AssOCIATION OF COUNTY COMMISSIONERS

NCACC 2016-2017 STATE BUDGET SUMMARY
September 18, 2015

With a final early morning vote on Sept. 18, the N.C. General Assembly approved a state budget
for the 2015-17 biennium that achieves several NCACC goals and has little negative effect on
county government. Governor Pat McCrory signed the legislation the same day.

The budget contains a tax plan to help struggling areas of the state by expanding the sales tax
base to some services and directing most of the proceeds to 79 counties, while other new
revenue remains in the county where it is generated. It does not redistribute existing sales
taxes.

Lottery funding for school construction is maintained at $100 million. The legislation fully funds
teaching assistants and driver education. It increases funding for film grants, restores historic
preservation tax credits, and increases transportation infrastructure funding and mental health
funding.

It creates two new state departments — Information Technology, and Military and Veterans
Affairs. In anticipation of separate legislation before the end of the legislative session, the
budget allocates $225 million to Medicaid reform and $25 million for a possible general
obligation bond.



FINANCE PACKAGE

The finance provisions in the final budget expand the sales tax base to include some services
and direct some of this expansion, along with an additional state appropriation, to certain
counties. Specifically, the plan:
e Applies sales tax to repair, maintenance and installation services on motor vehicles and
tangible personal property;
e Combines this additional revenue from Articles 39, 40 and 42 ($67.2 million in FY 2017)
with $17.6 million from state sales taxes;
e Distributes the total (584.8 million in FY 2017) to 79 counties according to a statutory
percentage that the legislature will periodically review;
e Allows counties to use this new funding for economic development, public education
and community colleges;
e Requires distribution to municipalities following the method each county uses under
Article 39;
e Leaves additional revenue from Articles 43 and 46 in the originating counties;
e Begins base expansion March 1, 2016, and distribution of the new revenue July 1, 2016.

In addition to sales tax changes, the standard deduction for personal income taxes is increased
by as much as $500 while the tax rate is reduced to 5.499% beginning in 2017. The budget
continues corporate income tax reductions from the last biennium and phases in a change to
single sales factor apportionment for corporate taxes. As a condition of most of the finance
sections becoming law, the legislature must pass House Bill 943 and House Bill 117—Ilegislation
enacting a $2 billion bond and economic development programs respectively.

DEPARTMENT OF HEALTH AND HUMAN SERVICES

The final budget for the Department of Health and Human Services makes targeted increases in
funding for some initiatives and sets in motion a Medicaid reform plan, including anticipated
changes to the LME/MCO model. The General Assembly sets aside $225 million to implement a
Medicaid reform bill that will follow the budget. There are also nonrecurring cuts to LME/MCOs
in each year of around $110 million and $152 million. These cuts are targeted at entities with
larger amounts of cash on hand, but the reduction may be offset by up to $30 million from
savings in Medicaid growth. Anticipated growth in Medicaid (Medicaid rebase) is funded at
$299,358,485 in year one and $496,326,936 in year two.

e Increases autopsy fees from $1,250 to $1,750 and medical examiner fees from $100 to

$200 (an earlier version had increases of $2,800 and $250)



Sets income rates for child care subsidies, amends fee and co-payment policies, and
provides that non-parent relative income is not subject to formulas for child care
subsidies (NCACC legislative goal HH-12)

Includes authorization and resources to expand the foster care eligibility age to 21, with
$16 million in additional money to raise this age limit while funding initiatives for
children transitioning from foster care

Directs more than $27 million in block grants to county social services and continues
block grant funding for county child welfare and child protective programs; allocates
$1,300,000 and $5,040,000 to child welfare training and Child Protective Services
Includes $2,500,000 recurring for a new competitive grant for county health
departments to improve birth outcomes; provides funds for an electronic death records
system, as well as additional funding for medical examiner operations, management and
training

Includes $5,803,000 nonrecurring in year one and $13,052,000 nonrecurring in year two
for continued NCFAST system development, and more than $4 million for continued
maintenance and development of NCTRACKS

Reduces funding to LME/MCOs, but provides additional funds for some behavioral
health initiatives; includes $4,927,500 nonrecurring for additional community hospital
beds, more than $600,000 to develop a crisis bed registry, and additional funds for
emergency room diversion pilot projects; appropriates $37,281,817 recurring to
LME/MCOs to purchase inpatient alcohol and substance abuse treatment services

PUBLIC EDUCATION - K-12

The Education budget funds salary increases for beginning teachers, fully funds projected

enrollment growth, and continues funding for teacher assistant positions. The budget also

includes funding for driver education programs, broadband access for public school buildings,

and textbooks and digital resources.

