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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 & Strategic 

Initiatives Chris Nida. 

Since the publishing of the last Revenue Report in July, local governments around the state 

have received the final revenue distributions related to sales made in Fiscal Year 2016-17. (For 

the purposes of its projections, the League assumes that revenues are accrued for 90 days, so 

distributions received in October that are generally representative of July sales mark the 

beginning of the new fiscal year). FY2016-17 was largely a good one for local governments, 

particularly in the area of sales taxes, where revenues increased by roughly 5 percent over the 

previous fiscal year. 

Observations about the economy as a whole seemed less optimistic heading into the month of 

November than they had earlier in the summer. Growth was still being projected almost across 

the board, but in many cases it was even more moderate growth than had been projected 

previously. Still, North Carolina was viewed as being stronger in many areas than the nation as 

a whole. Of course, as the League frequently notes in its projections, economic strength was not 

being experienced uniformly across the state, with significant regional differences still very much 

evident. 

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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After the final distribution of sales taxes on purchases made during the Fiscal Year 2016-17 was 

received, statewide Article 39 sales tax revenues were up nearly 5 percent over the previous 

year. More than half of counties experienced an increase between 2 and 6 percent, with 24 

counties seeing growth in excess of 6 percent. On the other hand, 8 counties experienced a 

decrease in sales tax revenue from Fiscal Year 2015-16 to FY16-17. 

Perhaps the most notable recent distribution was that for June collections (May sales), which 

was almost 3 percent lower than the same month last year. While potentially concerning on its 

face, Department of Revenue officials indicated that an unusually large number of sales tax 

refunds were processed that month, accounting for the decrease in distributions. The two most 

recent distributions returned to showing year-over-year growth, including particularly strong 

growth in the distribution from August collections. That may also be misleading, however, since 

the distribution from August 2016 collections was another abnormally low point among recent 

distributions. Those fluctuations are likely to level out over time; the 3-month rolling year-over-

year average has decreased somewhat recently but as of the distribution received in October 

continues to stand at almost 3.5 percent. 

Taxable sales trends were similarly positive. As of October the most recent 12 months of sales 

in construction-related areas had finally risen above pre-recession levels in 2007-08, and all 

other sales continued to grow steadily as well. Similarly, the most recent data from the 

Richmond Federal Reserve indicated that North Carolina’s year-over-year growth in building 

permits and housing prices continued to outpace that of the nation as a whole. 
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ECONOMIC INDICATORS 

Optimism regarding the North Carolina economy seems slightly more tempered now than at the 

time of the last Revenue Report in July. Most predictions still foresee growth ahead, but it is 

projected to perhaps be even more modest now than it was earlier in 2017. For example, Dr. 

Michael Walden’s Index of North Carolina Leading Economic Indicators decreased 0.5 percent 

from September to October, due in large part to a nearly 15 percent decrease in building 

permits. Dr. John Connaughton’s most recent projections for Gross State Product were 1.9 

percent growth for 2017, followed by subsequent 1.9 percent growth in 2018. Wells Fargo 

reported that private sector payrolls in the state declined slightly in the month of September. At 

a national level, some downward trends in the economy were being attributed to the impact of 

hurricanes on the United States. North Carolina may be feeling some of that impact regionally 

as well. The Carolinas Survey of Business Activity, though, was also down from the month of 

September. Employment growth and the availability of skills needed were reported by 

respondents to be lower in the month of October, though respondents did report an increase in 

spending growth. 

Since the publishing of the last Revenue Report the General Assembly’s Fiscal Research 

Division released its report on state revenue in the first quarter of Fiscal Year 2017-18. Through 

the first quarter, total General Fund revenue was running $62.1 million short of targets. Sales 

and use taxes were $62.5 million under projections. This comes on the heels of sales tax 

collections finishing the 2016-17 fiscal year $33.3 million ahead of forecast. The report notes 

that first quarter revenue results are typically the least indicative of revenues for the full fiscal 

year, and Fiscal Research still projects the state’s economic growth to outpace that of the nation 

as a whole in the coming years. 

