offered on a pre-tax basis if the offering complies with
Section 125 of the Internal Revenue Code.

S75 - Const. Amd. - Max. Income Tax Rate of 7.0%. (SL 2018-119)

S.L. 2018-119 proposes an amendment to the North Carolina Constitution to cap the tax rate on
both personal and corporate incomes at 7% for taxable years beginning on or after January 1, 2019,
and places that amendment on the ballot in the 2018 general election. The cap is currently 10%.
Except as otherwise provided, the act became effective June 28, 2018.
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S99 - Appropriations Act of 2018.

Sec. 5.6: Tax Deduction for Certain Hurricane Relief Payments. (SL 2018-5)

Secs. 5.6(j) and 5.6(k) of the Appropriations Act of 2018, S.L. 2018-5, adds two tax deductions for
hurricane relief payments from the State Emergency Response and Disaster Relief Reserve Fund:

o Individual taxpayers may deduct hurricane relief payments from adjusted gross
income under new G.S. 105-153.5(b)(13) excluding payments for goods or services
provided by the taxpayer.

o Corporate taxpayers may deduct hurricane relief payments from federal taxable
income under new G.S. 105-130.5(b)(29) excluding payments for goods or services
provided by the taxpayer.

The deductions are effective for taxable years beginning on or after January 1, 2017.

S99 - Appropriations Act of 2018.

Sec. 19.3: Military Affairs Commission/Members and Payment of Expenses from
BRAC Funds. (SL 2018-5)

Sec. 19.3 of S.L. 2018-5 amends the laws governing expenditure of funds from the Military
Presence Stabilization Fund and the voting authority of members of the General Assembly serving
on the North Carolina Military Affairs Commission (NCMAC) to:

o Eliminate the restriction limiting expenditure of certain Military Presence
Stabilization Funds to the 2017-2018 fiscal year.

e Require the Department of Military and Veterans Affairs (DMVA) to pay from its
appropriations certain expenses approved by the NCMAC within 30 days of
receiving a payment request by the NCMAC, and to make payment on any contract
or grant awarded by the NCMAC no later than its due date without need of a request
from the NCMAC.

o Extend to February 15, 2019, the due date of a report by the NCMAC to the Joint
Legislative Oversight Committee on General Government on expenditures from the
Military Presence Stabilization Fund.

e Prohibit any member of the General Assembly appointed to the NCMAC from
voting on matters that expend funds appropriated by the General Assembly.

This act was vetoed by the Governor on June 6, 2018, and that veto was overridden by the General
Assembly on June 12, 2018. This section became effective on July 1, 2018.

S99 - Appropriations Act of 2018.

Sec. 35.17: Require Submission of Pay Plan Design. (SL 2018-5)

Sec. 35.17 of S.L. 2018-5 requires any agency requesting an allocation from the Pay Plan Reserve
of the General Fund to first submit to the Office of State Budget and Management (OSBM) a
detailed description of the pay plan design, including the salary or salary range at each step within
the pay plan, and the criteria for movement between steps of the pay plan.
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S99 - Appropriations Act of 2018.

Sec. 35.25: State Troopers Increase/Training Loan Reimbursement. (SL 2018-5)

Sec. 35.25, as amended by Sec. 8.1 of S.L. 2018-97, implements a new pay plan for the State
Highway Patrol and establishes a trooper training cost recovery program applicable after training
to cadets and to certain law enforcement employers that hire cadets. To avoid possible federal
income tax consequences associated with creating a forgivable loan program, Section 8.1 of the
Budget Technical Corrections act (S.L. 2018-97, Senate Bill 335) restructured the program into a
contract to reimburse the training expenses if the trooper separates from the Highway Patrol before
36 months of service.Instead of excusing liability monthly under a promissory note effective during
training with forgiveness over the 36-month period, a trooper will agree to reimburse the State only
if they leave State employment prior to the agreed upon contract period of 36 months. Covered law
enforcement employers who hire a trooper who is still under contract requirements will be liable to
the State for training costs in the amount of $36,000.

The changes became effective for the 2018-2019 fiscal year.

S99 - Appropriations Act of 2018.

Sec. 37.5: Exempt DOR/IT from Transition to DIT. (SL 2018-5)

Sec. 37.5 of S.L. 2018-5, as amended by Sec. 10.4 of S.L. 2018-97, provides that the Department
of Revenue is not subject to the migration of information technology functions and personnel to
the Department of Information Technology. Sec. 10.4 of S.L. 2018-97 provides that the Community
College System Office has until October 1, 2019, to report to the Joint Legislative Oversight
Committee on Information Technology and the Fiscal Research Division on its transition plan to
the Department of Information Technology.

Please see the full summary for details on the various effective dates.

CURRENT LAW: G.S. 143B-1325 requires certain State agencies to transfer information
technology personnel, operations, projects, assets, and appropriate funding to the Department of
Information Technology (DIT) for the State Chief Information Officer to prepare plans to transition
each participating agency to DIT. S.L. 2017-204! provided the Department of Revenue (DOR)
additional time to complete the transfer and consolidation of its information technology to DIT due
to the heightened security requirements imposed by the federal government for purposes of sharing
taxpayer information, which were not yet in place at DIT.

BILL ANALYSIS: Sec. 37.5 of S.L. 2018-5 provides that DOR is not subject to the migration of
information technology functions and personnel to DIT. DOR's security protocols are determined
by the taxpayer secrecy and confidentiality provisions of G.S. 105-259 and IRS Publication 1075.
The IT personnel in DOR meet the federally-required security checks, possess IT knowledge and
skill, and understand tax law and tax return processing. Although the Department will not be subject
to the migration of its IT functions and personnel to DIT, it will continue to furnish tax information
to the State Chief Information Officer as required by G.S. 105-259(b)(45) and G.S. 143B-1385 for
use by the Government Data Analytics Center.

G.S. 143B-1325 provides that the Community College System Office, the Department of Public
Instruction, DOR, and the Bipartisan State Board of Elections and Ethics Enforcement have until
October 1, 2018, to report to the Joint Legislative Oversight Committee on Information Technology
and the Fiscal Research Division on their respective transition plans. As DOR is no longer subject
to the migration of information technology to DIT, DOR will also no longer be required to report

L Alink to S.L. 2017-204 can be found here.
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on its transition plans. As amended, this section further provides that the Community College
System Office has until October 1, 2019, to report on its transition plans.

EFFECTIVE DATE: Sec. 37.5 (c) of S.L. 2018-5 became effective July 1, 2018. The remainder
of the section became effective June 12, 2018. Sec. 10.4 of S.L. 2018-97 became effective July 1,
2018.

S99 - Appropriations Act of 2018.

Sec. 38.1: IRC Update. (SL 2018-5)

Sec. 38.1 of S.L. 2018-5 updates the reference to the Internal Revenue Code (IRC) from January
1, 2017, to February 9, 2018. Therefore, to the extent North Carolina follows federal tax provisions
in calculating State tax liability, changes made to the IRC by the federal Tax Cuts and Jobs Act
(TCJA) and the Bipartisan Budget Act of 2018 (Budget Act) will apply to North Carolina.

S99 - Appropriations Act of 2018.

Sec. 38.2: Business Tax Changes. (SL 2018-5)

Sec. 38.2 of S.L. 2018-5, as amended by Sec. 11.2(a) of S.L. 2018-97, makes various changes to
the business tax statutes to make the laws more equitable, intelligible, easier to administer, and

concise by eliminating unnecessary provisions.
This section has various effective dates. Please see the full summary for more detail.

CURRENT LAW, BILL ANALYSIS, AND EFFECTIVE DATE:

Except as otherwise provided, this section became effective when it became law on June 12, 2018.

Subsection

(a)

Explanation

Amends the definition of a "corporation” for purposes of
the application of the franchise tax to include partnerships
that elect to be taxed as a corporation for income tax
purposes. Under current law, the definition includes limited
liability companies that elect to be taxed as corporations,
but it does not include partnerships. This change equalizes
the treatment among all business entities that either are
corporations or choose to be taxed as one. Moreover, the
change makes franchise tax treatment consistent with the
income tax treatment.

Effective Date

1/1/19, and
applies to
calculation of
franchise tax
reported on the
2018 and later
returns.

(b)

Does two things as it relates to the determination of net
worth for franchise tax purposes:

o Eliminates vague language to make clear that if a
corporation does not maintain its books in
accordance with generally accepted accounting
principles (GAAP), then its net worth is computed
in accordance with the method it uses for federal
tax purposes. If a corporation uses a method for
federal tax purposes other than GAAP, then the
new subdivision (1a) requires that asset valuation,
depreciation, depletion, and amortization be
calculated for franchise tax purposes using same
method used for federal income tax purposes.

1/1/19, and
applies to
calculation of
franchise tax
reported on the
2018 and later
returns.
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e Prevents a double deduction of treasury stock that
is already captured in the current franchise tax
calculation.

(©)

Provides guidance to the Department with respect to the
term "income-producing activity" for apportionment
purposes. The modernization of the language comports with
current practice and policy. Section 11.2 of S.L. 2018-97
amended this subsection to remove the clarifying language
as it applies to the sourcing of intangibles for corporate
income and franchise tax apportionment.?

(d)

Repeals references in the corporate addback statute to
credits or deductions that have expired. G.S. 105-130.47 is
the film credit that expired January 1, 2015. G.S. 105-
129.16H is the credit for donating funds to a nonprofit or
unit of State or local government to enable the acquisition
of renewable energy property, which expired January 1,
2017.

(e). (f), and (9)

Clarifies that non-North Carolina captive insurance
companies, which are those licensed and taxed in another
state, are not subject to the tax on captive insurance
companies, the corporate income tax, the franchise tax, or
the gross premiums tax. No state taxes a foreign captive
insurance company despite the fact that the insured risk
may be located in the state.

(h)

Re-enacts a provision that was inadvertently not roll-called
during the 2017 Session.

Section 4 of S.L. 2017-151 added massage and bodywork
therapists to the list of professionals that are required to pay
the annual $50 State privilege license tax. However, the bill
was not roll-called at the time of enactment as required by
the NC Constitution.

Applies to
taxable years
beginning on
and after July
1, 2018.

(i)

Provides that the income tax applicable to unrelated
business income of a nonprofit organization does not
include amounts paid or incurred by a 501(c)(3)
organization for transportation and parking benefits it

Applies to
taxable years
beginning or
and after
January 1,
2018

2 The original change included in this act sought to clarify that if an intangible is used in NC to

generate income, such as a patent or trademark, then that income is sourced to NC. This sourcing
principle is consistent with current policy as reflected in DOR bulletins. DOR suggested the
clarifying language because some taxpayers have argued that if the royalty payment comes from
an office located outside NC, then the income is not subject to tax in NC in spite of the fact that
the patent or trademark is used in NC to generate income. However, some taxpayers feared that
the change may impact the apportionment of other intangible income, such as dividends. To
alleviate this concern, the Budget Technical Corrections act (Senate Bill 335, enacted as S.L.
2018-97) removed the clarifying language, thus retaining the current language.
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provides to its employees. Under the TCJA3, a nonprofit
organization that provides these benefits must pay tax on
these expenses. This section ensures that NC's income tax
treatment of these expenses will remain the same.

S99 - Appropriations Act of 2018.

Sec. 38.3: Federal Determinations and Amended Returns. (SL 2018-5)

Sec. 38.3 of S.L. 2018-5 makes various changes to the federal corrections statutes, which are
statutes that address a taxpayer's obligation when their federal taxable income is changed or
corrected at the federal level and that change affects the amount of State tax payable. Specifically,
the changes create a distinction between situations where the changes are the result of an action
initiated by the Internal Revenue Service (IRS) and situations where the changes are the result of
an amended return voluntarily filed by a taxpayer.

This section became effective June 12, 2018, and applies to federal amended returns filed on or
after that date.

S99 - Appropriations Act of 2018.

Sec. 38.4: Automatic Extension of Time to File Tax Returns. (SL 2018-5)

Sec. 38.4 of S.L. 2018-5 provides that a taxpayer who is granted an automatic extension to file a
federal income tax return is granted an automatic extension to file a State income and franchise tax
return.

This section applies to taxable years beginning on or after January 1, 2019.

S99 - Appropriations Act of 2018.
Sec. 38.5: Sales and Use Tax Changes. (SL 2018-5)
Sec. 38.5 of S.L. 2018-5 does the following:

o Provides an option for a retailer who pays sales and use tax on property or services,
and subsequently resells them at retail, to recover the sales and use taxes the retailer
originally paid.

o Extends the Sales Tax Base Expansion Protection Act for an additional year to
better ensure retailers with sales tax obligations understand the applicable tax law
changes.

o Clarifies the sales and use tax treatment of frequently questioned transactions.

o Streamlines, clarifies, and modernizes statutory language to comport with recent
sales and use tax changes.

e Makes other miscellaneous and technical sales and use tax changes.

This section has various effective dates. Please see the full summary for more detail.

CURRENT LAW, BILL ANALYSIS, AND EFFECTIVE DATE: Sec. 38.5 of S.L. 2018-5
makes various changes to the sales and use tax laws. Unless noted otherwise, the changes became
effective when they became law on June 12, 2018.

Subsection Explanation Effective Date

% The federal Tax Cut and Jobs Act. For more information, see the explanation for Section 38.1 of
this act.
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@ Clarifies that the term "mixed transaction contract” applies | Effective
to real property transactions; it does not include a contract | retroactively to
that consists of a capital improvement and repair, | January 1,
maintenance, and installation (RMI) services for tangible | 2017.
personal property.

(b) Makes various stylistic and clarifying changes to sales tax
definitions. The following changes are of note:

e In subdivision (33c), language is being added
regarding certain requirements for datacenters to
address the fact that often there are no jobs at the
time of application for a written determination.

e In subdivision (33l), the language that creates an
exemption for security or other monitoring services
from taxable RMI services is being moved to the
exemption statute {See subsection (j)}. The
changes in this subdivision also separate services
applicable to motor vehicles into one sub-
subdivision.

e In subdivision (37), the language clarifies that a
credit allowed for a trade-in does not reduce the
sales price of the item purchased.

e In subdivision (45a), the reference date to the
Streamlined Agreement is updated to the most
recent iteration.

e Insubdivision (49), a reference in the definition of
"use" is being deleted because it is no longer
applicable on or after January 1, 2017, as a result
of the change to the definition of "storage" for sales
and purchases.

(c) Merges the imposition of sales and use tax of RMI services
with the taxation of the items themselves. This change
alleviates the necessity of determining whether the
imposition is on the sale of the item plus installation or on
the RMI service. The taxation of the installation is the same,
regardless of how it is classified; and this change removes
any distinction that may exist.

(d) Does two things in the sourcing statute:

o Clarifies that the sourcing principles are generally
for the benefit of the seller and that they do not alter
the imposition of the use tax against a purchaser.

e Provides guidance regarding the sourcing of
computer software renewal. Currently, the statute
is silent on this issue and the new language is
consistent with the provisions of the Streamlined
Sales and Use Tax Agreement.
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(e) Clarifies that certain activities are exempt from the sales
and use tax on admission charges.

The Department receives a number of inquiries regarding
whether certain charges are subject to or exempt from the
tax on admissions charges. Much of the administration of
the tax hinges on the definition of "admission charges"
which states, in part, "gross receipts derived for the right to
attend an entertainment activity." The exemption for these
activities is consistent with current practice, but by listing
them explicitly in the statute, it will provide clearer
guidance to taxpayers.

(f Moves service contract exemptions from the service
contract statute to the sales tax exemption statute. It is not
a substantive change {See subsection (j)}.

(9) Corrects a statutory cross-reference. Effective
retroactively to
January 1,
2017.
(h) and (i) Provides a mechanism for a retailer who pays sales and use

tax on property or services and subsequently resells the
property or service at retail to recover the sales tax
originally paid to a seller. The retailer could recover the
sales tax originally paid by reducing taxable receipts by the
taxable amount of the purchase price of the property or
services resold for the period in which the retail sales
occurs.* The records of the retailer must clearly reflect and
support the adjustment to taxable receipts for the period in
which the adjustment is made.

The General Assembly provided a temporary means for a
retailer to recover sales and use tax originally paid on an
item subsequently resold at retail last session in section 2.8
of S.L. 2017-204, and directed the Revenue Laws Study
Committee to study the feasibility of providing a permanent
means.

M Makes various technical and clarifying changes to the sales
and use tax exemption statute. The notable changes are as
follow:

o Last year, the General Assembly repealed the
1%/$80 privilege tax on mill machinery and
substituted a sales tax exemption. The intent was
to keep the interpretation and application of Article
5F the same, but to eliminate the tax on those items.

* A retailer who purchases property or services for resell may purchase the items with a sales tax
exemption certificate. If the items are subsequently used by the retailer, as opposed to resold, the
retailer must remit use tax on the items purchased. The mechanism provided by this section give
the retailer a different way to address this situation.
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Under the prior law, G.S. 105-187.51 specified that
the term "accessories™ did not include electricity.
This caveat was inadvertently dropped when the
language was moved into the sales tax exemption
statute. The change in subdivision (5e) corrects the
omission.

e Subdivision (13) clarifies the taxation of over-the-
counter drugs. In 2003, NC changed its taxation of
drugs to use the defined terms under the
Streamlined Sales and Use Tax Agreement. Since
that time, drugs required by federal law to be
dispensed only on prescription and over-the-
counter drugs sold on prescription have been
exempt from sales tax and the Department's
Directives have provided guidance that adheres to
the statutory exemptions. However, several
guestions continue to arise in this area and the
intent of the amendment to this subdivision is to
clarify the statutory language and adhere to the
historical application. The amendment makes it
clear that pet food is subject to tax, even if the
manufacturer of that food requires that the food be
sold on prescription; the exemption only applies to
drugs required by federal law to be dispensed only
on prescription. The amendment also makes it clear
that over-the-counter drugs used to treat a patient
in a medical facility are subject to tax; the
exemption only applies to over-the-counter drugs
sold on prescription.

e Subdivision (15) provides guidance with respect to
"worthless accounts" by reference to "bad debts"
under the Code. A retailer may deduct worthless
accounts from gross sales.

o Relocates the current exemptions from the tax on
RMI services and service contracts from the service
contract statute.

e Subdivision (70) is not a substantive change but
merely corresponds with and cross-references the
statute that sets out how to administer the tax on
accommodations. That statute currently provides
exemptions for private residences rented for fewer
than 15 days a year, an accommodation provided
for 90 or more days, and accommodations provided
by a school, camp, or similar entity where a fee is
charged for enrollment.

(k)

This subsection does two things:

Effective
retroactively to
July 1, 2014.
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o Clarifies that a qualifying farmer may be a person
who boards horses. This clarification conforms to a
similar change made to the present use value
statutes last session.

e Provides that remedies, vaccines, medications,
litter materials, feeds, rodenticides, insecticides,
and other substances may be exempt from sales and
use tax if purchased for use on animals and plants
held or produced for commercial purposes by a
qualifying farmer. Prior to the tax law change made
in 2014, these substances were exempt from tax if
purchased for use on animals or plants held or
produced for commercial purposes. Effective July
1, 2014, these substances had to be purchased by a
gualifying farmer to meet the exemption
requirements. Under the change made by this
section, the exemption applies regardless of who
purchases the substances so long as the substances
are used to provide a service to a person who holds
a qualifying farmer exemption certificate or a
conditional farmer exemption certificate.

Provides a person who paid sales and use tax for a return
period ending prior to the date this subsection became law
on an item exempt under this subsection may seek a refund
directly from the Department of Revenue. The request must
be made on or before October 1, 2018.

(1

Adds the term "taxable" to the statute authorizing a sales
tax refund on certain purchases by an interstate carrier. By
adding this term, it will identify that motor vehicle service
contracts are exempt from sales and use taxes and will
eliminate the requirement to include purchases of various
items that are exempt from sales and use tax.

Since the refund is calculated using a ratio reflecting in-
State mileage which is then multiplied by the purchase price
of the items purchased, the refund amount is more
accurately reflective of the formula if only taxable items are
included within the total purchase price of items.

(m)

Makes a technical change to accurately correspond with
defined term.

(n)

Eliminates a provision limiting the Secretary to extend the
time for filing a sales tax return to no more than 30 days
after the regular due date of the return. This change came
about as the result of needing to extend the time beyond the
30-day period for taxpayers who were affected by
Hurricane Matthew. With the change, sales tax extensions
would be governed by G.S. 105-263 without the 30-day
limitation. Under that statute, an extension of time for filing
a return other than a franchise tax return or an income tax
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return extends the time for paying the tax due and the time
when the penalty attaches for failure to pay the tax.
However, interest accrues on the tax due from the original
due date of the return.

(0)

Makes two changes in the direct pay permit statute:

o Clarifies that a direct pay permit is not applicable
to any of the items that are subject to the combined
general rate of tax, with the exception of
telecommunication service as allowed under G.S.
105-164.27A(b).

o Clarifies that items withdrawn from inventory and
sent to another state are subject to tax in NC
because the first "use" occurs in this State. This
change is consistent with removal of the exceptions
from the definition of "storage," effective January
1, 2017.

(P)

Adds facilitators to the statute that authorizes the Secretary
to estimate tax due and assess entities with sales tax
remittance obligations when those entities fail to file a
return or file a false or fraudulent return. They are being
added because facilitators have sales tax remittance
obligations under the sales tax statutes along with retailers
and wholesale merchants.

(@)

Extends the Sales Tax Base Expansion Protection Act for
an additional year to better ensure retailers with sales tax
obligations understand the applicable tax law changes.
Under the Act, impacted retailers are given a grace period
under which the Department will not impose assessments if
the retailer demonstrates a good faith effort to comply. It
also adds transactions to the grace period that have been
inadvertently omitted.

(n)

Corrects a cross-reference due to the repeal of a subsection.

(s)

Makes a grammatical change.

Provides that a consumer must keep records of items
purchased inside the State, as well as outside the State. This
change is needed to enable the Department to administer
the new provision enacted by subsection (h) of this section
that allows a retailer who pays sales and use tax on property
or services and subsequently resells the property or service
at retail to recover the sales tax originally paid to a seller. It
also highlights for the retailer the need to retain these
records.

(u)

Provides a sale tax exemption for that portion of the gross
receipts derived from an admission charge that is described
in section 170(1)(2) of the Code. Under the federal Tax Cuts
and Jobs Act, a charitable deduction is no longer allowed
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for an amount paid to an educational institution of higher
learning if the taxpayer receives, directly or indirectly, the
right to purchase tickets for an athletic event. Under sales
tax law, any amount deductible as a charitable contribution
is exempt from sales tax. The amendment ensures that any
change in the deductibility of a contribution for income tax
purposes does not inadvertently broaden the sales tax base
for admission charges.

(V) Modernizes the statute to recognize the expansion of the
sales tax base to services.
(w) Modernizes the statute and makes changes consistent with

provisions in Part VI of the act that provide a framework
for the Department of Revenue to offer and prescribe the
format for electronic filings.

(), (), and (2)

Defines a property management contract and provides that
a property management contract is not subject to sales tax.
The effective date is January 1, 2020. The service of
providing property management is not currently subject to
sales tax. However, RMI services that a property
management company may perform in addition to its
management services may be subject to sales tax.

Directs the Revenue Laws Study Committee to review the
amendments made by subsections (x) and (y), and to
recommend any changes necessary to make the law
concise, intelligible, easy to administer, and equitable.

Effective
January 1,
2020

S99 - Appropriations Act of 2018.
Sec. 38.6: Excise Tax Changes. (SL 2018-5)
Sec. 38.6 of S.L. 2018-5 makes various excise tax changes, including the following:

e Requiring certain ABC permit holders to register with the Department of Revenue

(Department) in order to aid in tax compliance.

o Increasing the motor fuel rate authorized to be charged by a certain class of gas
stations allowed to charge the South Carolina rate due to the gas station being
considered in North Carolina because of the NC/SC border recertification in 2016.
The rate increase will be 2A¢ each year over the next six years, totaling 12A¢, to

mirror the motor fuel rate increase imposed in South Carolina.

Sec. 38.6(c), requiring certain listed ABC permit holders to register with the Department and to
notify the Department when a permittee discontinues their business, becomes effective July 1,

2018.

Except as otherwise provided, this section became effective June 12, 2018.
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S99 - Appropriations Act of 2018.

Sec. 38.7: Modified Risk Tobacco Product Tax Reduction. (SL 2018-5)

Sec. 38.7 of S.L. 2018-5 provides an excise tax rate reduction for modified risk tobacco products.
A modified risk tobacco product is a product that is sold or distributed for use to reduce harm or
the risk of tobacco-related disease associated with commercially-marketed tobacco products. For a
product to qualify as a modified risk tobacco product, it must be issued an order by the United
States Food and Drug Administration (FDA). To date, the FDA has not issued any such orders.
This section became effective June 12, 2018.

S99 - Appropriations Act of 2018.

Sec. 38.8: Allow Cities to Use Revenues for Public Education. (SL 2018-5)

Sec. 38.8 of S.L. 2018-5, as amended by Sec. 11.1 of S.L. 2018-97, authorizes, but does not require,
cities to levy property taxes to supplement funding for elementary and secondary public education
that benefits the residents of the city and to appropriate those revenues, in addition to any other
unrestricted revenues,for that purpose.

This section became effective July 1, 2018, and applies to revenues derived from taxes levied on
or after that date.

S99 - Appropriations Act of 2018.

Sec. 38.9: Waive Certain Property Tax Penalties and Interest. (SL 2018-5)

Sec. 38.9 of S.L. 2018-5, as amended by Sec. 9.5 of S.L. 2018-76, provides an additional
circumstance under which certain property tax deadlines are extended to the next business day. The
additional circumstance is when all of the following conditions occur on the due date: (i) the tax
office is closed, (ii) the U.S. Postal Service did not provide service to the taxpayer's address, and
(iii) a disaster has been declared.

This section is effective for taxes imposed for taxable years beginning on or after July 1, 2017.

S99 - Appropriations Act of 2018.
Sec. 38.10: Other Tax Changes. (SL 2018-5)
Sec. 38.10 of S.L. 2018-5 makes several miscellaneous tax changes, including the following:

o Clarifies that when a corporation's articles of incorporation or a limited liability company's
articles of organization are suspended, the entity is nevertheless liable for its tax
obligations.

e Provides that meals other than breakfast served at a bed and breakfast home or inn must be
separately stated rather than added to the room rate. The change more accurately reflects
the intended result when the General Assembly changed the law in 2017 to allow bed and
breakfast inns to serve lunch and dinner. The effect of this change means that those meals
will be subject to State and local sales tax and the prepared food tax, if there is one, but not
the occupancy tax.

e Repeals a provision enacted last year that inadvertently created a double tax benefit for
funds placed in a Personal Education Savings Account. The deduction will remain in place,
but the exclusion from income is repealed. This provision is effective for taxable years
beginning on or after January 1, 2018.

o Authorizes the Secretary of Revenue (Secretary) to make provisions for the electronic
filing of returns and modifies the penalties related to informational returns in an effort to
combat refund fraud and identity theft.

This section has various effective dates. Please see the full summary for more detail.
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CURRENT LAW, BILL ANALYSIS, AND EFFECTIVE DATE:

Subsection
(a) and (b)

Explanation

Clarifies that the imposition of a revenue suspension,
which is an act done by the Secretary of State at the
direction of the Department of Revenue (Department),
does not mean that the suspended corporation or LLC
ceases to be liable following the suspension for accrued,
current, or subsequent State taxes; rather the tax liability
remains unaffected by the suspension.

Effective Date
June 12, 2018

(©)

Clarifies the expiration date of a provision that allows the
Secretary to compromise the liability of a retailer who is
assessed for failure to properly collect sales tax on
admission charges, service contracts, prepaid meal plans,
or aviation gasoline and jet fuel.

The language is being adjusted to mirror the language in
G.S. 105-237.1(a)(7) because the intent was for the
provision to be tied to a certain reporting period and not
for the expiration to be tied to when assessments are
issued.

June 12, 2018

(d)

Adds references to recently created property tax
exemptions to the list of those for which a property owner
must file a single application. Generally speaking, a
property owner seeking a property tax exemption must file
an annual application. There are some exceptions, under
which either no application is required or only a one-time
application is required. This section adds the following
exemptions to the single application requirement; these
exemptions were established in recent years but
corresponding changes were not made to the application
statute:

e Real and personal property occupied by charter
schools that is wholly and exclusively used for
educational purposes.

e Energy mineral interest in property for which a
permit has not been issued under G.S. 113-395.

¢ Real and personal property located on lands held
in trust by the United State for the Eastern Band
of Cherokee Indians, regardless of ownership.

e A mobile classroom or modular unit that is
occupied by a school and used exclusively for
educational purposes.

June 12, 2018

(e) and (f)

Corrects a cross-reference.

June 12, 2018

(9)

Requires that lunch and dinner meals, served at the option
of guests staying at a bed and breakfast home or inn, be
charged separately on the guest's bill and, therefore, are
not included in the room rate. This change corrects a

Effective July 1,
2018, and

applies to gross
receipts derived

-26-




provision enacted last year to more accurately reflect the
General Assembly's intent. The effect of this change
means that those meals will be subject to State and local
sales tax and the prepared food tax, if there is one, but not
the occupancy tax. This treatment is consistent with how
traditional room service meals are taxed at hotels. By
contrast, the room rental and the breakfast, which is
typically included as part of the room rental, is subject to
State and local sales tax and occupancy tax.

Subsection 38.10(s), the effective date provisions for this
section, provide that a retailer is not liable for an
undercollection of sales tax, occupancy tax, or prepared
food and beverage tax if the retailer made a good-faith
effort to comply with the law and collect the proper
amount of tax; this provision applies only to the period
beginning January 1, 2018, and ending July 1, 2018.

from the rental
of an
accommodation
that a consumer
occupies or has
aright to
occupy on or
after that date.

(h)

Waives an antiquated restriction regarding sales and use
tax revenue distributed to a municipality for water and
sewer capital outlay purposes.

G.S. 105-487(b) required a municipality to use a
percentage of the sales and use tax revenue distributed to
it under Article 40 of Chapter 105 of the General Statutes,
First One-Half Cent (*2¢) Local Government Sales and
Use Tax, only for water and sewage capital outlay
purposes. This restriction was time-limited. Prior to the
sunset of the restriction, a municipality could petition the
Local Government Commission to waive part or all of the
restriction if the municipality demonstrated that its water
and sewer needs could be met without the use of the
restricted sales tax revenue. A similar restriction existed
under Article 42, Second One-Half Cent (*2¢) Local
Government Sales and Use Tax. The restrictions on this
use expired more than 20 years ago. The General
Assembly repealed the obsolete restrictions in S.L. 1998-
98: G.S. 105-487(b) and G.S. 105-504.

Some municipalities have monies in their enterprise funds
received from sales and use tax distributions prior to the
expiration of the restrictions. Those funds must be
expended as provided in the statute that existed at the time
of the distributions, unless the municipality petitions the
Local Government Commission to waive the restriction
and the petition is approved. Under 20-NCAC 03.0112,
the Local Government Commission charges a fee of
$625.00 for services rendered to obtain this approval.
There are some municipalities who do not own or operate
a water or sewer system. In at least once instance, the
amount of revenue subject to the restriction is less than
$1,500. This section would allow a municipality that does
not own or operate a water or sewer system to expend

June 12, 2018
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those funds for any public purpose without the necessity
of petitioning the Local Government Commission for
approval.

(i)

Repeals an obsolete provision.

June 12, 2018

(1) and (k)

Provides more specificity with regard to the expiration of
the Historic Rehabilitation Tax Credits.

