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LocAL GOVERNMENT FUNDING IN SOUTH CAROLINA
TRENDS AND CHALLENGES

EXECUTIVE SUMMARY

This report examines revenue sources available to and used by municipalities, counties,
and school districts in South Carolina, drawing primarily on data for the fiscal year
ending June 30, 1997 and the immediately preceding six years. This revenue structure
must be considered in the light of certain universal guiding principles: efficiency, equity
(vertical, horizontal, and interjurisdictional), stability, collection and compliance cost,
and diversity.

Efficiency refers to minimizing the distortions in private decisions, including location
decisions by firms and individuals, that taxes or fees may create. Equity is a measure of
fairness among individuals in similar (or different) economic circumstances or in
different parts of the state. Stability means that the revenue source is dependable and not
given to wide fluctuations, a principle of particular importance at the local level.
Collection cost (by the government) and compliance cost (by the taxpayer) should be as
low as possible. Diversity refers to the need to use multiple revenue sources, because
each revenue source has weaknesses in terms of the other criteria and should not be
leaned on too heavily.

Overall, local government revenue in South Carolina has risen at an average rate of 6.9%
per year in recent years, more slowly for school districts, but more than adequate to keep
pace (on average) with inflation and population growth. In 1996-97, two-thirds of the
total revenue flowing to and through local governments went to school districts, with the
remaining third divided between counties (20%) and municipalities (13%).

School districts are the least diversified in revenue sources, relying primarily on state aid
(44% of total revenue) and the property tax (28%y), with smaller shares coming from
bonds and leases, fees and charges, miscellaneous revenue, and federal aid. The state
share of school funding is essentially the same in 1996-97 (44.2%) as it was in 1990-91
(44.3%). However, prior to the school property tax relief program initiated in 1995, the
state share had declined to only 40.1%. Thereis great variation among school districtsin
their ability and their willingness to raise local funds for school purposes. District size
also affects revenue. Smaller school districts tend to have higher revenues per pupil than
larger districts.

Counties rely much more heavily on own source revenue (76% of total revenue) than do
school districts (49%). County revenue has grown at afaster rate than population and
income during the 1990s—9.3% per year on average—with nearly half of the additional
revenue coming from property taxes and the local option sales tax and another one-third

viii
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coming from fees and charges. Property taxes supplied nearly 43% of county revenuein
1996-97. Revenue from service charges grew at an average rate of 13.7% per year
between 1990-91 and 1996-97, while county property tax revenue grew more slowly
(8.4% per year) than either own-source (10.1% per year) or total revenue. For counties,
both total and own-source revenue per capita tends to decline as population increases.

Municipalities aso rely much more heavily on own-source revenues than school
districts, but are much more diversified than counties. Property taxes are less significant
(29% of total revenues) for municipalities, with licenses, permits, fees and charges
picking up a much larger share (36%). Between 1990-91 and 1996-97, municipal revenue
from licenses, permits, fees and charges grew over twice as fast as revenue from the
property tax (4.3% per year). In general, larger municipalities have higher per capita
revenues in most categories except state aid and grants compared to smaller cities.

The property tax remains the foundation of local revenue in South Carolina, especially
for school districts. South Carolinais one of seventeen states with a classified property
tax system, in which property is assessed for tax purposes at different percentages of
market value in eight different classes. Four kinds of property (utility, industrial, the
business part of personal property, and railroads/airlines/pipelines) are state-assessed.
Counties assess the value of owner-occupied residential, commercial/rental, agricultural-
private, agricultural-corporate, and the nonbusiness part of personal property, mainly
motor vehicles.

Commercia and rental property, assessed at 6%, is the largest single component of the
property tax base, followed by owner-occupied residential. These two county-assessed
categories account for nearly half the property tax base and 42.2% of property tax
revenue. Automobiles account for 18.1% of the tax base and 20.5% of property tax
revenue because of their high assessment rate, which can result in a household paying
more tax on a car than on a house.

Real property requires periodic reassessment, which is an expensive and politically
painful process of readjusting property values and redistributing the property tax burden.
State law calls for reassessment on afive year rolling schedule among counties.

The property tax rate (mill rate) is set by local governments in order to balance their
budgets after determining expenditures, other revenue sources, and the size of the
property tax base. Counties and municipalities have the authority to adjust their mill rates
within legal limits, but school districts vary in their degree of fiscal autonomy. In 1996-
97, the weighted average mill rate was 260.7, of which 52.3% was for school districts,
20.9% for counties, and the remaining 26.8% for cities and specia districts combined.

Like other states, South Carolina has been under pressure to provide property tax relief
to various categories of taxpayers. School property tax relief for homeowners began in
1995, exempting the first $100,000 in owner-occupied residential property from school
property taxes, with the state picking up the cost. In 1999 the distribution was amended
so that the relief goes to districts on a per capitabasis. Limited relief is also offered to



Loca Government Funding in South Carolina: Trends and Challenges
Loca Government Funding System Reform Project

elderly homeowners, with a $20,000 homestead exemption for all local property taxes,
also paid for by the state. The local option sales tax, first authorized in 1990 and now
used in 27 counties, is used primarily for property tax relief. By law, 71% of the revenue
must be used to roll back property taxes, but many jurisdictions have opted to use 100%
of the revenue for that purpose. Property tax relief on automobiles will be subject to a
referendum in 2000. Since automobiles make up a significant part of the tax base, such
relief would challenge local governments to replace the lost revenue.

