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INTRODUCTION 

 

The past two weeks have seen a reversal as the Senate, having 

finished their budget, turned to moving legislation through 

committees as the House budget process took over much of the 

energy in that chamber. On Thursday, the House budget 

subcommittees released their reports; however, the full House 

budget will not be released until Tuesday of next week. Once the 

House votes their budget out (on Thursday and Friday of next 

week) the Appropriations Chairs from each chamber will start 

work on crafting a compromise version. While the chambers 

agreed on a total budget number, a 2.5% increase from the current 

fiscal year, there are a number of differences that will need to be 

resolved. Each chamber also included policy priorities in their 

respective budgets, and sorting out which of those will make the 

final cut will likely be among the more contentious debates. What 

the chambers do agree on is a desire to have the budget process 

completed by the middle of June, as a possible gubernatorial veto 

(and veto override vote) needs to be factored in if the final 

spending plan is to be passed before the end of the fiscal year on 

June 30. 

 

Once the budget is passed all that will be left to do is pass any 

remaining legislation that each chamber deems crucial (including 

bills currently being held “hostage” to budget negotiations) 

before we adjourn for the interim. The “short” session will not 

convene until April of 2018, which likely leaves a matter of 

weeks for members, organizations and their advocates to get any 

remaining policy priorities through the legislative process and to 

the Governor’s desk this year. The relatively limited number of 

committee meetings and bills being passed in the past few weeks 

belie an increasing sense of urgency, particularly among those 

who have issues pending in each chamber and are clamoring to 

ensure their bills are among those that make it through and their 

budget priorities are included in the final spending plan. Whether 

the early adjournment predictions made by leaders in both 

chambers are eventually confirmed or not, expect that urgency to 

only increase in the weeks to come. 
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BILL UPDATES 

 

SENATE BILL 114, Annual Report Modernization, was amended in the Senate Finance 

Committee to: 

• require the Secretary of Revenue to verify, prior to issuance of a refund, that a nonprofit 

entity is not delinquent for failure to file annual reports with the Secretary of State based 

on information received at least 30 days prior to issuance of any tax refund; 

• require the Secretary of Revenue to deny the request for a refund and notify any 

delinquent nonprofit entity that the request has been denied for failure of the entity to 

submit any required annual reports to the Secretary of State; 

• provide that the denial of a request for a refund can be cancelled and the refund granted 

upon the Secretary of Revenue's receipt of a information from the Secretary of State that 

the nonprofit entity has submitted all required annual reports; 

• provide that a refund cannot be issued after one year from the date a request for a refund 

was denied due to failure to file annual reports with the Secretary of State; and 

• direct the Secretary of State and the Department of Revenue to jointly develop a process 

for verifying whether an applicant for a refund has submitted all required annual reports. 

The bill as amended was approved by the Senate Finance Committee and will next be 

considered by the Senate Rules Committee. 

 

SENATE BILL 326, Clarify HUT & Improve Vehicle Titling Process, has two sections: 

 

Section 1: Application of Highway Use Tax to Out-of-State Vehicles Titled in NC.  
Section 1 would clarify that the highway use tax applies to out-of-state vehicles when they are 

first titled in this State, with the exception of certain vehicles listed below, subject to a cap of 

$250.  

The following transfers of vehicles from out of state would continue to be exempt: 

• to insurers or motor vehicle dealers because the vehicle is a salvage vehicle; 

• to manufacturer or a motor vehicle retailer for the purpose of resale; 

• to a volunteer fire department or volunteer rescue squad; and 

• to a State agency from a unit of local government, volunteer fire department, or volunteer 

rescue squad to enable the State agency to transfer the vehicle to another unit of local 

government, volunteer fire department, or volunteer rescue squad. 

Background: Legislation passed in 1989 repealed the sales tax on motor vehicles and replaced it 

with a titling tax to broaden the scope of the tax. The revenue generated from the tax is credited 

to the Highway Trust Fund. The broader tax includes a tax on NC titles issued for vehicles that 

were already titled in another state. To lessen the impact on these out-of-state transfers, the 

legislation included a cap on the amount of tax due. The legislation also included credits for tax 

paid in other states in certain circumstances. The full exemptions from the tax in current law 

apply "when a certificate of title is issued as the result of the transfer of a motor vehicle" for one 

of the listed reasons. None of these reasons describes a transfer of an out-of-state vehicle, and the 

Division of Motor Vehicles had, until the fall of 2016, interpreted the law this way. Meaning, if a 

transfer met one of the listed exemptions but was otherwise an out-of-state vehicle being titled in 

this State, DMV's interpretation was that highway use tax was due. However, in 2016, DMV 

changed the way in which it interpreted the law such that the exemption applied regardless of 

whether the vehicle was coming from out of state. This bill would modify the law in a manner 

consistent with the longstanding interpretation of DMV prior to 2016. 

