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ABOUT THIS DOCUMENT
The League’s quarterly Revenue Reports provide a state-level update on tax revenues collected by the
state that are returned to local governments throughout the year. These include a portion of local
option sales and use taxes, utility sales taxes (on electricity, piped natural gas, telecommunications, and
local video programming), beer and wine excise tax, and solid waste disposal tax. These taxes are
distributed to municipalities throughout the year according to formulas outlined in state law. For more
information on the different types of state-collected local taxes and distribution formulas, see the
League’s “State-Collected Local Taxes: Basis of Distribution” memo.
Note: The League’s full Revenue Projection report, released in March each year, provides a more detailed
analysis and forecast of state-collected local revenues for the remainder of the current fiscal year and the
upcoming fiscal year, to aid municipalities in developing their annual budgets.

WHAT’S NEW THIS QUARTER?
The following NC Department of Revenue (DOR) data was released since the League’s last Revenue
Projection in March:
Distribution Data
Sales & Use Tax1
Utility Sales Tax
Solid Waste Tax
Beer & Wine Tax

From Sales Period
January, February, & March, 2018
January, February, & March, 2018
January, February, & March 2018
April 2017 through March 2018

Distribution Received
April, May, & June 2018
June 2018
April 2018
May 2018

Based on this data, the following table summarizes our analysis of statewide trends for the third quarter
of local governments’ 2017-2018 fiscal year:
QUARTER 3 REVENUE SUMMARY
Revenue Source
Sales & Use Tax
Sales & Use Tax Refunds
Natural Gas Sales Tax
Electricity Sales Tax
Telecommunication Services Sales Tax
Video Programming Sales Tax
Solid Waste Tax
Beer & Wine Tax

Q3 Compared to Last Year Q1-Q3 Compared to Last Year
+2.8%
+4.4%
+8%
+5%
+31.5%
+28.5%
+13.2%
+1.2%
-10.8%
-9%
+1.3%
-1.9%
+6.0%
+3.5%
-1.7% (for April 2017 –March 2018 year)

1

Distributions received are generally representative of sales three months prior, and were collected by DOR two months prior. Based on state
accounting guidelines, the League assumes that revenues are accrued for 90 days. Please refer to memo #1015, “Recognition of Sales Tax and
Other Revenues at Year-End,” issued by the LGC on March 31, 2004, for further details and guidance.
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LOCAL GOVERNMENT SALES & USE TAXES
Of the taxes distributed to local governments by DOR, sales and use taxes make up the largest amount
of revenue received. Local sales taxes are divided into different Articles, though not all are levied by
every county. This report focuses only on Article 39 sales tax distributions. Article 39 tax is charged in
every locale and distributed to counties on the basis of where the Article 39 sale occurred. Because of
this, Article 39 sales tax revenue trends perhaps best reflect the general trends in local government sales
tax revenue.
Compared to last year, third quarter Article 39 sales and use tax revenue was 2.8 percent higher, and 4.4
percent higher for the first three quarters combined. This quarter’s increase occurred despite an 8
percent increase in quarter three sales tax refunds compared to last year. During the first three quarters
of the fiscal year, there has been a 5 percent increase in sales tax refunds issued, compared to last year.
February collections (January sales) and April collections (March sales) were both higher than the same
month last year. However March collections (February sales) decreased by 2.1 percent. Overall, twentyeight counties experienced a sales tax distribution increase equal to or greater than 6 percent, with 64
counties seeing positive growth. On the other hand, 36 counties experienced a decrease in sales tax
revenue for the third quarter compared to last year.
The two charts below show year-over-year comparisons of Article 39 sales tax distributions and sales tax
refunds each month. The solid line represents the percent change from the same month in the previous
fiscal year. The columns represent the totals each month.
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Taxable sales trends were similarly positive. As of January, the most recent 12 months of sales in
construction-related areas had surpassed pre-recession fiscal year levels (Fiscal Year 2007-08) by $1.6
billion. All other sales continued to grow steadily as well, though at a slightly slower rate.