The State historic tax credit under Article 3D expired for
expenditures incurred on or after January 1, 2015.
However, the taxable year for which the credit is taken is
not the year in which the expenditures are incurred, but the
taxable year in which the certified historic structure is
placed in service.

Generally speaking, “placed in service” is the earlier of the
taxable year in which the period for depreciation with
respect to the property begins, or the taxable year in which
the property is available for a specifically assigned
function (ie, trade or business, production of income,
personal activity, tax-exempt activity).

The purpose of these subsections is to give more
specificity with regard to the expiration of the tax credit,
so the Department will know with certainty when it may
remove the tax credit from the tax forms.

Under subsection (j), the property for which an
expenditure was incurred prior to January 1, 2015, must
be placed in service by January 1, 2023. Subsection (k)
makes a similar clarification to the prospective sunset of
the existing historic rehabilitation tax credit under Article
3L - the credit expires for expenditures incurred on or
after January 1, 2020, and the historic structure for which
those expenses were incurred must be placed in service by
January 1, 2028.

June 12, 2018

0

Deletes a reference to an expired credit that is not
permitted to be claimed by an estate or trust. G.S. 105-
153.10 is the child credit that is repealed for tax years
beginning on or after January 1, 2018.

June 12, 2018

(m)

Repeals a provision that creates a double income tax
benefit for funds in a Personal Education Savings Account
(PESA).

A PESA is a bank account provided to a parent for the
purpose of holding scholarship funds awarded by the State
Education Assistance Authority for an eligible student to
be used for certain qualifying education expenses. The
General Assembly enacted the program in Section 10A.4
of S.L. 2017-57. As part of the program’s provisions, it
provides that funds deposited in a PESA are not taxable
income. In addition, the legislation provided an income tax

For taxable
years beginning
on or after
January 1, 2018.
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deduction from adjusted gross income for amounts
deposited in a PESA, to the extent those funds are included
in adjusted gross income. To prevent a double tax
deduction, this subsection removes the language from the
PESA statute stating that funds deposited into a PESA are
not taxable income, and leaves the applicable deduction in
the tax statutes.

(n)

Restores the "out of business" provision, which directs
employers as to when they must file the withholding
reconciliation informational return if the employer
terminates its business during the calendar year.

In 2015, the General Assembly changed the due date for
filing the NC-3 Form from "the same date the employer's
federal information return of federal income taxes
withheld from wages is due under the Code" to "January
31." Under the Code, an employer that goes out of
business is required to file the federal reconciliation report
with the IRS within 30 days from the last day the taxpayer
has payroll. An unintended consequence of changing the
due date without reference to the Code was the loss of this
30- day provision. This change restores that requirement
for NC tax purposes.

This section also moves existing language from another
statute into this statute. This language is not new but is
being relocated. (See summary for subsection (p) of this
section).

June 12, 2018

(0)

Corrects a typographical error and strikes penalty
language for failure to timely file an information request
because the penalty language is being modified and
addressed in another statute. (See summary of Section
38.10(p)).

June 12, 2018

(P)

Modifies the existing penalty for failure to file an
informational return and creates a $200.00 penalty for
failure to file an informational return in the proper format.

The current penalty for failure to file an NC-3 is $50.00;
the current penalty for failure to file an informational
return under G.S. 105-251.2, which applies to
occupational licensing boards, alcohol vendors, and
payment settlement entities, is $1,000. This subsection
tries to better align these penalties by changing both to
$50.00 per day with a maximum penalty of $1,000.

This issue was studied by the Revenue Laws Study
Committee during the 2017-2018 interim and links to the
Department and staff presentations can be found here and
here.

June 12, 2018

(@)

Provides that the Secretary will prescribe when a return,
report, payment, or any other document that is

June 12, 2018
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electronically submitted to the Department is considered
timely filed.

N Provides a framework for the Department to offer and | June 12, 2018
prescribe the format for electronic filings. This statute
includes authority to waive an electronic submission
requirement and requires the Department to publish
annually on its website a list of returns that are required to
be filed electronically and those that are permitted to be
filed electronically during the next calendar year.

S220 - Motor Fuel Tax Exemption for Joint Agency. (SL 2018-39)

S.L. 2018-39 exempts a joint agency created by interlocal agreement for the purposes of fire
protection, police protection, or emergency services from having to pay motor fuel excise taxes.
This act becomes effective October 1, 2018, and applies to purchases made on or after that date.

S411 - Various Motor Vehicle Law Revisions.

Secs. 6, 7, and 8: Motor Vehicle Taxes. (SL 2018-42)

Secs. 6, 7, and 8 of S.L. 2018-42 clarify the applicability of local and regional public transportation
registration taxes and DMV fee adjustments on motor vehicles sold by a motor vehicle dealer by
making clear that the applicable rate or fee is the one in effect on the date of sale, regardless of the
date of submission of the title and registration application.

These sections became effective June 22, 2018, and apply to any tax or tax increase with an
effective date on or after that date.

S412 - Abandoned Vehicles/Charities. (SL 2018-43)
S.L. 2018-43 does the following:

e Provides a process for used motor vehicle dealers to sell vehicles donated to charitable
organizations when the donated vehicle is titled in this State but the title is not provided
with the donation.

e Provides that a charitable organization is not required to register and title a vehicle that was
donated to the organization solely for purposes of resale.

e Provides that willful and intentional failure to comply with the new statutory process is
grounds for denying, suspending, placing on probation, or revoking a motor vehicle
dealer’s license.

e Exempts a charitable organization where a vehicle was donated to the organization solely
for purposes of resale from the definition of motor vehicle dealer.

e Exempts a charitable organization from paying highway use tax for a title issued as the
result of a transfer of a vehicle to the organization that was donated solely for purposes of
resale.

This act became effective June 22, 2018.

S561 - Violate Tax Law/Venue/Property Tax. (SL 2018-98)
S.L. 2018-98 does the following:

o Exempts from property tax leasehold interests in exempt property. This change is effective
for taxes imposed for taxable years beginning on or after July 1, 2019.
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e Changes the venue for the prosecution of criminal tax violations from Raleigh to the county
where the charged offense occurs. This change becomes effective December 1, 2018, and
applies to offenses committed on or after that date.

S616 - Heroin & Opioid Prevention & Enforcement Act. (SL 2018-44)
S.L. 2018-44 does the following:

e Amends laws pertaining to the North Carolina Controlled Substances Act.

e Amends laws pertaining to the North Carolina Controlled Substances Reporting System
Act.

o Establishes conditions and requirements for the release of information from the Controlled
Substances Reporting System to local law enforcement.

e Revises and establishes penalties for certain violations.

e Expresses the intent to appropriate additional funds in the future for community-based
substance use disorder treatment and recovery services, the purchase of overdose
medications, Operation Medicine Drop, and a special agent position with the State Bureau
of Investigation.

e Amends the statewide Telepsychiatry program that delivers mental health and substance
abuse care.

This act has various effective dates. Please see the full summary for more detail.

BILL ANALYSIS:
Partl. TITLE OF ACT

Section 1 sets forth the title of the act as the Heroin and Opioid Prevention and Enforcement
(HOPE) Act of 2018.

Part 1I. AMENDMENTS TO THE NORTH CAROLINA CONTROLLED SUBSTANCES
ACT

Sections 2, 3, and 6 make technical changes to the chemical names of two controlled substances.

Section 4 includes the immediate precursor chemical required for the manufacture of fentanyl as a
Schedule 11 Controlled Substance under G.S. 90-90.

Section 5 adds the precursor chemical used in the manufacturing process of fentanyl to the list of
immediate precursor chemicals.

Section 7 makes conforming changes to the way opioids are referenced in Chapter 90, expands the
criminal offenses related to MDPV to include "any substituted cathinone™ and consolidates the
existing offenses in light of the expansion.

Section 8 adds a new section to Article 5 of Chapter 90 of the General Statutes that does the

following:

o Creates the position of a "certified diversion investigator".

e Requires that a certified diversion investigator request and receive prescription information
from pharmacies when required, and only when required, for an active investigation related to
a controlled substance.

e Requires that a pharmacy provide the requested information, and protects the pharmacist from
liability for sharing the confidential information.
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Section 9 makes technical corrections, expands the Class 1 misdemeanor for aiding the diversion
of a controlled substance and creates the following criminal offenses:

o A Class G felony for intentionally aiding the diversion of a controlled substance.
e A Class E felony for a medical professional that intentionally dilutes or substitutes any
controlled substance.

Part 11l. AMENDMENTS PERTAINING TO THE NORTH CAROLINA CONTROLLED
SUBSTANCES REPORTING SYSTEM ACT

The Controlled Substances Reporting System (CSRS) is a database maintained by DHHS that
tracks prescriptions for Schedule 11 through Schedule V controlled substances. Dispensers are
required to report certain information on prescriptions they fill within close of the next business
day after the prescription is delivered, but are encouraged to report such information within 24
hours of delivery. Such information is confidential and may only be accessed by certain persons
for specific purposes set forth by statute. Current law allows DHHS to release CSRS data to
persons authorized to prescribe controlled substances, special agents of the North Carolina SBI,
as well as others.

Section 10 requires a lawful controlled substance dispenser to report the prescriber's national
provider identification number, and relieves a pharmacy or pharmacist from liability for failure to
report a prescriber's national identification number when it is not received by the pharmacy.

Section 11(a) authorizes access to the controlled substance reporting system to the Attorney
General of North Carolina, expands access to the Tactical Diversion Squad in North Carolina, and
creates the following criminal offenses:

o AClass I felony for accessing unauthorized prescription information in the CSRS.

e AClass I felony for disclosing prescription information for an unauthorized purpose.

e A Class H felony for maliciously obtaining, disclosing, or disseminating prescription
information for personal gain or to cause harm.

Section 11(a) also does the following:

e Permanently bars an individual convicted of one of these criminal offenses from accessing the
CSRS.

e Expands the SBI's Diversion & Environmental Crimes Unit's jurisdiction to include suspected
criminal use of the CSRS.

Section 11(b) establishes the following conditions and requirements for the release of information
from the CSRS to local law enforcement:

o Release is only authorized to a certified diversion investigator, working with a qualified
law enforcement agency, related to illegal controlled substance activity, and the request for
information has been approved by the SBI.

e The SBI is not liable for the disclosure of confidential information as requested by the
certified diversion investigator.

e Documentation of the requested information and resulting investigations will be kept, and
audited by the SBI.

e The information obtained by the certified diversion investigator may only be shared with
law enforcement and prosecutors directly involved with the investigation and prosecution.

e The matter may be referred by local law enforcement to the SBI if appropriate.
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o Information may not be requested or received from other states, using the CSRS.

o Defines the new terms related to the parties authorized access to the reporting system.

e The Department of Health and Human Services (DHHS) is directed to enable specific
access to the CSRS.

o Direct DHHS to document the system's activity so that unauthorized access may be
investigated by the SBI and prosecuted by the Office of the Attorney General.

Section 11(c) directs DHHS to begin developing ways to implement the data release provisions
required.

Section 12 enables DHHS to temporarily suspend a reporting system user's access to the system in
the event of a suspected unauthorized use of information, and relieves a party acting lawfully and
in good faith from liability for accessing and disclosing confidential information.

Section 13 authorizes and describes the training and certification of diversion investigators.

Section 14 creates the minimum standards and levels of training for diversion investigators and
diversion supervisors, and requires recertification at least every three years, and authorizes Training
and Standards Commission to suspend, revoke, and deny certification.

Part IV. APPROPRIATIONS

Section 15 expresses the General Assembly's intent to appropriate additional funds in the future
for community-based substance use disorder treatment and recovery services, the purchase of
overdose medications, Operation Medicine Drop, and a special agent position within the SBI.

Part IV-A. TELEPSYCHIATRY

Section 15.1 adds new definitions and modifies existing definitions of G.S. 143B-139.4B, which
requires the Office of Rural Health to oversee and monitor establishment and administration of a
statewide telepsychiatry program. This section creates a definition for community-based site. This
section modifies the definition for referring site to include approved community-based sites, and
removes the word acute from the definitions of consultant site, consulting provider and
telepsychiatry.

Section 15.1 also requires referring sites to use consulting providers at a consultant site to provide
timely psychiatric assessment and rapid initiation of treatment for patients at the referring
emergency department site experiencing mental health or substance abuse or for patients at an
approved community-based site in need of mental health or substance abuse care.

Part V. SEVERABILITY CLAUSE AND EFFECTIVE DATE

Section 16 makes any provisions of the bill held to be invalid by a court severable from the other
provisions of the bill, which would remain in effect.

Section 17. The section requiring a lawful controlled substance dispenser to report the prescriber's
national provider identification number, and relieving a pharmacy or pharmacist from liability for
failure to report a prescriber's national identification number becomes effective September 1, 2018.

The criminal offenses expanded and created by this act become effective December 1, 2018.

The sections making technical changes to the North Carolina Controlled Substances Act, including
the immediate precursor chemical required for the manufacture of fentanyl as a Schedule 11
Controlled Substance and adding the precursor chemical used in the manufacturing process of
fentanyl to the list of immediate precursor chemicals become effective December 1, 2018.
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The section creating the position of a certified diversion investigator, requiring a certified diversion
investigator to request and receive information from pharmacies for an active investigation related
to a controlled substance and requiring a pharmacy to provide the requested information becomes
effective July 1, 2019.

The section establishing the conditions and requirements for the release of information from the
CSRS to local law enforcement becomes effective July 1, 2019.

The remainder of this act became effective July 1, 2018.

Jennifer Bedford contributed substantially to the preparation of this summary.

S711 - NC Farm Act of 2018.

Sec. 14: Provide Uniformity to Assessment of Farm Machinery. (SL 2018-113)

Sec. 14 of S.L. 2018-113 directs the Department of Revenue to publish a depreciation schedule for
farm equipment and make the schedule electronically available on its website. A county appraiser
may use any of the appraisal methods provided in statute and must consider relevant taxpayer
information. However, if the county uses a cost approach method to appraise the equipment, the
county must appraise the equipment using the depreciation schedule published by the Department
of Revenue.

This bill was vetoed by the Governor on June 25, 2018, and that veto was overridden by the General
Assembly on June 27, 2018. This section is effective for taxes imposed for taxable years beginning
on or after July 1, 2019.

S711 - NC Farm Act of 2018.

Sec. 15: Clarify Cemetery Property Tax Exemption. (SL 2018-113)

Under existing law, real property set apart for burial purposes, where the property is not offered for
sale or rental or sale of burial rights therein, is not subject to property tax. Sec. 15 of S.L. 2018-113
provides that the owner of the property is not required to apply for the property tax exemption for
burial property. A county is prohibited from denying the exemption to a taxpayer who lacks a
survey or plat detailing the exempt property.

This bill was vetoed by the Governor on June 25, 2018, and that veto was overridden by the General
Assembly on June 27, 2018. This section became effective June 27, 2018.

S750 - Health in Local Confinement/Veterinarians Controlled Substances/Wendell Holmes
Murphy Freeway/Tax Due Date. (SL 2018-76)
S.L. 2018-76 does the following:

e Addresses health issues in local confinement facilities.

o Ensures State prisons are full participants in the NC Health Information Exchange, known
as NC HealthConnex.

e Amends the duties of law enforcement officers related to involuntary commitment.

e Amends the North Carolina Controlled Substances Act and the Controlled Substances
Reporting System pertaining to the practice of veterinary medicine.

e Requires continuing education for veterinarians on the abuse of controlled substances.

e Includes the North Carolina Veterinary Medical Board on the Prescription Drug Abuse
Advisory Committee.

e Amends various budget provisions.

This act has various effective dates. Please see the full summary for more detail.
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BILL ANALYSIS:

Section 1 requires that the medical examiner and the coroner must be notified immediately if a
prisoner in the custody of a local confinement facility dies, regardless of the physical location of
the prisoner at the time of death.

Section 2 requires the Department of Health and Human Services (DHHS) to study how to
improve prisoner health screening with a goal of improving the determination that a prisoner in a
local confinement facility has been prescribed life-saving prescription medications and a process
to ensure the timely administration of those prescription medications. DHHS is required to report
on or before November 1, 2018 to the JLOCHHS.

Section 3(a) requires the Department of Public Safety, DHHS, and the Government Data
Analytics Center (GDAC) within the Department of Information Technology (DIT) to work
collaboratively with organizations representing local government and law enforcement to
facilitate the secure transmission of health information pertaining to prisoners in local
confinement facilities through participation in the HIE Network, known as NC HealthConnex.
Section 3(b) requires the Department of Public Safety, DHHS, and GDAC to ensure prison
facilities are full participants in NC HealthConnex. Section 3(c) requires DHHS and GDAC, to
provide an interim report to JLOCHHS on or before October 1, 2018 and a final report on or
before October 1, 2019.

Section 3.1 increases by four percent the annual salaries of all State employees employed in
positions based in State adult correctional facilities in effect on June 30, 2018.

Section 3.2(a) and Section 3.2(b) require a law enforcement officer to transport an individual
under involuntary commitment proceedings to a facility or other location identified by the
LME/MCO in the community crisis services plan unless circumstances indicate the respondent
appears to be suffering a medical emergency in which case the law enforcement officer will seek
immediate medical assistance for the individual.

Section 4 clarifies a practitioner does not include a veterinarian for purposes of this section, which
exempts a veterinarian from having to review patient information in the CSRS prior to prescribing
a targeted controlled substance.

Section 5 states a veterinarian may continue to prescribe targeted controlled substances from valid
written, oral or facsimile prescriptions. This further clarifies the exemption for a veterinarian from
the electronic prescription requirement. The existing statute and this clarification are not effective
until January 1, 2020.

Under current law, a dispenser who dispenses any Schedule 1l to V Controlled Substance must
report prescription information to the CSRS.

Section 6 clarifies the definition of a dispenser for purposes of the requirements for CSRS includes
a veterinarian when that person dispenses any Schedule Il through V controlled substances. A
veterinarian must report this prescription information to the CSRS. G.S. 90-113.73(g), as created
by this section, states a veterinarian may submit prescription information by paper form or other
means, provided all information required of electronically submitted data is submitted.

Under current law a practitioner may not prescribe more than a five day supply of any targeted
controlled substance upon initial consultation and treatment of a patient for acute pain or prescribe
more than a seven day supply of any targeted controlled substance for post-operative acute pain
following a surgical procedure. Section 7 exempts prescriptions for controlled substances wholly
administered in an emergency facility, veterinary hospital or animal hospital as defined in G.S. 90-
181.1, from the five day and seven day limitations on prescriptions for acute pain. Section 7
clarifies the definition of acute pain does not include pain treated as part of cancer care, hospice
care or palliative care provided by a veterinarian. Section 7 modifies the definition of surgical
procedure to include procedures performed by a veterinarian.

Section 8 requires the Veterinary Medical Board to require continuing education on the abuse of
controlled substances as a condition of license renewal.
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Section 9 adds the Veterinary Medical Board to the Prescription Drug Abuse Advisory Committee.
Section 9.2 requires the Department of Transportation to designate the portion of Interstate 40 in
North Carolina from mile marker 380 to mile marker 385 the Senator Wendell Holmes Murphy,
Sr. Freeway. Section 9.5 clarifies the applicable date when a due date for taxes imposed for
taxable years beginning on or after July 1, 2017 falls on a weekend, holiday or closure date.

EFFECTIVE DATE: The section clarifying a veterinarian may continue to prescribe targeted
controlled substance from valid written, oral or facsimile prescriptions becomes effective January
1, 2020.

The section governing the transportation of an individual under involuntary commitment
proceedings by a law enforcement officer is effective October 1, 2019 and applies to proceedings
initiated on or after that date.

Veterinarians must report prescription information to the CSRS for dispensing any Schedule 11
through V controlled substances effective January 1, 2019. G.S. 90-113.73(g), as enacted by
Section 6 of this act, expires effective October 1, 2019.

The section requiring the North Carolina Veterinary Medical Board to require continuing education
on the abuse of controlled substances became effective June 25, 2018 and applies to renewal
applications received in 2020.

The remainder of this act became effective June 25, 2018.

*Theresa Matula contributed to this Bill Summary.

S758 - Build NC Bond Act of 2018. (SL 2018-16)

S.L. 2018-16, The Build NC Bond Act of 2018, authorizes the issuance of up to $3 billion in special
indebtedness to create an additional funding source for Build NC Projects, which consists of
Division Needs Projects and Regional Impact Projects scheduled in accordance with the Strategic
Transportation Investments law in Article 14B of Chapter 136 of the General Statutes.

This act becomes effective January 1, 2019 and expires December 31, 2028.

2017 Finance Law Changes

H59 - Revenue Laws Technical Changes. (SL 2017-39)

S.L. 2017-39 makes technical changes to the Revenue Laws as recommended by the Department
of Revenue.

The section of the act pertaining to tax credits for constructing a railroad intermodal facility became
effective June 21, 2017 and applies to taxable years beginning on or after January 1, 2017. The
remainder of this act became effective June 21, 2017.

H158 - Special Assessments/Critical Infrastructure. (SL 2017-40)
S.L. 2017-40 does two things:

e Itauthorizes a county or city to contract with a private party to construct a project on behalf
of the county or city, and to reimburse the private party for costs incurred by the private
party related to the project from the imposition of special assessments on the benefited
property owners. The county or city would not be obligated to reimburse the private party

-36 -



any amount in excess of assessment revenues actually collected, less the entity's related
administrative expenses.

e It clarifies who may be entitled to the proceeds of a performance guarantee issued by a
developer to a county or city to assure successful completion of required improvements by
the developer under a subdivision control ordinance.

This act became effective June 21, 2017, and applies to assessments made on or after that date.

H434 - Coins/Currency/Bullion Sales Tax Exemption. (SL 2017-181)

S.L. 2017-181 exempts from sales and use tax the sales of rare coins, paper currency, and precious
metal bullion. This act became effective July 1, 2017, and applies to sales made on or after that
date.

H548 - Equalize Treatment of Wastewater Products. (SL 2017-139)

S.L. 2017-139 exempts from sales and use tax wastewater dispersal products approved by the
Department of Health and Human Services to equalize treatment among the various suppliers of
these products. The act became effective July 1, 2017, and applies to sales made on or after that
date.

S257 - Appropriations Act of 2017.

Sec. 10A.4: Personal Education Savings Account Program. (SL 2017-57)

S.L. 2017-57, Sec. 10A.4 establishes the North Carolina Personal Education Savings Account
Program (PESA). A PESA is a bank account provided to a parent for the purpose of holding
scholarship funds awarded by the State Education Assistance Authority (SEAA) for an eligible
student to be used for certain qualifying education expenses. To be eligible for the scholarship, a
student must reside in North Carolina, have not yet received a high school diploma and meet all
three of the following requirements:

e Meet one of the following criteria:

e Was a full time student (i) assigned to and attending a public school pursuant to State law

or (ii) enrolled in a Department of Defense Elementary and Secondary School located in

North Carolina, during the previous semester.

Received scholarship funds for a PESA during the previous school year.

Is entering either kindergarten or the first grade.

Is a child in foster care.

Is a child whose adoption decree was entered not more than one year prior to submission

of the scholarship application.

e Isachild whose parent or legal guardian is on full time duty status in the active uniformed
service of the United States.

e Is a child enrolled part time in a public school and part time in a nonpublic school that
exclusively provides services for children with disabilities.

e Has not enrolled in a postsecondary institution in a matriculated status eligible for
enrollment for 12 hours of academic credit.

e Isachild with a disability.

e The SEAA must annually make applications available and select recipients for scholarships
according to the following criteria:

o First priority must be given to eligible students who were awarded scholarship funds for a
PESA during the previous school year if applications are made by March 1.

e After funds have been awarded to prior recipients, any remaining funds can be used to
award scholarship funds for a PESA for all other eligible students.
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The SEAA may verify information on any application for the award of a PESA, and household
members of applicants must authorize access information needed for verification efforts held by
other State agencies.

Scholarships will be awarded each year for up to $9,000 per eligible student, deposited in quarterly
installments, subject to execution of a parental agreement. Funds will be accessible to the parent
on a debit card with the prepaid funds loaded on the card, and parents will be required to submit
quarterly expense reports. Parents of a PESA recipient must complete an annual written agreement
to use at least a portion of the scholarship to provide an education to the eligible student in, at a
minimum, the subjects of English language arts, mathematics, social studies, and science. The
parent must also agree to release the local education agency the student is eligible to attend of all
obligations to educate the student while the student is receiving the PESA. PESA funds do not
constitute taxable income to the parent, legal guardian, or legal custodian of an eligible student or
to the eligible student.

Students who receive the PESA are also to receive an Opportunity Scholarship. Students who
receive the PESA and an Opportunity Scholarship are also eligible to receive a Students with
Disabilities Scholarship if the student has one or more of the following disabilities:

e Autism.

o Developmental disability.

e Hearing impairment.

o Moderate or severe intellectual disability.

« Multiple, permanent orthopedic impairments.
e Visual impairment.

A student's continuing eligibility for the scholarship must be assessed every three years by either
the local education agency or a licensed psychologist with a school psychology focus or a
psychiatrist.

PESA funds may only be used for the following qualifying education expenses of the eligible
student:

« Tuition and fees for a nonpublic school that meets certain requirements.

o Textbooks required by a nonpublic school.

e Tutoring and teaching services provided by an individual or facility accredited by
a State, regional, or national accrediting organization.

e Curricula.

o Fees for nationally standardized norm referenced achievement tests, advanced
placement tests, or nationally recognized college entrance exams.

« [Fees charged to the account holder for the management of the PESA.

o Fees for services provided by a public school, including individual classes and
extracurricular programs.

e Premiums charged to the account holder for any insurance or surety bonds required
by the SEAA.

o Educational therapies from a licensed or accredited practitioner or provider.

o Educational technology defined by the SEAA as approved for use.

« Student transportation, pursuant to a contract with an entity that regularly provides
student transportation, to and from (i) a provider of education or related services or
(i) an education activity.
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PESA funds may not be used for any of the following purposes:

o Computer hardware or other technological devices not defined by the Authority as
educational technology approved for use.

o Consumable educational supplies, including paper, pen, or markers.

o Tuition and fees at an institution of higher education or a private postsecondary
institution.

e Tuition and fees for a home school.

The SEAA is responsible for administration of the PESA program, including providing
notifications to various State agencies, establishing rules and regulations for the administration of
the program, including a lottery process for the selection of recipients within the criteria if
necessary, contracting in the SEAA's discretion with a private financial management firm or
institution to manage PESAs, and conducting annual audits of PESAS.

The SEAA must report annually by September 1 to the Joint Legislative Education Oversight
Committee on the following:

o Total number, grade level, race, ethnicity, and sex of eligible students receiving
scholarship funds.

« Total amount of scholarship funding awarded.

e Number of students previously enrolled in public schools in the prior semester by
the previously attended local education agency.

e Nonpublic schools in which scholarship recipients are enrolled, including numbers
of scholarship recipients at each nonpublic school.

o The number of substantiated cases of fraud by recipients and the number of parents
or students removed from the program for noncompliance with the provisions of
this Article.

EFFECTIVE DATE: This section became effective July 1, 2017. The PESA program applies
beginning with the 2018-2019 school year. Changes to laws related to income tax are effective for
taxable years beginning on or after January 1, 2018.

S257 - Appropriations Act of 2017.

Part 38: Finance Provisions. (SL 2017-57)

Part 38 of S.L. 2017-94 contains the following finance provisions:
Individual Income Tax

e Lowers the personal income tax rate from 5.499% to 5.25%, effective for taxable years
beginning in 2019.

e Increases the standard deduction to $20,000 for married filing jointly taxpayers and to
$10,000 for single filers, effective for taxable years beginning in 2019.

e Changes the standard deduction for head of household filers to an amount that is 75% of
the amount for married filing jointly taxpayers, effective for taxable years beginning in
2019.

e Changes the child credit to a tiered child deduction, effective for taxable years beginning
in 2018.

Corporate Income Tax
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e Reduces the corporate income tax rate from 3% to 2.5% rate, effective for taxable years
beginning in 2019.

Franchise Tax

e Reduces the franchise tax rate for S corporations by applying a flat $200 on the first $1
million of the calculated base, applicable to the calculation of franchise tax reported on the
2018 and later corporate income tax returns.

Sales Tax

e Exempts from sales tax distribution equipment, and accessories, attachments, or repair
parts for distribution equipment, sold to a large fulfillment facility, effective July 1, 2017.

e Repeals the 1%/$80 privilege tax applicable to mill machinery and certain other
manufacturing and industrial equipment and establishes a sales tax exemption for this
equipment, effective July 1, 2018. It also directs the Revenue Laws Study Committee to
study this area of law to provide more guidance to taxpayers and the Department of
Revenue about what constitutes "mill machinery," how to define "manufacturing,” and how
to incorporate the body of Departmental administrative law in this area into the statutes.

o Exempts from sales tax repair or replacement parts for a ready mix concrete mill, regardless
of whether the mill is freestanding or affixed to a motor vehicle, effective July 1, 2018.

e Provides a sales tax refund for building materials, supplies, and equipment sold to a
business that receives a JDIG award prior to June 30, 2019, for a "transformative project,"”
which is a project that requires an investment of $4 billion in private funds and creates at
least 5,000 eligible positions.

Renewable Energy Tax Credit

e Allows certain biomass resource-related projects to claim the renewable energy tax credit
if it had a certain minimum level of completion prior to January 1, 2016, and it was placed
in service prior to May 5, 2017.

S326 - Clarify HUT & Improve Vehicle Titling Process.

Sec. 1: Clarify HUT. (SL 2017-69)

Section 1 of S.L. 2017-69 clarifies that the highway use tax applies to out-of-state vehicles when
they are first titled in this State, effective June 28, 2017.

S391 - Ferry Transportation Authority. (SL 2017-120)

S.L. 2017-120 authorizes the creation of a Ferry Transportation Authority to operate a ferry system
in the area of a tidal river, and adjoining estuaries, in the vicinity of a municipality that is only
accessible by water.

This act became effective July 18, 2017.

S468 - QZAB Use Modification. (SL 2017-187)

S.L. 2017-187 makes modifications to the conditions for the award of Qualified Zone Academy
Bonds (QZABs) by providing that the conditions established by the State Board of Education (SBE)
for the uses of a QZAB allocation must be for one of the purposes permitted by federal law, and
that the QZAB funds must be prioritized so that those funds are first used in Tier 1 counties
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determined to have greater economic distress and for schools where 75% or more of the school's
students are eligible to receive free or reduced lunch under the federal lunch program.

Effective July 1, 2017, the act also authorizes award of grant funds from the Needs Based Public
School Capital Fund for projects when a pre-development agreement for an operational lease was
entered into on or before June 30, 2017.

Except as otherwise provided, this act became effective July 25, 2017, and applies to bond proceeds
used on or after that date.

S615 - North Carolina Farm Act of 2017. (SL 2017-108)
S.L. 2017-108 made various changes to laws governing agricultural matters, including provisions
involving the following:

Agriculture and forestry awareness study commission studies

Expand facilities exempt from EMC rule

Present use-value change

Abandoned livestock amendments

Authority of the Department of Agriculture and Consumer Services to adopt and administer
forest practice guidelines for purposes of the sedimentation pollution control act

Assent to mutual aid provisions of the Great Plains Wildland Protection Compact

Clarify activities incident to the farm and agritourism

Eliminate county authority to adopt zoning regulations governing swine farms

Allow food compliance inspectors to drive state vehicles without state tags and bumper
stickers

Meat and poultry technical corrections

Modernize forest ranger statutes

Allow emergency workers to receive worker's compensation when responding to non-fire
emergencies

Create exception from conservation benefit analysis for certain easements

Exempt farm trucks that stay in State from having a USDOT identification number
Exempt closure of hog lagoons from requiring the use of a professional engineer

Exempt farm vehicles engaged in intrastate commerce from certain federal motor carrier
safety regulations

Authorize wine sales at farmers markets

Allow extension of conditional exemption from sales and use tax for certain farmers
Amend conditions that may be applied to agreements for the purchase of agricultural
products

S628 - Various Changes to the Revenue Laws. (SL 2017-204)
S.L. 2017-204 makes various substantive, technical, clarifying, and administrative changes to the
revenue laws. This act has various effective dates. Please see the full summary for more detail.