 

Section 2: Improve Vehicle Titling Process. Section 2 would delete the requirement to provide 

statements about whether the vehicle owner is an eligible risk for insurance purposes.  
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Background: The statements are unnecessary because a vehicle cannot be titled unless the 

vehicle owner in fact has liability insurance for the vehicle and provides proof of it. If the owner 

has insurance, the insurance company has already determined that the owner is an eligible risk. If 

the owner does not have insurance, the owner cannot title or register the vehicle regardless of 

eligibility for insurance. In practice, a separate form is used to obtain the information about 

eligibility for insurance. Repealing this requirement will eliminate the need for this separate form 

and the retention of duplicative and unnecessary information. The bill has been approved by 

the full Senate and the House Finance Committee, and has been calendared for a floor vote 

in the House.   
 

SENATE BILL 628, Various Changes to the Revenue Laws, was amended in the Senate Finance 

Committee to: 

• redefine capital improvement to refer to an addition or alteration to real property that is 

permanently affixed or installed to real property, including new construction, 

reconstruction, or remodeling, and nine other listed things, and exclude activities listed in 

the definition of repair, maintenance, and installation services; 

• amend the definition of freestanding appliance to refer to an appliance commonly thought 

of as a household machine (was, household device) operated by gas or electric current, 

and amend the list of examples to refer to installation of those appliances, and to include 

ranges, regardless of whether the range is slidein or dropin; 

• amend the definition of landscaping to refer to a service that modifies the living elements 

of an area of land. Amends list of examples to include application of pine straw, and to 

exclude services to trees, shrubs, flowers, and similar items in pots or in buildings; 

• amend the definition of mixed transaction contract to refer to a contract that includes both 

a real property contract for a capital improvement and a repair, maintenance, and 

installation service that is not related to the capital improvement; 

• amend the definition of motor vehicle service contract, and amend the definition of motor 

vehicle service agreement company within that definition to refer to a person other than a 

motor vehicle dealer that is an obligor of a service contract (was, that issues a service 

contract) for a motor vehicle, or its components, systems or accessories, and who is not 

an insurer; 

• amend the definition of repair, maintenance, and installation services to exclude services 

defined as capital improvement to a real property; 

• amend the definition of service contract to include contracts to provide services included 

in the definition of repair, maintenance, and installation service, to currently listed types 

of property and real property; 

• define new construction, reconstruction, remodeling (definition does not include single 

repair, maintenance, and installation service, such as installation of carpet, or transactions 

where the true purpose is a repair, maintenance, or installation service, such as repair of 

sheetrock that includes applying paint), and renovation (same as remodeling). 

• amend the privilege tax imposed on retailers to include the sale of freestanding 

appliances as retail sales of tangible personal property; 

• amend the Retail sales and use tax provisions to amend the exemption for repair, 

maintenance, and installation services for items other than motor vehicles, and provide 

that property and services used to fulfill repair, maintenance, or installation services, or 

service contracts exempt from tax under this subdivision, are taxable, other than property 

and services used to fulfill a service or contract exempt under subdivision a. (regarding 

items exempt from tax under GS Chapter 105, Article 5 (Sales and Use Tax); 

• amend the list of exempt service contracts to include, amongst several other things, 

window washing, mold remediation services, household and commercial trash collection 
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and removal, and services required to prepare certain inspection reports, and delete the 

language requiring a home inspection be performed by a licensed home inspector for the 

services to be exempt; 

• amend the provision exempting items or repairs, maintenance, and installation services 

purchased or used to fulfill a service contract (was, purchased or used to maintain, 

monitor, etc., tangible personal property or digital property pursuant to a service contract) 

taxable under GS Chapter 105, Article 5 (Sales and Use Tax), subject to the current 

conditions; 

• amend the provision to exempt sales price of or gross receipts derived from a service 

contract on, or repair, maintenance, and installation services for, currently listed engine 

parts that are purchased, leased, or rented, and that is exempt from tax or that is allowed 

a sales tax refund; 

• provide that, if the Secretary of Revenue determines that a seller paid sales and use taxes 

on a product and the seller uses the product purchased for a taxable repair, maintenance, 

and installation (RMI) service to real property, the Secretary can allow the seller to offset 

the sales tax liability on the taxable RMI service with the sales and use tax paid on the 

products, so long as the retailer can support the amount of tax originally paid, and 

provide that a retailer is entitled to a credit for tax originally paid under the provision may 

reduce taxable receipts by the taxable amount of the credit for the period in which the 

credit occurs;  

• direct the Revenue Laws Study Committee to study the feasibility of providing a seller of 

taxable repair, maintenance, and installation services to real property the option of paying 

sales tax on the property used to fulfill the repair, maintenance, and installation service at 

the time the property is purchased and offsetting the sales tax liability on the taxable 

repair, maintenance, and installation service with the sales and use tax paid on the 

products; and 

The bill as amended was approved by the Senate Finance Committee and will next be 

considered by the Senate Rules Committee. 
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