Billions
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UTILITY SALES TAXES
Quarterly, the Department of Revenue distributes sales tax from four separate utilities – electricity,
natural gas, telecommunication services, and video programming. The most recent distribution of utility
sales taxes occurred on June 15, 2018. Below is a breakdown of each utility type.
Electricity2: Local governments received $88,096,759 in electricity sales tax revenue for the third
quarter of Fiscal Year 2017-18. This is a 13.2 percent increase from the same quarter last year.
For the fiscal year to date, revenue from electricity sales tax has increased by 1.2 percent
compared to last year. Electricity tax revenue is dependent on the price of electricity and
consumer demand. Prices are less volatile, as they are regulated by the NC Utility Commission.
Consumption is highly dependent on weather. In NC, 61.8 percent of households use electricity
for home heating.3 During the winter months of this year’s third quarter, heating degree days4
were 19 percent higher than the same quarter last year.5 This is likely the most significant factor
driving both the increase in electricity and natural gas tax revenue (see next section). For more
discussion on electricity sales tax trends, see the League’s recent “Factors Affecting Electricity
Sales Tax Revenue” memo.

Total Amount Distributed to Local
Governments

Q3 Electricity Tax Distribution Over 10 Years
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Natural gas6: Local governments received $10,091,295 in natural gas sales tax revenue for the
third quarter of Fiscal Year 2017-18. This is a 31.5 percent increase from the same quarter last
year. For this fiscal year to date, compared to last year, revenue from natural gas sales tax has
increased by 28.5 percent. Like electricity, natural gas tax revenue is largely dependent on
weather-related consumption and prices. Again, the third quarter’s 19 percent increase in
heating degree days is likely the main factor driving this quarter’s large increase.
2

During the 2014-15 Fiscal Year, the electricity franchise tax was eliminated, and local governments began receiving a percentage of tax on
electricity sales instead. Electricity tax revenues remain increased as a result of the change, but remain below their 2015-2016 Fiscal Year peak.
3

https://www.eia.gov/state/print.php?sid=NC

4

https://www.eia.gov/energyexplained/index.php?page=about_degree_days
https://www7.ncdc.noaa.gov/CDO/CDODivisionalSelect.jsp#
6 Like the electricity tax revenue, local governments now receive a percentage of tax revenue from the sale of natural gas, rather than the
previous franchise tax.
5
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Q3 Natural Gas Tax Distribution Over 10 Years
Total Amount Distributed to Local
Governments
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Telecommunication services: Local governments received $10,963,802 in telecommunication
sales tax revenue for the third quarter of Fiscal Year 2017-18. This is a 10.8 percent decrease
from the same quarter in the previous year. For the first three quarters combined compared to
last year, revenue from telecommunication services sales tax has decreased by 9 percent. Taxes
on telecommunication services continue to be negatively impacted by a growing reliance on cell
phones in place of land line phone connections. Quarter three distributions have decreased
year-over-year by an average of 7.5 percent for the past five years.
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Video programming: Local governments received $19,161,885 in video programming sales tax
revenue for the third quarter of Fiscal Year 2017-18. This is a 1.3 percent increase from the same
quarter in the previous year. However, quarter three distributions have decreased year-overyear by an average of 0.2 percent for the past five years. For the first three quarters combined
compared to last year, revenue from video programming sales tax has decreased by 1.9 percent.

Total Amount Distributed to Local
Governments

Q3 Video Programming Tax Distribution Over 10 Years
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SOLID WASTE DISPOSAL TAX
Solid waste disposal tax revenue for the first quarter of Fiscal Year 2017-18 was 6.0 percent higher than
the third quarter distribution in Fiscal Year 2016-17, and 3.5 percent overall for the first three quarters
compared to last year. Distributions have now shown year-over-year increases for nine consecutive
quarters. A healthy economy increases the generation of solid waste. In North Carolina, the health of
the construction industry plays a large part – building permits in April were up 10 percent from the same
time last year.7