CURRENT LAW, BILL ANALYSIS, AND EFFECTIVE DATE:

Effective
Section Bill Analysis Date
PART I. BUSINESS TAX CHANGES
1.1 Removes unnecessary language in the franchise tax statutes. August 11,
2017
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1.2

Recognizes that a holding company may own companies that do not
own stock.

August 11,
2017

1.3

Allows taxpayers to reduce the tangible property base for franchise
tax purposes by the amount of any debt owed on the property. The
adjustment was eliminated in the 2015 franchise tax simplification
changes. The section also modernizes the statute. Subsection (c) of
this section rewrites a provision in the budget bill, S.L. 2017-57, that
reduces the franchise tax rate for S-corporations to include the
technical changes made by this act.

The
modernization
changes
became
effective
August 11,
2017. The
reenactment
of the
deduction
becomes
effective for
taxable years
on or after
Jan. 1, 2020

1.4

Specifies that a transferor of the historic tax credit for restoring non-
income producing property must provide the transferee with
information detailing the rehabilitation expenses and the credit

Taxable years
on or after Jan.
1, 2017

1.5

Clarifies that petroleum-based liquid pipeline companies apportion
income for corporate income and franchise tax based upon the
number of barrel miles transported in this State. This change codifies

Taxable years
beginning on
or after

subsection also modernizes the statute. This subsection becomes
effective for taxable years beginning on or after January 1, 2017.

January 1,
2017.

1.6

Modifies corporate income tax deduction for interest expense paid
or accrued to affiliates. Under current law, a corporation may deduct
the greater of an amount limited to 15% of its adjusted taxable
income or its proportionate share of interest paid or accrued by the
affiliated group to an unrelated party. However there is no limitation
on the deduction under certain conditions, such as if the recipient is
subject to state tax on the interest income. The act eliminates the 15%
provision. The act also clarifies that if one of the conditions is met,
the Department cannot disallow the deduction by applying one of the
rules of the regulations under Section 385 of the Internal Revenue

Taxable years
on or after Jan.
1,2017

1.7

Corrects a statutory cross-reference. The current statutory reference
became obsolete when the income tax statutes were substantially
changed, effective for taxable years beginning on or after January 1,

NN A

Taxable years
on or after Jan.
1,2014

1.8

Corrects a statutory cross-reference.

August 11,
2017
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1.9

An out of state owner in an S corporation or partnership is subject to
North Carolina tax on the pro rata share of income attributable to
North Carolina. This section clarifies that this amount includes
guaranteed payments received in addition to profit distributions; the
changes do not represent a change in the law.

Applicable to
all taxable
years

1.10

This section was removed by the conference report. *

1.11

Subsection (a) clarifies that the additional rate of 0.74% applicable
to the gross premiums on insurance contracts for property coverage
is not part of the gross premiums tax, but is a special purpose
assessment based upon gross premiums. Subsection (b) allows a
taxpayer that elected to take a business and energy tax credit against
the gross premiums tax for a taxable year prior to January 1, 2017,
may take an installment or carryforward of the credit against the
additional tax for taxable years beginning before January 1, 2017,
but may not take an installment or carryforward of the credit against
the additional tax for taxable years beginning on or after January 1,
2017. A taxpayer may apply to the Department for a refund of any
excess tax paid to the extent the refund is the result of the benefit
provided by this subsection. A request for a refund must be made on
or before January 1, 2018. An request for a refund received after this
date is barred.

The issue of whether the special assessment is part of a taxpayer's
gross premiums tax liability has been challenged. If the assessment
is part of the tax liability, then a taxpayer may offset the liability with
tax credits. This section codifies the Department's long-standing
interpretation of the law, and provides some relief to taxpayers that
failed to properly take an installment or carryforward of a business
and energy tax credit against only the gross premiums tax by
permitting them to take installments and

August 11,
2017

carryforwards of that tax credit for taxable years beginning before
January 1, 2017.

1.12

Makes a technical change by changing "rates"” to "rate" to reflect
the fact that North Carolina has a single flat individual income tax

August 11,
2017

1.13

Requires the filing of an annual report with the Secretary of State, rather
than the Department of Revenue. The report would be due by the 15th day
of the fourth month following the close of the corporation’s fiscal year. This
date coincides with the filing of the corporation's income tax return. Since
1998, most corporations have submitted their annual reports with their
corporate income and franchise tax return. The General Statutes
Commission recommended this change in the law in 1998 to make filing
the annual report easier for corporations by allowing a single filing with
one agency and to reduce inadvertent failures to file the annual report.

August 11,
2017
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1.14

Under current law, a taxpayer seeking an extension of time to file a
corporate franchise and income tax return or an individual income
tax return must file an application with the Department, which can
be submitted electronically. The NCACPA has expressed interest in
the ability to use the filing of a federal extension to serve as an
application for a State extension. However, the Department's current
system functionality is unable to receive and process federal
extension information. This section would require the Department of
Revenue to study the feasibility of allowing the federal extension to
be used as an application for a State extension, which will require
contact with the IRS and identifying other states that use a similar
process. The Department is directed to report its findings and
recommendations to the Revenue Laws Study Committee by March
1,2018.

August 11,
2017

PART Il. SALES AND USE TAX CHANGES

Last biennium, the General Assembly expanded the sales tax base to repair, maintenance, and
installation (RMI) services. The Department of Revenue worked with Finance chairs, legislative
staff, and interested parties to implement those sales tax changes. Sections 2.1 through 2.7 of this
Part make technical, clarifying, and minor substantive changes to the sales tax applicable to RMI
services and real property contracts. Section 2.8 of this Part provides transitional adjustments for
retailers of RMI services and real property contracts. Section 2.8A of this Part provides tax relief
to certain retailers in the hospitality industry. Section 2.12 provides a sales tax exemption from
RMI services for certain aircraft. The remaining sections of this Part make technical,
administrative, and clarifying changes to the sales tax laws.

2.1

Moves definitions from G.S. 105-164.4H into the sales tax definition
statute,

G.S. 105-164.3. The following definitions have been amended to
provide greater clarity:

e Capital improvement. — Simplifies the definition and treats
lessees of property the same as property owners. It also
clarifies that painting provided as part of a repair,
maintenance, and installation service is part of that service.

e Free-standing appliance. — A new defined term. A free-
standing appliance is tangible personal property and
remains TPP once

Effective Jan.
1, 2017
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installed. It is taxable as TPP. There is a sales tax exemption
for installation charges that are part of the sale price of TPP
purchased by a real property contractor to fulfill a real
property contract. GS 105-164.13(61c).

e Landscaping. — Clarifies that landscaping modifies living
elements. It does not include hardscape or services to items
in pots or buildings. Provides that landscaping, by definition,
is a capital improvement, and taxed accordingly.

e Mixed transaction. — Clarifies that it is a contract for a capital
improvement as well as a repair, maintenance, or installation
service unrelated to the capital improvement.

e Motor vehicle service contract. — Clarifies that the term
includes a contract sold by a motor vehicle dealer on behalf
of a motor vehicle service company.

¢ Remodeling. — Clarifies the definition by using the language
more similar to the language contained in the Department's
directives and notices.

e Repair, maintenance, and installation service. — Clarifies that
the term includes the installation of an item being installed to
replace a similar existing item when the replacement is not
part of a capital improvement. The replacement of more than
one of a like-kind item, such as more than one window, is a
single RMI service.

2.2

Clarifies that a sale of a free-standing appliance is a retail sale of
tangible personal property. Removes an imposition that is
unnecessary because the tax treatment of an item purchased by a real
property contractor to fulfill a real property contract is addressed in
G.S. 105-164.4H; provides a cross- reference to this tax treatment in
G.S. 105-164.4(a)(16).

Effective Jan.
1, 2017

2.3

Clarifies the sourcing of services.

Effective Jan.
1, 2017
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2.4

Makes changes to the statute that addresses the taxation of real
property contracts. A transaction is taxable as a repair, maintenance,
and installation service unless a person substantiates that the
transaction is subject to tax as a real property contract. Subsections
(@) and (b) of this section make the following changes to G.S. 105-
164.4H:

e G.S.105-164.4H(a) and (b): Removes "services" because a real

property contractor does not owe sales tax on services; the term
should have been removed when the General Assembly removed
the tax distinction between retailer-contractors and real property
contractors.
G.S. 105-164.4H(al): Adds a new subsection to clarify that a
transaction involving services to real property is a retail sale
unless the person substantiates that a transaction is a real property
contract. Provides that a person may substantiate a transaction as
a real property contract by records or by receipt of an affidavit
of capital improvement. A person who receives an affidavit of
capital improvement is not liable for any additional tax due on
transaction if the transaction is not a capital improvement.

e G.S. 105-164.4H(b1): Repeals this subsection re: liability for
unpaid sales and use taxes because the liability for unpaid taxes
is already addressed in G.S. 105-164.6.

e G.S. 105-164.4H(d): Makes a substantive change to mixed
transactions by increasing the percentage of RMI services that
may be taxed as part of a capital improvement from 10% of the
contract price to 25% of the contract price.

e G.S. 105-164.4H(e): Repeals this subsection because the
definitions are moved to the definition statute, GS 105-164.3.

Subsection (c) of this section revises G.S. 105-164.6 to include any
necessary language from the repealed G.S. 105-164.4H(b1). The
liability provisions need to be in one statute to avoid confusion and
to ensure consistent tax treatment.

e Subsections (d) and (e) of this section make technical and
clarifying changes to related statutes.

Effective Jan.
1, 2017
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2.5

Subsection (a) of this section repeals the list of transactions exempt
from the tax on service contracts under G.S. 105-164.41(b) because the
list is moved to the sale tax exemption statute, G.S. 105-164.13.
Subsection (b) clarifies that a contract to provide a certified operator
for a wastewater system is not a taxable service contract.

Subsection (a) of this section also repeals G.S. 105-164.4D(a)(6)
because a service contract for tangible personal property, digital
property, and services is a bundled transaction and subdivisions (1)
through (5) of subsection (a) are sufficient to determine how to tax a
bundled transaction. Transactions involving real property or services
to real property cannot be a bundled transaction under the Streamlined
Sales Tax Agreement. This subdivision

(6) was added to address service contracts for real property.

Subsection (b) of this section creates a new subsection under G.S. 105-
164.41, Service Contracts, entitled Mixed Service Contracts. This
provision provides how a service contract for real property is taxable
when one service is subject to tax and one is not. The rules are the
same as currently exist for bundled transactions. The entire service
contract is subject to tax unless the person determines an allocated
price for the taxable portion of the contract based on a reasonable
allocation of revenue supported by the person's business records; in
that circumstance, tax applies to the taxable portion. If the taxable
portion of the contract does not exceed 10% of the price of the
contract, then the entire contract is exempt from tax.

Effective Jan.
1, 2017

-47 -




2.6

Consolidates the sales tax exemptions into the sales tax exemption
statute, G.S. 105-164.13.

Clarifies that property or services used to fulfill a RMI service or a
service contract remains taxable if the service or service contract is
exempt from tax.

Clarifies and expands the exemption for inspection reports.

Removes the exemption for (i) landscaping services and (ii) services
performed to resolve an issue that was part of a real property contract
because both transactions are defined as a capital improvement. This
change does not represent a substantive change. Currently, the items
are listed as both an exemption and as a capital improvement.
Removing the items from the exemption statute clarifies that the
taxation of the property and services used to fulfill the real property
contract.

Defines "pest control” and "moving services"

Adds an exemption for funeral-related services and services to
animals, such as hoof shoeing and microchipping a pet.

Moves the exemptions related to professional motorsports into one
place. It makes no substantive change to this exemption.

Effective Jan.
1, 2017

2.7

Clarifies that the sales tax refund provided for interstate carriers
applies to not only tangible personal property but also RMI services
and service contracts. The effective date for this section is retroactive
to the date RMI services became subject to sales tax.

March 1,
2016

2.8

Subsection (a) of this section allows a seller who paid sales tax on a
product and used the product as part of a taxable RMI service, to offset
the sales tax liability on the service with the sales tax paid on the
products. This provision helps contractors and subcontractor who
purchased and paid sales tax on items subsequently used in a taxable
service.

Subsection (b) of this section directs the Revenue Laws Study
Committee to study the feasibility of providing such an option on an
on-going basis.

Subsection (c) of this section directs the Department of Revenue to
take no action to assess tax due if a retailer meets all the conditions of
this section. The section provides a grace period to retailers during this
educational and transitional period.

Effective Jan.
1, 2017, and
expires July
1, 2018

August 11,
2017

For period
beginning on
or after Mar
1, 2016, and
ending before
January 1,
2018
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2.8A

Allows the Secretary of Revenue to reduce by 90% a sales tax
assessment that involves the failure to properly collect sales and use
tax on charges for vacation rental linens.

The sales tax is a transactional tax. The sale or rental of tangible
personal property is subject to sales tax under G.S. 105-164.4(a)(1).
The receipts derived from an accommodation rental are subject to tax
under G.S. 105- 164.4(a)(3). Since 2009, the Department has had a
bulletin in place that lists various charges that are considered to be
"derived from the rental of an accommodation.” This list includes linen
fees. When a linen rental company rents linens to a property
management company, the transaction being taxed is the rental of
tangible personal property, which is taxable under G.S. 105-
164.4(a)(1). When those same linens are included as part of an
accommodation rental by the property management company to a
vacationer, the gross receipts derived from that accommodation rental
are subject to tax under G.S. 105-164.4(a)(3). Since the sales tax is a
transactional tax, the application of the law may have the effect of an
item being taxed more than once if it is included in more than one
transaction.

Some members of the vacation rental industry have incorrectly
interpreted or applied the law with respect to the rental of linens as
part of a vacation rental and have been assessed by the Department.
This section would permit the Department to reduce an assessment
by 90% under the following circumstances:

] The taxpayer has remitted all of the sales and use taxes it

collected for the audit period.

'] The taxpayer had not been informed in a prior audit or
requested a private letter ruling advising of the requirement
to collect tax on the linen rental charges.

1 The assessment is based on the incorrect application of the
law with regard to collecting sales tax on separately stated
linen charges or with regard to issuing resale certificates to
the lessors of linens in error.

[J The period at issue occurred prior to January 1, 2018.

To get the reduction, the taxpayer must file a written request with the
Department and file a request for review within 120 days following
the receipt of a proposed assessment. In addition to the reduction, the
Secretary may waive all penalties that were imposed as part of the
assessment.

See the notice published by the Department of Revenue: DOR notice
- Taxaccomodations - Linens

August 11,
2017
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http://www.dor.state.nc.us/practitioner/sales/bulletins/section27.pdf#27-5
http://www.dor.state.nc.us/taxes/sales/impnotice083117_sanu_taxaccomodations_linens.pdf
http://www.dor.state.nc.us/taxes/sales/impnotice083117_sanu_taxaccomodations_linens.pdf
http://www.dor.state.nc.us/taxes/sales/impnotice083117_sanu_taxaccomodations_linens.pdf

2.9

Makes several technical and clarifying changes to the sales tax
statutes, as requested by the Department:

Subsection (a) of this section provides a cross-reference to the
Qualifying Farmer sales tax exemption and clarifies that human blood,
tissue, etc. is exempt from sales tax. This change makes no substantive
change to the law.

Subsection (b) of this section clarifies the nonprofit sales tax refund
cap applies to the State's fiscal year, not the fiscal year of the nonprofit.

Subsection (c) of this section corrects statutory references.

Subsection (d) of this section corrects statutory references and
modernizes the language.

Subsection (e) of this section removes unnecessary language and
clarifies when local use tax applies.

Subsection (f) of this section corrects statutory references.
Subsection (g) of this section removes unnecessary language.

Subsection (h) of this section incorporates the rounding rules required
under the Streamlined Sales Tax Agreement.

Subsection (i) of this section updates the reference to the
Streamlined Sales Tax Agreement.

August 11,
2017

2.10

Clarifies that an admission charge to an entertainment event sponsored
by a farmer on farmland is not subject to sales tax. The Department
receives this question often, especially during the fall when corn
mazes and pumpkin patch events are prevalent. These events do not
meet the definition of an entertainment event. This change does not
make a substantive change to the law.

January 1,
2014

2.11

Subsection (a) of this section simplifies the collection and remittance
of use tax due and payable on the repair and maintenance of a boat or
aircraft. The change does not change the amount of use tax due on the
repair and maintenance of a boat or aircraft.

Subsection (b) of this section provides a cross-reference in the sales
tax exemption statutes to the direct pay permit.

The provision was also in Senate Bill 552, introduced by Sen. Cook.

August 11,
2017

2.12

Provides a sales tax exemption from RMI services for an aircraft with a gross
take-off weight of more than 2,000 pounds. Currently, RMI services
provided to a qualified aircraft are exempt from sales tax. A "qualified
aircraft" is an aircraft with a maximum take-off weight of more than 9,000
pounds but not in excess of 15,000 pounds.

July 1, 2019
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2.13

Provides that Sections 2.1 through 2.8 of this Part are effective
retroactively to January 1, 2017. If any change made by these sections
increases a sales or use tax liability, that change is effective when this
act becomes law. Except as otherwise provided, the remainder of this
Part is effective when it becomes law.

August 11,
2017

PART I11.

TAX COLLECTION AND ENFORCEMENT

3.1

Creates a new crime for identify theft in the tax statutes. Currently, a
person may be prosecuted for identity theft under Article 19C of
Chapter 14 of the General Statutes. Under G.S. 14-113.20, an element
of the crime is that the person must represent themselves as another
person. Under Article 19C, identity theft is punishable as a Class G
felony; itis punishable as a Class F felony if the person is in possession
of identifying information pertaining to three or more persons.

The new crime created by this section would not require the person to
represent themselves as another person; it would be sufficient if the
person fraudulently utilized identifying information of another person
in a submission to the Department of Revenue to obtain anything of
value, benefit, or advantage for themselves or another. Also, each
person's identity obtained, possessed, or used would count as a
separate offense. The crime of identity theft under the tax statutes
would be punishable as follows:
e Class G felony (maximum punishment of 47 months)

e Class F felony (maximum punishment of 59 months) if a
person suffers any adverse financial impact as a result of the
identity theft.

December 1,
2017.

3.2

Requires a payment settlement entity (financial institutions) that
submits credit card information to the IRS to also submit the
information to the Department of Revenue. DOR requests this change
to improve audit and examinations. Also requires electronic filing for
reports submitted to the Department. Failure to file a timely report is
subject to a $1,000 penalty.

August 11,
2017

3.3

Provides that taxes, debts, fines, penalties, or other obligations or
amounts payable to a governmental unit are not voidable transactions
under the Uniform Voidable Transactions Act.

August 11,
2017

PART IV. ADMINISTRATIVE CHANGES
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4.1(a)

Makes a conforming change because of a change enacted last year
related to a taxpayer's request for a refund.

If the Department determines that the taxpayer's request for a refund
is outside the statute of limitations, the Department will issue a notice
of denial. Under prior law, the taxpayer could only dispute the denial
in superior court. In 2016, the General Assembly changed the law to
allow a taxpayer whose claim for refund is denied because it was filed
after the statute of limitations passed to appeal the determination
before the Office of Administrative Hearings. A final decision by the
administrative law judge on the denial is subject to judicial review.

With this change, there are two kinds of "denials” issued by the
Department subject to administrative review — a proposed denial of a
refund claim and a denial of a refund claim when the basis for the
denial is a determination by the Department that the claim is outside
the statute of limitations.

When the Department denies a taxpayer's claim for refund under
either basis, it must send the taxpayer a notice. This subsection adds
language to the notice requirement to reflect both kinds of denial.

August 11,
2017

4.1(b)

Requires a taxpayer to provide an explanation for the basis of the
taxpayer's request for review of a proposed denial of a refund or a
proposed assessment of tax. This explanation, however, would not
prevent the taxpayer from raising other grounds for objecting to the
Department's proposed denial of refund or proposed assessment
during the conference process.

Adds clarifying language regarding a request for review of a failure to
pay penalty. Under current law, a taxpayer who does not request
review of a proposed assessment may not request review of a failure
to pay penalty based on that assessment. This provision clarifies that
the failure to pay penalty is issued on a subsequent date in another
notice.

See "Effective
date"
explanation
below
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4.1(c)

Provides for situations where the Department requests additional
information from a taxpayer who has requested review of a proposed
denial of a refund or a proposed assessment, and the taxpayer makes
no response. In these situations, the cases remain pending, and the
Department is unable to move them to collections unless they schedule
a conference with the taxpayer and the taxpayer fails to show. The
Department would like the ability to close out these cases where the
taxpayer is nonresponsive. Under this section, the Department must
make at least two attempts to obtain additional information in response
to a request for review: the initial request and, if there is no response
within the requested time frame, then the Department must reissue the
request. The Department must give a taxpayer a minimum of 30 days
to respond to the initial request and to the reissuance of the request. If
there is no response to the second attempt, the Department must issue
a "notice of inaction,” which gives the taxpayer a final 10 days to
respond. If there is no response to this notice, then the proposed denial
of a refund or the proposed assessment becomes final. Once final, a
proposed denial of a refund or a proposed assessment is not subject to
further administrative or judicial review, and the Department may
proceed with collection efforts.

Conforming changes are found in Section 4.1(d) and Section 4.2(a).

See "Effective
date"
explanation
below

4.1(d)

Clarifies that one of the possible actions by the Department in response
to a taxpayer's request for review is that the Department may adjust
the amount of the tax due or a refund owed.

Clarifies that if a taxpayer requests review but thereafter pays the
amount due, the Department may accept payment and take no further
action on the request for review, unless the taxpayer states in writing
that he or she wishes to continue the review. A situation like this may
occur when a taxpayer wants to stop the accrual of interest on a
proposed assessment.

Under current law, when a taxpayer files a request for review, the
Department can take one of three actions: (1) grant the refund or
remove the assessment; (2) schedule a conference with the taxpayer;
or (3) request additional information from the taxpayer. This
subsection reworks the statute but effectively maintains the substance
of the current law. Under the act, the three actions that could be taken
by the Department are: (1) grant the refund or remove the assessment;
(2) adjust the amount of the tax due or refund owed; or (3) request
additional information. If none of these actions, or payment by the
taxpayer of the amount owed, resolves the taxpayer's objections, then
the Department would schedule a conference with the taxpayer.

See "Effective
date"
explanation
below
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Effective date - For the above three subsections, which deal with changes to the
request for review process, the effective date is when it becomes law. The provisions
would apply to requests for review filed on or after that date and to pending requests
for review. However, for pending cases, the Department must reissue a request for
additional information, if one has previously been issued, allow the taxpayer time to
respond, and notify the taxpayer that failure to respond will result in the matter

becoming final and subject to collection efforts.

4.1(e)

Changes the term "taxpayer” to "party" thereby allowing either a
taxpayer or the Department of Revenue to appeal a decision of OAH
to the Superior Court of Wake County. This change reflects current
practice as described in the background below.

The statutory framework for the administrative and judicial review of
actions by the Department with respect to claims for refund and
proposed assessment were substantially overhauled in 2007. Prior to
2007, these matters were heard before a hearing officer within the
Department with the ability to appeal to the Tax Review Board. The
2007 rewrite changed the process to give taxpayers an independent
hearing outside the Department. Under the current process, if a
taxpayer and the Department are unable to resolve matters informally
and internally, a taxpayer can file a contested case with the Office of
Administrative Hearings, which can be further appealed to superior
court.

As part of the rewrite, G.S. 105-241.16 was revised to reflect these
changes, providing that a taxpayer aggrieved by the decision in a
contested case could appeal to Superior Court. It did not make any
provision for the Department to appeal to Superior Court because of
the way OAH decisions were handled at that time. Prior to 2011, OAH
could only issue a "recommended decision." The decision was referred
back to the originating agency, and the agency would issue a "final
decision™ that could be appealed to superior court. The authority to
issue a final decision included the ability to change OAH’s decision.
Therefore, as a practical matter, when G.S. 105-

241.16 was originally drafted in 2007, the Department would not have
needed the authority to appeal to superior court because the Secretary
could reverse an unfavorable OAH decision.?

Retroactive to
January 1,
2012
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In 2011, the General Assembly changed the law to allow OAH to issue final
decisions. G.S. 150B-43 was changed to state, "Any party or person
aggrieved by the final decision in a contested case...is entitled to judicial
review..."; previously, the statute only said "person.” The change recognized
that agencies, as well as aggrieved citizens, could seek judicial review of
OAH final decisions. However, when this change was made, no
corresponding change was made to G.S. 105-241.16, which also provides for
judicial review of OAH decisions, but specifies that those cases must be heard
in Business Court.

The Department believes that the failure to make a conforming change to
G.S. 105-241.16 in 2011 was an oversight and that it currently has authority
under G.S. 150B-43 to appeal cases to Superior Court and are currently doing
so. An interpretation otherwise would mean the Department of Revenue is
one of the only, if not the only, agencies that may not seek judicial review of
an adverse OAH decision, making OAH the final arbiter of tax cases in which
the Department is the aggrieved party.

Because the Department believes this is essentially a technical change, it has
requested a retroactive effective date of January 1, 2012, which is the date the
2011 legislation, allowing OAH to render final decisions, became effective.
It is worth noting that there is an ongoing lawsuit involving a sales and use
tax assessment in which the taxpayer is alleging that the court lacks subject
matter jurisdiction to hear the case based on G.S. 105-241.16.

-55 -




43-4.6

Changes terminology throughout the various excise tax statutes to clarify the
license cancellation and revocation process and changes the term "license
holder” to "licensee" throughout. Specifically, Section 4.3 makes these
changes to the tobacco products statutes; Section 4.4 makes these changes to
the motor carrier statutes; and Sections 4.5 and 4.6 make these changes to the
motor fuel tax statutes.

Makes two additional changes in the motor carrier statutes. Changes the term
"registration” to "licensure™ to be consistent with the International Fuel Tax
Agreement (IFTA) which uses the term "licensing™ throughout all of the IFTA
manuals, and also to differentiate between "registering for the vehicle plate”
which is completed through DMV or IRP. Adds the phrase "used in
connection with any business endeavor” in G.S. 105-449.47 to make the
statutory language consistent with the IFTA Articles of Agreement, which
specifies that in order to qualify as a recreational vehicle, the vehicle shall not
be used in conjunction with any business endeavor.

Tobacco products dealers/distributors, motor carriers, and motor fuels
suppliers, importers, and distributors are required to obtain a license from the
Department of Revenue. There are circumstances under which the Secretary
may "summarily cancel” a license, which means the Secretary cancels the
license prior to holding a hearing on the matter, or the Secretary may "cancel
a license, which occurs only after holding a hearing. The term "cancel” is also
used to refer to when a licensee voluntarily requests the cancellation of his or
her license because, for example, the licensee is no longer engaging in
business in the State.

These sections change the terminology so that the term "cancellation” would
refer only to an action taken by the Secretary upon a voluntary surrender, and
the term "revocation” would refer to a "for cause” situation based on the
noncompliance factors outlined in statute.

August 11,
2017

4.7

Amends the confidentiality statute to allow the Department to provide State
tax information that relates to noncustodial parent location information to the
Office of Child Support and Enforcement of the Department of Health and
Human Services as required under federal law. This agreement to share
information has previously existed with DHHS through a memorandum of
understanding but has since expired. The provision is needed to be compliant
with an IRS audit. Both Departments are in agreement to the provision.

August 11,
2017
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4.8

Gives the Department of Revenue additional time to complete the transfer and
consolidation of its information technology to the Department of Information
Technology due to the heightened security requirements imposed by the
federal government for purposes of sharing taxpayer information, which are
not yet in place at DIT. It would put the Department of Revenue on the same
footing as the Community Colleges, DPI, and the State Board of Elections,
which have additional time to make the transition. The Department would
have to report by October 1, 2018 to the Joint Legislative  Oversight
Committee on Information Technology on the

progress of the transition plan.

Effective July
1, 2017

PART V.

PROPERTY TAX

5.1

Makes two changes to the Tax and Tag Program. The change made in
subdivision (2)a. reflects the way the system is currently programmed. The
change works best for counties and taxpayers. The changes made in
subdivisions (2)d. and e. allows counties to bill only once a year, and charge
the same amount of interest on unregistered vehicles as on registered vehicles.
It treats vehicles the same, whether they are registered or unregistered with
DMV.

Taxable years
on or after
July 1, 2017

5.2

Corrects a statutory reference.

August 11,
2017

5.3

Clarifies that all public service companies are treated the same when the
value to a taxing unit amounts to less than $500.

August 11,
2017

5.4

Provides a property tax exemption for a mobile classroom or modular unit
that is occupied by a school and is wholly and exclusively used for educational
purposes, regardless of the ownership of the property. The term "school
includes a public school, a nonprofit charter school, a regional school, or a
nonprofit nonpublic school, or a community college.

Real property that is occupied by a charter school and is wholly and
exclusively used for educational purposes regardless of the ownership of the
property is currently excluded from property taxes, but mobile classroom are
often treated as personal property.

Taxable years
beginning on
or after July
1,2018

PART VI.

OTHER CHANGES

6.1

Allows money collected or received by a local government to be submitted to
a cash collection service and eliminates the monthly deposit requirement if
the money on hand is less than $500. Under current law, local governments
must deposit collections daily. However, a board can approve that deposits be
required only when the cash on hand is at least $250, but it must always be
deposited by the last business day of the month.

Effective
October 1,
2017
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6.2 Allow an individual taxpayer to make an irrevocable election to direct all or | Effective for
part of an income tax refund to the Cancer Prevention and Control Branch, | taxable years
Division of Public Health (DPH), Department of Health and Human Services | beginning on
(DHHS), to be used for the early detection of breast and cervical cancer.?® | or after
Check-off donations would be used for early detection of breast and cervical | January 1,
cancer in accordance with the NC Breast and Cervical Cancer Control | 2017, and
Program. The General Assembly finds that the funds generated by the check- | expiring for
off donation are intended to be additional funding for early detection of | taxable years
breast and cervical cancer and are not intended to replace beginning on

or after
current appropriations. January 1,
There are currently two other income tax refund check-offs: Wildlife 2021.
Conservation Account and NC Education Endowment Fund.* The contents of
this section were also in House Bill 164, introduced by Representatives
Dollar, Howard, Stevens, and S. Martin.

6.3 Corrects an interpretation of motor fuel excise tax change made by S.L. 2017- | August 11,
39. See the notice from the Department of Revenue: DOR notice - tax on | 2017
ethanol and biodiesel

PART VII. EFFECTIVE DATE
Except as otherwise provided, this act is effective when it becomes law. August 11,
2017

1 This section would have made modifications to the gross premiums tax applicable to captive
insurance companies

2NC Department of Revenue v. First Petroleum Servs. Inc.

3 The donations must be distributed to the Cancer Prevention and Control Branch of the
Division of Public Health of the Department of Health and Human Resources. website

*G.S. 105-269.5 and G.S. 105-269.7.