Property tax relief for business location is a decision made at the county level in South
Carolina within the framework provided by state law. Relief includes various kinds of fee
in lieu of tax (FILOT) agreements, usually negotiated on the basis of alower
assessment rate of 6% rather than 10.5%, or in some cases, as low as 4%. The fee is fixed
based on current millage for a specified period and distributed between the local
governments in proportion to their respective millage rates.

A chronic challenge facing property tax authorities is the distribution of the property
tax burden. Particular issues are the burden on lower income households, equity among
different jurisdictions within the state, equity relative to infrequent reassessment, and the
choice of differential assessment rates for different classes of property.

While the property tax is the mainstay of local governments, cities and counties have
access to other taxes. The local option sales tax has been available as a revenue source
since 1991-92 and has been adopted by 27 counties, providing additional revenue and
property tax relief. In some cases alocal sales tax has been adopted specifically for
capital improvements. Lesser sources of other local tax revenue are hospitality taxes and
accommodations taxes, which are important primarily in tourist destination aresas.

Fees and char ges have become a revenue source of increasing importance particularly to
cities but also to counties. They are still aminor source for school districts, consisting
largely of food service and pupil activity fees. The use of fees and charges helps to assign
costs of public services to those who use them more intensively, regulates service
demand, and provides for property tax relief. Impact fees are used to assign growth costs
to those who generate those costs and to some degree to direct or manage the pace and
direction of growth.

Fees and service charges provided 12.6% of al revenue and 19.7% of own source
revenue for school districts, counties, and municipalities combined in 1996-97. Business
licenses and utility franchise fees are an important revenue source for municipalities,
while landfill fees and law enforcement charges are particularly important for counties.
Some municipalities are able to supplement their general fund with surplus revenues from
utility operations, often electric utilities, but the future of their rolein retail electricity
distribution is somewhat uncertain because of expected deregulation.

Local governments borrow primarily to fund long-term capital projects, although thereis
short-term borrowing as well. They can issue general obligation bonds to be repaid out
of general revenues, or revenue bonds to be repaid out of the revenue of the project
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being financed. At the end of the 1996-97 fiscal year, local governments had about $3.6
billion in debt outstanding. In 1996-97, debt service ranged from 1.6% of expenditures
for municipalities and 3.0% for counties to 6.9% for school districts.

Local governments in South Carolina are more dependent on state aid and grants than
the average of other states. State and federal funds accounted for 51% of al revenue for
school districts, 23.4% for counties, and 17.6% for municipalitiesin 1996-97. The
purpose of grants may be equalization, guaranteeing basic services to al citizens,
fulfilling the obligation of a higher level of government to provide a service, or inducing
local governments to offer a particular type or level of public service. Federal aid has
declined as a share of local government revenue over the 1990s. Federal aid (primarily
grants) is concentrated on schools, which received 72% of the total in 1996-97. Of the
remainder, 16.4% went to cities and only 11.8% to counties.

At the state level, 85.1% of all state aid to local governments goes to school districts,
while counties receive 11.5% and municipalities only 3.4%. State aid to cities and
counties consists mainly of the L ocal Government Fund (also known as aid to
subdivisions), afew other state-shared taxes, the homestead exemption reimbursement,
and grants. The Local Government Fund is distributed on a per capita basis with the
largest share going to counties.

State aid to school districts includes funds distributed under the Education Finance Act
(EFA), the Education Improvement Act (EIA), state grants, homeowners' property tax
relief reimbursement, homestead exemption reimbursement, and a few minor items.
Homeowners' school property tax relief was $213 million in 1996-7.

The EFA, which governs the distribution of about half of all state aid to school districts,
provided $942.2 million in 1996-97. The formulais designed to provide an average base
funding amount per pupil with adjustments for the mix of studentsin each district, the
district's tax base (taxpaying ability), and local tax effort. The EIA (1984) dedicated the
increased revenue from raising the sales tax rate from 4% to 5% to raising course
requirements for graduation, incorporating basic skills remediation and exit exams,
enhancing vocational education, reducing pupil-teacher ratios, improving teacher quality,
and making better provision for handicapped students. Funds are provided for 60 separate
programs, with emphasis on such foundation areas as reading recovery and basic skills
compensatory and remedial instruction. Beyond EFA and EIA funds, state grants for
various specific purposes accounted for 21.3% of all state aid and 9.4% of total school
revenues in 1996-97.

Xi
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Chapter 1

INTRODUCTION

Local governments in South Carolina consist of general purpose governments (counties
and municipalities) and several varieties of special districts, of which the most important
is school districts. Every South Carolinian lives in both a county and a school district.
Thirty-five percent also live in an incorporated municipality. Many citizens receive one
or more services from a specia purpose district (SPD) or a specia tax district (STD). The
focus of this paper is on the funding sources for the three primary kinds of local
governments—counties, municipalities, and school districts. Since special tax districts are
created by county governments, which aso collect and disburse their revenues, their
activities are reflected in accounting for county government.

Special purpose districts, which are not reflected in any sections of this paper except for
debt, continue to play an important role in providing many services, including water and
sewer service, fire protection, recreation, street lights, and transit services. However, the
creation of new SPDs was ended 25 years ago, and over time their role is expected to
continue to dwindle as counties and municipalities take over some of their functions.
While we recognize the important role that SPDs play in providing services to many
South Carolinians who live outside of cities, their great diversity and the limited available
data precludes us from addressing them to any significant degree in this particular report.
It is our hope that a comprehensive look at SPDs will be carried out as a later phase of
this project.

