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The League will be periodically producing Revenue Reports such as the one below throughout 

the year. They are intended as an update on and a lead-in to the League’s annual forecast of 

state-collected local revenues, produced in the spring of every year. If you have any questions 

about anything related to this report, please email League Director of Research & Policy 

Analysis Chris Nida. 

The League published its last Revenue Report in August. Since that time, local governments 

across the state have closed the books on the 2015-16 fiscal year and turned the page to 2016-

17. Much of the revenue news for FY15-16 was positive. Article 39 sales tax distributions 

finished FY15-16 6.3 percent above 2014-15 fiscal year distributions, running ahead of the 4.5 

percent growth predicted in the League’s annual forecast. Ninety-four out of 100 counties 

experienced year-over-year sales tax growth. Utility sales tax distributions for both electricity 

and natural gas grew as well. 

As you will see below, in the aggregate, revenues for the first quarter of FY16-17 are not as 

strong. While the overall state economy continues its moderate growth, local government 

revenues are not maintaining some of the strong trends we saw in the final months of FY15-16. 

LOCAL GOVERNMENT SALES TAXES 

The chart below shows two different year-over-year comparisons in regards to local distributions 

of Article 39 sales tax revenues. The blue line represents the change in one month’s sales tax 

distributions as compared to the same month in the previous fiscal year. The red line represents 

the sum of the previous three months’ distributions as compared to the same three months in 

the previous fiscal year. 
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http://www.nclm.org/SiteCollectionDocuments/Legislative/2016%20Revenue%20Projections/FY%2016-17%20Revenue%20Projections%20Memo.pdf
http://www.nclm.org/SiteCollectionDocuments/Legislative/2016%20Revenue%20Projections/FY%2016-17%20Revenue%20Projections%20Memo.pdf
mailto:cnida@nclm.org
mailto:cnida@nclm.org
http://www.nclm.org/SiteCollectionDocuments/NCLM-Revenue%20Report-August%202016.pdf
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In the chart above, the spike in sales tax distributions for April coincides with the expansion of 

the state’s sales tax base to additional repair, maintenance, and installation services. That 

expansion was projected to bring in additional sales tax revenue across the state. Since April, 

though, year-over-year sales tax growth has trended fairly steadily downward. There was even 

one month in which sales tax distributions were lower than the year before (a month that may 

have been impacted by sales tax refunds). 

Overall, for the first quarter of FY16-17, sales tax distributions are up 2.8 percent over the first 

quarter of the previous fiscal year. In 28 counties, sales tax distributions are down from the first 

quarter of FY15-16, and another 16 counties have seen less than 2 percent growth. Because of 

the way sales taxes are collected and reported, it is impossible to parse out how much of the 

sales tax growth (or lack thereof) is attributable to the expanded base and how much to natural 

economic growth. But three months into FY16-17, it appears as if many counties are not seeing 

the benefits of sales tax base expansion that were originally projected.  

The good news for North Carolina on the sales tax front is that taxable sales remain relatively 

strong. Looking again at the past three months as compared to the same three months last 

year, we see that – despite a recent decrease – both construction-related and overall taxable 

sales are growing as compared to the previous year. To the extent this trend continues in the 

months ahead, it could signal better news to come on the sales tax front. 
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ECONOMIC INDICATORS 

Nationally, there have been several major events since the League’s last Revenue Report. Early 

November’s election seems to have brought a measure of certainty to many business leaders 

around the country. The National Federation of Independent Business’s Index of Small 

Business Optimism for November increased above its 42-year average for just the third time 

since 2007. The Index trended upward in areas such as “Plans to Increase Employment,” 

“Expect Real Sales Higher,” and “Now a Good Time to Expand.” Bank of America Merrill Lynch 

similarly noted increased confidence, although it cautioned that consumer confidence was 

higher than that of investors or CEOs. In early December, the Federal Reserve signaled its 

confidence in the U.S. economy by increasing its key interest rate for just the second time in 10 

years. 

More local indicators seemed to be consistent with both the slowdown in sales tax revenues and 

increased future confidence. The Federal Reserve Bank of Richmond’s Carolinas Survey of 

Business Activity reported an index score of -6 for both October and November in Assessment 

of Current Business Activity, but the index for Business Activity Six Months From Now increased 

to 43 in November. Dr. Michael Walden’s Index of North Carolina Leading Economic Indicators 

declined slightly in October but was still up 2.3 percent overall for the year. Wells Fargo reported 

a slight increase in the N.C. unemployment rate but an overall addition of 10,800 private sector 

jobs as more individuals returned to the labor force. 

Construction activity – a significant driver of local sales tax revenues – appears to be picking up 

as 2016 heads to a close. According to the Federal Reserve Bank of Richmond, residential 

building permits for October 2016 increase by 2.6 percent over October 2015, and housing 

starts increased by 30.9 percent for the same period of time. In similarly positive news for local 

sales taxes, Dr. John Connaughton of UNC Charlotte was projecting overall 2016 growth of 4.1 

percent in retail trade and 2.7 percent in construction. Looking ahead to 2017, Dr. Connaughton 

forecasts overall inflation-adjusted growth of 2.0 percent, with 3.0 percent growth in retail trade 

and 2.5 percent growth in construction. 

