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Senate Budget Proposal Includes
Market-Based Sourcing

by Stephanie Cumings —
stephanie.cumings@taxanalysts.org

Several North Carolina Senate committees favorably re-
ported a committee substitute for the House’s budget legis-
lation on June 1.

The Senate’s version of HB 1030 would implement
market-based sourcing for multistate income apportion-
ment as early as January 1, 2018. The House version, which
doesn’t include market-based sourcing, was approved May
19 on a 103-12 vote.

Eugene W. Chianelli Jr. of Williams Mullen told Tax
Analysts on June 1 that the substance of the market-based
sourcing proposal isn’t surprising.

‘‘It’s been fairly clear since last year when the General
Assembly undertook to study market-based sourcing . . .
that the way market-based sourcing would be enacted
would be consistent with how the Multistate Tax Commis-
sion defines the key points in terms of how services get
allocated,’’ Chianelli said. He said the Senate’s proposal
appears consistent with this approach.

Several states are moving toward market-based sourcing,
which allocates revenue to the state where the benefit of a
service is received. (Prior coverage: State Tax Notes, May 23,
2016, p. 608.) Proponents say large multistate companies
are more inclined to invest capital and jobs in states that use
market-based sourcing because it reduces the amount of
their income that is subject to taxation.

Last year North Carolina lawmakers approved a budget
bill that phases in single-sales-factor apportionment over
three years and requires the Revenue Laws Study Commit-
tee to examine the effects of using market-based sourcing to
determine sales factors. (Prior coverage: StateTax Notes, Oct.
5, 2015, p. 27.)

To help the committee determine the effects of market-
based sourcing, corporate taxpayers that met specific criteria
were required to file an informational report with the De-
partment of Revenue, which was due April 15. In January
the DOR released guidelines to assist taxpayers in comput-
ing the sales factor based on market-based sourcing.

A bill (SB 869) to implement market-based sourcing was
referred to the Senate Finance Committee on May 11, but it
has yet to advance.

The Senate’s $22.2 billion budget also incorporates pro-
visions from other pending tax bills, including language
from SB 818 to phase in an increase of the standard deduc-
tion amounts over two years. (Prior coverage: State Tax
Notes, May 2, 2016, p. 343.)

SB 818 would raise the deduction for married couples
filing jointly to $17,500 by 2017. The House version of the
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budget includes similar increases in the standard deduction,
but they would be phased in over four years instead of two.

According to a report on the Senate’s committee substi-
tute, increasing the standard deduction under SB 818 would
cost the state about $145 million in fiscal 2017. The bill was
approved by the Senate May 24 and referred to the House
Appropriations Committee.

Also in the Senate’s budget proposal is language from SB
870, which would clarify recent changes to the sales and use
tax on repair, maintenance, and installation (RMI) services.
Last year’s budget bill expanded North Carolina’s sales tax
base to include RMI services sold in conjunction with
tangible personal property, but it didn’t expand the tax base
to general RMI services. Those changes caused confusion
for some businesses, which SB 870 aims to remedy. (Prior
coverage: State Tax Notes, Apr. 11, 2016, p. 106.)

Chianelli said SB 870 isn’t surprising given the confusion
caused by the 2015 changes. He said one of the major
questions that arose from the changes was over a retailer
versus non-retailer distinction, which SB 870 would clarify.

‘‘SB 870 is basically just saying these are the transactions
that we’re going to consider taxable and then these are the
transactions that we’re not going to consider taxable,’’
Chianelli said.

The bill would treat similar RMI transactions the same,
identify taxable transactions more clearly, and provide a
grace period for retailers that provide RMI services.

The Finance Committee discussed SB 870 on May 31
but took no action. The bill would increase revenue by $35
million in fiscal 2017, according to the committee substi-
tute report. ✰