Revenue is not separable from spending. The spending needs or demands of the
population drive the amount of revenue required. If there are more specia needs students
in the schools, or new state mandates that counties must carry out, or deteriorating local
infrastructure that must be replaced, then local governments have to find ways to finance
those needs. However, the focus of this paper is on the revenue side of the ledger. The
purpose of this paper isto examine where local governments get the funds they need to
pay for services, what limitations they are subject to, how they are currently using the
revenue instruments at their disposal, and how the revenue mix has been evolving over
time.

The financing of local governmentsin all states is intertwined with state finances,
because local governments are creations of state government. If they go bankrupt, it isthe
state that is likely to be called upon to step in and assume responsibility. If thereis
mismanagement, state oversight can offer some protection citizens, whether it isafailing
school district, misuse of public funds, or failure to carry out basic responsibilities.

Because the state is to some degree accountable for itslocal governments, and because it
defines the terms by which local governments are created, all state governments impose
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at least some limitations on the fiscal autonomy of local governments. On the revenue
side, there may be limitations on the kinds of revenue instruments local governments can
use, the rates they can charge, the amount they can borrow, the kinds of fees they can
charge, the kinds of licenses they can issue, and/or the degree to which they can charge
different taxes or different fees to different groups of citizens or service users. States
typically play asignificant role in designing and overseeing the property tax, which
remains a primary revenue source for local governments. Most states also provide some
financial support to local governments, especialy in the area of education.

Some states alow considerable leeway to al or to selected local governments, a practice
known as home rule. In South Carolina, home rule has a more limited meaning. The term
came into the public vocabulary in the 1970s when constitutional revisions resulted in
creating autonomous county governments with limited powers, replacing the governance
of counties by their legidative delegations. Today, the term is often arallying cry for
either reducing current restrictions or warding off proposed new restrictions on the fiscal
authority of county and/or municipal governments.

Data used in this report comes from many sources, but principally from the 1998 Local
Government Finance Report: Fiscal Years 91 to 97, prepared by the Office of Research
and Statistics of the South Carolina State Budget and Control Board. This most recent
available report covers the fiscal years from July 1, 1990 through June 30, 1997. For that
reason, and for consistency with other available data, most of the statistics cited in this
report are for fiscal year 1996-97 or calendar year 1996. In afew cases, more recent data
are reported where available. Data on detailed school revenue categories are from the
S.C. State Budget and Control Board. Data on individual school districts are mostly from
the S.C. Department of Education’s publication Rankings of the Counties and School
Districts of South Carolina, 1996-97. Data on specific counties and municipalities are
from the S.C. State Budget and Control Board's individual county and municipal Annual
Financial Reports for 1996-97.

The difficulty in obtaining timely data on local revenue is a challenge to researchers and
policy makers who must devel op analyses and make recommendations without being
certain of changes that may have occurred in the interim. While it is understandabl e that
there will always be some time lag between the end of the local fiscal year and the
availability of data, this project is working with data that is three years old because of the
lack of complete information for 1997-98 and 1998-99.

! Data from the Annual County and Municipal Financial Reports, which is the source for the 1998 Local
Government Finance Report, is self-reported by cities and counties. For this reason, there are differences
between the amounts of revenues reported in these sources in certain categories that are also accounted for
by state agencies (for example, the statewide accommodations tax, the local option sales tax, and the local
government fund). Despite some inaccuracies in these local government data, the decision was made to use
the 1998 Local Government Finance Report as the basis of this report because it is a multi-year, publicly-
available source of information on local government finances.
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Chapter 2

GUIDING PRINCIPLES

There are certain general principles that apply to al public revenue systems, whether
federal, state, or local. Among the most important properties of a good revenue system
are efficiency, equity, stability, and relatively low compliance cost for taxpayers and
administrative costs for the governing body. Since no single revenue instrument
embodies all the best attributes, a good revenue system uses a diverse group of revenue
instruments in order to implement these principles.

EFFICIENCY

Efficiency refers to the effects of taxes (as well as fees and charges) on the decisions
made by individuals and business firms. A tax is efficient if it does not create unintended
distortions in private decisions, leading economic actors to make decisions about
working, spending, investing, and relocating that would not have been made in the
absence of atax incentive or disincentive. Some taxes or fees are put in place with the
intention of influencing behavior. Taxes on effluents, for example, are intended to reduce
pollution, and taxes on cigarettes and alcohol are intended at least partly to discourage
consumption of these products. To the extent that they reduce pollution, smoking and
drinking by the desired amount, these taxes would also be considered efficient.

The only perfectly efficient tax is the poll tax, which is aflat tax per person regardless of
income, wealth, consumption, or any other economic activity. The only way to avoid
paying a national poll tax is to leave the country or die, so thistax is unlikely to distort
many decisions. The poll tax has many other drawbacks that make it an unsuitable tax
instrument, but it does provide a benchmark of efficiency.

