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School Funding Responsibilities in NC

Statutory Provisions
 To insure a quality education for every child in North Carolina, and to assure that the 

necessary resources are provided, it is the policy of the State of North Carolina to 
provide from State revenue sources the instructional expenses for current operations 
of the public school system as defined in the standard course of study. 

 It is the policy of the State of North Carolina that the facilities requirements for a 
public education system will be met by county governments. G.S. 115C-408(b)

The funding responsibility is divided between state and county governments.
 Generally, the state is responsible for operating expenses and 

counties are responsible for capital expenses. However, the 
partnership and responsibilities have become blurred, and the 
state provides some capital funds and counties supplement 
operating expenses. 
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State Funding for 
Public School 

Capital



State Bonds Issued for Public Education
(1917-2016, Adjusted for Inflation)
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State – County Partnership 
for Public School Capital Funding

 NC passed bonds to fund school capital in 1949, 1953, 1963, 1973, 1986, 
and 1996

 In 1987, the State enacted the School Facilities Finance Act:
 Established the Public School Building Capital Fund -- funded through 

corporate income tax rate increase from 6% to 7% (later, 7.25%)
 2013 Tax Reform changes eliminated PSBCF corporate income tax 

funding
 Established the Critical School Facility Needs Fund -- funded through 

corporate income tax earmarks, $40 million from state sales tax, and 
withholding tax
 Grants from CSFNF based on need and ability to pay (per pupil 

property tax base and per capita income)
 CSFNF repealed in 1995 when Public School Building Bond Act  

passed



Corporate Tax Earmarking
• Enacted in 1987
• Set aside 7% (later, 7.25%) of state corporate tax receipts for 

school construction
• Allocations were determined by ADM
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Corporate Tax Earmarking, Public School Capital Fund
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Adjusted Bond Amount Corporate Tax Earmarking, Public School Capital Fund

State Bonds for Education 
and Corporate Tax 
Earmarking, Combined



 Originally, counties received 40% 
of the lottery proceeds, which 
were dedicated to education for 
their school construction needs. 

 The legislature now provides a 
“lump sum” appropriation of $100 
million statewide, a percentage 
equal to roughly 15% of the 
lottery proceeds dedicated to 
education (less than ½ of what 
would have been distributed). 

 75% of the lottery funds allocated 
to counties between 2011 and 
2015 were spent on debt service 
rather than new construction. 

NC Education Lottery
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School Construction Lottery Allocation
Actual v. 40% Target

Actual School Construction 40% Target
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State Public School Capital Funding: 
Recent History

Source: NCGA Fiscal Research Division



How much does it cost to build a 
school? 

$100 
million  

$19 
million

$27 
million

$60 
million



SCHOOL DEBT
 Outstanding debt issued by both the State and 

Counties for Public School Capital Investment
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• Debt
– General 

obligation bonds
– Installment debt 

(public & private)
– “Innovative” 

strategies

Local 
Financing Methods

• Pay-as-you-go
– Capital reserves
– Annual revenues
– Fund balance
– State Bond 

Proceeds
– Grants



• Establish and follow policies for:
– Debt: how much, when, how
– Fund balance maintained and usage

• Forecast financial condition and ensure CIP 
funding is sustainable (including operating)

• Balance debt and pay-as-you-go
• Leverage partnerships with other governments 

and the private sector
• Improve bond ratings

Jack Vogt: Capital Budgeting—Responding to Infrastructure Needs & Implementing Strategic Goals

Best Practices



• Security is full faith and credit (taxing 
power)

• Voter approval is required; can only be 
held during a primary or general 
election

• Interest rates and issuance costs are 
lower

• Max term 20 years

Traditional Financing
General Obligation (GO) Bonds



Other Options

• Installment debt (public & private)
• Higher Interest Rate 
• Provides for a more strategic capital 

plan
• Permits mandatory projects to 

proceed 



Chowan County Debt

CHOWAN COUNTY NON GENERAL OBLIGATION 2018-19
UNIT Fiscal Year

DATE
OF DESCRIPTION Outstanding DUE PRINCIPAL INTEREST 

ISSUE at July 1 

09/01/2000 SCHOOLS $          1,143,497.00 03/15/19 $         571,743.00 $           21,040.34 

05/31/2001 COUNTY BUILDINGS 559,970.00 05/31/19 186,656.00 10,975.41 

07/19/2005 SCHOOLS, QZAB 757,124.00 07/20/18 103,573.00 -

10/16/2012 COUNTY BUILDING 5,545,000.00 11/01/18 888,000.00 121,990.00 

10/16/2012 EQUIPMENT 71,000.00 02/01/19 48,000.00 1,306.40 

01/08/2013 LIBRARY REFUNDING 344,000.00 02/01/19 89,000.00 6,742.40 

01/08/2013 LIBRARY REFUNDING 1,062,000.00 02/01/19 102,000.00 23,364.00 

01/08/2013 PUBLIC SAFETY REFUNDING 460,000.00 02/01/19 112,000.00 9,016.00 



Debt Service Ratio



Fund Balance



Chowan County Data

• Ad Valorem Revenue Generated by $.01 on 
the County tax rate:         $142,181.00

• Debt Payment on $10 mil of capital funding 
financed for 20 years:     $700,000.

• Tax levy required:            $.05 
• Current Capital Needs:   $44 mil
• Payment: $3 mil
• Tax levy required:            $.215
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