IMPORTANT LEGISLATIVE ISSUES

Issue #1 – Lack of State Revenues  

The 2009-10 Session of the General Assembly could be the most crucial one in the history of North Carolina.  If the General Assembly takes no action, or less than adequate action, to restore state revenues, governmental services, including education, will face unprecedented reductions.  This is not only bad for those in need of the services, but it is disastrous for the overall recovery of the state’s economy.

North Carolina’s economic woes will not improve significantly until our unemployed citizens return to work.  While it is always preferable for private enterprise to provide those jobs, it is not happening and is not projected to happen in the near future.  State agencies, including public education, provide a large number of jobs in North Carolina.  Even if state funding cutbacks do not require layoffs, anytime a state agency eliminates a position, there is one less job available in our economy.  Winston-Salem/Forsyth County Schools did not have to layoff any employees to balance our budget this year, but we did eliminate approximately 120 jobs.  State-wide, that translated into thousands of lost jobs in state agencies and public schools.  Next year is shaping up to be worse.

With their budget actions this year, the General Assembly can either cause state agencies and public education to accelerate the State’s economic decline, or allow them to help pull us out of the economic decline by modernizing the state’s taxing structures.  While the world has transitioned from a manufacturing-based economy to a service-based economy, North Carolina has ignored the huge sales tax base of services billings/collections.

Even if North Carolina exempted health care services, which I hope they would, other providers of services could be collecting and remitting sales taxes.  If sales taxes on services were enacted, the state should be able to reduce the overall sales tax rate and still collect additional revenues.  Reducing the sales tax rate on purchases of goods would make the tax less regressive and should generate lots of voter goodwill for legislators.  The average North Carolina citizen does not pay huge legal fees, does not hire an expensive CPA to prepare their tax returns, does not go for spa treatments, does not pay annual memberships to country clubs, and does not hire housekeeping or lawn services.  The average North Carolina citizen does see the impact of 7.75% taxes on their purchases of routine necessities.
Would taxing services make North Carolina appear less business-friendly?  Possibly.  However, so would eliminating or watering down educational services and other state services used by businesses and their employees.

If the General Assembly wants to help North Carolina recover from this economic recession and make the state’s economy more recession-proof, they will enact sales taxes on most services and they will spend the money raised increasing public education services, creating new jobs, and guaranteeing educational opportunities for our children and citizens.  And they will do so in this General Assembly Session, effective as soon after July 1, 2010 as practical.  Every month of delay is a month without the resources necessary to keep and create jobs.
Issue #2 – Prioritization of Expenditures
The 2009 Session of the General Assembly, in its biennial budget adoption, increased the retirement matching rate on state salaries from 8.75% to 10.53%, a whopping 20% increase!  We all know that the Retirement Systems have taken a hit.  We all agree that they need to stay well-funded.  However, the latest accounting shows that the Teachers’ and State Employees’ Retirement System has gone from 104.7% fully (over) funded to 99.3% fully (very slightly under) funded.  Since that accounting, the stock markets have recovered further.

General percentages probably do not paint a clear enough picture of what the increase in the matching retirement rate does.  For just Winston-Salem/Forsyth County Schools, an increase in the matching retirement rate to 10.53% requires additional state, federal, and local funds totaling $5.2 million over what was spent last fiscal year.  That equates to 95 average teacher positions or 183 teacher assistant positions.  Extra revenues for these costs will not exist from any source of funds, so our school district will be forced to eliminate jobs in order to better fund the Retirement System.  For all state agencies and schools, this retirement rate increase alone will cost the state thousands more jobs.  Every few thousands of jobs lost in state agencies and public schools prolongs the recession in North Carolina.
The loss of state jobs hurts the funding of the Retirement Systems also.  For every job lost, the Retirement Systems collect no employee share and no employer matching.  The majority of state employees never collect a pension benefit, so more state jobs equals better Retirement Systems funding.

The matching retirement rate might have to increase 8.9% to cover the increasing cost of health care benefits to retirees.  That would require an increase from 8.75% to 9.53%, not 10.53%.
Again, the recommendation in Issue #1 is the short-term and long-term solution.  Modernize the state’s taxing structure, collect sales taxes on most services, reduce the overall sales tax rate while collecting more overall revenues, and use the funds to save and create jobs.  Pull North Carolina out of the recession quicker, and then there will be revenues available to improve the funding of the Retirement Systems, if necessary.   