All other taxes have effects on decisions that may be undesirable from an economic
perspective. Income taxes make leisure more attractive than working and encourage
people to locate in the nine states that do not use this tax. Sales taxes discourage spending
or encourage people to shift spending to non-taxed activities, such as services, or to non-
taxed states or non-taxed transactions, such as E-commerce or mail order.? Property taxes
discourage improvements. They also encourage residents to relocate to areas where the
property tax rate is lower, and to accumulate wealth in forms not subject to property tax,

2 Taxes on purchases through catalogs or the internet are technically subject to the use tax, at the same rates
and with the same list of taxable items as the sales tax. The use tax on items purchased out of state is due
from the buyer, but because salestax is collected through vendors, the use tax is difficult to collect on most
items other than automobiles, which must be registered. Out of state vendors with nexus (physical
presence) in the state can be required to collect and remit the use tax, but under current federal law other
vendors are not required to collect the tax.
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such as stocks, bonds, and collectibles. In general, the broader the base of the tax, the
lower the rate, and the more uniform the tax is across competing jurisdictions (cities,
counties, school districts, states), the less the tax will distort private decisions.

The impact of taxes, especialy local taxes, on locational decisions by households and
business firmsis a particularly important efficiency issue in designing a state and local
tax system. For South Carolina, this issue has been particularly significant with respect to
attracting and retaining industry. State and local governments that want to attract quality
industries must examine their tax structures from a competitive perspective. Tax burdens
are not the only or even the primary consideration in industrial location decisions. But
where two locations are similar in other relevant attributes, such as labor force quality,
access to markets and transportation, or climate, tax differences can make the difference
in site location.

Thisissue of competitive efficiency is particularly significant in the case of the property
tax. Because of the classified structure of the South Carolina property tax, industrial firms
may find the property tax more burdensome here than in other states. This concernis
reflected in the business tax incentives that are offered by South Carolinato new and
expanding industria firms.

The goal of efficiency in taxation places some important constraints on tax design. For
example, any proposed exemptions from the sales tax must be scrutinized not only
because they will shift spending toward the exempt item and away from substitute items,
but also because a higher rate will then be needed in order to raise the same amount of
revenue. Offering tax advantages to some buyers, some classes of property owners, or
some kinds of income means not only that other groups are disadvantaged but also that a
higher tax rate must be applied to the diminished tax base to get the same revenue
outcome.

EQUITY

The second broad principle of revenue system design is equity. Equity is the most
challenging and in many ways the most important criterion. It is part of the reason why
tax systems become so complex. Equity ssmply means fairness in how the tax burden is
distributed. There are two primary criteriafor equity. One is the benefit principle, which
links contributions to the public treasury to value received in terms of consumption of
public services. The other is the ability-to-pay, with the expectation that those with more
income, wealth, consumption or other measure of ability to pay will contribute more than
those with less will. Ability to pay is usually measured in terms of income, but wealth
(assets, property) and spending are alternative measures. The three primary broad-based
taxes used by most state and local governments—income, property, and sales—rely on
these three measures of ability to pay as their foundation.

Clearly these two criteria of benefit and ability to pay are often in conflict. It is those least
able to pay, who are more likely to use many public services, while the wealthy may live
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in gated communities with private own security systems and send their children to private
schools. On the other hand, those who benefit from a service often live or work or spend
outside the jurisdiction and cannot be compelled to contribute by the usual means of
taxation. (Sales taxes are more effective than income and property taxes in reaching
visitors and transients). Taxes and fees designed on the benefit criterion are more likely
to extract a contribution from these people, who would otherwise be “free riders’ on the
provision of public goods.

The benefit approach, whether expressed as atax or afee, lends itself more readily to
certain kinds of public services than to others. While it is easy to determine who is
getting shots at the local health department, who is generating the most solid waste, or
who is making greatest use of the public park, how are the services of the city council
allocated? Should the cost of the services of the fire and police department be charged
only to those who make calls, or does everyone benefit from these services because they
have access to them if needed? Do residents of a neighborhood need to pay for their own
street lights even if they offer significant benefit to others, including people from out-of-
town trying to find their way around? It isinherent in the nature of the public sector that
there are “shared” services that cannot easily be assigned to designated users or
beneficiaries. And there are also services, like education, where there are primary
beneficiaries (school children and their families) and secondary beneficiaries (employers
and the community as a whole, who benefit from a more educated and productive
citizenry).

For some revenue instruments, particularly service charges, the benefit approach is the
dominant approach. For others, such as the income tax, ability to pay is the primary
criterion. Generally these two criteria for how to allocate the tax burden are used in
combination as part of balancing the revenue system among competing goals.

Within an ability-to-pay/benefit framework, there are still a number of other ways of
interpreting fairness. Three aspects of equity or fairness are particularly important for our
purposes.
- Horizontal equity, or treating people the same when they are in equal economic
situations and/or make the same degree of use of public services;
Vertical equity, or treating people with an appropriate degree of difference to reflect
different economic situations and/or different degrees of use of public services; and
Interjurisdictional equity, or ensuring that people in different jurisdictions within
the state do not pay widely varying prices for the same basic services.

Each of these three kinds of equity presents different challenges. Horizontal equity
requires a careful definition of equal economic situations, whether it is occupying houses
of equal value or having an equal ability to pay income taxes after allowing for costs of
earning income, family size, medical expenses, or other relevant considerations. Vertical
equity implies that people who have more (more income, more property, more
consumption spending) should bear a larger share of the cost of government, but there are
no clear guidelines as to how much more. Proportionally more? Progressively more? The
only generally accepted equity rule for vertical equity is that the tax system as awhole
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should not be regressive (taking a higher percentage of income from lower income
households than from higher income households). Somewhere between a proportional to
progressive revenue system lies arange of acceptable equity norms for revenue systems.

