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Overview
On May 29, 2014, North Carolina Governor McCrory signed House Bill 1050 (“H.B. 1050”).1 The adopted
legislation amends various provisions of the State’s corporate income tax and sales and use tax laws. In this Tax
Alert we summarize the more prominent of these law changes.

Conformity with the Internal Revenue Code
H.B. 1050 updates the state’s conformity with the Internal Revenue Code (“IRC”) from January 2, 2013 to
December 31, 2013, applicable to the 2013 taxable year.2 However, any amendment to the IRC enacted after
January 2, 2013, that increases North Carolina taxable income for the 2013 taxable year is effective for taxable
years beginning on or after January 1, 2014. 3

Replacing the Net Economic Loss
Effective for taxable years beginning on or after January 1, 2015, H.B. 1050 replaces the Net Economic Loss
(“NEL”) with a “State Net Loss” (“SNL”), which is the amount by which allowable deductions for the year, other than
prior year losses, exceed gross income under the IRC for the year as adjusted by N.C. Gen. Stat. § 105-130-5.4
The SNL must be allocated and apportioned in the year of the loss. 5 Further, the Secretary of Revenue must apply
the standards contained in the regulations under IRC §§ 381 and 382 when determining the amount of a loss that
survives after a merger or an acquisition.6
In determining and verifying the amount of an NEL incurred or carried forward for taxable years beginning before
January 1, 2015, the provisions of N.C. Gen. Stat. § 105-130.8 apply.7 Also, as stated in H.B. 1050, “Any unused
portion of [an NEL] carried forward to taxable years beginning on or after January 1, 2015, is administered in
accordance with this section.”8

Additional Guidance for Bonus Depreciation
Effective as of August 23, 2013, N.C. Gen. Stat. § 105-130.5B provides that, in the event of an actual or deemed
transfer of an asset, the transferor and transferee can make an election to make the basis adjustment required
under N.C. Gen. Stat. § 105-130.5B(e) and (f) on the transferee’s 2013 tax return. H.B. 1050 provides additional
guidance and clarification regarding the requirements of this election as well as the tax basis adjustments.9

Sales and Use Tax
Exemptions for Farmers
Effective July 1, 2014, H.B. 1050 amends N.C. Gen. Stat. § 105-164.13E, which includes the farming exemptions
and related requirements. The new law adds an additional qualifying caveat, such that the exemptions are
available only to farmers who have annual gross income from farming operations of at least $10,000 for the
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preceding taxable year or an average of $10,000 per year for the three preceding taxable years.10 H.B. 1050 also
allows a person that will engage in farming operations to obtain a conditional exemption certificate that is good for
three years as long as that person agrees to file North Carolina and federal income tax returns that reflect the
income and expenses from farming operations. Finally, a qualifying farmer must apply for a new exemption
number from the Department of Revenue before July 1, 2014, for purchases to be made on or after October 1,
2014.11 The existing exemption number can be used for qualifying purchases between July 1st and September 30th.
If a farmer will not meet the new income requirements outlined above, the farmer must notify its sellers that the old
exemption certificates on file with such sellers are no longer valid.12
Prepaid Meal Plans
Effective July 1, 2014, sales and use tax will be imposed on the sale of prepaid meal plans offered by institutions of
higher education.13 The tax is sourced to where the food will be consumed.14 Effective January 1, 2014, H.B. 998
had removed the sales and use tax exemption for meals sold in institutions of higher education. H.B. 1050
attempts to simplify the sales and use tax administration related to this issue by subjecting sales of prepaid meal
plans to sales and use tax as well.
Admissions Charges to an Entertainment Activity
Effective on May 29, 2014 (the adoption date of H.B. 1050), the new law amends a previous law change (H.B. 998,
adopted in August 2013 and effective on January 1, 2014) regarding the sales tax imposed on entertainment
activity admissions charges. H.B. 1050 amends applicable law to state that the sales tax applies to the gross
receipts of select admissions to an entertainment activity. 15 By applying it to gross receipts, items such as
convenience fees, surcharges, facilitation fees, etc. are now included in the tax base. H.B. 1050 also defines the
term “facilitator” and discusses the sales and use tax responsibilities of the facilitator with respect to any
arrangements it may have with the venue operator. 16 H.B. 1050 provides some new exceptions and clarifies
existing exceptions and exemptions to the tax on the gross receipts from admissions. Finally, the amended law
provides that gross receipts from an admission charge sold on or after January 1, 2015 are subject to sales tax,
and not the gross receipts privilege tax that had been imposed on entertainment venues,17 regardless of when the
initial ticket to the event was sold.18 This last change is effective January 1, 2015 for events that occur on or after
that date.
Service Contracts
Effective October 1, 2014, H.B. 1050 amends the definition of a service contract as contained in N.C. Gen. Stat. §
105-164.3(38b).19 The sales tax is to be charged and collected by the retailer of the service contract. The
amended law provides guidance to help identify the applicable retailer.20 Additionally, H.B. 1050 adds exemptions
and exceptions related to service contracts and outlines the sales and use tax refund provisions and requirements
related to cancellations of the service contract. 21 Finally, H.B. 1050 modifies the sales and use tax exemption
related to items used to fulfill a service contract if the purchaser of the contract is not charged for the item, such that
this exemption does not apply to tools, equipment, supplies, etc. used in fulfilling the contract.22
Contractors
Effective January 1, 2015, H.B. 1050 modifies the sales and use tax definitions to add definitions for real property
contractors and retailer-contractors.23 Additionally, the amended law provides a new statutory imposition section
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that outlines the taxability of tangible personal property purchased and used by real property contractors, retailercontractors, and their subcontractors.24

Additional Changes
In this Alert we do not provide a comprehensive review of all changes contained in H.B. 1050. Taxpayers should
note that in addition to the changes summarized above, H.B. 1050 provides changes related to the following:





Taxation of tobacco vapor products
Property taxation of mobile telecommunications companies
Motor fuel excise taxes and motor carriers
Authority of cities, towns and counties to impose certain privilege license taxes25
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