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Investing in well-being
for North Carolina communities

o matter where we come from or what we look like, North Carolinians want a good quality of life
for ourselves, our families, and our communities. Whether we are Black, brown, or white, we all
flourish with:

« Excellent public schools that are well-staffed and well-supplied, so that our children have every
opportunity to learn and explore

« Housing that is safe and fits our budget, so that we can live closer to where we work and play

«  Child care that is affordable and accessible, so that parents have the choice to pursue work while
knowing their child is well cared for

These components are essential for North Carolinians’ well-being. So how do we make sure that every
community in our state has what it needs to thrive?

The state budget.

The state budget is North Carolina’s most important policy, where our state lawmakers — who
represent us — decide on shared priorities for spending our public dollars. How policymakers choose
to prioritize billions of dollars in investments is important, and your voice can make sure that their
choices reflect the goals of your community.

This guide provides an overview of North Carolina’s state budget and includes key information
about where our public dollars come from, where they go, and the budget development process.
Throughout this primer, we also share highlights on key trends in recent years, how we as
stakeholders can evaluate the tax policies and spending decisions being made in Raleigh, and
opportunities to learn more and increase our engagement.

The state budget impacts all of us, and we all have a role to play in crafting it. We hope this primer
equips you with helpful information to understand and influence North Carolina’s budget.
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How does the budget affect me?

North Carolina’s state budget has a direct connection to our daily lives, from the teachers in our
children’s schools to the state parks we visit on the weekend. When state policymakers allocate
public dollars to programs and services, they are making choices that impact quality of life for every
North Carolinian.

You benefit from the state budget when: You contribute to the state budget when:

«  Your children or grandchildren attend + You file and pay your annual state income
school or a licensed daycare center tax

«  You attend a community college or + You buy a new pair of shoes and pay sales
university to upgrade your skills or take a taxes

course for personal enrichment . .
P «  You renew your driver’s license

+ You visit a state park, museum, or historic

site +  You buy a gallon of gas or license tag for

your car

» Youtravel on a state highway « You pay an admission charge or buy a

«  Your local Arts Council brings arts education souvenir at a state park or museum
to your hometown, supported by the NC

« You buy any tobacco or alcohol product
Arts Council yany P

+ You pay university or community college

. State funding for your city or county offsets tuition

pressures to raise local property taxes

« State agencies respond to fire, flood, or
storm emergencies in your community

When it’s good to rank first among the 50 states, North Carolina is:

- 25thforincome inequality «  34th for high school completion
- 26th for food insecurity « 39t for low birth weight

«  33rd for percentage of households «  44th for public health funding’
living below the federal poverty line

Investments made in our state budget also matter for community-level measures that we care about,
like outcomes in health, education, and financial well-being. Decisions made in our state budget
affect how North Carolina compares to other states on these measures.

Given its consequences for North Carolinians’ daily lives, the state budget should:

- Target state spending to the public goods and services that residents say are most important for
well-being in their community

« Raise public money equitably and in amounts that are adequate to address community priorities

« Be decided through an inclusive and transparent process

Dollars & Democracy



Who pays for what?

In this guide, we focus on the state budget — and particularly on the General Fund. The state Gen-
eral Fund is the source of funds for most state operations. It’s like a household’s checking account:
income (revenue) comes into the fund, then withdrawals (appropriations) are made from the fund
to pay for the goods and services that North Carolinians need. (See the Glossary for more key terms).
In addition to our state government, though, other levels of government provide key services to
North Carolinians.

Local Government
North Carolina’s towns, cities, and counties are responsible for providing certain local services, includ-
ing:

«  Water and sewer

«  Waste collection and disposal

+  Fire protection

« Jails, police, and sheriffs?

Local governments fund these services mostly through collecting property and sales taxes.

Federal Government

The federal government provides some services to North Carolinians directly, such as Social Security,
Medicare, national defense, and consumer protection.

It also sends federal dollars to the state, which get used by our state agencies for programs like com-
munity development, workforce training, and health and human services.? The federal government
pays most of North Carolina’s Medicaid expenses, for example.

