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IMPACT OF THE FEDERAL PROTECTING AMERICANS FROM TAX HIKES ACT OF 2015 ON NORTH
CAROLINA’'S CORPORATE AND INDIVDUAL INCOME TAX RETUR NS FOR TAX YEAR 2015

North Carolina’s corporate income tax law uses faldexable income as the starting point in detanng North
Carolina taxable income. North Carolina’s indivadlincome tax law uses federal adjusted gross iecasithe starting
point in determining North Carolina taxable incoma.both cases, the reference to federal law thednternal
Revenue Code (“Code”) as of a certain date. Ctlyrethat reference is to the Code as of Janua@015. Each year
the General Assembly determines whether to uptiteference to the Code. Doing so would makentece
amendments to the Code applicable for North Camahisome tax purposes. In some cases, the Gek&sambly
chooses not to follow (“decouples” from) certaineardments to federal law.

On December 18, 2015, President Obama signedantdéHe Protecting Americans From Tax Hikes Act@f2
(“PATH”). The Act extended several provisions @téral law that had sunset at the end of 2014. eSwovisions
were extended through the end of 2016 while othavipions were made permanent. The Act alsaded new tax
reduction provisions. If the General Assembly deessupdate the reference to the Code to Decen®)e2QlL5 or later,
neither the extension of those provisions thathatset at the end of 2014 nor the new tax redugptiovisions will
apply for North Carolina income tax purposes.

The Revenue Laws Study Committee is charged witthysng North Carolina’s revenue laws and making
recommendations with respect to those laws to tree@l Assembly. On March 8, 2016, the RevenuesLStudy
Committee adopted a recommendation to update faeerece to the Code to January 1, 2016 but to g#edrom
specific provisions in PATH. The recommended imi#ly be viewedhere.

If the General Assembly enacts legislation to updla¢ Code reference as recommended, North Camsiihaequire
additions on the tax year 2015 corporate and iddaliincome tax returns for (a) 85% of the amowthwtted as bonus
depreciation on the federal return and (b) 85%nefdifference between the amount deducted on trexdéreturn for
Code section 179 expenses, using the federal doidfederal investment limitations, and the amdhiat would be
deductible for Code section 179 expenses usindldnrth Carolina dollar and North Carolina investmigmitations for
2015. For tax year 2015 individual income tax ne$ additions would also be required for (a) thmant excluded
from gross income for the discharge of qualifieshgipal residence indebtedness, (b) the amountatedun arriving
at adjusted gross income for qualified tuition agldted expenses, and (c) the amount excludeddross income for
a qualified charitable distribution from an indivil retirement plan by a person who has attainedr@g/. In lieu of
the exclusion from gross income, an individual ceriude the amount of the qualified charitable ritisition in the
deduction for charitable contributions if the taypaelects to deduct itemized deductions on theétiNGarolina
individual income tax return. In addition, an imidiual would also be required to exclude amountd fia mortgage
insurance premiums from the deduction for qualifiesidence interest if the taxpayer claims itemideductions on
the North Carolina return.

Any person required to file a North Carolina incotae return whose 2015 federal taxable income derf@ adjusted
gross income is impacted by the amendments todétiav included in PATH should consider waitingfite the 2015
North Carolina income tax return until the Genésssembly takes action. A taxpayer who files th&®2hcome tax
return before the General Assembly takes action inaag to amend the return to reflect the Generaésbly’s action.
Please note that the General Assembly is scheduleghvene on April 25, 2016. A taxpayer whos®ine tax return
is statutorily due on Friday, April 15, 2016 hagiludonday, April 18, 2016 to timely file the retuwand pay any
income tax due because Emancipation Day is obsenvepril 15, 2016. A taxpayer with a tax retumnedon April

15, 2016 who chooses to wait for legislation teehacted should, by April 18, 2016, file an applmafor an
extension of six months to file the income tax metu If a timely application for an extensioniied, the return will be
considered timely filed if filed by Monday, OctobEr, 2016.

If the General Assembly enacts legislation to updia¢ Code reference, the Department will proviti#itaonal
guidance, including how to report any required &dds or deductions on the 2015 return.
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http://www.dornc.com/taxes/individual/rlsc_update_code030816.pdf