Continues flat appropriation of $100 million from the Education Lottery proceeds for
school construction needs; increases the transfer of lottery proceeds to N.C. Alcohol
Law Enforcement from $1.1 million to $2.1 million for gambling enforcement; requires
each state department or agency receiving lottery funds to use its communication
channels to inform the public about the amount of lottery dollars received and the
activities supported by those dollars

Directs the Office of State Budget and Management to study school facility needs in the
50 counties under the low-wealth formula with the lowest ability to pay

Funds teacher assistant positions at the current level; eliminates flexibility of LEAs to use
these funds for other purposes



Restores state funding in the amount of $24 million in FY2015-16 for driver education
programs; provides that civil fines and forfeitures will be used to support these
programs in FY2016-17; requires local school boards that charge a fee for the program
to implement a process to reduce or waive the fee for students unable to pay due to
economic hardship; directs the Education Oversight Committee to study the provision of
driver education programs by local school boards and to make recommendations for
any proposed legislative changes to the General Assembly upon its convening of the
2016 Regular Session

Provides $2 million recurring in FY2015-16 and $12 million recurring in FY2016-17 to
support the School Connectivity Initiative that brings broadband access and reliable,
high-quality Wi-Fi connectivity to all K-12 public school buildings and classrooms
statewide

Authorizes the State Board of Education to consolidate LEAs in contiguous counties
Increases starting teacher pay from $33,000 to $35,000 a year; grants experience-based
step increases for all teachers earning a year of creditable experience; provides funds
for one-time bonuses for educators, administrators and other LEA personnel

Provides $100 million recurring in FY2015-16 to fund projected ADM (enrollment
growth) of 17,338 additional students over the previous fiscal year’s allotment (NCACC
legislative goal PE-5)

Adjusts low wealth supplemental allotment by $10 million recurring to align funding
availability with actual school district eligibility; funds the low-wealth allotment at
$205.5 million

Provides $26.8 million in the second year of the biennium for additional teacher
positions in 1% grade classrooms, reducing the student-teacher ratio to 16:1; limits the
average class size for kindergarten through 3 grade to the funded allotment ratio of
teachers to students

Appropriates roughly $53 million over the biennium for textbooks and digital resources
Requires each local school board, in coordination with local law enforcement and
emergency management agencies, to adopt a School Risk Management Plan to address
incidents of school violence; compels each LEA to conduct annual drills based on the
procedures set forth in the plan; directs the Dept. of Public Safety, the Division of
Emergency Management, and the Center for Safer Schools to construct and maintain a
statewide School Risk and Response Management System to respond to threats or
incidents of school violence via the 911 emergency response system



PUBLIC EDUCATION - COMMUNITY COLLEGES

The Community College budget provides funding for salary increases for local community

college employees and funds high school career coaches. The budget also establishes a tuition

increase and appropriates funds to offset an anticipated reduction in receipts caused by

offering in-state tuition to out-of-state veterans.

Funds salary increases and one-time bonuses of $750 for state-funded local community
college employees

Reduces funds for enrollment growth by $6.5 million based on a decline in enrollment of
2.1% from the amount budgeted in FY2014-15

Allows the Community College System to include curriculum courses taught year-round
in the enrollment calculation for General Fund support, thus providing an additional
$16.9 million in FY2016-17

Increases tuition by $4.00 per credit hour effective beginning Spring Semester 2016 and
budgets the expected receipts

Establishes NC Works Career Coaches program which places community college-
employed career coaches in high schools

Appropriates $2 million recurring to offset a reduction in receipts by offering in-state
tuition to qualifying nonresident veteran students; eliminates funding for Yellow Ribbon
Program which leveraged federal dollars for the same purpose

ECONOMIC DEVELOPMENT

The legislature addresses economic development several places in the budget. In addition, as a

condition of most of the finance sections becoming law, the legislature must pass House Bill

943 and House Bill 117 — legislation enacting a $2 billion bond and economic development

programs, respectively.

Provides $30 million to the Film & Entertainment Grant Fund in both fiscal years (NCACC
legislative goal TF-2)
Reinstates a modified version of the Historic Preservation Tax Credit that sunset earlier
this year (NCACC legislative goal TF-2)
Funds Community Development Block Grants in both fiscal years in the amounts of:

0 $15.7 million for economic development

0 $26.7 million for infrastructure
Provides $5,250,000 in additional money to the One NC Small Business Fund (NCACC
legislative goal TF-2)
Includes $4,456,799 in expansion funds over both years of the biennium for Rural
Economic Development Division grants (NCACC legislative goal TF-2)
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Expands Main Street Solutions Fund grants to local governments by $2 million(NCACC
legislative goal TF-2)

DEPARTMENT OF PUBLIC SAFETY

The Department of Public Safety budget includes funding to open a training academy in Moore

County, funds matching grants for county law enforcement agencies to purchase body cameras,

and funds the Statewide Misdemeanant Confinement Program. The budget also provides

funding to establish eight mental health treatment units and to increase the bed capacity at the

Central Prison Mental Health Facility.

