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Tax Reform Discussions Begin

The pace of activity on the development of the state budget slowed this week as the focus shifted to 
the introduction of more state tax reform bills and an initial discussion of a comprehensive tax reform 
measure (Senate Bill 394) in the Senate Finance Committee. The presentation by the co-sponsors of 
SB 394 clarified some of the major components of the proposal. One component of the bill that will 
directly affect many older adults is the provision to include Social Security benefits as taxable income 
for individuals and joint filers with annual income exceeding the Federal income thresholds of $25,000 
for individuals and $32,000 for joint filers. Currently, North Carolina is one of 36 states that do not tax 
Social Security benefits.

To clarify a feature of SB 394 that was mentioned in last week’s Legislative Report, the sales tax rate 
applied to food bought for household consumption would remain at 2%. However, this rate would be 
split between the state and local governments, with the state re-imposing a 1% levy on groceries and 
the local option sales tax rate being reduced from 2% to 1%.

Senate Bill 669: Reduce the Individual Income Tax Rate was introduced this week by Senators Rucho, 
Rabon, and Berger. The bill proposes to gradually reduce and flatten the state individual income tax 
rate from 7.75% to 4% in tax year 2016. As currently written, SB 699 does not address the elimination 
of exemptions or the expansion of the sales tax base to replace income tax revenue losses to the 
state as income tax rates are reduced.

Future Legislative Reports will carry additional details of these various state tax reform proposals as 
fiscal notes are completed by legislative staff.

Bills Introduced This Week

The deadline for the introduction of agency bills in the Senate was April 2nd. The House filing deadline 
is April 17th. Two bills affecting the retirement systems that were filed this week are summarized 
below.

Senate Bill 558: Treasurer’s Investments 
(Primary Sponsor- Senator Hise)

This bill would give the State Treasurer greater flexibility in the choice of investment instruments for 



the assets of the state and local governmental retirement systems.  The bill modifies the separate 
percentage limitations on five categories of investments and establishes a group percentage limit. 
The investment categories include: various trusts including real estate trusts; securities, including 
asset-backed securities; limited liability vehicles; and inflation-linked bonds, timberlands, and 
commodities. The percentage of the assets of the retirement systems that may be invested collectively 
in these categories is set at 40%. Furthermore, the treasurer may not invest more than 15% of retirement 
system assets in any one category of investments.

SB558 has been referred to the Committee on Pensions & Retirement and Aging.

Senate Bill 599: Retirement Technical Corrections 
(Primary Sponsor-Sen. Apodaca)

This bill proposes several technical changes to the statutes governing the state and local governmental 
retirement systems. These amendments include: modification of the Supplemental Retirement 
Income Plans for state and local government law enforcement officers to remove the cap on contribution 
rates, clarification of conditions in which prior military service may be purchased, clarification of the 
definitions and conditions of retirement, separation from service, and return to service, and establishes 
the fraudulent receipt of a decedent’s Disability Income Plan allowance as a Class 1 misdemeanor.

 SB 599 has been referred to the Committee on Pensions & Retirement and Aging.