Finally, ensuring interjurisdictional equity is a particular challenge to state governments,
which collect revenue from both poor and wealthy cities and counties and distribute some
of it back in the form of either state aid or state servicesto ensure that all citizens are
treated equitably regardless of where they live. There is a significant conflict between the
goal of local fiscal autonomy (which is part of home rule) and the goal of
interjurisdictional equity, especialy in the case of K-12 education.

STABILITY

Stability refers to a steady, reliable revenue stream. It is particularly important for local
governments to have a stable, dependable revenue stream, because most of them have
limited reserves to serve as a cushion against any sudden decline in revenues. One of the
positive attributes of the property tax isthat it offers arelatively stable revenue source. In
contrast, alocal government that depends on tourism-related revenue (such as
accommodations and admission taxes or gaming taxes) would be more vulnerable to
fluctuations in economic activity, because both tourism and business travel tend to be
very sengitive to changes in the national economy.

As amatter of good policy, it is aso desirable to have a stable revenue structure, and
particularly a stable set of tax rules, rates, and regulations. Frequent tinkering with the tax
structure is frustrating to taxpayers and challenging to tax administrators. Private
individuals and firms make decisions based on the current tax rules and may suffer
unexpected losses if the rules change suddenly or frequently. Providing a stable tax
framework in which individuals can make choices encourages long-range financial
planning by providing a higher degree of certainty. Stability also allows tax
administrators to have some breathing space in which to learn how to implement tax laws
effectively and efficiently. The value of stability should not discourage legislators from
making changes from time to time, but the gains from those changes must be weighed
against the cost of implementation and the dislocations caused to taxpayers from
constantly changing rules.

COLLECTION AND COMPLIANCE COST

A fourth attribute of a good revenue system is low costs (including ease and convenience
aswell as explicit dollar outlay) for collection and compliance. Collection costs are those
incurred by the state. A good revenue system does not use up too large a share of revenue
in such *“overhead expenses’ as determining the amount taxpayers owe, processing tax
returns, resolving disputes, or issuing regulations. The property tax is one of the most
complex taxes to administer because of the challenge of assessing property.
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Compliance cost refers to the burden on the taxpayer of maintaining records, filling out
forms, resolving disputes, and paying for professional assistance in these processes.

Some taxes that appear to be inexpensive to administer have relatively high costs for the
taxpayer, particularly the individual income tax. Other taxes place the compliance burden
on athird party; sales taxes are nominally on the buyer, but it is the seller who has the
obligation to collect the tax, maintain the records, file the returns, and incur other costs
associated with this tax. The property tax places most of the cost on state and local
government, with relatively low compliance cost for taxpayers.

There are three ways in which the administrative burden of local taxes and non-tax
revenues can be reduced. One is to have greater uniformity among local governments in
not only the kinds of taxes used but also in the bases, the rates, and other characteristics.
A second way is to reduce the number of taxes collected locally. A third isto use asingle
collection agency for multiple users of atax.

State collection of local sales taxes and county collection of county, city, and school
district property taxes are both ways in which collection and compliance costs are
reduced. However, other undesirable effects sometimes offset such savingsin
administrative costs. Centralized collection and greater uniformity can reduce local
autonomy, and may make it less clear to taxpayers how much they are paying to each of
several kinds of local governments. These factors must be balanced against other
desirable attributes of the tax system in determining how important the collection and
compliance burdens are for a particular tax or the system as awhole.

DIVERSITY

As the preceding discussion probably makes clear, there is no perfect tax. Each of the
major taxes, as well as minor taxes and nontax revenue sources such as fees, licenses, and
service charges, will score high on some qualities and low on others. The property tax
generaly gets high marks for stability and compliance cost, low rankings on efficiency
and collection cost, and mixed reviews in terms of equity. The sales tax (which includes
the local option sales tax), gets a moderate to low rating on efficiency and equity
(because it ismildly regressive) but scores fairly well on stability and collection cost, but
imposes a substantial burden on vendors (especialy small vendors) in terms of
compliance cost. Fees and charges get high marks for efficiency because they ensure that
those who use the service pay alarge share of the cost, but they are criticized as
inequitable (regressive) and are often quite expensive to administer. Income taxes provide
revenue growth and can add some progressivity to the overall revenue system, but have
high compliance cost for taxpayers.
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Each of the shortcomings of a particular tax is magnified as the tax rate gets higher. For
this reason, economists argue that a revenue system with multiple sources at relatively
low rates will probably be more equitable, efficient, stable, and cost-effective than a
system that relies on just one or two revenue instruments.
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CHAPTER 3

REVENUE TRENDS

In 1996-97, two-thirds of the total revenue flowing to and through local governmentsin
South Carolina went to school districts, with the remaining one-third divided between
counties (20%) and municipalities (13%). These local governments rely primarily on
three groups of revenue sources: property taxes, state and federal aid, and various kinds
of fees and charges. The local option sales tax and its relatives, such as the hospitality
tax, are modest but promising sources of revenue for counties and especially
municipalities.

Property taxes are the largest single local revenue source for al local governments and
are especially relied upon by school districts and counties. State aid consists both of
formula appropriations and specia grants, while federal aid is primarily in the form of
grants for specific uses. Fees and charges cover a broad spectrum of revenue instruments
that are used heavily by municipalities, increasingly by counties, and to a limited degree
by school districts. This category includes business licenses, law enforcement fines, and
fees for specific services such as solid waste collection and recreation, emergency
medical services, parking, and library charges.