Multiple levels of government collaborate to meet needs

Often, multiple levels of government work together and share funding between them to meet resi-
dents’ needs. While not exhaustive, Table 1 shows some examples of this collaboration:

Table 1: Sources for select public programs and services

Federal Government State Government Local Government

« Child care assistance for families « Child care assistance

Early Childhood

- Additional Pre-K slots

Education LT - Pre-K « Expanded child care assistance
« Head Start preschool programs - Wage supports for educators P
« Grants to low-income school .
G.a t s tolow-income schoo - Teacher and staff salaries « Teacher salary supplement
: districts : . o .
K-12 Education « Instructional supplies « School building construction
« Free and reduced-cost school . .
« Transportation and maintenance
meals
. . . . « Eviction diversion programs
Stable and « Rental vouchers, tax credits for « Flexible funds for housing rehabil- c'.[? TR PIL]E
. . - . - Additional funds for affordable
affordable affordable housing construction itation, construction, and support- . .
: . . . housing construction
housing « Community development grants ive housing

- Community development staff
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Revenue: Where does the money come from?

axes are our shared public dollars, and paying taxes is how we come together to fund the services

we all need. We all pay state taxes every time we earn wages in North Carolina or buy basic
consumer goods. But right now, our tax code hits the lowest-income families the hardest and doesn’t
meet the needs of a growing state.

The vast majority of North Carolina’s state funds come from taxes. Figure 1 shows the different types
of revenue that contributed to North Carolina’s General Fund in Fiscal Year 2022-2023 (FY 2023).4 (A
fiscal year is the annual accounting period for state budgeting. North Carolina’s fiscal year runs from
July 1 to June 30. We abbreviate the fiscal year from July 1, 2022, to June 30, 2023, as FY 2023.) The
vast majority (96 percent) of our state’s public funds come from taxes.’

Figure 1: Taxes provide over 95% of North Carolina’s state funding

North Carolina General Fund revenues by source, Fiscal Year 2022-2023

Other taxes: $3B (9%) $1.4B (4%)

Corporate Income Tax:
$1.6B (5%) \

\ Non-Tax Revenue:

Personal Income Tax:
$16.8B (50%)

Sales and Use Tax:
$10.8B (32%)

Source: NC Dept. of Revenue, Statistical Abstract of North Carolina Taxes 2023
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https://www.ncdor.gov/documents/reports/statistical-abstract-north-carolina-taxes-2023/open

Personal (or individual) income taxes are by far the biggest source of state revenue, making up
half of the General Fund in FY 2023. People pay these taxes on most types of income, like wages and
salaries from jobs, and interest income from bank accounts. Personal income taxes can be structured
to be one of fairest, or most progressive, sources of revenue. (See the section “Evaluating our tax sys-
tem” below for a more detailed discussion of progressive and regressive taxes.) For example, policy-
makers can exempt people with very low incomes and create “graduated” taxes with lower rates for
middle- and working-class families.® North Carolina used to have a graduated personal income tax,
but now has a flat rate. The personal income tax rate will be 4.25 percent in 2025, and under current
policy it will decrease over the next several years, as shown in Figure 2./

The second largest contributor to state revenue is sales tax, which contributed about one-third of
state revenue, or $10.8 billion in FY 2023. We pay sales taxes when we buy most basic goods and
some services. The statewide sales tax rate is 4.75 percent, and local governments have the option of
collecting up to an additional 2.75 percent to fund local services. Sales taxes are regressive because
people with less income spend a bigger portion of their money on things that are taxed.

The corporate income tax (CIT) is a tax on corporate profits that only applies to companies that
are organized under a specific legal structure. This means most North Carolina businesses don’t pay
these taxes. Most of the companies that do pay the corporate income tax in North Carolina operate
in multiple states and have profits of more than $25 million.® The CIT in 2025 will be 2.25 percent,
and state lawmakers have passed policy that will decrease the rate each year until it is fully elim-
inated in 2030, as shown in Figure 2. This tax is paid primarily by wealthy corporate shareholders
and executives, and is one of the most progressive types of tax. As the CIT decreases it means North
Carolina’s tax code becomes more skewed toward gains for the wealthy.