2016 Finance Law Changes

H533 - Modify Present Use Value Exceptions to Disqualification.
Sec. 1: Modify Present Use Value Exceptions to Disqualification. (SL 2016-76)

Sec. 1 of S.L

. 2016-76 pro rates deferred taxes when real property is transferred for less than its

fair market value to a nonprofit entity for conservation or historical preservation, the State or a

political subd

ivision of the State, or the United States.

This section became effective for taxes imposed for taxable years beginning on or after July 1, 2016
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http://www.dornc.com/taxes/motor/fuel_ethanol_biodiesel.pdf
http://www.dornc.com/taxes/motor/fuel_ethanol_biodiesel.pdf
http://www.dornc.com/taxes/motor/fuel_ethanol_biodiesel.pdf
http://www.ncpublichealth.com/chronicdiseaseandinjury/cancerpreventionandcontrol/index.htm

H533 - Modify Present Use Value Exceptions to Disqualification.
Sec. 2: Administrative Review of Statute of Limitations Determinations by
Department of Revenue. (SL 2016-76)

Sec. 2 of S.L. 2016-76 allows a taxpayer to contest before the Office of Administrative Hearings
the determination by the Department of Revenue that the taxpayer's amended return or claim for
refund were filed outside the statute of limitations.

Sec. 2 of this act became effective June 30, 2016, and the act allows a taxpayer to appeal a past
denial of an amended return or claim for refund due to the statute of limitations if the taxpayer
appeals the denial within 60 days of June 30, 2016.

H1023 - Municipal Service Districts/Statutory Changes. (SL 2016-8)

S.L. 2016-8 requires additional accounting of certain contractors of cities with respect to municipal
service districts, requires that an ordinance to establish a municipal service district be adopted at
two separate meetings of the city council, and establishes a process by which property owners may
petition for creation or reduction of a municipal service district. This act was recommended by the
Legislative Research Commission Committee on Municipal Service Districts.

This act became effective June 1, 2016, and applies to contracts entered into on or after that date.

H1030 - 2016 Appropriations Act.
Sec. 6.1: Establishing or Increasing Fees. (SL 2016-94)

Sec. 6.1 of S.L. 2016-94 provides that:

e An agency is not required to consult with the Joint Legislative Commission on
Governmental Operations prior to establishing or increasing a fee to the level authorized
or anticipated in the Appropriations Act of 2016.

e Anagency may adopt an emergency rule to establish or increase a fee as authorized by the
Appropriations Act of 2016, if the adoption of a rule would otherwise be required by law.

This section became effective July 1, 2016.

H1030 - 2016 Appropriations Act.
Sec. 23.1: Insurance Regulatory Charge. (SL 2016-94)

G.S. 58-6-25 requires an annual insurance regulatory charge be levied on each insurance company,
other than a captive insurance company. Sec. 23.1 of S.L. 2016-94 sets the percentage rate to be
used in calculating the insurance regulatory charge at 6.5% for the 2017 calendar year.

This section became effective July 1, 2016.
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H1030 - 2016 Appropriations Act.
Sec. 38.1: Increase Zero Tax Bracket. (SL 2016-94)

Sec. 38.1 of S.L. 2016-94 increases the standard deduction by $2,000 over two years, beginning in
2016:

e $1,000 to $16,500 (married, filing jointly) for tax year 2016.
e $1,000 to $17,500 (married, filing jointly) for tax year 2017, and subsequent years.

This section became effective July 1, 2016.

H1030 - 2016 Appropriations Act.
Sec. 38.2: Expand Taxation of Mill Machinery. (SL 2016-94)

Sec. 38.2 of S.L. 2016-94, as amended by Secs. 11.1 and 11.3 of S.L. 2016-123, expands the
preferential tax treatment of certain machinery and equipment subject to the 1% / $80 tax by adding
provisions for the following:

e Parts, accessories, or attachments for equipment that is currently eligible for a company
located at a ports facility. This provision became effective July 14, 2016, and applies
retroactively to purchases made on or after July 1, 2013.

e Secondary metal recyclers, effective for purchases made on or after July 1, 2016. The
equipment must be used in a process that converts ferrous or nonferrous metals or other
items that have served their original purpose into new or different products for sale.

e Precious metal processors, effective for purchases made on or after July 1, 2016. This
provision applies to a company that processes tangible personal property for the purpose
of extracting precious metals regardless of whether the company owns the property being
processed.

e Metal fabricators that derive more than $8 million annually from the fabrication or
manufacture of metal products, effective for purchases made on or after July 1, 2016. This
provision applies regardless of whether the products manufactured are for sale or for the
company's own use.

H1030 - 2016 Appropriations Act.
Sec. 38.4: Market-Based Sourcing. (SL 2016-94)

Beginning in 2018, North Carolina will use a single sales factor apportionment formula for
apportioning the corporate income and franchise tax liability of multistate corporations. Single sales
factor apportionment provides an incentive for multistate corporations to select North Carolina as
their primary state to conduct business activities, unless the corporation provides a service instead
of a product. Single sales factor apportionment does not provide the same incentive to a multistate
company that provides services, because its sales factor is not based on the percentage of income
derived from consumption of the company's services in the North Carolina marketplace.
Consequently, states that adopt a single sales factor apportionment incentive usually adopt a
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market-based calculation of the sales factor for all multistate corporations, including those that
provide services. This section does not enact market-based sourcing however; it does direct the
Department of Revenue to adopt rules to implement market-based sourcing by January 1, 2017.
The rules, if approved by the Rules Review Commission, cannot be entered into the Administrative
Code until the General Assembly enacts market-based sourcing legislation and directs the Codifier
of Rules to do so. The provision ensures that the General Assembly, and the public, will know what
the rules pertaining to market-based sourcing would be if the General Assembly decides to enact
market-based sourcing legislation in the future.

This section became effective July 14, 2016.

H1030 - 2016 Appropriations Act.
Sec. 38.5: Sales Tax Changes. (SL 2016-94)

Sec. 38.5 of S.L. 2016-94, as amended by Part XI of S.L. 2016-123, does the following:

e Provides a grace period for retailers who provide repair, maintenance, and installation
services. This part of the section became effective July 14, 2016, and the relief provided
for related transactions applies retroactively to January 1, 2015.

e Amends the sales tax on repair, maintenance, and installation services to treat similar
transactions the same and to identify taxable transactions more clearly. In treating similar
transactions the same, the act expands the sales tax base to include repair and maintenance
of real property. This part of the section becomes effective January 1, 2017.

e Allows a use tax exemption equal to the amount of the installation charges and sales price
of, or gross receipts derived from, the repair, maintenance, and installation services that
exceed $25,000 for a boat, aircraft, or qualified jet engine. This part of the section became
effective July 1, 2016.

e Repeals the $17.6 million State contribution to local sales and use tax revenue distributed
to counties and cities, effective for fiscal years beginning on or after July 1, 2016. The
contribution would have become effective July 1, 2016; thus, the repeal nullifies the
contribution before it became effective.

e Allows a sales tax exemption for products made of more than 75% recycled material by
weight if the products are sold for use in an accepted wastewater dispersal system. The
exemption becomes effective October 1, 2016.

H1030 - 2016 Appropriations Act.
Sec. 38.6: Property Tax Exclusion Extension. (SL 2016-94)

Sec. 38.6 of S.L. 2016-94 continues to allow a property tax exemption for contiguous tracts of land
donated to a nonprofit that were previously used for commercial or industrial purposes and
significantly damaged by fire or explosion. The exemption was enacted in 2011 in response to the
explosion of the ConAgra plant in June 2009.

This section became effective July 14, 2016. The property tax exemption is effective for taxable
years beginning on or after July 1, 2011, and expires for taxable years beginning on or after July 1,
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2021. Prior to the enactment of this section, the exemption would have expired for taxable years
beginning on or after July 1, 2016.

H1035 - Local Government Commission/Training for Local Government Finance
Officers. (SL 2016-84)

S.L. 2016-84 authorizes the Local Government Commission to require certain local government
and public authority finance officers, or other employees who perform the duties of a finance
officer, to attend training as to the powers, duties and responsibilities of a finance officer, and to
charge a fee for the training.

This act became effective June 30, 2016.

S105 - Report Number of Veterans Filing Tax Returns. (SL 2016-112)

S.L. 2016-112 requires the Secretary of Revenue to provide a space on the individual income tax
form D-400 for the voluntary disclosure of veteran status by persons filing State income tax returns,
to use the information so disclosed to compile aggregate summary information on the number of
veterans filing tax returns in North Carolina annually, and to provide this information to the
Department of Military and Veterans Affairs.

This act became effective July 26, 2016

S481 - Fund Small Businesses/Department of Revenue Rulings/City Rights of Way.
Part I1: Public Disclosure of Written Determinations Made by the Department of
Revenue. (SL 2016-103)

Part Il of S.L. 2016-103 requires the Department of Revenue publish on its Web site redacted
versions of written determinations responding to taxpayer questions within 90 days after the
determination was issued.

This Part Il became effective July 22, 2016, and the Department of Revenue must publish redacted
versions of determinations issued on or after January 1, 2010, within 120 days of that date.

S575 - North Carolina/South Carolina Original Boundary Confirmation. (SL 2016-
23)

S.L. 2016-23 addresses several legal and tax issues related to the reestablishment of the original
boundary line existing between North Carolina and South Carolina. North Carolina and South
Carolina created a Joint Boundary Commission to relocate and reestablish their 334-mile common
boundary. The Commission began its work in 1995 and completed the technical part of its work by
May of 2013. For the last three years, efforts have been underway to reduce or eliminate the impact
of the work on property owners whose residency or business would be moved from South Carolina
to North Carolina, or vice versa, because of the reestablished boundary line. This act addresses not
only the tax consequences of the reestablished boundary line but also other issues, such as public
education enrollment and drivers licenses. South Carolina enacted similar legislation in June 2016:
Act 270, Ratified 292, and Senate Bill 667.
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This act became effective June 22, 2016. It is anticipated that the process to complete the
reestablishment of the boundary line will be completed by the end of this calendar year. The
boundary must be approved by the Governor and the Council of State before the Governor may
issue a proclamation declaring the reestablished line as the true boundary line between North
Carolina and South Carolina.

S726 - Internal Revenue Code (IRC) Update. (SL 2016-6)

S.L. 2016-6, as amended by Sec. 1.2 of S.L. 2016-92, updates from January 1, 2015, to January 1,
2016, the reference to the Internal Revenue Code used in determining certain State tax provisions.
The act does not conform to the extensions listed below under the federal Protecting Americans
from Tax Hikes Act of 2015 (PATH Act), but it does conform to the $250 teacher expense
deduction and to the income exclusion for amounts received by wrongfully incarcerated
individuals.

The act does not conform to the following two provisions that were made permanent at the federal
level:

e Enhanced Section 179 expensing.
e Tax-free distribution from IRAs to public charities.

The act does not conform to the following three provisions that were extended at the federal level
through the 2016 taxable year:

e Deduction for higher education tuition expenses.
e Exclusion from income for forgiveness of debt on principal residence.
e Deduction for mortgage insurance premiums.

This act became effective on June 1, 2016. North Carolina has decoupled from the above-named
provisions for taxable years beginning on or after 2013.

S729 - Various Changes to the Revenue Laws. (SL 2016-5)

S.L. 2016-5 makes various changes to the Revenue Laws including the following changes with
broader impact:

e Limits the qualified interest expense deduction for interest paid to a related corporation to
15% (from 30%) of a corporate taxpayer's adjusted taxable income and allows an unlimited
qualified interest expense deduction if the corporate taxpayer can trace the interest expense
to a unrelated lender.

o Restores a miscellaneous itemized deduction applicable when individual taxpayers restores
a substantial amount held under claim of right that the taxpayer included in gross income
for a prior taxable year because it appeared that taxpayer had an unrestricted right to that
item.

e Adds a deduction for individual taxpayers who report business income on a Schedule C to
equalize treatment of individual taxpayers and corporate taxpayers reporting ordinary and
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necessary business expenses where the expense was taken as a tax credit for federal
purposes.

e Provides that individual taxpayers must adjust federal adjusted gross income to prevent a
double benefit of the federal net operating loss (NOL) carryover.

e Repeals the sales tax exemption for items sold by a nonprofit organization when the
receipts from the sale of the items will be directly or indirectly contributed to the State or
school.

o Creates a new sales tax exemption for food, prepared food, soft drinks, and other items of
tangible personal property sold not for profit for or at an event that is sponsored by an
elementary or secondary school when the net proceeds will be given to the school.

o Disallows the State government sales tax exemption and sales tax refund of local taxes paid
on indirect purchases for occupational licensing boards and State governmental entities
that are specifically designated to apply for a sales tax refund under G.S. 105-164.14.

This act became effective May 11, 2016; however, most sections have an effective date based on
the tax reporting period for the type of tax. Please see the full summary for additional detail.

Section

Bill Analysis

Effective
Date

PART I: BUSINESS TAX CHANGES

1.1

Repeals the annual franchise or privilege tax on mutual burial associations. The
Department of Revenue collected $750 in franchise tax on mutual burial associations
in 2014. The General Assembly repealed most of the State

Taxes due on
or after
4/1/17

privilege license taxes in the mid-1990s as an archaic form of taxation. The tax rate
varies from $15 to $50, depending upon the membership of the association. There are
currently 60 to 65 mutual burial associations, and all but three have a tax liability of
$15. Makes conforming changes to delete reference to repealed statute.

13

Defines a "qualified air freight forwarder" as a company that is an affiliate of an airline
and whose air freight forwarding business is primarily carried on with that affiliated
airline. The provision allows a qualified air freight forwarder to utilize its affiliated
airline's revenue ton miles factor for purposes of apportioning its income to North
Carolina. Without this change, an air freight forwarder that owns no planes would be
considered a service company and would be subject to the three-factor apportionment
formula.

Taxable
years
beginning
on or after
1/1/16

14

Corrects a statutory reference.

When law

15

Clarifies that an exercise of the royalty reporting option by a taxpayer does not affect
whether the taxpayer has nexus and does not permit receipts to be excluded from the
calculation of the sales factor.

When law
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1.6

Excludes from the definition of "sales" that determine how much of a multistate
corporate taxpayer's income is subject to tax in NC the following: (1) financial swaps
and other similar financial derivatives and (2) certain receipts in the nature of dividends.
Therefore, these transactions will not affect how much income is taxable in NC.

Taxable
years
beginning
on or after
1/1/16

1.7

Corrects the effective date in Section 32.15.(g) of S.L. 2015-241 and Section 10.1(i) of
S.L. 2015-268 which made changes to the corporate franchise tax base. The effective
date was 1/1/17 and taxes due after 1/1/17. However, short-year 2016 tax returns would
compute the 2017 franchise tax because the corporate franchise tax under G.S. 105-122
is computed on the basis of the books of the corporation as of the close of its income
year. The corrected effective date will be for taxable years beginning on or after January
1, 2017. This effective date will apply the franchise tax base modifications to all
franchise tax reported on the 2016 income and franchise tax return regardless of when
the tax return is due.

When law

1.8(a)

Makes the definition of deductible interest expense paid between parent and subsidiary
corporations consistent for in-State and out-of-State companies. The technical change
makes the definitions parallel and clarifies the treatment of consolidated returns.

Taxable
years
beginning
on or after
1/1/16

1.8(h)

Limits the qualified interest expense deduction for interest paid to a related corporation
to 15% (from 30%) of a corporate taxpayer's adjusted taxable income and allows an
unlimited qualified interest expense deduction if the corporate taxpayer can trace the
interest expense to a unrelated lender.

Taxable
years
beginning
on or after
1/1/16

1.9

Corrects the effective date for the deduction to prevent double taxation of income. The
American Recovery & Reinvestment Act of 2009 in Internal Revenue Code section
108(i)(1) permitted an individual or a corporate taxpayer

Taxable
years
beginning

with income from business indebtedness discharged by the reacquisition of a debt
instrument occurring in 2009 or 2010 to defer that income until 2014. Beginning in
2014, the taxpayer is required to recognize the income ratably over a 5-year period for
federal income tax purposes. NC decoupled from this federal law change in S.L. 2009-
451. Therefore, the taxpayer has already recognized the income for State tax purposes.

Sections 1.9, 2.1, and 2.4 of this bill address the State tax treatment of Internal Revenue
Code section 108(i)(1).

on or after
1/1/09
Time barred
refund claims
allowed until
7/1/16 by
section
6.1

PART Il: PERSONAL TAX CHANGES

2.1(a)

Restores a miscellaneous itemized deduction applicable when a taxpayer restores a
substantial amount held under claim of right that the taxpayer included in gross income
for a prior taxable year because it appeared that taxpayer had an unrestricted right to
that item. This provision prevents a person from paying income tax on amounts the
person did not receive. An example of this type of situation is a taxpayer who works on
commission. The Department of Revenue recommended this change.

Taxable
years
beginning
on or after
1/1/14
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2.1(b)

Adds a deduction to prevent double taxation of income. The American Recovery &
Reinvestment Act of 2009 in Internal Revenue Code section 108(i)(1) permitted an
individual or a corporate taxpayer with income from business indebtedness discharged
by the reacquisition of a debt instrument occurring in 2009 or 2010 to defer that income
until 2014. Beginning in 2014, the taxpayer is required to recognize the income ratably
over a 5-year period for federal income tax purposes. NC decoupled from this federal
law change in

S.L. 2009-451. Therefore, the taxpayer has already recognized the income for State tax
purposes. In 2009, G.S. 105-134.6 was amended to provide a deduction from federal
taxable income for this income. The deduction was inadvertently omitted from the list
of deductions when G.S. 105-134.6 was recodified and amended as G.S. 105-153.5.

Sections 1.9, 2.1, and 2.4 of this bill address the State tax treatment of Internal Revenue
Code section 108(i)(1).

Taxable
years
beginning
on or after
1/1/14

Time barred
refund claims
allowed until
7/1/16 by

section
6.1

2.1(c)

Adds a deduction to equalize treatment of corporate taxpayers and individual taxpayers
who report business income on a Schedule C. Corporate taxpayers may deduct ordinary
and necessary business expenses for State purposes where the expense was taken
as a tax credit for federal purposes under

G.S. 130.5(b)(11). This section adds the same deduction (i.e., deduct business expenses
for State purposes where a federal credit was taken in lieu of a deduction) for individual
taxpayers. This deduction existed for individual taxpayers under repealed G.S. 105-
134.6(d)(2). The deduction was inadvertently omitted from the list of deductions when
G.S. 105-134.6 was recodified and amended as G.S. 105-153.5.

Taxable
years
beginning
on or after
1/1/16

2.2(a)

Provides that an individual taxpayer must adjust federal adjusted gross income to
prevent a double benefit of the federal net operating loss (NOL) carryover.

Taxable
years

NC piggybacks the federal NOL law, which instructs taxpayers to deduct the entire
amount of NOL being carried to that year. If all of the NOL is not used, the unused
amount is carried forward to the succeeding year. If North Carolina has additions to
federal taxable income, they would be offset by the unused NOL and the taxpayer would
also benefit from the unused NOL in the succeeding year. To prevent the double benefit,
this addition to federal adjusted gross income is needed. The adjustment was required
under G.S. 105-134.6, but was inadvertently omitted when G.S. 105-134.6 was
recodified and amended as G.S. 105-153.5.

beginning
on or after
1/1/16

2.2(a)

Provides that an individual taxpayer must add the amount deducted in a prior taxable
year if the amount was withdrawn from the Parental Savings Trust Fund of the State
Education Assistance Authority and not used for qualified higher education expenses
unless the withdrawal was made without penalty under section 529 of the Code due to
the death or permanent disability of the designated beneficiary. The adjustment was
required under G.S. 105-134.6, but was inadvertently omitted when G.S. 105-134.6 was
recodified and amended as G.S. 105-153.5.

Taxable
years
beginning
on or after
1/1/16

2.3

Corrects a statutory reference and removes obsolete language.

When law
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24

Adds a deduction to prevent double taxation of income. The American Recovery &
Reinvestment Act of 2009 in Internal Revenue Code section 108(i)(1) permitted an
individual or a corporate taxpayer with income from business indebtedness discharged
by the reacquisition of a debt instrument occurring in 2009 or 2010 to defer that income
until 2014. Beginning in 2014, the taxpayer is required to recognize the income ratably
over a 5-year period for federal income tax purposes. NC decoupled from this federal
law change in

S.L. 2009-451. Therefore, the taxpayer has already recognized the income for State tax
purposes. In 2009, G.S. 105-134.6 was amended to provide a deduction from federal
taxable income for this income. The deduction was inadvertently omitted from the list
of deductions when G.S. 105-134.6 was recodified and amended as G.S. 105-153.5.

Sections 1.9, 2.1, and 2.4 of this bill address the State tax treatment of Internal Revenue
Code section 108(i)(1).

Taxable
years
beginning
on or after
1/1/09

Time barred
refund claims
allowed until
7/1/16 by

section
6.1

PART I11: SALES TAX CHANGES

3.1

S.L. 2014-66 clarified the authority of the Department of Revenue to collect the 911
fee paid on prepaid wireless service. This section conforms the effective date of the
collection authority to when the fee was initially imposed.

When law

3.2(a)

This subsection removes obsolete definitions and updates the statutory reference to the
Streamlined Sales Tax Agreement.

When law

3.2(b)

Simplifies the sales tax application for storage by removing exceptions that are
problematic to administer because taxpayers often do not retain sufficient
documentation to support the exceptions to the definition of "storage".

1/1/17

3.3

Corrects a statutory cross-reference.

When law

3.4

The tax treatment for receipts from a ticket reseller was changed in S.L. 2014-3. This
section makes a conforming change by recognizing who is the retailer for purposes of
that transaction.

When law

3.5

Changes the term "affixed" to "applied" so the terminology is consistent with the
terminology used in the definition and with the remainder of the statute.

When law

3.7

Replaces a term with the defined term.

When law
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3.8

Changes the term "conditional service contract" to "conditional contract” so that the
transactions in the statutory section will not be confused with a service contract. The
transactions addressed in this section concern tangible personal property sold below cost
if purchased with a contract. An example of this type of transaction is a mobile phone
sold for a discounted price if purchased with a mobile phone plan.

Sales tax applies to tangible personal property sold below cost with a contract. Under
prior law, sale tax applied to the presumed sales price if the service in the contract was
not taxable; and it applied to the part of the presumed sales price paid by the consumer
if the service in the contract was taxable. The presumed sales price is the retail price at
which the item would sell in the absence of the service contract. The prior law did not
address the situation where part of the service was taxable and part of it was not. For
example, a mobile phone contract may include not only taxable telecommunications
service but also internet access service that is not taxable. This section clarifies what the
presumed sales price of the item is when a portion of the conditional contract is taxable
and a portion of it is not. It provides that the presumed sales price of the item is equal to
the percentage of the service in the contract that is not taxable. It also makes a
conforming change to the local sales tax base to clarify that the local sales tax applies
to the presumed sales price.

When law

3.9

Subsection (a) repeals the sales tax exemption for items sold by a nonprofit organization
when the receipts from the sale of the items will be directly or indirectly contributed to
the State or school. An example of an entity that benefits from this exemption is a
museum gift shop.

Subsection (b) creates a new sales tax exemption for food, prepared food, soft drinks,
and other items of tangible personal property sold not for profit for or at an event that is
sponsored by an elementary or secondary school when the net proceeds will be given to
the school.

1/1/17

3.11

Corrects a statutory reference and clarifies that fuel and piped natural gas exempt from
sales tax (because it is sold to a manufacturer for use in connection with the operation
of a manufacturing facility) remains taxable if it is used solely for comfort heating at a
manufacturing facility where there is no use of fuel or piped natural gas in a
manufacturing process.

1/1/17

3.12(a)

Provides that the sales tax exemption for items purchased by a contractor apply to items
purchased for the holder of a conditional farmer exemption certificate

When law

as well as the holder of a qualifying farmer exemption certificate.

3.12(b)

Corrects a statutory reference.

When law

3.14

Repeals an obsolete provision.

When law
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3.15

Removes the time period for which a person must maintain records. The three-year time
period is misleading. Records should be retained for periods covered within a statute of
limitations. The statute of limitations is generally three years. However, an ongoing
audit may exceed a period of three years. There is no statute of limitations when a
taxpayer fails to file a return.

When law

3.16

Adds "data" to the types of records the Secretary of Revenue may examine.

When law

3.17(a)

Makes changes necessitated by the Streamlined Sales and Use Tax Agreement. The
change will allow certified service providers adequate time to make changes to their
systems. This section also allows the Department to make adjustments as needed to the
tax matrix used by certified service providers.

When law

3.17(b)

Changes the timing of any local tax rate increase from 2 months after the adoption of
the tax increase to the calendar quarter after a minimum of 60 days' notice to sellers.

When law

3.18

Provides that a certified service provider may file with either the Secretary or the
Streamlined Sales Tax Governing Board a certificate of deposit, in addition to a bond
or an irrevocable letter of credit.

When law

3.19

This section clarifies that a park model RV is a recreational vehicle and is subject to the
highway use tax. Under current law, it has been unclear whether a park model RV is
subject to sales tax or highway use tax.

7/1/16

3.20

Clarifies that the white goods tax applies to any new white good purchased for storage,
use, or consumption in this State.

7/1/16

3.21

Clarifies that the net proceeds of the One-Quarter Cent Local Option Sales Tax is
allocated to the taxing county.

When law

3.22

Disallows the State government sales tax exemption and sales tax refund of local taxes
paid on indirect purchases for (i) occupational licensing board and

(ii) State governmental entities that are specifically designated to apply for a sales tax
refund under G.S. 105-164.14. An occupational licensing board is defined by G.S. 93B-
1 to be "any board, committee, commission, or other agency in North Carolina which is
established for the primary purpose of regulating the entry of persons into, and/or the
conduct of persons within, a particular profession or occupation, and which is
authorized to issue licenses;

... the term does not include State agencies, staffed by full-time State employees, which
as a part of their regular functions may issue licenses.” The NC Bar Association and the
NC State Board of Certified Public Accountants are occupational licensing boards under
that definition. As such, these entities would no longer be eligible for the State sales tax
exemption.

71117

3.23

Clarifies that the exemption for aviation gasoline and jet fuel applies to commercial
aircraft in interstate or foreign commerce. The change adds "foreign commerce" to allow
the exemption to apply where commercial aircraft fly directly to another country from
NC. The effective date is retroactive to match the effective date of the enactment of the
exemption.

1/1/16
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3.24

Clarifies the sales tax exemption for service contracts on transmissions, engines, rear-
end gears, and any other items purchased, leased, or rented by a professional
motorsports racing team.

Applies
retroactively
to 1/1/14

PART IV: EXCISE TAX CHANGES

4.1

Conforms the bonding requirements for entities that must pay excise tax on cigarettes
and tobacco products. Provides that the entities must file a bond (or letter of credit) in
an amount that is two times the monthly average liability of the taxpayer. The minimum
amount of the bond is $2,000, the maximum amount of the bond is $2 million. The
Secretary must periodically review the bonds, and adjust the amount based on changes
in the taxpayer's liability.

When law

4.2

Clarifies the applicability of the tax on other tobacco products (OTP) to specify that the
OTP rate does not apply to cigarettes that are taxed at 45¢ per pack and does not apply
to vapor products that are taxed at 5¢ per mL of consumable product.

When law

4.3

Authorizes wine shippers to file excise tax returns on shipments once a year, rather than
monthly.

Sections 4.3 and 4.12 address wine shipper permittee filing annual reports.

When law

4.4

Conforms the bonding requirements for the severance tax on energy minerals to the
provisions for other excise taxes. Clarifies that the tax is imposed on the producer of the
energy mineral. Repeals a provision that would have relieved the producer of paying the
tax. In Section 4.4(c), the phrase "prior to" is replaced with "after." The change allows
severance producers to post a bond or irrevocable letter of credit after obtaining a permit
under G.S. 113-395. The Department of Revenue requested this change to avoid a
situation where the Department holds bond indefinitely until the producer receives the
required permit.

When law

45

Makes three changes in regards to the disclosure of tax information:

e Clarifies when information regarding sales by a nonparticipating
manufacturer may be disclosed for reports required by the MSA.

e Authorizes the Department to provide a list of entities licensed under the
tobacco products tax Article to aid in the administration of the tobacco
products tax.

e Authorizes the Department to disclose tax information regarding motor fuel
tax compliance to other IFTA (International Fuel Tax Agreement)
jurisdictions.

When law

4.6

Conforms the statutes for temporary trip permits for motor carriers to the current
Department practice.

When law

4.7

Authorizes the Secretary to appoint a designee to enter into agreements regarding the
administration of IFTA. The agreements entered into may not impact the amount of
motor fuel taxes due.

When law

4.8

Clarifies the interest rate applicable to IFTA taxpayers.

When law
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4.9

Restores the calculation of the cost per gallon of motor fuel used when a taxpayer
receives a refund of the motor fuel excise tax less the sales tax on the motor fuel. S.L.
2015-2 (Senate Bill 20) changed the calculation of the motor fuels excise tax rate.
Conforming changes were made to the calculation of the tax refund on motor fuels
excise tax. The conforming changes continued to authorize a refund of motor fuel excise
tax less sales tax but omitted a method to calculate an average cost per gallon. Section
4.9 restores the method to calculate the average price per gallon of motor fuel. Prior to
S.L. 2015-2, the calculation method used "average wholesale price." Section 4.9 follows
S.L. 2015-2 and uses the Consumer Price Index Detailed Reports published by the
Bureau of Labor Statistics of the United States Department of Labor for retail sales of
motor fuels. The Department of Revenue requested this section.

1/1/16

4.10

Corrects cross references

1/1/16

411

The 2015 Budget Bill phased out the Noncommercial LUST Fund. Subsection

(a) of this section clarifies the legislative intent by specifically providing that any
revenue allocated from the % cent per gallon for various funds that is not distributed is
to be distributed with the remaining excise tax revenue. Effectively, that means the 3/32
percent of the ¥ cent per gallon revenue that is currently allocated to the Noncommercial
LUST will be distributed to the Highway Fund and the Highway Trust Fund, effective
with FY16-17. Subsection (b) of this section clarifies that distributions of the excise tax
revenue to the Noncommercial LUST fund will be discontinued, beginning with FY16-
17. For accounting purposes, the current date of June 30 creates ambiguity for the
Department of Revenue as to how to distribute the funds from that one day's collections.

7/1/16

412

Makes conforming changes to G.S. 105-113.84 to allow wine shipper permittees to
file an annual report.

Sections 4.3 and 4.12 address wine shipper permittee filing annual reports.

When law

PART V: OTHER TAX CHANGES

5.1

Extends the time period for which the Department may transfer an assessment against a
responsible person.

When law

5.2

Repeals an obsolete statute.

When law

5.3

Repeals an antiquated statute in Chapter 131E, Public Hospitals, and puts the provisions

pertaining to the taxability of public hospitals in the tax statutes,

When law
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Chapter 105. The antiquated statute refers to repealed taxes and contains a blanket
statement that the authority is exempt from all taxes.

In practice, hospitals apply for a refund of sales and use tax paid under

G.S. 105-164.14. The property tax statutes exempt real and personal property of a
hospital authority created under G.S. 131E-17 from tax, G.S. 105-278.1. This section
exempts interest income from bond obligations from corporate and individual income
tax and exempts motor fuel purchased by a hospital authority created under G.S. 131E-
17.

5.5

Replaces incorrect cross-references with the applicable wage, health insurance, and
environmental impact standards, as they formerly existed in

G.S. 105-129.83. Article 3J tax credits sunset for taxable years beginning on and after
January 1, 2014. To be eligible for a tax credit under Article 3J, a taxpayer had to meet
certain wage, health insurance, and environmental impact standards. Those standards
were found in G.S. 105-129.83. Several grant programs and the sales tax exemption for
qualifying datacenters refer to those standards.