All governments also report miscellaneous revenue. Interest on deposited fundsis a
modest revenue source for many local governments, which receive both property tax
revenue and state aid in large increments and can earn interest while funds are being held
for use later in the year. Rental income on leased property and sale of assets are among
the other major itemsin this category. In addition, some governments report interlocal
transactions that result from contracting for services between counties, between cities, or
between a city and a county. Interlocal revenues accounted for only $11.4 millionin
county revenues (in 32 counties) and $40.4 million in municipal revenue (in 98 cities) in
1996-97, but they are significant in terms of efforts to operate more efficiently in service
provision by sharing resources.

POPULATION GROWTH AND INFLATION: IS LOCAL REVENUE KEEPING PACE?

In order to maintain the quality of local public services, revenue must at least keep pace
with the growth of population and inflation. The state and local government component

of the price index used by national income accountants, the GDP deflator, best measures
inflation.® For the 1990s, local governments in South Carolina would have needed an

% The GDP deflator is the price index used to adjust the Gross Domestic Product for changes in the price
level in order to measure changesin real output. It has four major components; a consumption deflator
which issimilar but not identical to the consumer price index, measuring changes in the price of consumer
goods; an investment deflator, measuring changes in the prices of capital goods; a government deflator that
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average annual growth of revenue of about 4% a year just to compensate for these two
sources of growth in demand—inflation and popul ation—or about 3% a year for inflation
and 1% ayear on average for population growth. Areas with higher population growth
rates would need more rapid revenue growth. Any demands for additional or higher
quality services or any special needs (such as repairing hurricane damage, replacing
aging capital stock, or meeting the infrastructure needs of rapid growth) would require a
higher annual revenue growth rate than 4%.

How well did South Carolinalocal governments do on average at meeting this basic
standard? From 1990-91 to 1996-97, total local government revenue (cities, counties, and
school districts combined) increased at an average annual rate of 6.9%. This rate was
higher than what would have been needed to just “break even” and maintain a constant
level of services per capita.

SCHoOL DISTRICT REVENUE TRENDS

School district revenues grew at an average rate of 6.0% over the 1990s, more slowly
than counties and municipalities (Table 1).* The growth rate for school district revenues
is even slower when the uneven revenue from issuing bonds for capital improvementsis
eliminated to focus on operating revenue. Operating revenue grew at an average annual
rate of only 5% from 1990-91 to 1996-97. However, growth in student population did not
keep pace with population growth.> On a per pupil basis, the average school district
needed between 3.5% and 4% revenue growth per year to maintain a constant level of
spending.

The most striking trend in the school district numbersis that, despite all the attention
given to state-funded school property tax relief for homeowners, there has been little
change in the share of school funding coming from the state, unlike the trend in many
other states. In 1990-91, before property tax relief, the state's share of school funding was
44.2%. The percentage was 44.3% six years later in 1996-97, although that share had
declined to only 40.1% in 1993-94. In addition to Education Finance Act (EFA) and
Educational Improvement Act (E1A)® funds and homeowners' school property tax relief,
school districts are also the primary recipient of state grants. Schools received $416.2
million in state grantsin 1996-97 (compared to only $68.9 million for counties and $19.6
million for municipalities).’

isin turn broken down into federal and state and local, measuring changes in the cost of everything
governments buy from paperclips to labor to missiles; and a net export deflator that measures changesin
the prices of imported and exported goods. The GDP deflator is reported in the Survey of Current Business,
published by the U.S. Department of Commerce.

* Today there are 86 school districts in the state; in 1996-97, there were 91. The eight Orangeburg County
school districts consolidated to three districtsin 1997-98.

® Between 1990-91 and 1996-97, the number of pupilsin average daily membership in South Carolina
public schools increased by only one-half a percent per year, on average.

® Some EIA funds also go to nonschool entities that provide specialized educational services.

" School districts also receive a share of the merchants' inventory tax reimbursement, which was $17.4
million in 1996-97. Prior to 1995-96, this revenue source was reported as part of current property taxes.
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The share of total school district revenue coming from the property tax appears to have
declined dlightly from 31.8% to 28.0% between 1990-91 and 1996-97, as reported in the
1998 Local Government Finance Report. However, if state reimbursement for
homeowners' school taxes and homestead exemption funds are counted as property tax
revenue rather than as state-shared revenue in both years, then the property tax share
actually increased to 33.2% in 1996-97.2 In addition, the adjusted growth rate for
property tax revenue is 6.8% rather than 3.8%. The property tax remains the bedrock of
revenue for school districts, accounting for 57.2% of al locally raised revenues—close to
the 56.2% for counties but much higher than the 37.6% for citiesin 1996-7. Between
1990-91 and 1996-97, the share of own source revenue collected by school districts

increased from 48.0% to 49.0%.