Other taxes include franchise taxes, which are paid by some businesses operating in the state, and
insurance taxes, which insurance companies pay based on the premiums they charge. These also
include alcohol and tobacco taxes paid by consumers.

Just 4 percent of state funding came from non-tax sources for FY 2023. These sources include invest-
ment interest, court fees, and transfers from other government funds.

AERR
[
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Trends: Steep tax cuts in NC mean less revenue and a more regressive
tax code

Since 2013, cuts to the personal income tax rate and corporate income tax rate have had dramatic con-
sequences for our state budget and the financial well-being of moderate- and low-income North Caro-
linians. Figure 2 shows the tax rate changes that state lawmakers have enacted over the past decade.

Figure 2: NClawmakers have dramatically cut personal and corporate income tax rates since 2013,
with further cuts to come

Actual (2013 to 2024) and scheduled (2025 to 2030) corporate and personal income tax rates in NC

Personal income tax rate
for high-income

7.75%
households in 2013

6.9%

6%

Personal income
tax rate for low-
income
households in
2013

Personal income tax rate

2.49%

0%
2014 2016 2018 2020 2022 2024 2026 2028 2030

Note: Prior to tax cuts the NC General Assembly passed starting in 2013, the state had a graduated personal income tax based on household income. Based on current revenue trajectory,
this chart assumes that revenue triggers included in the Current Appropriations Act of 2023 will cause deeper personal income tax cuts to go into effect beginning in 2027

Source: NC Department of Revenue

Compared to the revenue we could have raised if 2013’s rates had been maintained, North
Carolinians in 2024 will have lost more than $16 billion in public funds to invest in education, health,
early childhood, and more.? In 2023, lawmakers approved new cuts that, once fully implemented,
will cause North Carolina to lose over $13 billion in public funds annually compared to 2023 rates
(see Figure 3)."° This revenue loss puts pressure on the state and local governments to make up the
difference in other ways, like raising sales taxes and property taxes — both of which hit lower-
income households the hardest.
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Figure 3: Scheduled tax cuts mean North Carolina will lose out on more than $13 billion in annual
revenue by 2031, on top of cuts since 2013

Estimated revenue loss in billions of dollars from cuts to the state personal income tax (PIT) and corporate incomes tax (CIT) rates in NC

FY24 FY25 FY26 FY27 FY28 FY29 FY30 FY31

Revenue loss
from personal
income tax cuts

Revenue loss
from corporate
income tax cuts

s -$13.7

*NCGA Fiscal Research Division provided a range for the estimated revenue loss from PIT cuts triggered by revenue thresholds. This chart shows the low estimate. Under the high
estimate total revenue loss in FY31 would be $15.2B.

Source: NCGA Fiscal Research Division

For the wealthy few, the scale of the personal and corporate income tax cuts has been enormous: In
2024, the richest 1 percent of North Carolinians — who make more than about $700,000 a year —
will pay $50,000 less in taxes than they would have in 2013, on average. Meanwhile, North Carolin-
ians at the other end of the income spectrum — those making less than $25,000 — will pay just $400
less than in 2013, while also suffering the consequences of lower investment in health care access,
public education, child-care access, and more.™

(@

Dollars & Democracy



Evaluating our tax system

There are several important principles that we can use to tell if our tax system is fair and if it's working
to support the services that we all rely on. Two of the most important ones are equity and adequacy.

Tax equity is about who pays taxes and how much, and especially how much people are taxed based
on their ability to pay. People often refer to tax policy as progressive or regressive based on how
much taxes people pay at different income levels.

Progressive taxes make richer people pay a bigger share of their income in taxes than people with
low or moderate incomes. Progressive tax policy can help counteract income and wealth inequality.

Flat (or proportional) taxes tax everyone at the same rate.