When law

PART VI: EFFECTIVE DATE

6.1

General effective date is when act becomes law.

Authorizes a tax refund even if barred by the statute of limitations (G.S. 105-
241.6(a)) for a taxpayer that had an amount added to taxable income as deferred income
under section 108(i)(1) of the Internal Revenue Code and the amount would be excluded
under Sections 1.9, 2.1, or 2.4 of this bill. A request for a refund must be made on or
before July 1, 2016.

When law

Time barred
refund claims
allowed for
IRC sec.
108(i)(1)
until 7/1/16

Cindy Avrette and Trina Griffin substantially contributed to this summary.

S770 - North Carolina Farm Act of 2016.
Sec. 10: Extend Sunset for Constructing Certain Renewable Fuel Facilities. (SL
2016-113)

Sec. 10 of S.L. 2016-113 extends for three years the sunset for the tax credit for constructing a
commercial facility that processes renewable fuel but only for a taxpayer that signed a letter of
commitment with the Department of Commerce to that effect prior to September 1, 2013, and that
began construction of the facility prior to January 1, 2014.

This section became effective July 26, 2016.

S791 - License Plate Agency Commission Contractor Rate Revision and Study. (SL
2016-120)

S.L. 2016-120 does the following:
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o Effective October 1, 2016, directs the Division of Motor Vehicles (DMV) to study the
issues with incorrect inspection stops on vehicles and the cumbersome process by which
data on federal vehicle inspections is entered into the system. DMV must submit its
findings and recommendations to the Joint Legislative Transportation Oversight
Committee by December 1, 2017.

o Effective October 1, 2016, compensates a license plate agency commission contractor for
the removal of an incorrect inspection stop on a vehicle at a rate of $1.30 per transaction.

e Provides that the $1.30 transaction fee is subject to quadrennial increase for inflation.

Except as otherwise provided, this act became effective July 28, 2016.

S803 - Revenue Laws Technical, Clarifying, and Administrative Changes. (SL 2016-
92)

S.L. 2016-92 makes technical changes to tax statutes, including the following, that amend the result
from prior law: (i) allows local governments to share confidential taxpayer information necessary
to administer a tax; (ii) limits the look back period to determine the amount of a bond for a Non-
Participating Manufacturer under the Master Settlement Agreement to the preceding three calendar
years; and (iii) moves the date to calculate employers' tax rate for unemployment insurance taxes
to September 1 to include tax payments made in the second quarter of the year.

S.L. 2016-92 generally became effective July 11, 2016; however, several provisions had other
effective dates due to reporting periods. Please see the full summary for additional detail.

NC decoupled from the extension of the income exclusion for the discharge of qualified
principal residence indebtedness in S.L. 2016-6 (S726). A taxpayer that excludes from
income cancellation of mortgage debt under federal law using either insolvency rules
(NC conforms) or mortgage debt forgiveness rules (NC decoupled) is allowed to
exclude the income for NC purposes to the extent a taxpayer qualifies for the insolvency
provision under IRC section 108.

. . . Effective
Section Bill Analysis Date
PART I: INCOME TAX CHANGES
1.1 Deletes a reference to the Interstate Commerce Commission. The Interstate Commerce | When law
Commission was abolished in 1995.
1.2 Clarifies that taxpayers remain able to exclude amounts under the insolvency rules after | When law

PART Il: SALES TAX CHANGES
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2.1 Adds the word "also" to clarify that the language added by Section 3.23(a) of 1/1/16
S.L. 2016-5 (S729) was not intended to change the current law that exempts sales of
aviation gasoline and jet fuel to an interstate air business for use in a commercial
aircraft.
2.2 Corrects verb tense (“recommend” replaced with "recommended"). When law
2.3 Makes a conforming change to update the sales tax collection statute for facilitators When law
2.4 who are liable for sales tax under existing law.
25 Clarifies that the sales tax exemption for food and prepared food provided to a person | When law
under a prepaid meal plan subject to tax under G.S. 105-164.4(a)(12) also excludes the
packaging items (e.g., wrapping paper, plastic bags, cartons, cups, napkins, straws) that
are part of the sale and delivered with the food.
2.6 Makes conforming change to comply with the Streamlined Sales and Use Tax | When law
Agreement to determine the effective date of a rate change for the combined general
rate.
2.7 Corrects a statutory reference. When law
PART I1l: LOCAL GOVERNMENT TAX CHANGES
3.1(a) | Allows a county to disclose to a municipality in the county and the municipality to | When law
3.1(b) | disclose to the county tax information necessary to administer a tax. Local tax records
that contain information about a taxpayer's income or receipts are not public records
and local government employees are prohibited from disclosing this information unless
the disclosure is authorized by statute.
PART IV: MSA CHANGES
4.1(a) | Limits the look-back period to determine the amount of a bond for a Non-Participating | 10/1/16

Manufacturer (NPM) under the Master Settlement Agreement (MSA) to the preceding
3 calendar years. Current law is an unlimited look-back period meaning the bond
amount for a NPM is based on sales volume occurring in the State at any time in the
past. Sales of cigarettes are declining nationally and in the State. This change will
reduce the bond amount for NPM with declining sales volume.

The Attorney General's Office requested this change.

PART V: Ul TAX CHANGES
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5.(a) Moves the date to calculate employers' tax rate for unemployment insurance (Ul) taxes | When  law.
to September 1 to include tax payments made in the second quarter of the year. Under | Applies  to
current law, employers pay Ul taxes quarterly during the month after the quarter ends. | contributions
Tax payments affect tax rates that are calculated annually on August 1. Some tax | payable for
payments made during July are not received by August 1 and are not used in the tax | calendar
calculation on August 1. This change moves the calculation date to September 1 to | quarters
allow all second quarter tax payments to be credited to employers. Delaying the | beginning on
calculation date of Ul tax rates will more accurately set tax rates based on all second | or after
quarter payments. 1/1/17

PART VI: EFFECTIVE DATE
6 Except as otherwise provided, this act is effective when it becomes law.

Trina Griffin substantially contributed to this summary.

2015 Finance Law Changes

H41 - Revenue Laws Technical Changes (SL 2015-6)
S.L. 2015-6 makes technical, clarifying, and administrative changes to the revenue laws.
This act became effective April 9, 2015. Please see the full summary for more details.

H44 - Local Government Regulatory Reform 2015, Sec. 6: Preaudit Certifications
(SL 2015-246)

Obligations incurred by a local government subject to the Local Government Budget and Fiscal
Control Act and by a local board of education subject to the School Budget and Fiscal Control Act
accounted for in a fund included in the budget ordinance may not be incurred unless the budget
ordinance includes an appropriation authorizing the obligation and an unencumbered balance
remains sufficient to pay in the current fiscal year for that amount. For written contracts, each must
be certified by the finance officer, or a duly appointed deputy finance officer, to that effect, and is
often called a "preaudit” certification. Sec. 6 of S.L. 2015-246 updates that statutory requirement
to reflect advances in technology that allow for credit cards, gas cards, procurement cards, and
other means of remitting payment for obligations.

This section became effective October 1, 2015, and applies to expenditures incurred on or after that
date.

H97 - 2015 Appropriations Act, Sec. 28.2: Modify Collection Assistance Fee Rules
(SL 2015-241)

Sec. 28.2 of S.L. 2015-241 modifies the use of collection assistance fees imposed on overdue tax
debts by augmenting the allowable uses of the fees to include (i) applying the fee to costs of
reducing the incidence of overdue tax debts, (ii) paying auditors responsible for identifying overdue
tax debts, (iii) increasing the amount of proceeds that may be used for correspondence relating to
collecting overdue tax debts from $500,000 to $750,000 per year, and (iv) to pay for upgrades to
departmental computer systems for electronic filing of returns and issuance of refunds and for other
mission-critical information technology tasks approved by the Office of State Budget and
Management in consultation with the State Chief Information Officer.

This section became effective July 1, 2015.
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H97 - 2015 Appropriations Act, Sec. 29.27B: Adjust Distribution of Revenue from
Motor Fuel Excise Tax Rate (SL 2015-241)
Sec. 29.27B of S.L. 2015-241 does the following:

e Amends the statutes that allocate revenue among various funds and accounts to
adjust the amounts of motor fuel excise tax revenue allocated to the Highway Fund
(from 75% to 71%) and the Highway Trust Fund (from 25% to 29%). This
subsection became effective July 1, 2015, and applies to motor fuel excise tax
revenue collected on or after that date.

« Effective June 30, 2016, amends the statutes that allocate revenue among various
funds and accounts to repeal the amount of motor fuel excise tax revenue allocated
to the Noncommercial Leaking Petroleum Underground Storage Tank Cleanup
Fund.

H97 - 2015 Appropriations Act, Sec. 2.2(b): General Fund Availability Statement
(SL 2015-241)

Subsec. (b) of Sec. 2.2 of S.L. 2015-241 repeals the reimbursement from the Highway Fund to the
General Fund of the sales and use tax revenue not realized by the General Fund as a result of the
statutory exemption for purchases by the Department of Transportation.

This subsection became effective July 1, 2015.

H97 - 2015 Appropriations Act, Sec. 29.34: Highway Use Tax Clarification (SL
2015-241)

Sec. 29.34 of S.L. 2015-241 clarifies that the maximum tax for out-of-state vehicles only applies if
the motor vehicle has been titled in the name of the owner of the motor vehicle in another state for
at least 90 days prior to the date of application for a certificate of title in this State.

This section became effective September 18, 2015.

H97 - 2015 Appropriations Act, Sec. 29.34A: Adjust Maximum Highway Use Tax
Imposed for Certain Motor Vehicles (SL 2015-241)

Sec. 29.34A of S.L. 2015-241, as amended by Sec. 10.1 of S.L. 2015-268, increases the maximum
highway use tax imposed for certain motor vehicles as follows:

e Class A or Class B Commercial Motor Vehicles. From $1,000 to $2,000.
o Recreational VVehicle. From $1,500 to $2,000.
o Qut-of-State Motor Vehicles. From $150 to $250.

This section becomes effective January 1, 2016, and applies to sales made on or after that date, or
for purposes of alternate tax for those who rent or lease motor vehicles, a lease or rental agreement
entered into on or after that date.

H97 - 2015 Appropriations Act, Sec. 32.18: Sales Tax Base Expansion (SL 2015-241)
Sec. 32.18 of S.L. 2015-241, as amended by Sec. 10.1 of S.L. 2015-241, expands the sales tax base
to include repair, maintenance, and installation of tangible personal property, effective March 1,
2016, as follows:

-76 -



« Repeals the sales and use tax exemption applicable to installation charges when
those charges are stated separately on the billing document.

o Imposes sales and use tax on the gross receipts derived from repair, maintenance,
and installation services.

o Amends the definition of a "service contract™ to include a contract where the obligor
agrees to maintain or repair tangible personal property, regardless of whether the
property is part of or becomes affixed to real property.

H97 - 2015 Appropriations Act, Sec. 32.19: Local Sales Tax Distribution (SL 2015-
241)

Sec. 32.19 of S.L. 2015-241, as amended by Sec. 10.1(el1) of S.L. 2015-268, carves out a portion
of the local option sales tax revenue and distributes that amount to the counties whose revenue-
raising capacity from the local option sales taxes is less than it would be if the distribution of the
revenue from the taxes was made on a per capita basis. The carve-out amount to be distributed in
fiscal year 2016-2017 is $84.8 million. This amount is to be adjusted each fiscal year thereafter
based upon the annual percentage change in the 2-cent local option sales taxes collected in the
previous fiscal year. Seventy-nine counties will receive an allocation from the distribution. A
county's allocation percentage is set by statute. The amount allocated to a county must be shared
with the municipalities in that county. The General Assembly must periodically review the
allocation percentages.

This section becomes effective July 1, 2016, and applies to local option sales and use taxes collected
on or after that date and distributed to counties and cities on or after September 1, 2016.

H97 - 2015 Appropriations Act, Secs. 32.13, 32.14, 32.14A, and 32.15: Corporate
Income and Franchise Tax Changes (SL 2015-241)

Secs. 32.13, 32.14, 32.14A, and 32.15 of S.L. 2015-241, as amended by Secs. 10.1 and 10.2 of S.L.
2015-268, make the following corporate income tax and franchise tax changes:

e Reduces the corporate income tax rate to 3%, effective for the taxable year that
begins January 1 following the fiscal year in which the amount of net General Fund
tax collected equals or exceeds $20,975,000,000.

o Expands the corporate income tax base by eliminating antiquated, obsolete, and
special tax deductions, effective for taxable years beginning on and after January
1, 2016.

o Phases-in single sales factor apportionment over three years, starting with taxable
years beginning on or after January 1, 2016 and directs the Revenue Laws Study
Committee to study market-based sourcing.

o Simplifies the calculation of the franchise tax by conforming more closely to net
worth as determined by generally accepted accounting principles, effective for
franchise tax returns due in 2017. Increases the minimum franchise tax from $35 to
$200 and increases the maximum franchise tax on holding companies from $75,000
to $150,000; both rate changes are effective for franchise tax returns due in 2017.

e Repeals the State privilege tax on banks, effective June 30, 2016.
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H97 - 2015 Appropriations Act, Sec. 15.16B Municipal Service Districts/Contracts
with Private Agency/Taxes/Study (SL 2015-241)

With respect to municipal service districts established by cities, Sec. 15.16B of S.L. 2015-241 does
all of the following:

For all municipal service districts, the section requires the city to develop long-range plans and
goals, set the tax rate in accordance with those plans and goals, and use the moneys collected for
the purpose of those plans and goals. This provision becomes effective for tax imposed for taxable
years beginning on or after January 1, 2016.

For municipal service districts created for historical districts, downtown revitalization, and urban
revitalization, this section sets forth the following requirements on contracts with private agencies:

« Prior to entering into the contract the city must:

o Solicit input from the residents and property owners as to the needs of the
service district.

o Use a bid process to determine which private agency is best suited to
achieve the needs of the service district. If the city determines that a
multiyear contract with a private agency is in the best interest of the city
and the service district, the city may enter into a multiyear contract not to
exceed five years in length.

o Hold a public hearing.

e The city must require the private agency to report annually to the city, by
presentation in a city council meeting and in written report, regarding the needs of
the service district, completed projects, and pending projects.

e The contract is to specify the scope of services to be provided by the private agency.
Any changes to the scope of services must be approved by the city council.

This provision became effective October 1, 2015, and applies to contracts entered into on or after
that date.

Effective September 18, 2015, authorizes the Legislative Research Commission to study the
feasibility of allowing property owners within a municipal service district to petition for removal
from that municipal service district, and submit a report to the 2016 Regular Session of the 2015
General Assembly.

H97 - 2015 Appropriations Act, Sec. 32.16: Individual Income Tax Changes (SL
2015-241)
Section 32.16 of S.L. 2015-241 makes the following individual income tax changes:

e Reduces the tax rate to 5.499% in 2017 from the current rate of 5.75%.

« Increases standard deduction from $15,000 to $15,500 (for married filing jointly),
effective for taxable years beginning on or after January 1, 2016.

o Allows unlimited medical deductions on Schedule A retroactive to January 1, 2015,
to the extent a taxpayer can take the deduction at the federal level.
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H97 - 2015 Appropriations Act, Sec. 29.27A: Adjust Municipal Vehicle Tax (SL
2015-241)

Sec. 29.27A of S.L. 2015-241 authorizes an annual municipal vehicle tax of $30 per vehicle
resident in the city or town and places any local authorizations under the $30 cap. This section
authorizes the tax for the following purposes:

o General purpose. Maximum $5 for any lawful purpose.

o Public transportation. Maximum $5 for financing, constructing, operating, and
maintaining local public transportation systems if the municipality operates a public
transportation system as defined in G.S. 105-550.

o Public streets. Any of the $30 authorization remaining for maintaining, repairing,
constructing, reconstructing, widening, or improving public streets that are not a
State highway.

This section becomes effective July 1, 2016.

H97 - 2015 Appropriations Act, Sec. 32.3: Historic Preservation Tax Credit (SL
2015-241)

Sec. 32.3 of S.L. 2015-241, as amended by Sec. 54.5 of S.L. 2015-264 and Sec. 10.1(b) of S.L.
2015-268, establishes a temporary tax credit for historic rehabilitation as described below. The tax
credit becomes effective January 1, 2016, and applies to qualified rehabilitation expenditures
incurred on or after that date. The credit will expire for expenses incurred on or after January 1,
2020.

» Income-Producing Propertyy. - A taxpayer is allowed a tax credit, capped at $4.5
million, that is equal to 15% of the first $10 million in qualified rehabilitation
expenditures for an income-producing historic structure, plus 10% of the next $10
million, plus 5% for the first $20 million if the structure is located in a Tier 1 or 2
area, plus 5% for the first $20 million if the structure is located on an eligible
targeted investment site.

e Non-Income Producing Propertyy. - A taxpayer is allowed a tax credit, capped at
$22,500, that is equal to 15% of expenses to rehabilitate a building listed in the
National Register of Historic Places or certified by the State Historic Preservation
Officer as contributing to the historic significance of a National Register Historic
District or a locally designated historic district certified by the United States
Department of the Interior. The taxpayer must have at least $10,000 in expenses to
qualify for the credit.

The credit also applies for certain 2014 and 2015 expenditures. Section 54.5 of S.L. 2015-264
(General Statutes Commission Technical Corrections Act of 2015) allows a taxpayer to claim the
credit for expenses incurred in 2014 and 2015 if: (i) the historic structure is located in a Tier 1 or
Tier 2 county; (ii) the structure is owned by a city; (iii) the rehabilitation activity commenced in
2014; and (iv) a certificate of occupancy is issued on or before December 31, 2015.

Finally, this section also modifies the expiration of the Mill Rehabilitation Tax Credit, which
expired on January 1, 2015. Under prior law, as long as a taxpayer obtained an eligibility
certification prior to the expiration date, the taxpayer could claim the credit whenever the project
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was ultimately placed in service. This section provides that eligibility certifications will expire on
January 1, 2023, so the availability of the credit is not as open-ended.

H117 - North Carolina Competes Act, Parts | and I1: Job Development Investment
Grant Program (JDIG) and One North Carolina Modifications (SL 2015-259)
Parts | and 11 of S.L. 2015-259 do the following:

JDIG Modifications. - Section 1 of the act, as amended by Section 91 of S.L. 2015-
264, extends the program, increases the amount that may be committed as grants
under the program, provides additional commitment authority for high-yield
projects, and makes other changes to the program. Except for a change in reporting
requirements and the increase in the amount that may be committed, both of which
became effective September 30, 2015, the remainder of this Part became effective
October 1, 2015.

One NC. - Section 2 of the act modifies the local match requirements to a tiered
requirement: 3 State dollars for 1 local dollar for tier 1; 2 State dollars for 1 local
dollar for tier 2; and an even local match for tier 3. This change became effective
September 30, 2015.

H117 - North Carolina Competes Act, Parts 111-V1: Sales Tax Changes (SL 2015-

259)

Parts Il through V1 of S.L. 2015-259 make the following sales tax changes:

Datacenter Infrastructure Act. - Part I11 creates a sales tax exemption for datacenters
investing at least $75M within a 5-year period for sales of datacenter equipment
and electricity located and used at the datacenter. The exemption becomes effective
January 1, 2016, and applies to sales made on or after that date.

Sales Tax Relative to Aviation. - Part 1V (i) extends for 4 years the sales tax refund
available to interstate passenger air carriers for sales tax paid on fuel in excess of
$2.5M; (ii) exempts from sales tax fuel sold to an interstate air business for use in
a commercial aircraft, effective January 1, 2016, taxes remaining sales of aviation
gasoline and jet fuel at 7%, and earmarks the revenue from the tax to the Division
of Aviation, Department of Transportation; (iii) increases the sales tax rate on
aircraft and tax qualified jet engines at 4.75% with a maximum tax of $2,500,
effective October 1, 2015; and (iv) exempts service contracts and repairs,
maintenance, and installation services on qualified aircraft and qualified jet engines
from sales tax, effective October 1, 2016.

Exempt Motor Vehicle Service Contracts from Sales Tax. - Part V exempts service
contracts on motor vehicles from sales tax. As part of the budget bill, S.L. 2015-
241 (H97), sales tax is imposed on repair, maintenance, and installation services.
The taxation of this service mitigates the need to impose the tax on service contracts
and eases the administrative issues associated with the sales tax on service contracts
for motor vehicles. This Part becomes effective March 1, 2016.

Extend Sales Tax Preference for Motorsports Parts and Fuel. - Part VI, as amended
by S.L. 2015-261, extends the current sales tax preferences for motorsports from
January 1, 2016, to January 1, 2020, and clarifies the current sales tax on race
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engines and service contracts on items used by a professional motorsports racing
team.

H117 - North Carolina Competes Act, Part VII: Tax Compliance and Tax Fraud
Prevention (SL 2015-259)

Part VIl of S.L. 2015-259 contains changes requested by the Department of Revenue that will give
it the tools it needs to reduce the occurrence of stolen identities and refund fraud and to better
ensure tax compliance.

This Part has multiple effective dates; please see the full summary for more detail.

H163 - Captive Insurance Amendments (SL 2015-99)

S.L. 2015-99 makes enhancements and various technical and substantive statutory changes to the
laws governing captive insurance companies in the State, as recommended by the Department of
Insurance.

This act became effective June 19, 2015.

H168 - Exempt Builders' Inventory (SL 2015-223)
S.L. 2015-223 exempts the increase in value of certain improvements to real property held for sale
by a builder:

o For residential real property, a builder may exclude for 3 years the increase in value
due to subdivision, improvements, and buildings that are either a new single-family
residence or a duplex.

e For commercial property, a builder may exclude for 5 years the increase in value
due to subdivision and improvements - excluding buildings.

To qualify as a builder, the property owner must be in the business of buying real property, making
improvements to it, and then reselling it. The owner is not required to be licensed as a general
contractor.

S.L. 2015-223 will become effective for taxes imposed for taxable years beginning on July 1, 2016,
and apply to subdivision of or other improvements made on or after July 1, 2015.

H229 - Church Tax Exemption/Driving Privileges (SL 2015-185)

S.L. 2015-185 exempts religious buildings that are under construction from local property tax,
effective for taxes imposed for taxable years beginning on or after July 1, 2015.

The act also authorizes a judge to allow a person with a revoked driver's license to drive to attend
religious worship under a limited driving privilege, effective October 1, 2015, and applies to limited
driving privileges issued on or after October 1, 2015.

H912 - Taxation of Tribal Land and Tobacco Products (SL 2015-262)
S.L. 2015-262 does the following three things:

o It exempts from property tax real and personal property located on lands held in
trust by the United States for the Eastern Band of Cherokee Indians, regardless of
ownership, effective for taxes imposed for taxable years beginning on or after July
1, 2016.
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o It allows the Department of Revenue to enter into an agreement with the Eastern
Band of Cherokee Indians regarding the excise tax on tobacco products.

o It clarifies the legislative intent of Section 4 of S.L. 2015-98 (ABC Omnibus
Legislation) to provide that distillers who sell bottles of liquor at the distillery are
not required to remit portions of the cost of the bottle to the State warehouse or the
local ABC board. [For a more detailed explanation of this provision, please see the
summary for S.L. 2015-98 (HB 909) in the ALCOHOLIC BEVERAGE
CONTROL subject area].

Except as otherwise provided, this act became effective September 30, 2015.

S20 - Internal Revenue Code Update/Motor Fuel Tax Changes (SL 2015-2)

S.L. 2015-2 consists of two Parts. The first Part, which was a recommendation of the Revenue
Laws Study Committee, updates from December 31, 2013, to January 1, 2015, the reference to the
Internal Revenue Code used in determining certain State tax provisions. The act decouples from
the extensions listed below under the federal Tax Increase Prevention Act of 2014 for the 2014 tax
year, but it conforms to the $250 teacher expense deduction. Enhanced Section 179 expensing

o Exclusion from income for forgiveness of debt on principal residence.
« Deduction for mortgage insurance premiums.

o Deduction for higher education tuition expenses.

o Tax-free distribution from IRAs to public charities.

This Part became effective March 31, 2015.
The second Part of the act makes the following changes to the motor fuels tax:

e Reduces the motor fuels tax rate from 37.5 cents to 36 cents beginning April 1,
2015, through December 31, 2015. It sets the rate at 35 cents per gallon (cpg) from
January 1, 2016, through June 30, 2016, and at 34 cpg from July 1, 2016, through
December 31, 2016.

o Changes the variable component of the formula for determining the rate. Beginning
January 1, 2017, the rate will be 34 cpg multiplied by a percentage reflecting
population change and the annual change in the Energy component of the
Consumer Price Index for all Urban Consumers as produced by the U.S. Bureau of
Labor Statistics.

e Replaces the two 6-month base periods used in determining the gas tax rate with a
single 12-month base period.

o Makes $3.35 million and $10.1 million reductions in the Highway Trust Fund and
Highway Fund budgets for the 2014-2015 fiscal year.

The motor fuels tax rate changes are effective as described above. The remainder of this Part
became effective March 31, 2015.

S159 - Corrected Revaluations/Minimal Refunds/Property Taxes (SL 2015-266)

S.L. 2015-266 clarifies the process by which undervalued property is to be taxed under reappraisals
conducted under S.L. 2013-362 (Require Certain General Reappraisals), and authorizes local
governments to not mail minimal property tax refunds.

This act became effective October 1, 2015.
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S273 - Motor Vehicle Tax: Waive Penalties/Interest (SL 2015-204)

S.L. 2015-204 authorizes counties to reduce or waive interest or penalties on delinquent motor
vehicle taxes for tax years prior to July 1, 2013.

This act became effective August 11, 2015.

S372 - Renewable Energy Safe Harbor (SL 2015-11)
S.L. 2015-11, as amended by Sec. 54.3 of S.L. 2015-264, provides a delayed sunset for the credit
for investing in renewable energy credit for the following taxpayers:

o Taxpayers that have incurred at least 80% of the costs, and partially constructed at
least 80% of a project with less than 65 megawatts of capacity by January 1, 2016.

o Taxpayers that have incurred at least 50% of the costs, and partially constructed at
least 50% of a project with 65 megawatts of capacity or more by January 1, 2016.

This act became effective April 30, 2015.

S399 - Joint Agency Tax Refund (SL 2015-235)

S.L. 2015-235 allows a joint agency created by interlocal agreement for the purposes of fire
protection, police protection, and emergency services to receive a refund of sales and use taxes paid
by it. This provision became effective July 1, 2015, and applies to purchases made on or after that
date.

The act also directs the Revenue Laws Study Committee to study how the exemption from the
motor fuels tax is applied to entities that are comprised of multiple local government units.
Except as otherwise provided, this act became effective September 1, 2015.

S448 - Equalize Tax on Propane Used as a Motor Fuel (SL 2015-224)

S.L. 2015-224 amends the motor fuels tax applicable to liquefied propane gas used as a motor fuel
by specifying that the per gallon motor fuel tax rate is applied to the gas gallon equivalent of
liquefied propane gas. The gas gallon equivalent is 5.75 pounds of liquefied propane gas.

This act becomes effective January 1, 2016.

S513 - North Carolina Farm Act of 2015, Sec. 2: Conform Compensation Paid to an
H-2A Agricultural Worker to Federal Wage Withholding Standards (SL 2015-263)
Sec. 2 of S.L. 2015-263 provides that an employer does not have to withhold State income tax on
compensation paid to an H-2A agricultural worker if the employer is not required to withhold
federal income tax on that compensation. Since calendar year 2011, an employer must report
compensation of $600 or more paid to an H-2A agricultural worker on Form W-2, but the employer
is not required to withhold federal taxes on the compensation unless the worker fails to provide the
employer with either a Social Security Number (SSN) or an Individual Taxpayer Identification
Number (ITIN). In the case of an H-2A agricultural worker who fails to provide a SSN or ITIN,
the employer must withhold and remit 28% of the compensation and continue withholding this
amount until the worker furnishes the employer the SSN or ITIN.

This section is effective for taxable years beginning on or after January 1, 2015.

S513 - North Carolina Farm Act of 2015, Sec. 12: Present-Use Value Modifications

(SL 2015-263)
Sec. 12 of S.L. 2015-263 makes three changes to present-use value taxation:

-83-



o Provides that, for purposes of present-use value, the commercial production or
growing of animals includes the rearing, feeding, training, caring, and managing of
horses.

e Provides that when a tax assessor is determining whether a business entity applicant
for present-use value has farming as its principal business, there is a rebuttable
presumption that farming is the business entity's primary business if the applicant
has been approved for present value taxation for a qualifying property in another
county. Any determination about the applicant's eligibility does not affect the
determination of whether the individual parcel of land meets the classifications for
agricultural, horticultural, or forest land pursuant to G.S. 105-277.3. Further, if the
assessor is able to rebut the presumption, this does not invalidate a determination
that the applicant's principal business is farming agricultural land, horticultural
land, or forestland in the other county.

o Effective September 30, 2015, directs the Department of Revenue to annually
publish a present-use value program guide and make the guide available on its Web
site. Tax assessors must adhere to the Department's guide when making decisions
regarding the qualifications or appraisal of property for the present-use value
taxation program.

Except as otherwise provided, this section became effective July 1, 2015, and applies to taxes
imposed for taxable years beginning on or after that date.

S621 - Registration Renewal Notice/E-Mail (SL 2015-108)

S.L. 2015-108 authorizes the Division of Motor Vehicles to send the required combined vehicle
property tax and State registration notice by e-mail, subject to the written consent of the owner of
a vehicle.

This act becomes effective January 1, 2016.

S682 - Modify Sunset Regarding Contingent Audits (SL 2015-109)
S.L. 2015-109 makes permanent the prohibition, established in 2012, on local governments from

using third-party contractors paid on a contingent fee basis for audit and assessment purposes.
This act became effective June 24, 2015.

2014 Finance Law Changes

OMNIBUS TAX TAW CHANGES.

Session Law Bill # Sponsor
S.L. 2014-3 HB 1050 Rep. Howard, W.
Brawley, Lewis, Setzer

AN ACT TO AMEND THE REVENUE LAWS, AS RECOMMENDED
BY THE REVENUE LAWS STUDY COMMITTEE.

This act consists of fifteen Parts, each of which is separately summarized below.
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PART |I: DEDUCTION FOR STATE NET LOSS

SUMMARY: Part | of the Omnibus Tax Law Changes bill replaces the corporate net
economic loss deduction with a State net loss deduction for taxable years beginning on
or after January 1, 2015.

CURRENT LAW: Both federal and State tax law provide relief to a corporation that
incurs more expenses than revenues during the taxable period. For federal tax purposes, a
corporation is allowed a net operating loss deduction equal to the amount by which tax
deductible expenses are more than taxable revenues. The federal deduction may be carried
back two years preceding the loss year, thus providing immediate tax relief in the form of
a tax credit; any unused portion of the deduction may be carried forward for 20 years. For
State tax purposes, a corporation is allowed a net economic loss deduction® equal to the
amount by which allowable deductions for the year other than prior year losses exceed
income from all sources in the year, including nontaxable income.® The State deduction
may be carried forward 15 years; any loss carryforward must first be offset by nontaxable
income, including allowable deductions.