TABLE1

ScHooL DISTRICT REVENUES, 1996-97

Per cent Share of

Avg. Ann. Growth

Revenues Total Revenue® | 90-91 to 96-97
Total Revenue $4,424,572,449 100.0% 6.0%
Own-Sour ce Revenue $2,167,535,700 49.0% 6.4%
Current Property Taxes 1,239,054,910 28.0% 3.8%
Service Charges 222,607,331 5.0% 4.0%
Bonds & Leases 443,678,449 10.0% 19.2%
Miscellaneous 262,195,010 5.9% 7.2%
I ntergover nmental Revenue $2,257,036,749 51.0% 5.6%
State Revenue $1,955,667,895 44.2% 6.0%
Property Tax Relief Reimbursement 212,936,953 4.8% n.a
State-Shared Revenue® 17,430,034 0.4% n.a
Homestead Exemption Reimb. 19,295,990 0.4% n.a
State Grants 416,207,647 9.4% 4.9%
Education Finance Act 942,170,022 21.3% 2.8%
Education Improvement Act 347,627,249 7.9% 4.2%
Federal Revenue $301,368,854 6.8% 3.7%

Detail may not sum to totals due to rounding. "Merchants' inventory tax reimbursement.
Source: SC State Budget and Control Board, 1998 Local Government Finance Report: Fiscal Years 91 to 97.

Y ear-to-year school district total revenue figures tend to be somewhat distorted by
“lumpiness’ of revenue from bonds and leases, which reflects uneven patterns of
acquiring capital assets. If bonds and leases are excluded from these figures, the state
share of school district (operating) revenue increases slightly (46.6% in 1990-91, 49.1%

8 School property tax relief for homeowners was instituted in 1995-96. Prior to that year, the homestead
exemption reimbursement was included as property tax revenue rather than state revenue, as was the

merchants inventory tax reimbursement.
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in 1996-97) while the role of the property tax declines from 33.5% to 31.1%. Federa aid
isarelatively minor and declining source of operating revenue, falling from 7.8% of the
total in 1990-91 to 6.8% in 1996-97.

Unlike counties and municipalities, school districts do not enjoy much revenue diversity.
School districts do not benefit from local option sales taxes or accommodations taxes, or
from the use of licenses and permits. Their ability to use service charges is much more
limited than those of cities and counties. Only 5.0% of school district revenue comes
from that source, compared to 19.8% for counties and 14.6% for municipalities.

Thereis great variation among school districts in their ability and their willingness to
raise local funds for school purposes. In 1996-97, loca revenue per pupil (excluding
capital projects and debt service) ranged from $5,010 in York 2 to only $796 in Lee, with
amedian of $1,595. Only six of the state's 91 districts raised more than $3,000 in local
funding per pupil—Beaufort, Fairfield, Oconee, Spartanburg 3 and 5, and Y ork 2.°

The variation in state aid per pupil is much smaller but still substantial, with a high of
$3,996 in Barnwell 19, alow of $1,165 in York 2, and a median of $3,079 in 1996-97.
Federal aid goes primarily to rural and low income districts, headed by Hampton 2 at
$1,158 per pupil. Other districts in the top ten in federal aid include: Allendale, Bamberg
2, Clarendon 1, Lee, Marion 2 & 4, and Orangeburg 2, 7, and 8. In 1996-97, the least
federal aid per pupil went to York 4 ($186) and Lexington 5 ($166). The median federal
aid to school districts was $528 per pupil .*°

Overall, total revenue per pupil (federal, state, and local), ranged from a high of $7,547 in
Fairfield to alow of $4,462 in Aiken, with amedian of $5,240. Ten districts spent more
than $6,000 per pupil, while 23 districts spent less than $5,000.

COUNTY REVENUE TRENDS

County revenue has grown considerably faster rate than population and inflation during
the 1990s (9.3% ayear on average), reflecting increased urbanization and service
demands (Table 2).'* One-third of the additional revenue over this period—nearly $167
million—came from an increased reliance on fees and service charges. Property taxes
contributed to 39.4% of the dollar growth in county revenues, while the local option sales
tax was 9.4% statewide. Revenue from fees and charges was nearly 20% of total county
revenue in 1996-97 and grew at an average rate of 13.7% per year between 1990-1 and
1996-7. Asaresult of heavier reliance on fees, and of shifting about 9% of the county

° S.C., Dept. of Education, Rankings of the Counties and School Districts of South Carolina 1996-97
(Columbia, S.C.: Dept. of Education, 1998), table 87.

10 Rankings 1996-97, tables 88, 89, and 90.

1 Revenue figures for counties do not include revenue from enterprise funds such as water and sewer
utilities.
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property tax burden to local option sales taxes, county property taxes grew more slowly
than either own-source or total revenue.*?

TABLE 2
COUNTY GENERAL REVENUES, 1996-97
Revenues Percent Shareof | Avg. Ann. Growth
Total Revenue’ 90-91 to 96-97
Total Revenue $1,345,356,865 100.0% 9.3%
Own-Sour ce Revenue $1,019,354,048 75.8% 10.1%
Current Property Taxes 572,572,538 42.6% 8.4%
Local Option Sales Tax 52,216,645 3.9% n.a
L ocal Hospitality Tax 9,765,467 0.7% n.a
Local Accommodations Tax 6,236,111 0.5% n.a
Capital Projects Tax 759,288 0.1% n.a
Licenses & Permits 39,810,639 3.0% 15.7%
Service Charges 267,048,846 19.8% 13.7%
Miscellaneous 70,944,514 5.3% -1.6%
I ntergovernmental Revenue $326,002,817 24.2% 7.0%
State Revenue $265,283,360 19.7% 7.5%
State-Shared Revenue 180,133,826 13.4% 4.9%
Homestead Exemption Reimb. 16,274,171 1.2% 12.5%
State Grants 68,875,363 5.1% 15.6%
Federal Revenue $49,354,142 3.7% 5.3%
Interlocal Revenue $11,365,315 0.8% 4.0%

*Enterprise funds excluded. "Detail may not sum to totals due to rounding.
Source: S.C. State Budget and Control Board, 1998 Local Government Finance Report: Fiscal Years 91 to 97.