Total Amount Distributed to Local
Governments
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7

https://www.richmondfed.org//media/richmondfedorg/research/regional_economy/reports/fifth_district_economic_indicators/pdf/all_charts.pdf#page=67
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BEER & WINE TAXES
Since the League’s Revenue Projection report was published in March, data on alcohol-related taxes
distributed April 2017 through March 2018 has been released. The total amount distributed during that
period equaled $38,859,777. This is a decrease of 1.7 percent compared to the previous year.
Fortunately, this is lower than the 5 percent decrease predicted in the League’s March Revenue
Projection.
Annual Beer & Wine Tax Distributions
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ECONOMIC UPDATE
North Carolina’s economic outlook continues to be positive, yet slow and steady. Dr. Michael Walden’s
May 2018 Index of North Carolina Leading Economic Indicators increased by 0.1 percent from March to
May, and is up 3.1 percent from April 2017. One contributing factor is a 22 percent increase in building
permits. However, the index hasn’t risen since November, demonstrating continued economic growth,
though at a constant pace.8 Dr. John Connaughton’s June 2018 forecast predicts a 2.8 percent increase
in Gross State Product (GSP) in 2019 over the 2018 level, which will slightly exceed the 2.7 percent
growth in 2018. The North Carolina unemployment rate has declined slightly from 4.5 to 4.4 percent
from January through March.9 Wells Fargo reported that following an April gain of 7,500 jobs, May saw
an even larger surge of 21,600 new jobs (the third largest in the nation). The largest growth in May was
in professional and business services, though manufacturing and the trade, transportation and utilities
sector also experienced significant gains.10 The Carolinas Survey of Business Activity for May 2018
reported improved business conditions and higher sales, and the expectation that improvements will
continue over the next six months. However, a shortage of workers persists, and input prices are
increasing at a faster pace than prices received. Firms expect the gap between the two to narrow in the
coming months.11

8

https://cals.ncsu.edu/agricultural-and-resource-economics/wp-content/uploads/sites/12/2017/07/may2018.pdf
https://belkcollege.uncc.edu/news/2018-06-05/nc-economic-expansion-continues-2018
10 https://www08.wellsfargomedia.com/assets/pdf/commercial/insights/economics/regional-reports/nc-employment-20180615.pdf
11 https://www.richmondfed.org/research/regional_economy/surveys_of_business_conditions/carolinas/2018/car_05_24_18
9
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New federal policy changes since the League’s March Revenue Projection add additional factors to
consider in the state’s economic outlook. The Economic Growth, Regulatory Relief, and Consumer
Protection Act, signed into law by the president in May, reclassifies investment grade municipal bonds
as high-quality liquid assets (HQLAs), allowing banks to use the bonds to meet federal liquidity
requirements. This change is expected to increase demand for municipal bonds, and decrease interest
rates for state and local borrowers.12 Since the League’s March Revenue Projection, the Federal Reserve
again increased interest rates by 0.25 basis points in June to a 1.75-2.00 level.13 Two more increases are
expected this year, as the Fed weighs the appropriate rate to support continued growth while mitigating
inflation.14 Perhaps an important indicator to watch is the “yield curve” which has recently begun to
show a narrowing gap between the interest rates on short-term and long-term government bonds.
Historically this has been a signal of traders’ concerns about long-term growth, and a predictor of a
coming recession. However, the current narrowing could also be the result of the volume of bonds
owned by central banks (keeping long-term interest rates low) and the Fed’s recent raises to short-term
interest rates.15
Another development at the federal level worth noting was the Supreme Court’s June 21st ruling on
South Dakota v. Wayfair Inc. The court’s decision overturns a system created following the 1992 Quill
Corporation v. North Dakota case, and finds that internet retailers can now be required to collect sales
tax in states where they have no physical presence. This is expected to provide a more level playing field
for local businesses, and allow states and local governments to improve tax enforcement.16 However,
states will need to pass legislation establishing the parameters for their collection of this tax, and the
N.C. General Assembly is not expected to do so before they adjourn for 2018 and reconvene in January
2019.

RESOURCES


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



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

12

https://www.routefifty.com/finance/2018/05/banking-dodd-frank-municipal-bonds-hqla/148480/
https://www.federalreserve.gov/monetarypolicy/openmarket.htm
14 https://www.nytimes.com/2018/06/13/us/politics/federal-reserve-raises-interest-rates.html
15 https://www.nytimes.com/2018/06/25/business/what-is-yield-curve-recession-prediction.html
16 https://www.nytimes.com/2018/06/21/us/politics/supreme-court-sales-taxes-internet-merchants.html
13
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