BILL ANALYSIS: This Part does three things to simplify the calculation and ease the
administration of the corporate loss deduction, effective for taxable years beginning on or
after January 1, 2015:

e It replaces the net economic loss calculation with a State net loss calculation that
is more comparable to the federal net operating loss calculation.

e It removes the requirement that a net economic loss carried forward to taxable
years beginning on or after January 1, 2015, be first offset by nontaxable income.

e Itinstructs the Secretary of Revenue to apply the standards under sections 381 and
382 of the Code when determining to what extent a loss survives a merger or an
acquisition.

The Part replaces the State's net economic loss deduction with a State net loss deduction.
The State net loss would be the amount by which allowable deductions for the year, other
than prior year losses, exceed gross income under the Code for the year adjusted as

® NC is the only state with a net economic loss deduction that differs significantly from the
federal net operating loss deduction. Other states that have a corporate income tax loss
deduction use a calculation that is comparable to the federal net operating loss deduction.
® Nontaxable income includes income that has been deducted in computing State net
income, nonapportionable income that has been allocated directly to another state under
G.S. 105-130.4, and any other income that is not taxable under State law. Prior to August
17, 2013, the Department of Revenue interpreted G.S. 105-130.8 to require items
deductible under G.S. 105-130.5, such as U.S. government interest and dividends, to be
considered in the computation of the loss in the year of creation as nontaxable income. The
Department revised its interpretation to recognize that an allowable deduction, although
not taxable, may not reduce a loss in the year the loss is created. However, pursuant to G.S.
105-130.8(a)(3), the Department continued to require that a loss carried forward to a
subsequent year must first be offset by any income not taxable, including allowable
deductions under G.S. 105-130.5.
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provided in G.S. 105-130.5. Adjustments under G.S. 105-130.5 include items such as the
adjustments taxpayers must make when the State decouples from federal accelerated
depreciation and expensing. If the taxpayer is a multi-state corporation with business within
and without North Carolina, then the loss must be allocated and apportioned in the year of
the loss in accordance with G.S. 105-130.4.

The repeal of the net economic loss deduction removes the applicability of North Carolina
case law that governs the extent to which a net economic loss survives in a merger or an
acquisition. The Part instructs the Secretary of Revenue to apply the federal regulations
adopted under sections 381 and 382 of the Code in determining the extent to which a loss
survives in a merger or acquisition. Although the provisions of the Code would be applied,
the loss limitations may differ at the State level based upon the single entity reporting
requirement in North Carolina and subject to the allocation and apportionment provisions
of G.S. 105-130.4 in the year of the loss.

The Part changes the calculation of a net economic loss carry-forward. Under current law,
the carry-forward must be reduced by nontaxable income. What constitutes nontaxable
income has been a source of questions, disagreements, and litigation. Under the change
made by this Part, the amount of the net economic loss, as determined on December 31,
2014, becomes a static amount. Any unused portion of a net economic loss carried forward
in taxable years beginning on or after January 1, 2015, would be administered in
accordance with the State net loss statute:

e Any unused portion of a net economic loss would not have to first be offset by
nontaxable income.

e The standards under sections 381 and 382 of the Code would be applied in
determining the extent to which a net economic loss survives a merger or
acquisition that occurs on or after January 1, 2015.

EFFECTIVE DATE: This Part becomes effective for taxable years beginning on or after
January 1, 2015.

PART I1: OTHER INCOME TAX CHANGES

SUMMARY: Part Il makes technical and clarifying changes to various income tax laws.

CURRENT LAW, BILL ANALYSIS, AND EFFECTIVE DATE: This Part makes the
following technical and clarifying changes to the income tax laws.

Section 179 expense deduction

Section 2.1 makes two changes to the section 179 expense deduction for State income tax
purposes to reflect the intent of legislative action taken in 2013.

First, it corrects the dollar amount of the section 179 expense investment limit. In the
American Taxpayer Relief Act of 2013, Congress extended the $500,000/$2,000,000
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accelerated section 179 expense deduction allowances for 2013 and 2014. The intent of
S.L. 2013-10 was to decouple from this federal provision and return to the limits that would
have been applicable under the Code as written in December 2010. The act erroneously
referred to the Code as defined in May 2010. The Code was amended three times in 2010,
and the changes included three different section 179 expense limits. S.L. 2013-414 rewrote
the statutes that decouple from the federal accelerated depreciation expensing to make them
clearer to understand. As part of the rewrite, the subsection decoupling from the section
179 expense limits sets forth the limits as opposed to referring to the Code on a certain
date. In setting forth the limits, the dollar amount of the investment limit should have been
$200,000 rather than $125,000.

Second, it makes changes to ensure that qualifying taxpayers may receive the benefit of the
add-back deductions. Beginning in 2002, Congress has allowed taxpayers to depreciate
certain assets more quickly than would otherwise be allowed — 100% bonus depreciation
and section 179 expense deductions. Many states, including North Carolina, have
decoupled from those provisions primarily because the fiscal impact of conforming to the
greater depreciation rules would have been too costly. Instead of granting the larger
depreciation in the initial years, North Carolina required taxpayers to add-back 85% of the
deduction in the first year and to deduct 20% of this amount over the next five years.
Taxpayers who changed their form of business entity or who merged with subsidiaries
within the five-year period of deductions were not allowed to take the remaining deductions
because the taxable entity that made the add-back and received the initial deductions either
no longer existed or no longer owned the depreciable asset. The result in some cases was
that the asset did not receive the full benefit of the deduction. S.L. 2013-414 changed the
law to allow the transferee of an asset, where the tax basis of the transferred asset carried
over from the transferor to the transferee for federal income tax purposes, to add any
remaining deductions to the basis of the transferred asset and to depreciate the adjusted
basis over the remaining life of the asset. For transactions that occurred prior to January 1,
2013, the law provided an election whereby the transferee could make the basis adjustment
for any deductions foregone by the transferor. However, this allowance does not help a
taxpayer who had disposed of the asset or whose asset had no remaining useful life. This
section remedies this situation by allowing a taxpayer to deduct the remaining bonus
depreciation on the 2013 tax return.

Personal income tax deductions

Section 2.2 does the following two things.

First, it clarifies that a person who is not eligible for a federal standard deduction is not
eligible for a State standard deduction. North Carolina follows the federal law concerning
an individual’s eligibility for a standard deduction. The tax reform legislation inadvertently
failed to follow this practice. Under federal law, the following individuals are not eligible
for a standard deduction:

e A married individual filing a separate return where either spouse itemizes
deductions.

e A nonresident alien individual. A resident alien is a person who meets either the
“green card test” or the “substantial presence test”.
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e An individual making a return for a period of less than 12 months on account of
a change in the person’s annual accounting period.

e An estate or trust, common trust fund, or partnership.

Second, it clarifies the application of the $20,000 deduction for mortgage interest expenses
paid and property taxes paid on real estate. S.L. 2013-316 limited the federally allowed
itemized deductions for mortgage interest expenses paid and property taxes paid on real
estate at $20,000. The intent of the legislation was for the $20,000 cap to apply to the
cumulative deduction for a married couple, regardless of how the couple files a return. At
the request of the Department of Revenue, this section clarifies this intent.

This section is effective for taxable years beginning on or after January 1, 2014.

Income tax rate applicable to estates

Section 2.3 updates the statutory references in G.S. 105 160.2 which imposes income tax
on estates and trusts. Estates and trusts generally receive the same modifications to taxable
income and tax rates as single individuals. House Bill 998, S.L. 2013 316, moved the
statutes allowing modifications to North Carolina taxable income and setting the tax rate.
This section is effective for taxable years beginning on or after January 1, 2014.

PART Ill: AGRICULTURAL EXEMPTION CERTIFICATE

SUMMARY: Part 111 of the Omnibus Tax Law Changes bill gives guidance to the farming
community and the Department of Revenue as to the administration of the income
threshold a person must meet to qualify for a sales tax agricultural exemption certificate. It
also allows a three-year income averaging to address issues of income volatility in farming
operations and a conditional exemption certificate for new farmers.

CURRENT LAW: In S.L. 2013-316, the General Assembly imposed an income threshold
a person must meet to qualify for a sales tax agricultural exemption certificate. Effective
July 1, 2014, a person does not qualify for an agricultural exemption certificate unless the
person has an annual gross income for the preceding taxable year’ of at least $10,000 from
farming operations. For federal income tax purposes, gross income from farming includes
sales of agricultural products, cooperative distributions, agricultural program payments,
and crop insurance and federal disaster payments. It appears five other states impose an
income requirement to qualify for a sales tax agricultural exemption: Connecticut, Georgia,
Rhode Island, Tennessee, and Washington. The income limit in these states varies from
$1,000 in Tennessee to $10,000 in Washington. Four of those states have conditional
exemption certificates for new farmers.

An agricultural exemption certificate allows a person to purchase the following items for
farming operations without paying sales tax on those items: fuel; electricity; commercial
fertilizer, lime, land plaster, plastic mulch, plant bed covers, potting soil, baler twine, and

" The statute currently says "calendar year". The Department has requested that the term
be changed to "taxable year". The bill draft makes this change.
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seeds; farm machinery; attachments and repair parts for farm machinery; containers used
in farm production, packaging, and transporting; grain, feed, or soybean storage facilities;
substances for use on animals and plants, such as vaccines, insecticides, defoliants, and
plant growth regulators; baby chicks; facilities used for housing, raising, or feeding
animals; and bulk tobacco barns and parts and accessories for those barns.

A person who qualifies for an exemption certificate must apply to the Department. A
certificate is valid until it is cancelled or revoked. An exemption certificate authorizes the
retailer to sell an item to the holder and either collect tax at a preferential rate or not collect
tax on the sale, as appropriate. A retailer does not need to obtain a certificate for each
purchase if the retailer has a blanket certificate from a purchaser with which the retailer
has a recurring business relationship. A person who purchases an item with a certificate is
liable for any tax due on the sale if the Department determines the person is not eligible for
the certificate. The statute does not place an affirmative duty on the holder of a certificate
to notify the Department if the person no longer qualifies for it.

BILL ANALYSIS: Part 111 of the bill answers questions the farming community has posed
concerning the implementation of the gross income requirements:

e Administration. — The bill clearly states that a person may not use an agricultural
exemption certificate after July 1, 2014, unless the person meets the income
requirements and that a person who no longer qualifies for the certificate is liable
for any tax due. A qualifying farmer must apply to the Department for a new
exemption certificate. A retailer may continue to rely upon a blanket certificate
until October 1, 2014.

e Application for Certificate. — Neither the law enacted last year nor this bill changes
the current administration of exemption certificates. However, the bill does
impose an affirmative duty on a person who has an exemption certificate to notify
the Department whenever the person no longer qualifies for it and to give notice
to any seller that may rely on it. The affirmative duty applies to all holders of a
certificate, not just farmers. This affirmative duty is similar to the one imposed on
taxpayers who no longer qualify for preferential property tax treatment. The
farming community is familiar with this requirement as part of the present use
value property tax exemption program.

e Liability for Tax Due. — The bill affirmatively states that anyone who purchases an
item under an exemption certificate is liable for the tax due on the purchase if the
Department determines that the person is not eligible for the certificate or that the
item purchased does not qualify for exemption under the certificate.

e Income Volatility. — The bill makes a substantive change to the income threshold
at the request of the farming community to address volatility in farming income
and to prevent a person from moving into and out of the exemption annually. To
obtain a certificate, a person must have $10,000 of gross income from farming
operations during the preceding taxable year or an average of $10,000 of gross
income from farming operations for the three preceding taxable years. A farmer
no longer qualifies for the exemption certificate when the farmer fails to meet the
income threshold for three consecutive years. The Farm Bureau expressed
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concerns for certain types of farming operations that may not produce income on
an annual basis, such as cattle breeders and timber operations.

e New Farmers.® — The bill provides that a person who does not meet the income
requirement to qualify for an exemption certificate may apply to the Department
of Revenue for a conditional exemption certificate by certifying an intention to
engage in farming operations and filing an income tax return that reflects income
and expenses from farming operations.” A conditional exemption certificate is
valid for three years, so long as the person provides the Department of copies of
a tax return demonstrating activity from farming operations for each year the
certificate is issued. A conditional certificate may not be extended or renewed; and
a new one may not be issued for at least 15 years. A person who fails to meet the
requirements of a conditional exemption certificate is liable for any taxes for which
an exemption was claimed, together with interest and penalties from the date of
the original purchase.

EFFECTIVE DATE: The bill would become effective July 1, 2014, and apply to
purchases made on or after that date.

BACKGROUND: There are currently 49,437 agricultural exemption certificates
outstanding. Last year the Department issued 2,185 new certificates and it issued 2,253
certificates in 2012. Here are some statistics from the 2012 USDA Census of Agriculture:

2012 2007
Total NC Farms 50,218 52,913
NC Farms < $10,000 in sales 31,492 34,276
NC Farms > $10,000 in sales 18,726 18,637

8 This provision was added to the bill by a Senate floor amendment.

% Form Schedule F is the IRS form a person uses to report farming activities if the person
is engaged in the business of farming. A person who does not engage in farming activities
for profit, i,e, farming is a hobby activity, does not use a Schedule F. The presumption is
that the farming activity must produce a profit in at least 3 of the last 5 years, including the
current year, to be considered a business.
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NC Farms < $10,000 in sales & 30,960 33,741
government payments

NC Farms > $10,000 in sales & 19,258 19,172
government payments

PART IV: PREPAID MEAL PLANS

SUMMARY: Part IV of the Omnibus Tax Law Changes bill addresses sales tax issues
related to the repeal of the sales tax exemption for meals served to students in dining
rooms of regularly operated educational institutions.

CURRENT LAW: S.L. 2013-316 repealed the exemption for meals served to students in
dining rooms of regularly operated by educational institutions, effective January 1, 2014.
In practice, meals are not always sold directly. Today, educational institutions sell a variety
of meal plans that offer choices between a specific number of "meal swipes" and "food
dollars". The meal swipes are part of a prepaid meal plan that entitles the student to a
predetermined number of meals. The cost applies regardless of whether or not the student
consumes the meals. The food dollars are part of a declining card balance, much like a
debit card, that may be used in on-campus facilities for a variety of purchases as well as
with participating privately-owned facilities. The meal swipes are problematic to tax on a
transactional basis because the gross receipts paid for the meal swipes applies regardless
of whether or not the meals are consumed. In practice, few institutions operate their dining
halls; instead, they contract with third party vendors to prepare the meals and operate the
dining halls.

BILL ANALYSIS: Part IV of the bill addresses questions and administrative issues
taxpayers and the Department of Revenue have encountered with the taxation of food and
prepared food sold to students in colleges and universities.

Subsection | Explanation

@ Defines a prepaid meal plan to be a plan offered by an institution of higher
education that entitled a person to food or prepared food, that is billed or
paid for in advance, and that provides for predetermined units or
unlimited access to food or prepared food but does not include a dollar
value that declines with use. The definition limits the applicability to
those transactions that benefited from the sales tax exemption repealed in
S.L. 2013-316. It does not apply to the part of a meal plan that is based
on a declining card balance, such as the food dollars, because those
transactions are taxed at the time they are made. By applying the tax to
the gross receipts derived from the plan, it is clear that that the tax is based
upon the amount paid for the plan and not upon the use of the plan.

(b) Imposes a sales tax at the general rate upon the sales price of or gross
receipts derived from a prepaid paid meal plan. The local sales tax also
applies to an item taxed by the State at the general sales tax rate.
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(©)

Sources the local sales tax revenue to the county where the school is
located.

(d)

Addresses how to tax a transaction where one amount is paid for a taxable
item (prepaid meal plan; meals) and a nontaxable item (declining card
balance; tuition; room). In that instance, tax applies to the allocated price
of the prepaid meal plan. The tax applies to items purchased with a dollar
value that declines with use as the dollar value is used. Tuition and room
are not subject to sales tax.

(€)

This subsection does two different things:

Clarifies that the remaining sales tax exemption for meals sold in
elementary and secondary schools applies to any school regulated under
Chapter 115C. Public K-12 schools, private K-12 schools, regional
schools, and home schools are regulated under Chapter 115C. Residential
schools are regulated elsewhere.'® The bill removes the words "not for
profit" because meals provided to K-12 students take many forms. This
change ensures that the tax treatment for meals sold in elementary and
secondary schools remains unchanged until the General Assembly makes
a policy choice to tax them differently.

Exempts food and prepared food used to prepare a meal for consumption
under a prepaid meal plan from sales tax because this transaction is
analogous to a sale for resale.

(f)

Provides schools with an option for reporting and remitting sale tax
revenue derived from a prepaid meal plan to the State. The option allows
the institution to contract with the food service contractor to be liable for
the collection and remittance of the tax. At least one university has a
contract with its food service contractor to remit the tax to the State on
behalf of the university. The university remains the retailer under the sales
tax laws because it is the person making, offering, and soliciting the sale
of the prepaid meal plan. The tax will apply to the gross receipts the
university derives from the prepaid meal plan; this amount includes the
amount charged the university by the food service contractor and any
other expenses included by the university in the price it charges for the
prepaid meal plan. Under this option, the retailer (institution) would send
the tax receipts collected to the food service contractor and the food
service contractor would send the receipts, along with other tax receipts,
to the Department of Revenue.

EFFECTIVE

DATE: This act is effective when it becomes law and applies to gross

receipts derived from a prepaid meal plan sold or billed on or after July 1, 2014.

PART V: ADMISSIONS

10 The School of Math and Science and the School of the Arts are part of the UNC system.
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SUMMARY: Part V of S.L. 2014-3 addresses sales tax issues associated with the
expansion of the sales tax base to include gross receipts derived from admissions to a
live event, a movie, and other attractions for which an admission is charged.

CURRENT LAW: S.L. 2013-316 changed the taxation of live events and movies from a
3% gross receipts privilege tax to a State and local sales tax. The two taxes differ in that
the gross receipts tax was imposed upon the person engaged in providing the event; it was
not designed to be passed directly onto the consumer. The sales tax is imposed upon the
retailer, but it is intended to be passed onto the purchaser and borne by the purchaser instead
of the retailer.!* The payment of the tax is considered a debt from the purchaser to the
retailer until it is paid. A retailer is considered to act as a trustee on behalf of the State when
it collects tax from the purchaser. The tax should be stated and charged separately unless
the retailer displays a statement indicating the sales price includes the tax.

The gross receipts tax was payable monthly and the return covered the gross receipts
received during the previous month.'? The sales tax is due quarterly, monthly, or
bi-monthly depending upon the tax liability of the retailer.'® The administration of the sales
tax is more defined to ensure uniform tax treatment. North Carolina is also a member state
in the Streamlined Sales Tax Agreement. One of the purposes of this Agreement is to
ensure uniformity among the participating states so the tax may be more efficiently
administered by retailers who conduct business in more than one state.

BILL ANALYSIS: This Part makes the following changes to the laws applicable to sales
tax on the gross receipts derived from an admission charge:

Subsection | Explanation

@) Clarifies that for purposes of the imposition of sales tax, the term "gross
receipts” has the same meaning as the term "sales price". "Sales price" is
defined to be the total amount or consideration for which tangible personal
property, digital property, or services are sold, leased, or rented. This
subsection also removes the details concerning how amusements are taxed
and moves those provisions to a new statute in subsection (c) of this
section. The imposition of the tax itself remains in G.S. 105-164.4.

(b) Sources the local sales tax revenue derived from admission charges to the
location where admission to the entertainment activity may be gained.
When the location where admission may be gained is not known at the
time of the transaction, the general sourcing principles of G.S.
105-164.4B(a) apply: the business location where the product is received,;
the location where the product is received; the location indicated by the
address of the purchaser.

(c) Creates a new statute to address the taxation of admission charges:

11 G.S. 105-164.7.
12 By practice, some taxpayers remitted the gross receipts tax at the time the event occurred.
13 G.S. 105-164.16.
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It defines an "admission charge™ as the gross receipts derived for the
right to attend an entertainment activity. An entertainment activity is
defined as a live performance, a movie, a museum or similar attraction
and a guided tour of that attraction. The act does not expand the
definition the types of entertainment subject to the tax. The policy
decision of what types of entertainment to include in the sales tax base
was made in S.L. 2013-316. It defines an "amenity" as a feature that
increase the value of an entertainment activity by giving the person
access to items that are not subject to sales tax and that are not available
with purchase of admission to the event without the feature. Lastly, it
defines a facilitator. The law enacted last session did not define
"admission charge” or "amenity”. A definition of "facilitator" is
needed to accomplish the administration of the tax as provided in this
subsection.

It provides that a retailer is the operator of the venue where the
entertainment activity occurs. In practice, admission to an
entertainment event may often be obtained at multiple places from
multiple people. To accommodate this business practice, the act does
the following:

0 Provides that a person who provides the entertainment and
received admission charges directly from purchaser is a
retailer. This provision would allow a person, such as the
symphony, that leases space to perform to be a retailer. In this
example, the venue would also be a retailer if the venue also
sells admission to the symphony event.

0 Provides the operator of the venue and a facilitator may have a
contractual agreement for dual reporting. Dual remittance will
allow the operator of the venue to remit the tax on the
admission charge and the facilitator to remit the tax on any
other charges the facilitator imposed that were necessary for
the purchaser to pay to complete the transaction.

It defines a facilitator as a person who accepts payment of an admission
charge to an entertainment activity and is not the operator of the venue
where the entertainment activity occurs. It requires the facilitator to
report to the retailer the admission charge a person pays to the
facilitator and to send to the operator the tax due on the gross receipts
derived from an admission charge no later than 10 days after the end
of each calendar month. A facilitator that does not send this amount to
the retailer is liable for the tax due. These requirements are considered
terms of the contract between the retailer and the facilitator. These
provisions are the same as the provisions applicable to facilitators who
accept payment from a consumer for accommodations.

It clarifies what transactions are not subject to the tax:
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Amounts paid to participate in sporting events.

Tuition, registration, or any other charge to attend an
instructional or educational seminar, workshop, or conference.

A political contribution.

A charge for lifetime seat rights, leases, or rental of a suite or
box, provided the charge is separately stated.

o0 An amount paid solely for transportation.
e It clarifies the following exemptions from the tax:

o0 The portion of a membership charge that is deductible as a
charitable contribution under federal income tax laws.

o0 A donation that is deductible as a charitable contribution under
federal income tax laws.

0 Charges for an amenity.
e |t changes the events that are exempt from the tax to the following:
0 An event sponsored by an elementary or secondary school.

0 An event sponsored by a nonprofit that is exempt from income
tax if all of the following conditions are met: the entire
proceeds of the event are used exclusively for the entity's
nonprofit purpose; the entity does not compensate members or
individuals; the entity does not compensate any person for
participating in the event, performing in the event, placing in
the event, or producing the event.

o It repeals the following exemptions, thus subjecting the gross receipts
derived from an admission charge to that event to sales tax, effective
January 1, 2015:

o0 An agricultural fair.
o Up to two activities a year sponsored by a nonprofit.14
0 A State attraction.

(d)

Makes a conforming change to the exemption statute. This subsection
becomes effective January 1, 2015.

14 A subcommittee of the Revenue Laws Study Committee recommended that similar
events be taxed similarly, regardless of the entity providing the event. This policy decision
led to the repeal of these exemptions. The subcommittee also found that the exemptions
caused confusion re: what was a State attraction and what two events could be exempt.
This confusion should be eliminated by the repeal of these exemptions.
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(e) Clarifies that long-standing exemptions applicable to tangible personal
property sold by nonprofit entities do not apply to gross receipts derived
from an admission charge to an entertainment activity.

(fH Provides that the gross receipts derived from admission to a live event
purchased on or after January 1, 2015, will be taxable under the sales tax
statutes, regardless of the date of the initial sale of tickets. S.L. 2013-315
provided a transitional period. Under S.L. 2013-316, the gross receipts for
a live event where the initial sale of admission occurred on or before
January 1, 2014, are taxable under the old 3% gross receipts privilege tax
statutes.

EFFECTIVE DATE: Except as otherwise stated in the summary, the provisions in this
Part become effective January 1, 2015.

PART VI: SERVICE CONTRACTS

SUMMARY: Part VI of the Omnibus Tax Law Changes bill addresses sales tax issues
associated with the expansion of the sales tax base to include the sales price of a service
contract.

CURRENT LAW: S.L. 2013-316 expanded the sales tax base to include the sales price
of a service contract. A service contract is defined as a warranty agreement, a maintenance
agreement, a repair contract, or a similar agreement or contract by which the seller agrees
to maintain or repair tangible personal property. The act exempted from the tax items
exempt from sales tax, other than motor vehicles; network assets on utility owned lands
and on right-of-ways or easements; and items purchased by a professional motorsports
racing team for which the team may receive a sales tax refund. The act also exempted an
item used to maintain or repair tangible personal property pursuant to a service contract if
the purchaser of the contract is not charged for the item.

BILL ANALYSIS: This Part makes the following changes to the law applicable to the
sales tax on service contracts:

Subsection | Explanation

@) Changes the definition of a service contract to alleviate confusion about
who must provide the work under the service contract for the contract to
be taxable. In practice, service contracts are often sold by a seller on behalf
of the person obligated to provide the service. This subsection changes the
definition of a service contract to be a contract where the obligor under the
contract agrees to maintain or repair tangible personal property or a motor
vehicle.

(b) Clarifies in the sales tax imposition statute that the tax applies to the sales
price of or the gross receipts derived from a service contract.

(©) Creates a new statute to address the sales tax on service contracts:
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e Tt clarifies that the local sales tax revenue from a service contract are
sourced in accordance with the general sourcing principles of G.S.
105-164.4B.

e It defines a retailer as the obligor when the obligor sells the service
contract to the purchaser at retail. If the service contract is sold to the
purchaser by a facilitator, the facilitator is the retailer unless the facilitator
and the obligor have a contractual agreement that the obligor will be
liable for payment of the tax. In this instance, the facilitator must send
the retailer the tax due on the sales price of or the gross receipts derived
from the service contract within 10 days after the end of each calendar
month. A facilitator that does not send the retailer the sales tax due is
liable for the tax. A facilitator is defined as a person who contracts with
an obligor to market the service contract and accept payment for the
contract. These provisions are substantially the same as the provisions
that apply to a facilitator who accepts payment of sales tax on
accommodations.

e It moves the exemptions from G.S. 105-164.13 and places them in the
newly created statute.

e It adds an exemption for items subject to tax under Article 5F, the 1%
excise tax on mill machinery and other similar transactions.

e It clarifies that the tax does not apply to service contract for items sold
at retail that become part of real property unless the service contract is
sold at the same time as the item of tangible personal property covered
in the contract. The tax does not apply to security or similar monitoring
contracts for real property or to a renewal of a service contract where the
tangible personal property covered by the contract becomes part of or
affixed to real property prior to the effective date of the renewal.

e It requires a retailer to report the sales price of or gross receipts derived
from a service contract on an accrual basis, so that the receipts are
recognized when the transaction occurs rather than when payment is
received. Some service contracts are financed over time. This provision
clarifies that the sales tax is due at the time of the retail sale and not at
the time of the periodic payments.

(d)

Creates a new statute for refunds of sales tax paid on a rescinded sale or a
cancelled service. Historically, retailers have provided purchasers a refund
of the sales tax paid on tangible personal property that is returned to the
retailer for a refund. The retailer is allowed to reduce taxable receipts on
the subsequent sales tax return by the taxable amount of the refund for the
period in which the refund occurs or may request a refund of an
overpayment of tax. This section codifies this current practice.

The new statute creates a process to allow a purchaser of a service contract
a refund of the sales tax paid. The process is different for a service contract
because often the refund is provided by a person who was not the retailer
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that sold the service contract. This situation becomes more uncertain when
the service contract is for a motor vehicle. Under the bill, if the purchaser
receives a refund on any portion of the sales price of a service contract
purchased from the retailer who collected the sales tax on the retail sale,
then the general provisions applicable to rescinded sales apply. If the
purchaser receives a refund from anyone else and the amount refunded
does not include the sales tax paid on the refundable amount, then the
purchaser may apply directly to the Department of Revenue for a refund.
An application for a refund must be supported by documentation on the
taxable amount of the service contract refunded to the purchaser and it
must be filed within 30 days after the refund is received. A sales tax refund
filed after the due date is barred.

(e) Makes a conforming change.

()] Clarifies the exemption applicable to an item used to maintain or repair
tangible personal property pursuant to a service contract. The exemption
does not apply to an item used to maintain or repair mill machinery and
other items taxable under Article 5F, since the service contract applicable
to this tangible personal property is not subject to tax. The exemption does
not apply to a tool, equipment, or similar item of tangible personal
property used to complete the maintenance or repair unless the item
becomes a component or repair part of the item for which the service
contract is sold. For example, the exemption does not apply to the hammer
and screwdriver used to do the work under a service contract.

9) Clarifies that the gross receipts derived from a service contract for a motor
vehicle are not subject to the highway use tax.

(h) Conforming changes to the local sales tax statutes.

(i)

EFFECTIVE DATE: This Part becomes effective October 1, 2014, and applies to gross
receipts derived from a service contract sold at retail on or after that date.

PART VII: RETAILER-CONTRACTORS

SUMMARY: Part VII of this bill addresses the applicability of the sales tax laws to
retailer-contractors, such as the major home improvement stores, when they are engaged
in a performance contract rather than a retail sale. Specifically, a retailer-contractor
would be considered the consumer of the items or materials they furnish and install or
apply to real property to the extent the item becomes part of the real property. As the
consumer of those items, the retailer-contractor would be responsible for payment of the
tax rather than the customer. This provision becomes effective January 1, 2015.

CURRENT LAW: Under current law, retailers are required to collect and remit sales tax
on retail sales of tangible personal property. Under a performance contract, the contractor
agrees to furnish the necessary materials, labor, and expertise to accomplish the job; it is
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not a contract for the sale of specific items. Contractors are deemed to be the consumers or
end users of the tangible personal property they use in fulfilling performance contracts and
are liable for the tax. However, when a customer purchases an item from a home
improvement store and enters into a contract with the store for the installation of the item
in their home, it is not always clear whether that transaction is a retail sale plus installation
or a performance contract.

The statutes provide little guidance as to what the correct interpretation is. They do not
define "contractor" or "performance contract” or speak to when the installation of tangible
personal property constitutes a real property improvement. The definition of "sale" refers
to when title or possession is transferred. When a contractor permanently affixes an item
of tangible personal property to real estate, title and possession typically transfer upon
installation. However, once the item is permanently affixed to real property, general
principles of real estate law provide that the item is no longer tangible personal property
but has transformed into a real property fixture. Therefore, when a homeowner obtains title
or possession to the property, the property is real estate and, therefore, one could argue no
retail sale of tangible personal property has occurred. Adding further confusion to the mix,
North Carolina's definition of "retailer” includes the business of installing tangible personal
property regardless of whether it is permanently affixed to real property. This definition
suggests that all contractors are also retailers, which conflicts with other principles at play.

The Department has developed guidance on this issue through its technical bulletins, and
the tax treatment is ultimately determined by looking at a number of factors, such as
whether an item is sold with an installation agreement, the tenor of the agreement, if there
is one, whether an item is pre-fabricated, whether an item is built on-site, and whether a
specific quantity is stated in the agreement. Determining the tax consequences involves a
complex and fact-specific analysis. Over the years, the guidance has been inconsistent and,
at the very least, confusing. For example, the sale and installation the same item, such as
carpet, may have different tax treatment depending on who the seller is and how the
transaction is structured. Also, transactions that seem to be similar in nature, such as the
installation of countertops and cabinets, are treated differently as well.

For several years, the Department has sought clarification from the General Assembly on
this issue. The Revenue Laws Study Committee first studied it in 2012, with no
recommendation, and again in 2013 recommending this legislation.