Figure 4: Richest North Carolinians pay the lowest share of their income in state and local taxes

Share of family income paid in state and local taxes, by income quintile. Based on 2024 tax law and 2023 income levels.

Lowest Income 20% (Less

than $21,600) e

Second 20%

($21,600-842,200) A

Middle 20%

%
($42,200-$73,400) 93

Fourth 20%

%
($73,400-$128,300) 21

Next 15% 8 59
($128,300-$262,300) P

Next 4% ($262,300-$697,400) VA2

Highest Income 1% (Over

$697,400) e

Note: Excludes elderly taxpayers, see Who Pays? methodology for details

Source: Institute on Taxation and Economic Policy. North Carolina: Who Pays? January 2024
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Regressive taxes make families with lower incomes pay a bigger share of their income in taxes
than rich families. This can also be called an “upside-down” tax code. These policies make economic
inequality worse.

Overall, North Carolina’s state and local tax policies are regressive. The very richest families pay
the smallest share of their income in taxes, while the poorest people pay the biggest share of their
income in taxes.

Figure 4 shows that the richest 1 percent of North Carolinians, with annual incomes over about
$700,000, on average pay 6 percent of their income in taxes. In comparison, the poorest families in
the state pay 10.5 percent of their income in taxes.

Adequacy is about whether our taxes raise enough money to pay for the public services we need.
This is especially important because, like many states, North Carolina’s constitution requires a
balanced budget, meaning the spending in the final budget can’t be higher than the revenue the
state brings in. Good tax policy should raise enough money to reliably fund high-quality services
that support communities across our state, in both the short- and long-term. We also need adequate
funds to meet unexpected challenges, like climate disasters that will only become more common, or
economic downturns.

Public investments matter. State spending can:

« Improve the well-being of people and communities by making key investments in health,
income supports,” and more.

« Achieve more equitable outcomes by ensuring that all counties and communities —
especially those with lower levels of wealth due to past and current inequities — deliver high-
quality public services for all residents.™

« Strengthen a state’s economic foundations by investing in early childhood,' public K-12
education,'® higher education,”” and other services that have a high return on investment for our
economy.

« Increase community resilience in the face of natural disasters and economic downturns by
investing in disaster preparedness'® and providing stimulus funds during recessions.

Across all these impacts of public investment, state spending can and should analyze budget
decisions for their impact on racial equity. Careful analysis can ensure that the state budget reduces
rather than perpetuates inequities.

The state General Fund is the source of funds for most state operations. State lawmakers
appropriated $29.7 billion from the General Fund for the Fiscal Year 2023-2024 budget. Here's where
those dollars went:?°

Dollars & Democracy



Figure 5: FY 2024 General Fund Budget by Category

2% General Government (5630M)

Department of Revenue, General Assembly,
Governor’s Office, the State Auditor, etc.

| 3% Natural & EconomicResources (5300M)

Forest Service, state parks, water infrastructure,
and state historic sites

12% Justice & Public Safety (53.68)

(ourts, legal services, prisons, and corrections

19% Higher Education (35.7B)

58 community colleges and 16 public universities

-1118091606
WASHINGTON,D.C

25% Health & Human Services (57.3B)

Medicaid, child and adult nutrition,
and early childhood education

\ 1 - N 3 N Te o - . - - ) - N -
A =) 5 % A : B p AVA
STA S@ 4 = A ANV A A

é\- g BA Ji' 1 &
ySTALLS
== g —

THIS NOTE }S LEGAL TENDER
. FOR ALL DEBTS, PUBLIC AND PRIVATE

39% K-12 Education (511.63B)

Administrators and teachers at 115 school districts
and three residential schools for students
with hearing and visual impairments

L111809166G

The budget also included $450,000 of other spending that did not fall into the
above categories; this amount rounded to zero and is excluded from this chart.

Source: Appropriations Act of 2023
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Trends: Current state spending is low compared to historical levels

Even though North Carolina is a prosperous state that is growing in population and wealth, the
overall spending level in our state budget has never recovered to where it was before the Great
Recession.