Provides funding to open the Samarkand Training Academy in Moore County, to
purchase a use-of-force training simulator for the academy, and to construct a firing
range at the facility, which will be made available to local law enforcement agencies
Establishes a $2.5 million reserve in each year of the biennium to provide matching
grants to local and county law enforcement agencies to purchase and put into service
body-worn video cameras and to fund training and related expenses; requires recipient
agencies to provide $2 of local funds for every $1 of grant funds received

Requires DPS to report to the General Assembly on the county inmates housed in state
prisons pursuant to safekeeper orders; allows the Sheriffs' Association to withhold funds
owed to a county from the SMCP to offset delinquent safekeeper reimbursements owed
by that county to DPS

Funds 66 positions at Central Prison’s Mental Health Facility to open 72 additional beds
and enable the unit to operate at full capacity of 216 beds by January 2017

Establishes mental health behavior treatment units at eight close custody prisons
Provides $1.6 million over the biennium to the Governor’s Crime Commission for grants
to law enforcement agencies to fund salaries and equipment for veterans trained
through the Human Exploitation Rescue Operative (HERO) project, or a comparable
training program, to use technology to locate and rescue children in danger of
exploitation

Transfers $334K from the Governor’s Office Special Revenue budget to the DPS IT Fund
budget for replacement of SAFIS (Statewide Automated Fingerprint Identification
System); budgets $400K in receipts on a recurring basis for this purpose as well
Provides $22.5 million recurring to the SMCP in response to the Court of Appeals
decision arising out of Richmond County finding that court costs previously directed to
the program should have been used to support public schools; strikes the provision that
directs the $50 improper equipment fee to the SMCP and instead remits those funds to
the State Treasurer



Funds growth in the supervised offender population subject to electronic monitoring as
a result of the Justice Reinvestment Act

DEPARTMENT OF TRANSPORTATION

The DOT budget increases revenue for roads and other transportation infrastructure, provides

more funding for dredging, and makes changes to the administration of the Tag and Tax

program.

Raises DMV fees and reduces transfers from the Highway Fund to the General Fund,
increasing annual revenue for transportation infrastructure (5400 million for FY 2017)
(NCACC legislative goal GG-3)

Increases the amount of motor fuels taxes into a dredging fund from one-sixth of 1% to
1% (NCACC legislative goal GG-3)

Requires a local government to reimburse DOT for transportation system improvements
requested by the government, excluding most safety improvements

Raises fees paid by counties to DMV contract agents from $1.27 to $1.30 for issuing a
limited registration sticker and from $1.06 to $1.08 for collection of property tax
Continues funding for 44 time-limited positions supporting the Tag & Tax program
through the end of FY 2016; positions are funded by counties and municipalities and
were scheduled to expire at the end of the last fiscal year; earlier versions of budget
made them permanent or continued them through FY 2017

Expands the annual report DOT must provide to county commissioners on unpaved
secondary road projects in their counties

JUSTICE

The Department of Justice budget includes funding to enhance efficiencies at the State Crime

Lab by establishing additional positions and allowing for toxicology outsourcing. The budget

also provides funds to develop and deliver appropriate use-of-force training to local law

enforcement officers.

Improves State Crime Lab efficiency by creating six new technician positions to assume
non-scientific duties of forensic scientists, allowing them to focus on more complex
evidence analysis

Appropriates $750K in FY2015-16 for toxicology outsourcing by the State Crime Lab
Expands DNA on Arrest to include all violent felonies and creates four additional
positions in the State Crime Lab to manage the additional DNA samples



Provides $455K in recurring and one-time funding to the NC Justice Academy to develop
curricula and provide appropriate use-of-force training for local law enforcement
agencies

JUDICIAL BRANCH

The Judicial Branch budget funds start-up costs for AOC's e-Courts initiative, increases

operating funds for the court system, and provides additional funds for court services. The

budget also funds an automated kiosk system to allow inmates in local confinement facilities to

consult with their attorneys remotely.

Provides $1.8 million recurring for the planning and initial implementation of AOC’s e-
Courts Information Technology Initiative; directs AOC to develop a strategic plan for
designing and implementing the initiative

Funds an electronic dismissal project within the state court system

Increases operating funds for the state court system by $3.3 million recurring in FY2015-
16 and by $5.9 recurring in FY2016-17

Provides $1.6 million recurring for additional interpreters, expert witness and jurors
Establishes JurisLink, a system of automated kiosks in local confinement facilities to
allow attorneys representing indigent clients to consult with them remotely

Increases court costs for criminal cases in district court; directs AOC to compile records
of all cases in which a judge waives criminal court costs and to submit a report on those
waivers to the legislature

DEPARTMENT OF ENVIRONMENTAL QUALITY

The final budget and special provisions for the Department of Environment and Natural

Resources transfer state natural resources and attractions to the Department of Cultural

Resources, amend solid waste facility permitting, increase funding for dredging, and contain

targeted increases for water infrastructure and marine fisheries projects.