BILL ANALYSIS: This Part provides that the general rate of tax applies to the sales price
of tangible personal property sold to a real property contractor when that property is used
by the contractor for the improvement, alteration, or repair of real property and the item
becomes part of the real property. The Part defines the term "retailer-contractor" as an
entity that acts as a retailer when it sells tangible personal property and as a real property
contractor when it performs real property contracts. The sales tax provisions applicable to
a real property contractor would apply to a retailer-contractor when it is acting as a real
property contractor. Retailer-contractors may continue to make tax-exempt purchases of
materials, as they do now, but would accrue and pay the tax once the items are withdrawn
from inventory and used in the performance of a real estate improvement contract. If the
retailer-contractor uses a subcontractor to perform the installation, then the subcontractor
would pay the tax on any items the subcontractor purchases in fulfilling the contract.
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However, in accordance with existing use tax principles, the retailer-contractor and the
subcontractor would be jointly and severally liable for the tax.

EFFECTIVE DATE: This Part becomes effective January 1, 2015, and applies to sales
on or after that date and contracts entered into on or after that date.

BACKGROUND: This issue drew particular attention in 2009 when newspaper reports
revealed a long-running dispute between Lowe's and the Department of Revenue on the
application of the law in this area. The report indicated that Lowe's was not collecting sales
tax when it sold and subsequently installed items such as cabinets, flooring, and
countertops. The Department's position is that these transactions are retail sales plus
installation and that Lowe's should be collecting sales tax on the purchases but not the
installation charges as long as those charges are separately stated on the customer's invoice.
Lowe's position is that these transactions are performance contracts and, therefore, they are
only required to pay the use tax because they are the user or consumer of that property and
that the cost is factored into the "contract price™ ultimately paid by the customer, but it is
not a separately stated cost.

PART VIII: OTHER SALES TAX CHANGES
SUMMARY: Part VIII makes various sales tax changes.

CURRENT LAW, BILL ANALYSIS, AND EFFECTIVE DATE:

Section | Explanation and Effective Date

8.1 This section moves the substance of the law imposing the State sales tax on
accommodations to a new statutory section for stylistic purposes. The only
substantive change provides that a private residence or cottage rented for fewer
than 15 days that is listed with a real estate broker or agent is subject to sales
tax and occupancy tax. Beginning in 1984, the Department of Revenue
interpreted the private residence exemption to apply only if the residence was
not listed with a real estate agent. A 1988 memo by an Associate Attorney
General supported this interpretation. In 2012, the Department changed its
interpretation and issued an Important Notice indicating that the sales tax
exemption applied to a private residence rented for fewer than 15 days
regardless of whether it was listed with a real estate agent.

The current law states that "The tax does not apply to a private residence or
cottage that is rented for fewer than 15 days in a calendar year...", but it goes
on to state that "A person who, by written contract, agrees to be the rental
agent for the provider of an accommodation is considered a retailer under this
Article and is liable for the tax." The Department has requested that language
be added to the statute that is consistent with its pre-2012 interpretation.

This change would impact the application of occupancy tax as well because
G.S. 155A-155 and 160A-215 provide that "the room occupancy tax applies
to the same gross receipts as the State sales tax on accommodations and is
calculated in the same manner as that tax."”
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This section would become effective June 1, 2014, and apply to private
residences occupied as a transient accommodation on or after that date even if
the accommodation was reserved or paid for prior to the effective date.

8.2 This section disallows a sales tax refund for sales tax paid on video
programming and piped natural gas. Historically, the State sales tax
refunds allowed to nonprofits and local governments has not applied to
sales tax paid on utilities. Prior to 1995, when piped natural gas was
subject to sales tax, piped natural gas was included in the list of utilities
for which a sales tax refund was not allowed. Last session, when the
General Assembly made the policy decision to return piped natural gas
to the sales tax base, this conforming change was not considered or
made. Likewise, when the General Assembly made the policy decision
to begin taxing video programming as a utility, a conforming change to
the refund statutes was not considered or made. This section treats
utilities that are taxed by the State at the combined general rate the
same.

This section became effective July 1, 2014, and applies to purchases occurring
on or after that date.

8.3 Subsection (a) repeals the sales tax exemption for sales from vending
machines of one cent per sale. The provision is obsolete.

S.L. 2013-316 removed the sales tax exemption applicable to newspapers sold
by street vendors, newspaper carriers, and vending machines. The intent was
to tax all newspapers at the State and local sales tax rate. However, G.S.
105-164.13(50) exempts 50% of the sales price of items sold through a
coin-operated vending machine from sales tax.

To maintain the intent of the 2013 tax law change, subsection (b) provides that
the sales tax exemption applicable to 50% of the sales price of items sold
through a vending machine does not apply to newspapers. The law currently
excludes tobacco products sold through vending machines from this 50%
exemption.

This section became effective October 1, 2014, and applies to sales made on
or after that date.

PART IX: EXCISE TAX CHANGES

SUMMARY: Part IX makes various changes to the excise tax statutes, as requested by
the Excise Tax Division of the Department of Revenue.

CURRENT LAW, BILL ANALYSIS, AND EFFECTIVE DATE:

Section | Explanation Effective Date

9.1 Subsection (c) of this section applies to the excise tax on | When it
alcohol. It would allow a wholesaler or importer of malt | becomes law
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beverages and wine to provide security to the Secretary in the
form of a letter of credit as an alternative to a bond. This form
of security is consistent with what is currently allowed under
the excise tax statutes for motor fuels and tobacco products.
This subsection also removes the option of a taxpayer
providing security in the form of a bond based upon
obligations of a governmental unit. This option has not been
used in recent memory and is not a form of collateral allowed
in other tax schedules. In the few instances where it has been
used, the Department's experience has shown that the bonds
are often rolled over into a personal CD when the bond
matures rather than another governmental bond. Subsections
(@) and (b) of this section modernize the statutes and clarify
that the letter of credit must be issued by a bank acceptable
to the Secretary and available to the State as a beneficiary.

9.2 This section would allow a wholesale dealer or retail
dealer of other tobacco products to provide the
Department a manufacturer's tax affidavit in lieu of a
notarized tax affidavit as supporting documentation for
a tax refund. A dealer that has stale or unsalable
tobacco products upon which the tax has been paid is
allowed a refund of that amount. The majority of states
allow a dealer to use manufacturer tax affidavits as
supporting documentation. The allowance of a written
certification from the manufacturer signed under
perjury of law does not lessen the accountability of the
taxpayer and it expedites the administration of the
refund. The change in the statute has been requested by
taxpayers.15

9.3 This section amends the tax secrecy provisions as | When it
follows: becomes law

e To allow the Department to furnish a data
clearinghouse the information required to be
released in accordance with the State's agreement
under the December 2012 Term Sheet Settlement,
as finalized by the State in the NPM Adjustment
Settlement Agreement, concerning annual tobacco
product sales by a nonparticipating manufacturer.

e To allow the Department to share information with
a person who provides a surety bond or irrevocable
letter of credit on behalf of a taxpayer if the

15°U.S. Smokeless Tobacco Brands operates a secure website that allows distributors to
access affidavits and credit memos for their returns. Each affidavit includes an accurate list
of product eligible for return in a state along with an electronically signed statement.
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information is necessary for the Department to
collect on the bond or letter of credit in the event the
taxpayer does not comply with the tax laws.

9.4

This section allows the Secretary of Revenue to delegate the
authority to hold hearings. Under administrative practice, this
authority has been delegated to a staff attorney.

When it
becomes law

9.5

This section clarifies that the tax on motor carriers applies to
both intrastate motor carriers and to interstate motor carriers.
It also updates the reference to the International Fuel Tax
Agreement from June 1, 2010, to July 1, 2013. The update in
the reference does not make any substantive changes to the
tax laws concerning motor carriers.

When it
becomes law

9.6
9.10

Section 9.6 clarifies that local sales tax is due on motor fuel
for which a refund of the per gallon excise tax is allowed.
Under current law, the State sales tax is deducted from any
amount of excise tax refunded. This section clarifies that the
local sales tax revenue is also deducted from any amount of
excise tax refunded.

Section 9.10 clarifies the amount of local sales tax to bhe
deducted from a refund of excise tax paid.

When it
becomes law

9.7

This section imposes the excise tax on B100 biodiesel fuel,
thus taxing all biodiesel fuel the same. B100 is not subject to
federal excise tax, and as such was not subject to the State
excise tax under the prior law. B99.9 is subject to the State
excise tax since it is a blended product. B100 is most
commonly used as a motor fuel.

This section became effective October 1, 2014.

October 1,
2014

9.8

This section allows the Secretary to waive or reduce civil
penalties imposed under the motor fuel tax statutes under the
Department's penalty waiver policy used for other tax
schedules. Under prior law, a person assessed a civil penalty
under the motor fuel tax laws had to pay the penalty at the
time it was assessed and file a request for a Departmental
review of the penalty. Under the change made by this section,
the penalty is not automatically payable upon assessment.
The administrative process for waiving or reducing the
penalty is made much more simple and less time consuming.
Although a taxpayer must go through the review process for
the waiver or reduction of a penalty, the guidelines used to
make the decision are the same guidelines currently applied
through the penalty waiver policy.

When it
becomes law
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9.9

This section clarifies that a shipping document required by | October 1,
the vessel transporting motor fuel is intended to provide | 2014
permanent information. Under current law, if the document
is issued by a refiner or a terminal operator, the document
must be machine printed. That requirement does not apply
for a tank wagon importer. A tank wagon importer is a person
who imports motor fuel from a terminal or bulk plant in
another state and transports the fuel only by means of a tank
wagon. A tank wagon is a truck designed to carry at least
1,000 gallons of motor fuel but is not a transport truck. Motor
fuel investigators have found shipping documents to be notes
contained on a "grease board" or chalk board or other type of
device that can be erased.

This section became effective October 1, 2014.

9.10

Removes obsolete references to the privilege tax.

EFFECTIVE DATE: Except as otherwise provided, this Part became effective when it
became law on May 29, 2014.

PART X: TAX LAW COMPLIANCE CHANGES

SUMMARY: Part X of S.L. 2014-3, requires filing all State tax returns and paying all
State taxes to receive and hold an ABC permit. Part X also authorizes the Department of
Revenue to use $500,000 (currently, $150,000) from the collection assistance fee account
to contract for taxpayer locater services. However, Part XXV1 of Senate Bill 744, S.L.
2014-100, reduced the authorization from $500,000 to $350,000.

CURRENT LAW: G.S. 18B-900 lists the following requirements to receive and hold an
ABC permit:

Be at least 21 years old (19 years old for managers selling only beer and wine).
Be a NC resident unless the out-of-state person is not responsible for operations.
Not have been convicted of a felony within 3 years or had citizenship restored.
Not have been convicted of an alcoholic beverage offense within 2 years.

Not have been convicted of a misdemeanor controlled substance offense within
2 years.

Not have had an ABC permit revoked within 3 years except failures to pay
registration fee.

Not have an unsatisfied judgment for injury caused by sales to underage
persons.

The requirements under G.S. 18B-900 apply to each of the following persons:
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e Owner of a sole proprietorship.

e Managers for a corporation.

e Members of a general partnership.

e General partners in a limited partnership.

e Managers and any members with 25% interest in a limited liability company.
e Each officer, director, and owner of 25% of a corporation.

G.S. 18C-141 prohibits the Director of the North Carolina State Lottery Commission from
recommending lottery game retailers to the Commission who are not current in filing all
State tax returns and paying all State taxes.

G.S. 105-230 suspends the charter of any corporation or a limited liability company that
fails to file any tax return or pay any tax. Any act performed or attempted to be performed
during the period of suspension is invalid and of no effect unless the charter is reinstated
after filing and paying all taxes.

G.S. 105-243.1 imposes a 20% collection assistance fee on overdue tax debts after 90
days.® The collection assistance fee is credited to a special account and must be applied to
the costs of collecting overdue tax debts.

BILL ANALYSIS:

Part X — Section 10.1.(a):  This section adds a new requirement to G.S. 18B-900 that
ABC permit applicants file and pay all State taxes. State taxes must be collectable and
finally determined to be due for the tax to block an ABC application.

Procedurally, the ABC Commission will request the Department of Revenue check the
State tax compliance status of persons. If the Department of Revenue reports to the ABC
Commission that a person is not in State tax compliance, then the person cannot receive an
ABC permit until the Department of Revenue reports to the ABC Commission that the
person is in compliance. Taxpayers who enter into an installment payment agreement with
the Department of Revenue are considered in compliance as long as the agreement is in
force.

The requirement of State tax compliance operates like all ABC permit requirements under
G.S. 18B-900 — applying to all persons listed in G.S. 18B-900(c) and applying continually
to hold a permit. Four types of ABC permits may still be issued without State tax
compliance: special occasion permit under G.S. 18B-1001(8), limited special occasion
permit under G.S.18B-1001(9), special one-time permit under G.S. 18B-1002, and
salesman permit under G.S. 18B-1111.

16 The Department of Revenue may not mail the collection assistance fee notice earlier than
60 days after the tax debt becomes collectible under G.S. 105-241.22. A collection
assistance fee is imposed on an overdue tax debt that remains unpaid 30 days or more after
the fee notice is mailed to the taxpayer.
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Part X — Section 10.1.(b):  The Administrative Procedure Act (Chapter 150B) does not
apply to the ABC Commission's actions when determining State tax compliance and
refusing to issue ABC permits.

Part X — Section 10.1.(c):  The exchange of confidential taxpayer information between
the Department of Revenue and the ABC Commission is authorized.

Part X — Section 10.1.(d):  This section authorizes the Department of Revenue to spend
$500,000 annually on taxpayer locater services. The current authorization is $150,000. The
source of the funds is the collection assistance fee imposed on overdue tax debts.

However, Part XXVI of Senate Bill 744, S.L. 2014-100, reduced the authorization from
$500,000 to $350,000.

BACKGROUND:

Sections 10.1(a-c):  The session law closely follows the statute (G.S. 18C-141) requiring
lottery retailers to file and pay all State taxes. The ABC Commission and the NC
Department of Revenue plan to check the State tax compliance of all new and renewing
ABC permits starting May 1, 2015.

Section 10.1(d): The collection assistance fee provides funds to pay for the costs of
collecting overdue tax debts which have included personnel at the Department of Revenue
that collect taxes, locator services, and infrastructure projects. When attempting to collect
overdue taxes, the Department of Revenue uses locator services through contracts with
private data services to identify current addresses for taxpayers.

EFFECTIVE DATE: Sections 10(a-c) requiring tax compliance for ABC permits will be
effective May 1, 2015. Section 10.1(d) increasing funding for locator services became
effective May 29, 2014 when the section became law.

PART Xl: PROPERTY TAX CHANGES

SUMMARY: Part XI provides for the central assessment of mobile telecommunications
property.

CURRENT LAW & ANALYSIS: Under current law, the property is locally
assessed by each county. The valuation of this property has become increasingly
complex due largely to the rapidly changing technology in the industry and to the
frequent acquisitions and mergers of wireless carriers. Central assessment by the
Department would simplify the listing process for the industry and ensure
uniformity of assessment among the counties. The intent is to shift the
responsibility for conducting the valuations of this particular kind of property from
the individual counties to the Department of Revenue without creating any
"winners" or "losers"” in terms of the values allocated to the counties. The change
is supported by the mobile telecommunications industry, the Department of
Revenue, and local governments.

The central assessment would apply to all of the tangible personal property of a mobile
telecommunications company and would also include the cellular towers owned by such
companies as well as the cellular towers owned by “tower aggregators.” Real property
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owned or leased by a mobile telecommunications company or tower aggregator would
continue to be assessed locally in each county. This section would become effective for
taxable years beginning on and after July 1, 2015.

After the passage of H1050, the interested parties sought a clarifying change to this Part of
the act. Under S.L. 2014-3, the allocation of the value among the counties in which the
property is located is based only on original cost. Using original cost will have the effect
of overinflating the value allocated to a particular county and decreasing the value allocated
to other counties. A provision was added to the Revenue Laws Technical, Clarifying, and
Administrative Changes bill (SB 763 and H1224) that would have provided that once the
Department determines the value of the property, it will be allocated among the counties
based on where the property is located, but neither of those bills passed. This clarifying
change will likely be sought during the 2015 Session.

PART XlI: PRIVILEGE LICENSE TAX CHANGES

SUMMARY: Part XI1 of S.L. 2014-3 maintains the local privilege tax authority for one
more year with two modifications: a city may not increase the tax on any business during
that year, and it may not tax a business physically located outside the city's limits.
Beginning July 1, 2015, both the city and county authority to levy a privilege license tax
is repealed. This includes their authority to levy a privilege tax on low-level radioactive
and hazardous waste facilities.

CURRENT LAW: Under current law, a city has the authority to levy a privilege tax on
all trades, occupations, professions, businesses, and franchises carried on within the city,
subject to certain limitations. These limitations range from outright prohibitions on certain
businesses and professions to a cap on the amount of tax for other types of businesses. For
example, cities are currently prohibited from levying a privilege license tax on certain
professionals who are taxed at the State level, such as attorneys, physicians, engineers, real
estate brokers, and home inspectors. Cities are also prohibited from taxing banks, private
protective services, burglar alarm dealers, household appliance dealers, and office
equipment dealers. Approximately 64 types of businesses are subject to a cap on the
amount of tax that a city may impose. Examples of businesses whose rate is capped include:
amusements, $25; collection agencies, $50; peddlers of farm products, $25; contractors,
$10; restaurants, $42.50; barbershops & beauty parlors, $2.50 per person employed;
firearms dealers, $50; auto dealers, $25.

Other than these specifically named prohibitions and caps, there is no statutory restriction
on the amount of tax that may be charged. It may be in the form of a flat tax or a tax
measured by gross receipts. Over 300 cities levy a privilege tax generating $62.2 million.
It produces significant revenue for about seven cities: Charlotte, Raleigh, Greensboro,
Durham, High Point, Lumberton, and Hickory.

Cities and counties may tax businesses that do not have a permanent physical location in
the taxing jurisdiction as long as the business has a legally significant economic nexus with
the city. Most businesses that fall into this category are service providers that provide
services on a customer's property. This would include businesses like landscapers,
plumbers, electricians, home inspectors, and appraisers. To the extent a business sends
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employees into a taxing jurisdiction to perform service or repair work, to deliver goods on
a regular basis, to take orders for goods, or to receive payments, it is conducting business
in that city and may be subject to the city's privilege tax.

Cities and counties also have authority under a separate statute to impose a privilege license
tax on hazardous waste facilities or low-level radioactive waste facilities that are located
within their limits. The rate is based on the additional costs incurred by the city or county
from having such a facility in its jurisdiction to the extent compensation for the costs is not
otherwise provided. These costs may include the loss of property tax revenues from the
property on which the facility is located, the cost of providing additional emergency
services, and the cost of monitoring air, surface water, groundwater, and other
environmental media. There are approximately 42 of these facilities located inside city
limits.

BILL ANALYSIS: Part XII of S.L. 2014-3 does three things:

e |t reenacts G.S. 160A-211(a), the subsection that authorizes cities to levy a
privilege license tax, which was inadvertently repealed by virtue of a drafting
error in Section 58(b) of S.L. 2013-414. The reenactment is effective when it
becomes law.

e It modifies the current authority in the following two ways:

0 For purposes of the 2014-2015 fiscal year, it limits a city's authority to
tax only those businesses that are physically located within the city's
limits. A business is not physically located within a city if its only
presence in that city is through the performance of services or through
the dispatch of employees to perform work, deliver goods, collect
payments, or take orders. The intent of this provision is to tax only those
businesses that have a physical location in the city, such as an office, a
headquarters, a storefront, or other location from which the business
directs and conducts its operations, or from which it holds itself out to
the public as the place where the business is located.

o It limits a city to the same privilege license tax schedule that was in
place for the 2013-2014 fiscal year, meaning that a city may not increase
any tax rate or tax amount for the 2014-2015 fiscal year; if a city did not
have a privilege license tax in 2013-2014, it may not levy one in
2014-2015.

e Beginning July 1, 2015, both the county and city authority to levy a local
privilege license tax are repealed. This includes the authority to levy a privilege
tax on low-level radioactive and hazardous waste facilities. The city privilege
tax generates a cumulative total of approximately $62 million; the county
privilege tax, levied in only 37 counties, generates a total of less than $500,000.
For many cities, the loss of revenue from the repeal of the current tax structure
is overcome by the revenue it receives in local sales tax revenue from an
expansion of the sales tax base under S.L. 2013-316'7 and from the greater

17 Approximately $10.9 million.
- 108 -



collection of sales tax applicable to online purchases from the agreement of
Amazon to collect and remit sales tax on purchases made through Amazon.*®

PART XIII: LICENSE PLATE AGENT COMPENSATION

SUMMARY: Part X111 of S.L. 2014-3 sets the LPA transaction rate for the collection of
property tax under the Tax & Tag Together program at the transitional rate of $1.06,
clarifies the increased rate applies to all transactions where an LPA collects property tax
as of July 1, 2014, and allows the retroactive portion of the fee increase to be paid out
over a three month time period.

CURRENT LAW: The Division of Motor Vehicles (DMV) is required to ensure, as far
as practicable and possible, that registration and registration renewals for motor vehicles
may be issued through license plate agents (LPAS) located in every community across the
State. DMV enters into commission contracts with individuals to perform this service. The
local tag agents are compensated on a per transaction basis. The standard rate for a
transaction is $1.43. Unless otherwise provided, the performance of one or more
transactions at the same time is considered a single transaction for purposes of
compensation. Certain transactions are always considered separate transactions and
allowed a different rate of compensation. The collection the highway use tax is considered
a separate transaction and compensated at $1.27.

In September 2013, the State began implantation of a combined system for motor vehicle
registration renewal and property tax collection. Under the new Tax & Tag Together
program, the motor vehicle owner will receive one bill, and make one payment for both
property taxes and vehicle registration renewal. The Tax & Tag Together program also
provides for the issuance of a temporary registration plate if property taxes are not paid
with the issuance of a new plate. A person may be issued a limited registration "T" sticker
for the temporary registration plate.

S.L. 2013-372 provided increased compensation for LPAs new duties required under the
Tax & Tag Together program. The collection of property taxes and the issuance of a "T"
sticker" are recognized as separate transactions for the purpose of compensation. The
transaction rate for the issuance of a "T" sticker was set at $1.27, effective July 1, 2013.
The transaction rate for collecting property tax with registration renewals for the
transitional period of the first six months of the Tax & Tag Together program was set at
$1.06. The transaction rate after the first six months for both new registration and renewals
was set at $0.71.

BILL ANALYSIS: Part XIIl of S.L. 2014-3 sets the LPA transaction rate for the collection
of property tax under the Tax & Tag Together program at the transitional rate of $1.06.
The transitional rate will apply to the collection of property taxes with registration renewals
for the entire 2013 fiscal year. The draft also clarifies the increased rate applies to all
transactions where an LPA collects property tax, effective July 1, 2014, therefore, setting
the transitional rate of $1.06 per transaction to all collections of property tax by LPAs for
the 2014 fiscal year and thereafter.

18 Approximately $2.9 million.
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Below is a chart that shows the recent changes in the compensation to LPAsS, as well as the
proposed increase:

Transaction fee to LPAs for collection of:
Property tax with Property tax with new | Property tax with
renewal registration new registration
and renewals
July 2013 | March | July 2013 March July 2014 and
— March 2014 — — March 2014 — thereafter
2014 July 2014 2014 July 2014
Prior to $0.48 $0.48 $0.48 $0.48 $0.48
2013-372
2013-372 $1.06 $0.71 $0.71 $0.71 $0.71
2014-3 No $1.06 No No $1.06
change change change

The fee for property tax collection by LPAs for renewals that expire on or after March 1,
2014, was scheduled to decrease to $0.71. Part X111 of S.L. 2014-3 extended the transitional
rate of $1.06 for the collection of property tax with registration renewals that expire on or
after June 30, 2014. This Part directs DMV to calculate the difference in the payments
made under the prior law and the act by September 1, 2014. The difference in the two rates
will be paid to LPAs by deducting the appropriate amount of the property tax revenues
remitted to the counties. The payment to the LPAs and the corresponding reduction in the
payments to the counties would be made in equal amounts over a three month period.

This Part also clarifies the increased fee for property tax collection applies to all
transactions where a LPA collects property taxes, effective July 1, 2014.

DMV receives compensation from the counties for the duties it performs under the Tax &
Tag Together program. A conforming change made in S.L. 2013-372 has been interpreted
to provide DMV with an increase in the fee it receives for the collection of property tax to
mirror the amount paid to LPAs. This Part maintains the increase in the fee to $0.71 for
DMV provided in S.L. 2013-372, but does not provide DMV with the increase provided to
LPAs. The fee provided to DMV will be the amount set in the Memorandum of
Understanding (MOU) signed by the Department of Revenue and the Division of Motor
Vehicles. Future MOUs can amend the transaction fee paid to DMV, but the fee cannot
exceed the per transaction fee allowed for LPAs.

EFFECTIVE DATE: The portion of this Part related to the fee for registration renewals
is effective March 1, 2014. The remainder of this Part is effective July 1, 2014.

PART XIV: TECHNICAL, CLARIFYING, AND ADMINISTRATIVE CHANGES
SUMMARY: Part XIV makes clarifying, conforming, and administrative changes to the
various tax laws. Unless otherwise stated, this Part would become effective when it

becomes law.

CURRENT LAW, BILL ANALYSIS, AND EFFECTIVE DATE:
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Section

Explanation and Effective Date

141

This section corrects a cross reference.

14.2

This section replaces two outdated references with respect to qualifying for
the major recycling facility tax credits. First, it replaces the term "enterprise
tier one area” with the term "development tier one area.” The current statute
requires that, at the time the owner begins construction, the facility be
located in an enterprise tier one area. The term "enterprise tier one area”
was part of the Bill Lee tax credits, which expired in 2007. The current
equivalent term, originating with the enactment of the Article 3J tax credits,
is "development tier one area.” A development tier one area is a county
whose annual ranking is one of the 40 highest in the State.

Second, it deletes the wage standard requirement to be consistent with the
current law as it applies to a tier one area. In 2002, the General Assembly
eliminated the wage standard for enterprise tier one and two areas®® but a
conforming change was not made to this statute. At the time, there was only
one taxpayer that qualified for the credit, and the wage standard was only
required to be met at the time construction began on the facility, which had
already occurred. However, to the extent there may be taxpayers who
qualify for this credit, which is only available in a tier one area, in the future,
the statute should be amended to reflect the fact that the wage standard is
no longer a requirement in a tier one area.

14.3

This section inserts a word that was inadvertently omitted.

14.4(a)

This section deletes the definition of "Dependent” because the term is not
required after the changes made by House Bill 998, S.L. 2013-316.

14.4(b)
&14.5

This section updates the terminology used in the statutes authorizing
withholding of income tax from wages. After House Bill 998, S.L.
2013-316, "exemptions" are not part of the computation of estimated tax to
withhold from wages. Instead, the Department of Revenue uses the term
"allowances."

14.6

This section deletes a statutory formula used to calculate the amount of
estimated tax to withhold from pension payments where the recipient fails
to file a withholding tax form. After House Bill 998, S.L. 2013-316, the
statutory formula no longer approximates recipient's tax liability.
Recipients who do not complete the tax form to calculate withholding from
pension payments will be treated the same as employees who do not
complete the tax form.

14.7

This section makes technical changes to sales tax definitions. It deletes the
word "retail” within the definition of "net taxable sales" because the term is
already included by virtue of the definition of the term "gross sales." It also

1¥°5L. 2002-172.
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deletes the word “the™ in the definition of "retailer" because "engaged in
business” is the proper defined term.

14.8

This section makes various technical changes to the sales tax imposition
statute.

14.9

This section clarifies that a facilitator who is liable for tax?® must obtain a
certificate of registration like other retailers. A facilitator is a person, other
than a real estate agent, who contracts with a provider of an accommodation
to market the accommodation and who accepts payment from the consumer
for the accommodation. An example of a facilitator would be an online
travel company like Expedia, Orbitz, or Priceline.

14.10

This section provides for the applicable due date for a sales tax payment if
the due date falls on a weekend or holiday or on a day that the Federal
Reserve Bank is closed, which prohibits a person from making a payment
by ACH?! Debit or Credit.

These provisions are currently contained in an informational document on
the Department's website, but there is not a specific statute, other than one
that applies only to payment of property taxes.??

14.11

This section changes from March 1 to March 15 the annual due date for the
captive insurance tax return. S.L. 2013-116 provided that the annual report
due date for some captive insurance companies is March 1 and, for others,
such as a pure captive, it is March 15. The tax returns for all captives are
due March 1. This year, the pure captive insurance companies filed
premium tax returns by the March 1 due date and attached to the return
copies of pages from their annual reports in support of the premium
information marked "draft" since the tax return was due before the financial
statement. This issue would be eliminated by changing the due date for all
premium tax returns to March 15.

14.12

This section makes one technical change and one substantive change. The
technical change corrects a statutory reference. The substantive change
would add a new criminal offense to the list of offenses for which the
Secretary of Revenue may appoint employees of the Criminal
Investigations Division to serve as revenue law enforcement officers. The
new offense, which was created by the General Assembly in 2013, is for the

20 Under G.S. 105-164.4(a)(3), a facilitator must send the retailer the portion of the sales
price that the facilitator owes the retailer plus the tax due once the accommodation rental
marketed by the facilitator is completed. A facilitator that does not send the retailer the tax
due on the sales price is liable for the amount of tax the facilitator failed to send.
2L Automated Clearing House Debit is a method of payment that enables companies to
electronically withdraw funds from bank accounts using bank routing numbers and
individual account number.

22 G.S. 105-395.1.

-112 -




possession, transfer, or use of an automated sales suppression device,
informally known as "tax zapper software."

14.13

This section provides the Department of Revenue with guidance on
how to treat amended returns filed under two repealed taxes.
Subsections (a) and (b) provide guidance for amended returns filed
under the franchise tax on electricity. Subsections (c) and (d) provide
guidance for amended returns filed under the excise tax on piped
natural gas. Subsections (e) and (f) clarify that only cities that
received a distribution under the repealed franchise tax and excise
tax will receive distributions from the new sales tax on electricity and
piped natural gas.

The Tax Reduction Act, S.L.2013-316, included electricity and piped
natural gas in the State sales tax base while repealing the utility
franchise tax on electricity and the excise tax on piped natural gas. A
portion of both of the repealed taxes was shared with the cities. The
Tax Reduction Act replaced the tax-sharing revenue under the
repealed taxes with a distribution of part of the sales tax on electricity
and piped natural gas. The amount distributed to each city under the
sales tax is based on the distribution under the repealed taxes the last
year those taxes were in effect.

Utilities are allowed to file amended returns on the repealed taxes for
up to three years. Amended returns filed on the repealed taxes can
change both distributions under the repealed taxes and the amount
to be distributed to cities under the new sales tax on electricity and
piped natural gas. These sections provide guidance to the
Department on how to treat amended returns that change past and
future distributions. First, it provides that any additional funds
needed for increases to past distributions under the repealed taxes
can be drawn from the sales tax revenue. Second, it creates a date
certain for the future distributions to be determined. The
Department of Revenue will set the distributions for each fiscal year
by September 15 using amended returns processed by the
Department prior to July 31 of that year.

14.14

Property that is appraised at its present use value may remain in the program
if the property is under an enforceable conservation easement that would
qualify for the conservation easement tax credit. S.L. 2013-316 repealed the
conservation easement tax credit for taxable years beginning on or after
January 1, 2014. The repeal of the tax credit was not intended to effect
property in the present use value program. This section puts the applicable
provisions that were provided in the tax credit statutes in Chapter 113A and
makes the necessary conforming changes in other statutes.