If state lawmakers passed a budget equal in size to the typical state budget over the past 50 years
— just about 6 percent of North Carolinians’ total annual income — we would have an additional
$5.6 billion available in public dollars today annually.2! With this revenue, we could pay teachers a

professional salary, increase the housing supply, make child care more affordable and available, and
decrease wait times at the DMV.

Figure 6: Spending relative to our state’s wealth is much lower than pre-Great Recession levels and the
50-year average
North Carolina General Fund spending as a share of the state’s economy

Final Budget:

7.0%

6.0

5.0
4.0
3.0
2.0
1.0

1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 2025

Source: NCBudget Tax Center analysis of Session Law 2023-134 (2023 Appropriations Act) and prior enacted budgets, U.S. Bureau of Economic Analysis

Evaluating our spending

State lawmakers are accountable to their constituents. The overall level of state spending and areas
of state spending should be aligned to community-identified priorities and to investments proven to
increase well-being. Here’s an example of how we can better align spending to these goals:

1. Ask North Carolinians about their priorities. More than 80 percent of North Carolinians
believe that providing child care for parents with young children would support well-being in their
community. By comparison, less than 40 percent think cutting taxes for wealthy individuals will
improve community well-being.?

Dollars & Democracy



2. Estimate the spending needed to fund the identified priority. About 188,000 children under
6 are eligible for a child-care subsidy, but fewer than one-third of that number are served by the
program. It would cost the state about $596 million to double the number of children served. This
connects back to the principle of adequacy in tax policy, or ensuring that taxes raise enough money
to meet people’s needs.

3. Analyze current spending to find opportunities for greater alignment. North Carolina’s FY
2024 budget included about $140 million in state funding for child care subsidies.? (Currently, most
of this program’s funding comes from the federal government, not the state.) Lawmakers have not
used state funds to significantly expand the number of children served. Instead, they are continuing
personal income tax cuts that mostly benefit the wealthy few, while 1 in 5 NC households will re-
ceive nothing.**

Evaluating the budget for racial equity

One way to explicitly build racial equity into spending assessment and decision-making is by
using race equity impact assessments. These tools are being used in several local and state
contexts to evaluate budget decisions. Here are some questions these assessments can ask to
pursue more equitable outcomes through state budget choices:

What are the causes or contributing factors (e.g. unfair policies and practices, inequitable
or insufficient funding formulas) that produce or perpetuate inequities for disadvantaged
racialized communities?

What steps can ensure public input and participation by the most disadvantaged racial
communities and stakeholders in developing proposed policies and budgets?

For a given proposal, will the proposal increase, expand, or create programs that are vital
to or disproportionately needed by disadvantaged racial/ethnic communities?*

How does the budget get decided?

orth Carolina’s state budget is a biennial budget, meaning it covers two fiscal years. In odd-num-

bered years like 2025, the General Assembly meets in Raleigh for a long session to draft and pass
a budget. In even years like 2026, the General Assembly meets for a short session to consider adjust-
ments to the second fiscal year of the budget.

The key steps and actors in the budget process are in Figure 7;2¢ you can follow the links to state gov-
ernment sites that provide more detail.”’

While the first three steps are still happening in a timely fashion each year, the remaining steps are
increasingly dominated by a small number of powerful legislators, with regular North Carolinians
and even most lawmakers excluded from the process. In recent years, the budget is often passed well
after the end of the fiscal year, or not at all.

The state budget affects us all. All of us should be included in crafting it. That's why the budget
process should be inclusive and transparent, collect input from regular North Carolinians and all the
lawmakers elected to represent us, and give lawmakers and the public time to read the final budget
documents in their entirety.

Dollars & Democracy
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Figure 7: Steps in the North Carolina state budget process

|— |— State agencies create their budget requests

@ @ In early fall, the governor provides state agencies with instructions for
budget requests. Agencies prepare their requests and submit them for
review.

£ The Consensus Revenue Forecast is released.
0 e/\/ In February (odd years), the executive and legislative branches co-
Sooa 1 I I release an estimate of what state revenues will be for the fiscal years
&&&S covered by the budget. In even years, the forecast is revised.