Transfers the Clean Water Management Trust Fund, museums, zoo, aquariums and
state parks along with around $90 million in operational funding to the Department of
Cultural Resources, creating a new Department of Natural and Cultural Resources and
renaming DENR the Department of Environmental Quality

Transitions solid waste permitting from five and ten-year facility permits to life-of-site
permits, replacing application and renewal fees with a lower annual fee based on size of
the landfill, leading to a slight reduction in permitting costs for these facilities.



Convenes a working group to study local authority to operate and collect fees for solid
waste programs and impacts of privatization and includes the NCACC as a stakeholder in
the study

Appropriates more than $17.5 million in additional funds for water infrastructure
projects; amends Water Infrastructure Authority project criteria, directing more funds
to projects in low income areas and projects leading to interconnection of systems
Amends local cost-share requirements for shallow draft dredging and creates a new
deep draft dredging fund to help navigation at the state ports; for shallow draft
dredging, reduces the cost share for tier one counties to 1:3 and all other areas to 1:2.
Provides an additional $19,778,577 recurring to the shallow draft fund in year one and
$19,686,615 in year two based on an increased gas tax transfer, receipts from boat fees,
and a direct appropriation from the General Fund (NCACC legislative goal GG-3)

DEPARTMENT OF AGRICULTURE AND CONSUMER SERVICES

Changes criteria for county reimbursement from Spay/Neuter Account, requiring a spay/neuter

clinic working with a county to contract with a veterinarian in that county or a neighboring

county to perform procedures.

Lowers the threshold to below 100% of the poverty level for counties to receive
reimbursements for spay/neuter services provided to people with an annual income
below 300% of the poverty level

Provides $440,867 non-recurring to expand the Tobacco Trust Fund

Appropriates $250,000 in recurring funding to support the creation of the new Animal
Shelter Support Fund to reimburse local governments for closing shelters due to a loss
of license or catastrophic disaster

DEPARTMENT OF INFORMATION TECHNOLOGY

The budget establishes the Department of Information Technology as a cabinet level agency to

consolidate information technology functions of major state agencies. The leader of the
department will be the State Chief Information Officer (ClO).

Requires the Office of State Budget Management to assist the state CIO in establishing
the state budget transparency Web site to include revenue and expenditure information
from state agencies and local governments; requires local governments to post the
information on their Web sites and submit the information to the Local Government
Commission for publication on the state site



e Establishes the Education Community of Practice to allow for the collaboration between
the University of North Carolina System, North Carolina Community Colleges, the
Department of Public Instruction and local school administrative units

e Establishes procedures for state and local government agencies to use cooperative
purchasing agreements to purchase information technology

e Requires the department to provide broadband communication access to local
government entities as well as colleges and universities, MCNC and its research
affiliates, federal agencies operating in North Carolina as well as health care facilities

e Requires the CIO to develop a state broadband plan that includes an evaluation of
current broadband access, best practices in establishing broadband access as well as
methods and resources for funding improved access

e Establishes the Criminal Justice Information Network Governing Board to provide
infrastructure to help state and local justice and public safety institutions share
information

MILITARY AFFAIRS

The final budget adopts the Governor's recommendation to create a new Department of
Military and Veterans Affairs by shifting and consolidating programs from several areas of state
government. The budget for this new department includes funding for county veteran services
and buffers around military bases.
e Provides $1.7 million nonrecurring to the Military Affairs Commission to increase value
at and around military installations, and establishes a Military Presence Stabilization
Fund to make the State less vulnerable to closure pursuant to federal Base Realignment
and Closure (BRAC) and related initiatives (NCACC legislative goal GG-8)
e Appropriates $200K recurring for county veterans services programs (NCACC legislative
goal GG-9)
e Provides $1 million recurring to the Agricultural Development and Farmland
Preservation Trust Fund and $1 million recurring to the Clean Water Management Trust
Fund for the purpose of acquiring buffers around military bases

MISCELLANEOUS

e Provides an additional $1,000,000 in library grant funding, bringing grant funding to
$14,207,033 annually (NCACC legislative goal TF-5)

e Appropriates $204,864 in FY 2015-16 and $198,864 in FY 2016-17 for two positions at
the Local Government Commission to assist local government entities at risk of financial
failure
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e Appropriates $12,500,000 in FY 2015-16 and $15,000,000 in FY 2016-17 to the Housing
Finance Agency for the Workforce Loan Program and provides $1,541,261 to match
federal funds for the HOME match program
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