





How Does the Budget Get Decided?

FIGURE 7: How the budget gets decided

Do You Want to Know More?

The products of each iteration of the budget

include two documents — the Budget Bill and the
Committee Report — that can be accessed via the NC
General Assembly website at www.ncleg.net.
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The Constitutional Framework

There are a few key aspects of state spending and tax decisions that are set out in the state
Constitution and represent requirements in the decision-making process.

Balanced Budget Requirement: 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.

Maximum Allowable Income Tax Rate: 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 fudning of core public services, namely:

Public Education: 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.

Higher Education: “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.”

Well-Being of North Carolinians: “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.”

ABOUT THE BUDGET DOCUMENTS

The products of each iteration of the budget include two documents — the Budget Bill and
theCommittee Report — that can be accessed via the NC General Assembly website at
www.ncleg.net.

+ 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.

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

Additional budget documents that are useful for historic or current context are available at the
North Carolina Office of State Budget & Management at www.osbm.nc.gov/budget




Our Collective Investments Matter

The state budget should
be a clear reflection of
North Carolina’s values and
priorities, for today and for
our future. Our investments
in schools, public health,
and roads — in other words,
in our communities — will
determine how our state will
grow and thrive.

The budget must also
ensure that North Carolina
has enough revenue to
support our growing needs
and changing economy. Our
current revenue system is
out of alignment with our
day- to-day reality, and it’s taking a toll on our economy. Because of bad policy, investment in our
communities has declined, and that will create greater challenges for all of us in the future.

If we want our communities to thrive, now and in the future, we need a state budget that prioritizes
thriving communities. We need a tax system that is equitable, adequate, and stable.

And we need to support our communities through collective commitment and investment so that
our communities and democracy is built by North Carolinians, for North Carolinians.
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Frequent Questions About the Budget

How do people know what “well-funded” means for different budget areas?

Much of the debate in recent years has been about what our shared definition of adequate is for
public programs and services. It is difficult to set a standard across all areas of the budget. Instead,
there are a few helpful ways to consider whether a program or service is well-funded:

e Is there a need going unmet? A waiting list for programs or services? A subpopulation
that is not reached with the current program?

e Is there a more effective, efficient, innovative way to deliver the program and services
that requires new capacity or infrastructure?

* Are we making investments in the people who deliver public programs and services that
reflect a commitment to their economic security?

Why would there be budget cuts in good times?

Budget cuts in good times occur for two main reasons: 1) Legislators do not support the program
or service and prioritize other investments and 2) There is not adequate revenue to continue to
support programs and services at the prior level. In both cases, budget cuts are a result of what
policymakers choose to prioritize and how policymakers choose to collect revenue. Both should
reflect the interests of North Carolina families and communities.

What does it mean to have a revenue surplus?

At times, revenue will come in above what is projected to be available. This is technically called a
surplus, but it doesn’t necessarily mean the state has the revenue it needs. It simply means that there
is more revenue than was anticipated. As with any projection, estimating the availability of revenue
is complicated and is unlikely to be precise, especially in North Carolina where the current tax code
is still being tested through changing economic contexts.

Why is it bad to use one-time money for recurring responsibilities?

One-time money is sometimes made available due to an unanticipated event or prior budget
decisions as in unappropriated balances from prior year budgets. This one-time money can provide
important boosts to investments but should not replace the focus on ensuring the tax code can
raise adequate revenue year after year. It is this recurring revenue that should match needs in the
community so that a responsibility to serve the people of North Carolina can be sustained beyond
one year.



What is the ideal balance between federal, state and local funding streams
for community priorities?

The bottom line is that it depends. When the state commits to advancing a community priority,
it is important that they commit funding to achieve that goal at least in part. Too much reliance
on federal funding can create uncertainty while too much reliance on local funding can generate
inequities across the state. It is certainly the case that all three levels of government must make
funding commitments to build thriving communities in North Carolina.

GLOSSARY OF TERMS

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

Corporate income tax — a tax on the entire net income of every corporation located in North Carolina or deriving income
from sources within North Carolina.

Current services budget - outlines the cost of providing the same level of service in future years as was provided in
the current budget year. Continuation budget allowances include covering public school and higher education
enrollment increases, entitlement increases (mainly Medicaid), debt service, and inflation on mandatory expenses
(gasoline, heating oil, electricity).

Earned income — money received in payment for a job or through self-employment.

Expansion items - may include funds to establish new programs or continue phase-in of programs initiated in a previous
fiscal year, enhance compensation or other employee benefits, make major one-time equipment and information
technology purchases, and replace lost federal funds.

Federal funds - U.S. government money approved by Congress to support a program or project.

Federal poverty measure (also called the poverty line) — standard used by the U.S. government to classify people as
low-income.

Fiscal year (FY) — an annual accounting period. North Carolina’s fiscal year runs from July 1 to June 30. For example, the
2016 fiscal year runs from July 1, 2016 to June 30, 2017.

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/individual 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.
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Graduated tax — a type of progressive tax in which the tax rate is higher as the value of the taxed income or item
increases.

Household income — annual income of all family members living in the same home.
Income tax — a tax on earned and unearned income.

Living Income Standard — the amount of money a family needs to earn annually to afford housing, food, childcare,
health care, transportation, taxes, and other necessities. An alternative to the poverty measure.

Medicaid — a health insurance program, funded by federal and state governments and operated by the state, for persons
below a certain income level.

Medicare - a federal health insurance program for the elderly and disabled.

Payroll tax — a tax on wages that is used to finance unemployment insurance, worker compensation, disability insurance,
Social Security, and Medicare.

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 the use of graduated rates, exemptions, deductions, or credits.

Property tax — a tax levied by state or local government on the assessed value of property.

Rainy Day Fund - If North Carolina gets more revenue from taxes than the General Assembly budgeted for, that extra
money goes straight into the Rainy Day Fund. Lawmakers can choose to use the money in this fund for things like
natural disasters or to cover obligations if the General Fund runs low.

Regressive tax — a tax that requires people who make less money to pay a bigger share of their income than people who
make more money.

Sales tax — a tax levied by a state or locality on the retail price of an item, collected by the retailer.

Tax base — the total value of income, goods, properties, services, or activities subject to a particular tax or group of taxes.
Tax rate — the percentage of tax paid for a given level of income or value.

Taxable income — amount of income subject to income tax.

Unearned income — income such as dividends, interest, or rental fees that does not result directly from the recipient’s
labor.

FOR MORE RESOURCES VISIT:

* NCBudget & Tax Center: www.ncjustice.org/btc

 N.C. Office of State Budget & Management: www.osbm.nc.gov/



http://www.osbm.nc.gov/

19



0.¢ north carolina
JUSTICE CENTER

www.ngjustice.org
www.ncpolicywatch.com

PHONE: (919) 856-2570
FAX: (919) 856-2175

contact@ndjustice.org

PHYSICAL ADDRESS:
224 S. Dawson Street
Raleigh, NC 27601

MAILING ADDRESS:
PO Box 28068
Raleigh, NC27611

MEDIA INQUIRIES:
Mel Umbarger
BTC Senior Communications Specialist
(919) 856-2567
mel@nqjustice.org

© (OPYRIGHT 2019

NO PORTION OF THIS DOCUMENT
MAY BE REPRODUCED
WITHOUT PERMISSION.