2039 The Governor releases a budget proposal.
— Based on agency requests and the revenue forecast, the Governor shares

- arecommended budget for the legislature’s consideration.

Each chamber of the General Assembly (the House and the

% E Senate) creates its own budget proposal

A handful of leaders in each chamber will make decisions about the

determine funding for the rest of the budget.

Two proposals are approved.
The House and the Senate each vote to approve their budget proposal.

A conference committee (with members from both House

and Senate) develops a final budget.

This budget is a compromise between the two proposals; the final
product includes the budget bill and the committee report.

“
7
Y
L")

Final version approved.

The House and Senate each vote on the final budget. The final version
is supposed to be approved by the end of the fiscal year (June 30)
each year.

The Governor decides whether to sign the budget.

The Governor can sign the budget, allow the budget to become law
without a signature, or veto the budget.

e
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https://www.osbm.nc.gov/budget/budget-instructions/budget-development-instructions
https://www.osbm.nc.gov/facts-figures/economy/revenue-forecasting
https://sites.ncleg.gov/frd/revenue-and-economic-outlook/
https://www.osbm.nc.gov/budget/governors-budget-recommendations
https://www.ncleg.gov/Committees#HouseStanding
https://webservices.ncleg.gov/ViewNewsFile/80/H259-CCSMHxr-6 v17
https://webservices.ncleg.gov/ViewNewsFile/81/CommitteeReport_2023_09_20_Final
https://www.ncleg.gov/Legislation/Votes/RollCallVoteTranscript/2023/H/589
https://www.ncleg.gov/Legislation/Votes/RollCallVoteTranscript/2023/S/471
https://www.ncleg.gov/Committees#SenateStanding

Conclusion: Where are we headed and how
can | get involved?

orth Carolina has enormous potential to improve quality of life for its people through state

budget and tax policies. Over the past 10 years, however, tax and budget policy choices have
threatened the state’s ability to build strong public institutions, support resilience and equitable
outcomes in communities, and deliver well-being for every North Carolinian.

The past decade of tax cuts for the wealthy means that in 2024, NC will raise $16.5 billion less
annually than it would have under 2013 rates.? That’s $16.5 billion less in public money every year to
pay teachers, buy classroom textbooks, bring down the costs of child care and housing, and address
so many more needs that North Carolinians have identified.

While the impact of these cuts is already being seen in our public schools, child-care system, and
ability to respond to climate disasters, the state is on track to experience even more revenue loss due
to continued tax cuts scheduled years into the future.

We hope this primer has made clear that we have the power to make different choices in our state
budget and tax policy — choices that are more aligned with what North Carolinians say they need
to live well. You can help by sharing this primer with others, learning more at our website, and
continuing to lift up the needs of your community.

If we want our communities to thrive, now and in the future, we need a state budget that prioritizes
well-being. We need a tax system that is equitable and adequate. And we need to make collective
commitments and investments so that our communities and democracy are built by North
Carolinians, for North Carolinians.

Let’s get to work!

e
Want to learn more?

«  NCBudget & Tax Center: nchudget.org - N.C Office of State Budget & Management:
osbm.nc.gov

Dollars & Democracy
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A few key aspects of state spending and tax decisions are set out in the state Constitution and
represent requirements in the decision-making process.”

North Carolina’s constitution requires that the budget enacted
by the General Assembly be balanced so that spending does not exceed revenues collected. In
addition, the budget must include two fiscal years, beginning on July 1 of each odd-numbered
year.

As of November 2018, the state Constitution now
contains a cap on income tax rates for individuals and corporations at 7 percent. This cap
represents a lower rate than was originally placed in the state Constitution.

The state Constitution also sets out responsibilities for the funding of core public services, namely:

"The General Assembly shall provide by taxation and otherwise for a general
and uniform system of free public schools, which shall be maintained at least nine months in
every year, and wherein equal opportunities shall be provided for all students.”