14.15

This section deletes an inconsistent effective date for the repeal of
G.S. 105-159.2 which formerly allowed a taxpayer to checkoff a donation
to the North Carolina Public Campaign Fund. Section 38.1.(f) of S.L.
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2013-381 repealed G.S. 105-159.2 effective July 1, 2013. This section
makes the effective date of a duplicative repeal in Section 21.1.(c) of S.L.
2013 360 effective at the same time.

14.16

This section updates from January 2, 2013, to December 31, 2013,
the reference to the Internal Revenue Code. This change keeps the
statute up to date, but does not result in any substantive changes
because there have not been any federal tax law changes since
January 2, 2013, that impact the calculation of North Carolina
taxable income.

14.17

This section changes the name of the document filed by the
Secretary of Revenue to release an erroneous tax lien. Currently, the
Department of Revenue files a “certificate of release” that credit
reporting agencies treat as a negative item on a credit report. The
renamed document, “certificate of withdrawal,” is expected to
cancel the original tax lien without impacting the taxpayer’s credit
report. This section is effective when it becomes law.

14.18

S.L. 2013-157 made a number of changes to North Carolina's Limited
Liability Company Act. Among the changes was a new defined term
of "company official” defined as: "Any person exercising any
management authority over the limited liability company whether
the person is a manager or referred to as a manager, director, or
officer or given any other title." This section incorporates the new
term into the responsible person statute, which provides for personal
liability when certain taxes are not paid.

The section also removes the limitation on the type of withholding
taxes that can be collected from a responsible person. Current law
allows the Department of Revenue to hold business operators liable
for income tax withheld on employee wages. This section eliminates
the requirement that the withholding be for employee wages. For
example, withholding on independent contractors could now be
collected from responsible persons. This section is effective when it
becomes law.

14.19

This section updates a statutory reference.

14.20

S.L. 2013-316 repealed the individual income tax credit for property taxes
paid on farm machinery. This section removes references to the tax credit
that are no longer needed in the property tax statutes.

14.21

This section makes a technical correction by adding (32a) to the list
of exempt inventories for which a person need not provide a report
under G.S. 105-315 and makes stylistic changes to update the statute.

14.22

This section repeals an obsolete subsection. G.S. 105-537(d) provides that
a county may not levy the one-quarter cent sales and use tax under Article
46 if it also levies the land transfer tax under Article 60. Article 60 was
repealed by S.L. 2011-18.
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14.23 This section corrects a Session Law reference in last year's Revenue Laws
Technical changes act with respect to a local occupancy tax act.
14.24 This section creates a new limited registration plate for vehicles that

are registered after the prior registration on the vehicle has expired.
Current law provides for a limited registration plate for an initial
registration, but there is not a similar provision for registration
renewals. This section is designed to solve two customer service
problems, one involving military service members, and the second
involving appeals for vehicle valuations where the customer has not
been given an opportunity to appeal the valuation.

There are instances where an individual can choose not to renew the
registration on a vehicle for a year or longer. As long as the vehicle is
not being driven, this is allowed under the law. When the vehicle will
be operated again, the owner must renew the vehicle registration.
Under Tax & Tag Together, when the individual renews the
registration, property taxes on the vehicle for the upcoming tax year
are due at the time of renewal.

Military service members — The federal Service Members Civil Relief
Act provides that personal property (including vehicles) of service
members is not subject to personal property taxes simply due to the
fact that the member is serving in the state.

Active duty service members often do not renew vehicle registrations
when the member is deployed overseas. Under Tax & Tag Together,
when a service member returns from deployment and seeks to renew
a vehicle registration, the system will not allow the vehicle to be
registered without payment of the property tax, even if the service
member does not owe the tax.

Valuation appeals — Under current law, individuals may appeal the
valuation assigned to a motor vehicle for property tax purposes.
Taxpayers are given notice of the valuation of the vehicle and the
right to appeal on the combined property tax notice. The combined
notice is sent 60 days prior when the taxes are due. However, if an
individual has allowed the registration to lapse more than a year, the
individual would not have received a bill and would not have received
notice of the tax value for the upcoming property tax year. Under the
current system, the taxpayer will not be able to renew the vehicle
registration without paying the tax for which the taxpayer did not
have the opportunity to appeal.

This section allows a temporary limited registration plate to be
issued in both of these circumstances. Once the limited registration
plate is issued, the taxpayer would have 60 days to remedy the tax
issue. Once the tax issue has been resolved, the taxpayer could apply
for a permanent tag.
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14.25 This section sets the rate of tax on low street value drugs sold by
weight at $50.00 per gram.

14.26 This section corrects a statutory reference.

14.27 This section makes a conforming change to the ticket scalping statute
to related to the admissions changes.

14.28 This section makes technical changes to the reciprocity statute.

PART XV: VAPOR PRODUCTS AND
PROHIBIT USE OF VAPOR PRODUCTS IN JAILS

SUMMARY: Part XV of S.L. 2014-3 imposes an excise tax of 5¢ per milliliter on vapor
products, and prohibits the use of vapor products in State correctional facilities. Part XV
of S.L. 2014-3 prohibited the use of vapor products in local confinement facilities.
However, section 23 of S.L. 2014-115 repealed the prohibition of the use of vapor
products in local confinement facilities and authorized local confinement facilities to
provide vapor products and FDA-approved tobacco cessation products to inmates in
those facilities.

CURRENT LAW: Under G.S. 105-113.5 cigarettes are taxed at 45¢ per pack. Other
tobacco products (OTP), including pipe tobacco and roll-your-own tobacco is taxed under
G.S. 105-113.35 at 12.8% of the cost of the product. The tax on cigarettes is paid by the
distributor of the product. The tax on OTP products is payable by the wholesale dealer or
retail dealer who first acquires or otherwise handles the product.

An electronic cigarette is a handheld device that produces vapor from a liquid. The liquid
is generally heated to produce the vapor by a battery operated device. The liquid usually
contains nicotine and sometimes contains flavors. The amount of the nicotine in the liquid
can vary. Most electronic cigarettes are reusable. The liquid in the device can either be
replenished replacing the cartridge that holds the liquid, or by manually refilling the liquid
container.

In 2009, Congress enacted the Family Smoking Prevention and Tobacco Control Act,
which gave the US Food and Drug Administration (FDA) the authority to regulate new
tobacco products including e-cigarettes, nicotine gels, cigars, pipe tobacco, and dissolvable
nicotine products.

In April 2014, the FDA issued proposed rules to regulate e-cigarettes. The proposed rules
will be subject to 75 days of public comment. The proposed rules deem e-cigarettes a
"tobacco product” for the purpose of federal regulation. The rules further propose to subject
e-cigarettes to the following restrictions:

e Enforcement against adulterated or misbranded products.
e Ingredient disclosure and reporting of harmful components
e No modified risk descriptors (light cigarettes)

e No free samples
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e Premarket review
e Minimum age for purchase

G.S. 148-23.1 prohibits the use and possession of tobacco products anywhere on the
premises of a State correctional facility. Exemptions are provided for use and possession
for religious purposes consistent with the policies of the Department of Public Safety
(DPS), and also for possession by employees or visitors within the confines of a motor
vehicle located in a parking area if the tobacco product remains in the vehicle and the
vehicle is locked when the employee or visitor exits the vehicle.

G.S. 14-258.1 provides that it is a Class 1 misdemeanor to do either of the following:

e To knowingly give or sell tobacco products to an inmate on the premises of a
correctional facility or in the custody of a local confinement facility, or to a person
for delivery to an inmate.

e For an inmate in the custody of a local confinement facility to possess tobacco
products.

BILL ANALYSIS:

Excise tax: Section 15.1 of S.L. 2014-3 imposes an excise tax of 5¢ per milliliter of the
consumable product of vapor products. Vapor products are defined as noncombustible
products that use a heating element to produce vapor from nicotine in a solution. The
consumable product is the part of the vapor product that contains the nicotine liquid
solution. All invoices for vapor products must contain the amount of the consumable
product in milliliters.

Vapor products are considered a subset of the other tobacco products, therefore, the tax
would be administered as the tax on OTP. The tax must be paid the wholesale dealer or
retail dealer who first acquires or otherwise handles the product. The tax does not apply to
products sold outside the State, products sold to the federal government, or products
distributed without charge. Taxes are paid monthly. Each dealer must keep sufficient
records of vapor products transactions.

Wholesale dealers and retail dealers must obtain a license for each place of business that
handles tobacco products. The license fee for wholesale dealers is $25, and the license fee
for retail dealers is $10.

Taxpayers that file timely returns and payments of the taxes on OTP are allowed a discount
of 2% of the amount due. The discount does not apply to the tax on vapor products.

No vapor in prisons: Section 15.2(a) of S.L. 2014-3 prohibits the use of vapor products in
State correctional facilities. Exemptions are provided for use and possession for religious
purposes consistent with the policies of DPS, and for possession by employees or visitors
within the confines of a motor vehicle located in a parking area if the vapor product remains
in the vehicle and the vehicle is locked when the employee or visitor exits the vehicle.

Use of vapor products in local confinement facilities: Section 15.2(b) of S.L. 2014-3
created a Class 1 misdemeanor for an individual convicted of either of the following:
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e To knowingly give or sell vapor products to an inmate on the premises of a
correctional facility or in the custody of a local confinement facility, or to a person
for delivery to an inmate.

e For an inmate in the custody of a local confinement facility to possess vapor
products.

Section 23 of S.L. 2014-115 repealed the criminal offense for inmates of local confinement
facilities to possess vapor products and specifically authorizes local confinement facilities to
provide vapor products and FDA-approved tobacco cessation products to inmates.
EFFECTIVE DATE: The provisions related to imposing the excise tax on vapor products
are effective June 1, 2015. The provisions related to vapor products in State confinement
facilities are effective July 1, 2014. The provisions related to vapor products in local
confinement facilities are effective December 1, 2014.

ENERGY MODERNIZATION ACT.

Session Law Bill # Sponsor
S.L. 2014-4 SB 786 Sen. Rucho, Newton,
Brock

AN ACT TO (1) EXTEND THE DEADLINE FOR DEVELOPMENT
OF A MODERN REGULATORY PROGRAM FOR THE
MANAGEMENT OF OIL AND GAS EXPLORATION,
DEVELOPMENT, AND PRODUCTION IN THE STATE AND THE
USE OF HORIZONTAL DRILLING AND HYDRAULIC
FRACTURING TREATMENTS FOR THAT PURPOSE; (2) ENACT
OR MODIFY CERTAIN EXEMPTIONS FROM REQUIREMENTS
OF THE ADMINISTRATIVE PROCEDURE ACT APPLICABLE TO
RULES FOR THE MANAGEMENT OF OIL AND GAS
EXPLORATION, DEVELOPMENT, AND PRODUCTION IN THE
STATE AND THE USE OF HORIZONTAL DRILLING AND
HYDRAULIC FRACTURING TREATMENTS FOR THAT
PURPOSE; (3) AUTHORIZE ISSUANCE OF PERMITS FOR OIL
AND GAS EXPLORATION, DEVELOPMENT, AND PRODUCTION
ACTIVITIES SIXTY DAYS AFTER APPLICABLE RULES BECOME
EFFECTIVE; (4) CREATE THE NORTH CAROLINA OIL AND GAS
COMMISSION AND RECONSTITUTE THE NORTH CAROLINA
MINING COMMISSION; (5 AMEND MISCELLANEOUS
STATUTES GOVERNING OIL AND GAS EXPLORATION,
DEVELOPMENT, AND PRODUCTION ACTIVITIES; (6)
ESTABLISH A SEVERANCE TAX APPLICABLE TO OIL AND GAS
EXPLORATION, DEVELOPMENT, AND PRODUCTION
ACTIVITIES; (7) AMEND MISCELLANEOUS STATUTES
UNRELATED TO OIL AND GAS EXPLORATION,
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DEVELOPMENT, AND PRODUCTION ACTIVITIES; AND (8)
DIRECT STUDIES ON VARIOUS ISSUES, AS RECOMMENDED BY
THE JOINT LEGISLATIVE COMMISSION ON ENERGY POLICY.

SUMMARY: S.L. 2014-4 contains two tax provisions. Part VI of the act
imposes a new severance tax on oil, gas and condensates extracted
from the State. Section 30 of the act revises the motor fuels taxation
of compressed natural gas and liquefied natural gas.

PART VI: SEVERANCE TAX

Part VI of S.L. 2014-4 repeals North Carolina’'s previous severance tax and levies a
new severance tax on the removal of energy minerals from the soil and water of the
State. The previous State severance tax was enacted in 1945 and had not been
modified since 1973. The previous tax was five mills on each barrel of oil (the
equivalent of .5¢ per barrel of oil) and one-half mill on each 1000 cubic feet of gas
(the equivalent of .05¢ per 1000 cubic feet of gas). No tax was collected under the
previous law. The new severance tax adds condensates to the tax base, raises the
tax rate on oil, and creates a floating tax rate for gas.

Energy minerals are defined in the act to include all forms of natural gas, oil, and
related condensates. Thirty-three states, including North Carolina, currently
impose some form of severance taxes on the extraction of oil and gas. Of the 33
states, 25 states impose a tax as a percentage of the value of the resource extracted,
7 states impose a tax on the volume extracted, and 1 state imposes a tax that is a
combination of the two methods.

Tax Rate — Marginal gas is the gas produced from a well that is only capable of
producing a small amount of gas (no more than 100 MCF of gas). The tax rate for
the severance of energy minerals is as follows:

2015-201 2019-2020 2021-2023 2023 and
8 thereafter
Oil and 2% 3.5% 5%
condensate
S
Marginal 4% .6% .8%
Gas
Gas 9% Based on Based on Based on
delivered to delivered to delivered to
market price per | market price per | market price per
mcf mcf mcf
Over | Up | Rate | Over | Up | Rate | Over | Up | Rate
to to to
-0- | $3| 9% | -O- | $3 | .9% -0- $3 | .9%
$30 [$4 | 19 | $3.0 | $4 | 19 | $3.01 | %4 | 19
1 % 1 % %
$40 | N | 29 | $4.0 | $5| 29 | $401 | $5 | 2.9
1 A % 1 % %
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$5.0 | $6 | 3.9 | $5.01 | $6 | 3.9

1 %
$6.0 | $7 | 49 | $6.01 | $7 | 4.9
1 % %
$7.0 | N | 5% | $7.01 | $8 | 5.9
1 A %

$8.01 | $9 | 6.9
%

$9.01 | $1 | 7.9

$10.0 | NA | 9%

Tax Base — For condensates and oil, the tax rate is applied to the total actual gross
price paid by the first purchaser of the condensate or oil. For gas, the tax rate is
applied to the "delivered to market" value of the mineral sold. The "delivered to
market value™ of gas is the actual gross price paid minus the costs incurred by the
producer to get the gas from the mouth of the well to the first purchaser.

Administration — The tax is the liability of the producer of the gas. The producer
is the entity that extracts the mineral from the soil or the water of the State. Returns
and taxes are due on either a monthly or quarterly basis, depending on the tax
liability of the producer. A bond or letter of credit would be required for producers
that fail to file a return or make a payment of tax due.

Permit Suspension — Permits for oil and gas exploration using horizontal
drilling or hydraulic fracturing would be suspended for any producer that fails to
file a return or make a payment for severance taxes.

No Local Taxes — Local governments would not be authorized to impose any
additional taxes on the severance of energy minerals in the State.

Property Taxes — The value of real property attributable to the presence of
energy minerals is exempt from taxation where a permit to drill on the property
has not been issued.

SECTION 30: MOTOR FUELS TAX ON LNG AND CNG

Section 30 of S.L. 2014-4 adopts the gas gallon equivalent (GGE) equivalent for
compressed natural gas and the (diesel gas equivalent) DGE equivalent for liquid natural
gas for the purpose of motor fuel taxation.

The motor fuel tax rate has two components, a flat rate of 17.5¢, and a variable rate of the
greater of 3.5¢ per gall on or 7% of the wholesale price of gas of the preceding six month
base period. S.L. 2013-316 capped the motor fuel tax rate at 37.5¢ until June 30, 2015.
Alternative fuels are taxed at the motor fuel rate. Unless otherwise provided, the Secretary
will determine the equivalent rate for alternative fuels. The gas gallon equivalent (GGE) or
diesel gas equivalent (DGE) is the amount of an alternative fuel that is needed to generate
the same amount of energy of either a gallon of gas or a gallon of diesel.
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The Department of Revenue adopted a GGE at 5.66 pounds for compressed natural gas in
1996. The International Fuel Tax Agreement (IFTA), which is used to report and distribute
motor fuel taxes from motor carriers that operate in multiple jurisdictions, adopted the GGE
for compressed natural gas earlier this year. The GGE equivalent is 5.66 pounds of
compressed natural gas. The DGE equivalent of liquefied natural gas is 6.06 pounds of
liquefied natural gas.

SOIL & WATER/REGIONAL JAILS REFUNDS.

Session Law Bill # Sponsor
S.L. 2014-20 HB 558 Rep. Whitmire, Ramsey,
Dixon, Waddell

AN ACT TO ALLOW SALES TAX REFUNDS FOR SOIL AND WATER
CONSERVATION DISTRICTS AND REGIONAL JAILS.

SUMMARY: House Bill 558, S.L. 2014-20, authorizes a sales tax refund for soil and
water conservation districts and regional jails.

CURRENT LAW: G.S. 105-164.14 authorizes certain governmental entities to
receive an annual refund of certain sales and use taxes paid on direct purchases of
tangible personal property and services.

A soil and water conservation district is a governmental subdivision of this State,
and a public body corporate and politic, organized in accordance with the provisions
Chapter 139 of the General Statutes. According to the North Carolina Division of
Soil and Water Conservation, there are 96 local conservation districts in the State.
Districts partner with federal, state and local entities to deliver state and federal
conservation programs related to water quality practices, farmland protection,
wetlands restoration and wildlife habitat enhancement. Districts assist with
community conservation planning in natural resource management areas, such as
erosion and sediment control, stormwater management, flood control, water use
efficiency, stream restoration, small-plot forestry management and restoration
efforts after natural disasters. Districts also help implement conservation easements
and respond to local projects, such as building environmental education centers.

A local confinement facility is a county or city jail, a local lockup, a regional or
district jail, a juvenile detention facility, a detention facility for adults operated by a
local government, and any other facility operated by a local government for
confinement of persons awaiting trial or serving sentences. G.S. 153A-219
authorizes two or more units of local government to enter into an agreement to
establish and operate a district confinement facility.

BILL ANALYSIS: The bill would add the following to the list of governmental entities
entitled to an annual sales tax refund:
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e Soil and water conservation districts organized under Chapter 139 of the
General Statutes.

e District confinement facilities created under G.S. 153A-219, including those
created under a local act modifying G.S. 153A-219.

EFFECTIVE DATE: House Bill 558, S.L. 2014-20, became effective July 1, 2015, and
applies to sales made on or after that date.

CAPE HATTERAS/GAS
CITIES/INFRASTRUCTURE LAND.

Session Law Bill # Sponsor
S.L. 2014-39 SB 790 Senator Cook

AN ACT TO PHASE IN THE SALES TAX RATE ON ELECTRICITY
SOLD BY CAPE HATTERAS ELECTRICAL MEMBERSHIP
CORPORATION AND THE SALES TAX RATE ON PIPED
NATURAL GAS SOLD BY GAS CITIES, TO MODIFY THE
PROPERTY TAX DEFERRAL PROGRAM FOR SITE
INFRASTRUCTURE LAND, AND TO DELAY THE CHANGE IN
THE HIGHWAY USE TAX BASE TO INCLUDE DEALER
ADMINISTRATIVE FEES.

SUMMARY: S.L. 2014-39, Senate Bill 790, does the following:

e Phases-in the sale tax on sales of electricity by the Cape Hatteras Electric
Membership Cotporation over two yeats.

e Phases-in the sales tax on sales of piped natural gas by the eight gas cities.

e Modifies the infrastructure propetrty tax deferral program, enacted last year
as S.L. 2013-130.

e Makes a technical change to ensure that the expansion of the highway use
tax base to include dealer administrative fees is delayed from July 1, 2014,
to October 1, 2014.

CURRENT LAW, BILL ANALYSIS, AND EFFECTIVE DATE:

Phase-In Sales Tax Rate

S.L. 2013-316 (Tax Simplification and Reduction Act) provided for the uniform taxation of
all utilities. The Act repealed the franchise tax on electricity and increased the sales tax on
electricity to the combined general rate of 7%. It also repealed the excise tax on piped
natural gas and replaced it with a sales tax at the combined general rate of 7%. These sales
tax changes become effective July 1, 2014.
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Currently, Cape Hatteras Electric Membership Corporation (EMC) is not liable for
franchise tax or sales tax on its sale of electricity. Other EMCs are subject to franchise tax
and sales tax on their sale of electricity. Currently, the eight gas cities are not subject to the
excise tax on their sale of piped natural gas. The eight gas cities are Bessemer City,
Greenville, Kings Mountain, Lexington, Monroe, Rocky Mount, Shelby, and Wilson. Sales
of piped natural gas by other providers are subject to the excise tax. S.L. 2013-316 did not
retain these exemptions. Section 1 of the House PCS would phase-in the sales tax rate on
these sales of electricity and piped natural gas over two years: effective July 1, 2014, the
sales tax rate would be 3.5%; and effective July 1, 2015, the sales tax rate would be the
same as the rate paid by other consumers of these products, 7%.

Cities receive a share of the sales tax imposed on piped natural gas. Under the former excise
tax system, the amount was one-half of the amount of tax attributable to that city based on
gas delivered to sales or transportation customers in the city and gas received in each city
by persons who have direct access to an interstate pipeline and who receive the gas for their
own consumption. Beginning July 1, 2014, there is a different formula for distributing the
proceeds to the cities. Moreover, the formula for gas cities differs from other cities.
Subsections (b), (c), and (d) of this section clarify how the distribution is calculated for gas
cities and provide that gas cities do not receive a distribution of the sales tax revenue
derived from the reduced rate. A similar change is not necessary for the distribution of sales
tax imposed on electricity for cities because there is no existing distribution impacted by
the reduced rate for electricity sold by the Cape Hatteras EMC.

Electric membership corporations (EMCs) are not-for-profit entities that provide electric
service in rural areas. North Carolina enacted legislation to allow EMCs in 1935 to promote
electric service in the State. EMCs are not regulated by the Utilities Commission, but are
governed by the board of directors that are elected by the customers of the EMC. Prior to
1965, each EMC was designated as a "public agency." As public agencies, the EMCs did
not pay taxes on the sales of electricity by the EMCs. In 1965, the General Assembly
enacted legislation clarifying the service area territories of EMCs and investor-owned
public utilities. As part of the negotiation over the service areas, the legislation repealed
the "public agency" designation for most of the EMCs. However, Cape Hatteras EMC
retained its status as a "public agency" under the law. In 2000, the Department of Revenue
informed Cape Hatteras EMC it would be required to remit sales tax on its sales of
electricity.?® Cape Hatteras paid the tax, but also filed suit for the return of taxes and
clarification of its liability for the tax. In 2011, the North Carolina Court of Appeals held
that Cape Hatteras EMC was not liable for the franchise or the sales tax on its sales of
electricity.?* S.L. 2013-316 specifically repealed the prior legislation that designated Cape
Hatteras EMC as a "public agency” and stated "Cape Hatteras Electric Membership
Corporation is subject to any other taxes to the same extent as other electric membership
corporations established under Chapter 117 of the General Statutes.

23 In 1965, only the franchise tax was imposed on the sale of electricity. In 1984, the
General Assembly lowered the franchise tax on electricity and imposed a sales tax on sales
of electricity.

24 Cape Hatteras Electric Membership Corporation v. Lay, 210 N.C. App. 92 (2011).
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Prior to 1999, the sale of piped natural gas was subject to sales and use tax, but sales by
gas cities were exempt. In 1999, the sales and use tax on piped natural gas was replaced
with a new excise tax. The new excise tax system preserved the tax exemption for gas
received by a gas city for consumption by that city and for or gas delivered by a gas city to
a sales or transportation customer of the gas city. A "gas city" is a city in this State that
operated a piped natural gas distribution system as of July 1, 1998. There are only eight
gas cities: Bessemer City, Greenville, Kings Mountain, Lexington, Monroe, Rocky Mount,
Shelby, and Wilson. S.L. 2013-316 did not retain this exemption.

Modify the Property Tax Deferral Program for Site Infrastructure Land

S.L. 2013-130 created a property tax deferral program for sites with potential to be
developed for office or industrial applications in order to encourage horizontal
improvement so as to make the sites more readily adapted to those uses in a shorter
timeframe. In order to qualify, the site must be zoned for office and/or industrial use, must
consist of at least 100 acres, may not have a building permit for a primary building or
structure issued for it, and must be currently enrolled in or have been enrolled within the
previous six months in the PUV program.

Section 2 of the bill removes the qualification that the property be enrolled in the PUV
program. It makes a conforming change to the amount of taxes that are deferred. The
amount of property tax liability that can be deferred is the portion of tax that represents the
increase in the property value resulting from any existing horizontal improvement plus the
difference between the property valued at its true value and the property valued as it would
have been valued as if it were zoned the same as it was in the calendar year prior to the
time the application for property tax relief under this program was filed. The difference in
value between property zoned as vacant or agricultural property and property zoned as
industrial or office can be large. The change is effective for taxable years beginning on or
after July 1, 2015.

The deferred taxes are carried forward in the records of the county and, if applicable, the
city in which the property is located until the occurrence of a disqualifying event. A
disqualifying event causes the current years' tax liability (without benefit of the program)
and some previous years' deferred tax liability to be due and payable as follows:

e If, within five years of classification, an amount equal to the deferred taxes is
not invested in improvements to make the land suitable for office and/or
industrial use ("minimum investment"), the deferred taxes for the preceding five
years are due and payable.

e |If the minimum investment is made but the property is classified for 10 years
in the program, the deferred taxes for the preceding five years are due and
payable.

e If some or all of the land is rezoned for a use other than office and/or industrial
use, all deferred taxes are due and payable.

e If land is transferred or a building permit issues for the land, the deferred taxes
(for only that portion transferred or to which the permit applies) for the
preceding year are due and payable. The remaining parcel continues to receive
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treatment under this classification, even if it no longer meets the size
requirement.

Delay the Change in the Highway Use Tax Base to include Dealer Administrative Fees

In S.L. 2013-360, the Current Operations and Capital Improvements Appropriations Act
of 2013, the highway use tax base was expanded to include any dealer administrative fees,
effective January 1, 2014. Almost immediately, in S.L. 2013-363, the implementation of
this change was delayed until July 1, 2014. Although the Current Operations and Capital
Improvements Appropriations Act of 2014, Senate Bill 744, is in conference, both the
Senate and the House passed Section 34.6 in that bill that would delay the implementation
of this provision until October 1, 2014. S.L. 2014-3 rewrote the relevant highway use tax
statute, effective October 1, 2014.

Section 3 of this bill makes a technical change by repealing the two provisions related to
this change enacted last year, and thus allowing the change enacted in S.L. 2014-3 to
become effective October 1, 2014. Without this change, the highway use tax base will
change to include dealer administrative fees effective July 1, 2014, instead of the agreed
upon date of October 1, 2014. If this provision is enacted, the corresponding budget section
34.6(a) of Senate Bill 744 will no longer be needed.

911 BOARD/BACK-UP PSAP.
Session Law Bill # Spoasor
S.L. 2014-66 SB 797 Senator Brock

AN ACT TO AMEND THE DUTIES OF THE 911 BOARD RELATING
TO PUBLIC SAFETY ANSWERING POINTS, AS RECOMMENDED
BY THE JOINT LEGISLATIVE OVERSIGHT COMMITTEE ON
INFORMATION TECHNOLOGY, AND TO CLARIFY THE
COLLECTION AUTHORITY OF THE DEPARTMENT OF
REVENUE FOR THE 911 FEE ON PREPAID WIRELESS.

SUMMARY: S.L. 2017-66 requires public safety answering points (PSAPS) to provide
the capability to provide 911 call taking in the event the primary PSAP cannot process
calls. The act also clarifies the authority of the Department of Revenue to collect the 911
fee on prepaid wireless service, and clarifies the fees the Department may retain as costs
of administering collection.

CURRENT LAW: A monthly fee of 60¢ is imposed on each telecommunications
subscriber. Other than prepaid wireless providers, each provider of
telecommunications service collects the 911 fee from each subscriber of their
service. Until July 1, 2013, the 911 fee was not collected on prepaid wireless phones.
S.L. 2011-122 imposed the fee on retailers of prepaid wireless service. The 911 fee
on prepaid wireless is collected by the Department of Revenue and remitted to the
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911 Board each month within 45 days of the end of the month the service charges
were collected.

The 911 Board distributes the 911 fees to "public safety answering points” (PSAP). Each
PSAP is the public safety agency that receives incoming 911 calls and dispatches public
safety agencies in response. The distributions from the 911 fees may only be used for
certain eligible purchases by the PSAP.

BILL ANALYSIS: S.L. 2014-66 requires each PSAP to plan for 911 call taking in the
event the primary PSAP cannot process calls. PSAPs will be authorized to use distributions
from the 911 Fund to pay for dispatch equipment at a back-up PSAP. As of July 1, 2016,
PSAPs will not be eligible for distributions from the 911 Fund if the PSAP does not have
a back-up PSAP.

S.L. 2014-66 also clarifies the authority of the Department of Revenue to collect the 911
fee on prepaid wireless service. Although the fee is not a tax, the Department collects the
fee from retailers. The initial legislation authorizing the collection of the fee limited the
authority of the Department to certain administrative provisions. The Department has
requested this clarification to provide that the Department may enforce collection of the
fee.

The Department of Revenue is authorized to retain the costs of collecting the fee on prepaid
wireless, not to exceed $500,000 a year. The original legislation allowed the Department
to retain and additional $200,000, for a total of $700,000 in the 2013-14 fiscal year, to pay
for start-up costs. Due to a delay in the implementation of the Department's new computer
system, the Department only retained $60,000 in total costs in the 2013-14 fiscal year. This
provision authorizes the Department to retain the additional $140,000 in start-up costs for
the 2014-15 fiscal year, allowing the Department a total of $640,000 for costs retained in
the 2014-15 fiscal year.

EFFECTIVE DATE: The provisions related to back-up PSAPs was effective when it
became law and applies to PSAP distributions on or after July 1, 2016. The provisions
related to the Department of Revenue retaining costs of collecting the 911 fee was effective
July 1, 2014.

SPECIAL LICENSE PIATE DEVELOPMENT

PROCESS.
Session Law Bill # Spoasor
S.L. 2014-96 HB 101 Rep. Martin, Howard,
Moffitt, Setzer

AN ACT TO REAUTHORIZE EXPIRED SPECIAL REGISTRATION
PLATES, TO AUTHORIZE ADDITIONAL SPECIAL
REGISTRATION PLATES TO BE ON A BACKGROUND OTHER
THAN THE "FIRST IN FLIGHT'" BACKGROUND, AND TO
ESTABLISH A PROCESS BY WHICH PERSONS OR
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ORGANIZATIONS MUST OBTAIN A MINIMUM NUMBER OF
PAID APPLICATIONS PRIOR TO OBTAINING LEGISLATIVE
APPROVAL FOR THE DEVELOPMENT OF A SPECIAL
REGISTRATION PLATE.

SUMMARY: Session Law 2014-96 does the following:

e It reenacts the 116 special 