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Senate Persists With Social Security Taxation!

The Senate wasted no time in changing the tax reform proposal (HB 998) that had won House 
approval earlier in the week. On Wednesday, the Senate Finance Committee took up a proposed 
committee substitute for HB 998 that was described by Senator Phil Berger in his explanation of the 
bill as the Senate’s “compromise” plan.

The Senate version of HB 998 lowers the state income tax rate to 5.4%, exempts the first $15,000 of 
income for joint filers ($7,500 for individuals), eliminates most exemptions and the standard 
deduction, and flattens the current three-tier system. However, the new flat rate would apply to Social 
Security benefits received by taxpayers whose Social Security is subject to federal income taxes. This 
would mean that North Carolina taxpayers who have income other than Social Security would pay 
state income taxes on their monthly Social Security benefits.

Supporters of the Senate plan argue that most Social Security recipients actually would pay less state 
income tax under this plan. However, there clearly is a large group of Social Security recipients who 
would pay more. We refer to retired state, local and Federal governmental employees who have two 
primary sources of income: pensions exempt from taxation under the conditions of the Bailey settlement 
(and related lawsuits) and Social Security benefits. Currently, these retirees do not pay state income 
taxes on either their pensions or Social Security income. It appears that these households with 
adjusted gross annual income of more than $15,000 (joint filers) would now pay state income taxes 
under the Senate plan.

Act Now!

The Senate approved the committee substitute for HB 998 on second reading before adjourning on 
Thursday. The bill is scheduled for third reading on Tuesday.

This is the perfect time to let your Senators know how you feel about paying state income 
tax on your Social Security income. Remember that North Carolina is one of 36 states that do 
not tax Social Security. Please contact your State Senator between now and Monday and 
ask them to remove the taxation of Social Security from House Bill 998. Let us know if you 
receive any feedback from your Senator. Thank you.

House Approves Tax Reform and Budget Measures



This has been a very busy week for the House of Representatives. On Monday evening, the House 
adopted the House Bill 998, the Tax Simplification and Reduction Act, on third reading and sent the 
bill to the Senate for consideration. On Thursday, the House approved the appropriations bill (House 
Committee Substitute for Senate Bill 402).

The House budget is very similar to the budget approved by the Senate several weeks ago. Neither 
the House nor Senate provides raises for employees or COLAs for retirees in 2013-14. However, the 
House budget does establish a $160 million reserve in the second year of the budget that may be 
used to provide compensation increases for active and retired state employees in 2014-15. This will 
require action by the General Assembly in the 2014 Session.

The House budget also differs from the Senate version with regard to funding for the State Health 
Plan. House and Senate provide the almost identical amounts ($ 34 million and $33 million, respec-
tively) in 2013-14. However, the House appropriates more money than the Senate in 2014-15 ($101 
million vs. $77 million). The Senate amount was based on an earlier estimate of needs in the second 
year and the application of a cap on state appropriations to the Plan limiting increases to the annual 
change in the Consumer Price Index.

Both House and Senate fund the state retirement systems in accordance with the recommendations 
of the state’s actuary. Senate and House versions of the budget appropriate $36 million in each year 
of the biennium to meet the Annual Required Contribution as calculated by the actuary.

The House version of the appropriations bill has been sent back to the Senate which is expected not 
to concur in the changes made in the House. Both chambers are expected to appoint conferees to 
resolve differences early next week.