“The General Assembly shall provide that the benefits of The University
of North Carolina and other public institutions of higher education, as far as practicable, be
extended to the people of the State free of expense.”

“Beneficent provision for the poor, the unfortunate, and
the orphan is one of the first duties of a civilized and a Christian state. Therefore the General
Assembly shall provide for and define the duties of a board of public welfare.”

and

“Such charitable, benevolent, penal, and correctional institutions and agencies as the needs of
humanity and the public good may require shall be established and operated by the State under
such organization and in such manner as the General Assembly may prescribe.”

Dollars & Democracy



Here is a“cheat sheet” of state budget and tax terms that appear in this primer and in state budget
work more generally:

Appropriations: The amount of money approved by the General Assembly for a certain purpose.

Balanced budget: A budget in which revenues are greater than or equal to — but not less than —
expenditures. North Carolina is required to pass a balanced budget under the state’s Constitution.

Biennial budget: A budget that covers two fiscal years; this is the structure of North Carolina’s state
budget. The period of two fiscal years that the budget covers is called the biennium.

Budget Bill: This document provides the statutory language to authorize appropriations and to align
the General Statutes with spending decisions. Often, the budget bill also includes policy changes
that may not have an impact on the state budget.

Budget deficit: The amount by which revenues fall short of expenditures in a given period, usually a
fiscal year

Budget surplus: The amount by which revenues exceed expenditures in a given period, usually a
fiscal year.

Consensus revenue forecast: An estimate of the taxes, fees, and other money the State General
Fund is expected to receive during a fiscal year, independently developed by the Fiscal Research Divi-
sion and the Office of State Budget and Management.

Committee report: This document is also sometimes called the Money Report. It provides a more
detailed description of the spending decisions and some context as to the prior year spending and
staffing impacts of spending decisions.

Corporate income tax: A tax on the profits of corporations located in North Carolina or deriving
income from sources within North Carolina.

Fiscal year (FY): An annual accounting period. North Carolina’s fiscal year runs from July 1 to June 30.

For example, FY 2025 runs from July 1, 2024, to June 30, 2025.
Flat tax (also called proportional tax): A tax levied at the same rate on all levels of income

General Fund: The state’s primary account. It includes revenue from North Carolina’s personal/indi-
vidual income tax, corporate income tax, and sales tax. The money in the General Fund is spent on
state priorities like education, public safety, and job growth.

Graduated tax: A type of progressive tax in which the tax rate is higher as the value of the taxed
income or item increases. Before 2014, North Carolina had a graduated personal income tax that
ranged from 6 percent to 7.75 percent, depending on income.

Long session: A convening of the General Assembly in odd-numbered calendar years — like 2025 —
to draft and pass a biennial budget.

Dollars & Democracy
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Personal income tax: A tax on the wages, dividends, interest, and rental fees received by an indi-
vidual or household each year. Even though North Carolina has a flat (4.25 percent in 2025) income
tax rate, deductions and tax credits mean that those with lower incomes pay a smaller share of their
income than those with higher incomes. This makes the tax progressive.

Progressive tax: A tax that requires people who make more money to pay a bigger share of their
income than those who make less. A tax can be made progressive by using graduated rates, exemp-
tions, deductions, or credits.

Property tax: A tax levied by state or local government on the assessed value of property. Property
taxes in North Carolina generally result in lower-income households paying a greater percentage of
their income on property taxes than higher income householders, making the tax regressive.

Race equity impact assessment (REIA): A process for documenting the impacts of a policy or bud-
get decision on different racial and ethnic groups.

Regressive tax: A tax that requires people who make less money to pay a bigger share of their in-
come than people who make more money.

Revenue: The public money that the state government raises, primarily through taxation.

Sales tax: A tax levied by a state or locality on the retail price of an item, collected by the retailer.
Because lower-income households must spend a greater portion of their income each year to meet
basic needs, the households pay a greater share of theirincome in sales tax each year than richer
households, making the tax regressive.

Short session: A convening of the General Assembly in even-numbered calendar years — like 2024
— to consider adjustments to the second fiscal year of the biennial budget.
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