One point made by Fiscal Research, Dr. Connaughton, and others is that the economy as a 

whole has been expanding at nearly unprecedented levels. The current economic recovery from 

the 2008 recession is the third-longest since the 1850s, and less than a year short of what 

would be the longest economic recovery in history. Though there do not yet seem to be 

indications that economic contraction is on the horizon, the prolonged nature of the economic 

recovery – even if it has been modest at times – is catching the attention of observers. At the 

time of this writing, the President of the United States had just nominated a new chairman of the 

Federal Reserve, and members of the U.S. House of Representatives had rolled out an initial 

proposal for large-scale tax reform, contributing to some uncertainty for the future. 

 

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 

http://ncleg.net/FiscalResearch/generalfund_outlook/17-18%20Outlooks/2017.10.18.October%20Revenue%20Outlook.pdf
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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 in FY16-17 were down slightly less than 3 percent from 

FY 15-16. The revenues remain significantly increased from prior to the change in the 

distribution method, but they have declined from their peak initially after the change was 

made. This continues to be a weather- and energy cost-dependent revenue source, so 

factors like the price of electricity and consumer consumption levels will continue to play 

a significant role in the amount of revenues received going forward. If prolonged warmer 

temperatures lead to an increase in consumption, this could be reflected in the 

distribution received next month. More information on that distribution will be available in 

the next Revenue Report. 

 

 Natural gas: Revenues from natural gas sales remain lower than they were prior to the 

change in distribution method, but unlike electricity revenues, they are trending upward. 

Overall natural gas revenues increased 4 percent in FY16-17 from the previous year, 

including a 26 percent increase in the final quarter’s distribution. Like electricity, natural 

gas revenues can vary based on weather and energy prices. 

 

 Telecommunication services: Taxes on telecommunication services have been 

particularly impacted by a growing reliance on cell phones in place of land line phone 

connections, with 10 of the 11 most recent distributions decreasing from the previous 

year. The only exception to that decrease is one quarter in which a refund impacting 

these revenues was processed. Thanks in large part to that refund, telecommunication-

related revenues decreased less than 1 percent overall for FY16-17, but the impact of 

the refund makes that year-over-year comparison misleading. In the last two years, no 

distribution in a quarter not impacted by refunds has decreased year-over-year by less 

than 6.7 percent. 

 

 Video programming: The trend in video programming revenues had been somewhat 

similar to that of telecommunication revenues, but the two revenue sources diverged 

slightly this year. The same refund referenced above had a less pronounced effect on 

video programming revenues, but even taking that into account the total revenues in 

FY16-17 increased by just over 1 percent from FY15-16. The final two quarters of the 

year decreased 3.5 and 1.5 percent, respectively, from the corresponding quarters in 

FY15-16, so we will be mindful of whether that trend continues in early Fiscal Year 2017-

18. 

 

BEER & WINE TAXES 

Local beer and wine taxes are based on sales from April 1 through March 31. Since April 1, 

2017, state collections of alcohol-related taxes have increased from the prior year every month. 

These increases range from just over 0.0 percent in May to 7.5 percent in September. While not 

a perfect proxy for the annual local distribution, the continued increase in sales indicated by 
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these tax revenues will hopefully at a minimum lead to no decrease in local revenues when they 

are distributed next spring. 

 

SOLID WASTE DISPOSAL TAX  

Year-over-year increases in solid waste disposal tax revenues slowed down slightly in the final 

two quarters of FY16-17, but overall for the year revenues were still 5.4 percent higher than they 

had been in FY15-16. Distributions have now shown year-over-year increases for six 

consecutive quarters. As mentioned in the last Revenue Report, this year’s State budget called 

on the Environmental Review Commission to study the solid waste disposal tax. However, the 

Commission has met just once so far in 2017 and did not discuss a study of the solid waste 

disposal tax at that time. The League will continue to monitor the study and will inform its 

members of any findings or recommendations that may affect this revenue source going 

forward. 

 

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 

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

