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Budget and Tax Reform Discussions Dominate

Generally, this has been a quiet week in terms of committee activity on bills of interest to retirees. 
However, both the House and the Senate were engaged in development of the proposed budget and 
fleshing out the details of various state tax reform proposals.

Subcommittees of the House Appropriations Committee met through the week to begin the process of 
developing the House response to the Senate version of the state budget that was approved by the 
Senate last week. The House budget proposal should be ready for consideration within the next two 
weeks.

Senate leaders this week provided additional information on two different proposals to modernize the 
state tax code. The Senate Finance Committee met on Thursday and heard presentations from the 
sponsors of Senate Bill 394 (Lower Tax Rates for a Stronger NC Economy) and a proposed 
committee substitute for Senate Bill 677 (NC Fair Tax Act). No votes were taken at the committee 
meeting.

Senators Dan Clodfelter and Fletcher Hartsell, two of the primary sponsors of Senate Bill 394, 
explained some of the major changes that have been made to the bill since it was introduced in 
March.

  •  The proposed flat state income tax rate has been lowered to 5.95%
  •  Social Security benefits would not be subject to the state income tax
  •  The State sales tax would be selectively expanded to cover certain tangible personal property
     services and real property care/maintenance services.
  •  Modernize state taxation of businesses to establish a more uniform system.

Senate Bill 394 has been characterized as a bipartisan tax reform initiative with a total of fourteen 
sponsors from both political parties. The bill also is designed to be revenue neutral; it would not 
increase or decrease aggregate state revenues.

Senator Robert Rucho provided an overview of the latest version of Senate Bill 677, the proposed NC 
Fair Tax Act. Senator Rucho described the bill as a first step toward complete elimination of the state 
personal income tax.

Senate Bill 677 would produce a reduction in state revenues over the next several years. The bill



gradually lowers the state personal income tax rate to a flat 4.5% by 2015 but expands the state 
sales tax to cover more than 130 services that currently are not subject to the sales tax. tax to cover 
more than 130 services that currently are not subject to the sales tax. Although not addressed in 
detail at the Thursday briefing, the new version of Senate Bill 677 would include some of the very 
controversial provisions that have been discussed in concept during the past few weeks. These 
include:

• The taxation of Social Security benefits of taxpayers who have other taxable income sources
• Restoration of the state sales tax on food purchased for home consumption
• Sales tax applied to prescription drugs

Reaction 

A wide range of organizations have expressed concerns about various provisions of Senate Bill 677. 
Our association is especially concerned, as is AARP North Carolina and other groups representing 
seniors, about the proposal to tax Social Security benefits in any form. North Carolina currently is one 
of thirty-five states that does not apply state income taxes to Social Security payments.

We encourage our members to speak with members of the Senate. Please let your Senator 
know that you are opposed to state income taxation of Social Security. The sooner you can 
make contact, the better since the pace of activity on tax reform is expected to accelerate in 
the next week.