UTILITY SALES TAXES 

The Department of Revenue quarterly distributes sales tax revenues related to four separate 

utilities – electricity, natural gas, telecommunication services, and video programming. Here is a 

quick look at the most recent quarterly distribution for each of them. 

 Electricity: Effective with the 2014-15 Fiscal Year, the General Assembly changed how 

the revenues from electricity and natural gas were distributed to municipalities. The 

franchise tax was eliminated, and municipalities are now distributed a percentage of the 

general sales tax that is applied to the sale of electricity and natural gas. 

 

Revenues from electricity sales continue to be up over where they were prior to the 

change in distribution method. For the 2015-16 fiscal year, electricity sales tax revenues 

increased 6.2 percent over the previous fiscal year. However, that number was inflated 

by unusually large first quarter growth. The first quarter distribution of electricity sales 

http://www.businessinsider.com/consumer-business-ceo-confidence-higher-since-trump-election-2016-12


NCLM | Revenue Report: December 2016 5 

 

taxes for FY2016-17 marked the fourth consecutive quarter in which these revenues 

have experienced a year-over-year decrease. Electricity revenues can be weather-

dependent, but 2016 temperatures do not appear to have decreased appreciably from 

2015. The change in distribution method for FY2014-15 requires all cities to receive the 

same amount of revenue from electricity sales as they did in Fiscal Year 2013-14, with 

revenues in excess of that “baseline” amount then distributed to cities across the state 

on the basis of property tax levies. There is a three-year window to amend tax returns, 

which means there could still be changes being made to FY13-14 returns that could 

affect the “baseline” year current electricity sales revenues are calculated from. We will 

continue to monitor this revenue source and work with the Department of Revenue to 

address any questions or concerns you may have. 

 

 Natural gas: Natural gas revenues have generally decreased since the FY14-15 change 

in distribution method. Their overall 4.4 percent in growth for FY15-16 was artificially 

inflated by one FY14-15 quarter in which a large refund for a natural gas company led to 

abnormally low distributions. Another adjustment to distribution was made in the most 

recent quarter, which led to it being down over 30 percent from the same quarter last 

year. As with electricity, temperature can play a role in natural gas sales and the 

resulting revenues, so a particularly cold winter could lead to some increase in the next 

two distributions. 

 

 Telecommunication services: Dating back to the second quarter of FY14-15, it has 

now been two full years of distributions that decreased from the same quarter in the 

previous fiscal year. For FY15-16 these revenues were down almost 16 percent, and the 

first quarter of this fiscal year continued that trend by decreasing 7.2 percent from the 

first quarter of FY15-16. 

 

 Video programming: There has been more recent fluctuation in video programming 

revenues. Overall they finished FY15-16 down by 4.1 percent from the previous fiscal 

year, but the distribution for the first quarter of FY16-17 was up 0.9 percent from the 

previous year. 

BEER & WINE TAXES 

In the past, state collections of beer and wine taxes have served as a reasonable proxy for the 

local distribution of revenues from beer and wine sales. Last year, though, local governments’ 

distributions decreased by just over 6 percent despite state tax collections increasing by just 

over 5 percent. Thus far state beer and wine tax collections since the last local government 

distribution had increased by 3.3 percent over the same period in 2015. It remains to be seen 

whether any of this increase is reflected in this coming spring’s distribution to local 

governments. 
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SOLID WASTE DISPOSAL TAX  

Solid waste disposal tax revenues finished FY15-16 1.2 percent above their FY14-15 levels. 

The distribution for the first quarter of FY16-17 was up 8.6 percent over the same quarter last 

year. If increased construction activity continues, it could lead to sustained growth in this area. 

RESOURCES 

 Local government revenue distribution data can be found on the N.C. Department of 

Revenue website. 

 

 The N.C. Association of County Commissioners has been providing a helpful monthly 

breakdown of sales tax distributions on its County Research Pulse blog. 

 

 Information on economic indicators used in this report can be found in the following 

locations: 

 

o Federal Reserve Bank of Richmond 
 

o Wells Fargo 
 

o Dr. Michael Walden of N.C. State University 
 

o Dr. John Connaughton of UNC-Charlotte 
 

o National Federation of Independent Businesses 

http://www.dornc.com/publications/reimbursement.html
http://www.dornc.com/publications/reimbursement.html
http://www.ncacc.org/Blog.aspx?CID=7
https://www.richmondfed.org/
https://www.wellsfargo.com/com/insights/economics/regional-reports/
https://ag-econ.ncsu.edu/people/michael-l-walden-ph-d/
http://belkcollege.uncc.edu/community-engagement/economic-forecast
http://www.nfib.com/surveys/small-business-economic-trends/