Counties show great diversity in per capitarevenues, which is due to variations in levels
of spending, reflecting different local public service demands, different degrees of
urbanization, and other factors. Barnwell County had the highest per capita total revenue
at $716, with Chesterfield County the lowest ($190) in 1996-97. The median was $331.

Counties are the only type of local government to show increased reliance on own-source
revenue from 1990-1 (72.4% of total revenue) to 1996-7 (75.8%). This shift reflected a
concomitant decline in intergovernmental funds, primarily state funds, which fell from
21.8% to 19.7% of county revenue over this six-year period. While counties, like cities,
now have access to more local nonproperty taxes, these taxes (hospitality tax,
accommodations tax, and capital projects tax) together account for only 1.3% of all
county revenue.

12 The 9% represents an average over counties with and without local option sales taxes. Only 21 counties
reported local option sales tax revenue for 1996-97.
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Revenues from licenses and permits have grown rapidly since 1990-91 but only account
for 3.0% of actual county revenue, while fees and service charges are significant in both
revenue and revenue growth, at 19.8% of al county revenues in 1996-97 (up from 15.6%
in 1990-91). Growth in these revenues reflects new responsibilities and/or increased
demand for services, such as enforcement of county building codes and paying for higher
landfill and solid waste disposal costs.

MUNICIPAL REVENUE TRENDS

Like counties, municipalities have seen revenue grow at a faster pace than what would be
required just to meet the growth of population and inflation. Municipal revenues rose at
an average rate of 8.2% ayear between 1990-91 and 1996-97 (Table 3). Service charges
and licenses and permits were 40% of the dollar growth in municipal revenues between
1990-91 and 1996-97. Property taxes and local option sales tax combined were only one-
third of the dollar growth in municipal revenues over this period. While interlocal

TABLE 3
M UNICIPAL GENERAL REVENUES, 1996-97
Revenues Percent Shareof | Avg. Ann. Growth
Total Revenue 90-91 to 96-97

Total Revenue $832,133,196 100.0% 8.2%
Own-Sour ce Revenue $644,627,081 77.5% 7.6%
Current Property Taxes 242,397,735 29.1% 4.3%
Local Option Sales Tax 30,756,675 3.7% n.a
L ocal Hospitality Tax 8,873,051 1.1% n.a
Local Accommodations Tax 2,992,584 0.4% n.a
Capital Projects Tax n.a n.a n.a
Licenses & Permits 177,998,146 21.4% 9.2%
Service Charges 121,866,547 14.6% 10.2%
Miscellaneous 59,742,343 7.2% 1.9%
I ntergovernmental Revenue $187,506,117 22.5% 10.5%
State Revenue $78,333,352 9.4% 6.1%
State-Shared Revenue 53,692,841 6.5% 3.4%
Homestead Exemption Reimb. 5,029,747 0.6% 3.9%
State Grants 19,610,764 2.4% 19.4%
Federal Revenue $68,766,751 8.3% 12.4%
Interlocal Revenue $40,406,014 4.9% 19.0%

*Enterprise funds excluded. "Detail may not sum to totals due to rounding.
Source: S.C. State Budget and Control Board, 1998 Local Government Finance Report: Fiscal Years 91 to 97.
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revenue, federal aid, and state grants showed high rates of growth, these three sources
together still represented only 15.6% of municipal revenue in 1996-97. Unlike school
districts, municipalities rely primarily on own source revenue, with only 22.5% coming
from external sourcesin 1996-97. Municipalities receive relatively less aid from the state
than counties and relatively more from the federal government.

Property taxes are a much less significant revenue source for municipalities than for
school districts and counties, and have grown relatively slowly since 1990-91, just about
keeping pace with inflation and population growth. Municipalities are the only kind of
local government to rely heavily on licenses and permits, particularly business licenses,
as arevenue source. New and expanded services have been financed primarily by the
above-average rate of growth of “market-oriented” revenue sources—Ilicenses, permits,
fees, and service charges. Like counties, municipalities are providing some additional
services on a partia fee basis, such as recreational services and solid waste collection.

REVENUE AND SIZE OF JURISDICTION

Many of the general observations about local government finance must be qualified by
differences between small and large jurisdictions. While detailed revenue data by size
classis not readily available for school districts, it is possible to examine per pupil
revenue from major sources by size of district and to analyze differencesin per capita
revenue sources for six size classes of municipalities and four size classes of counties.

SCHOOL DISTRICTS

The average school district spent $5,215 per pupil in 1996-97 (Table 4). Revenue per
pupil declines steadily with the number of pupilsin the district, suggesting some
economies of size or scale for larger districts and above average fixed costs per pupil for
smaller districts.*® The seventeen smallest districts (under 2,000 students) reported the
highest total revenue per pupil but the smallest own-source contribution. State and federal
aid per pupil for these smallest districts (many of which are also rural and low income)
was about 20% higher than the average of all districts. Both state and federal aid per
pupil tends to decline as the district gets larger. Own source revenue per pupil was
highest in the 28 school districts with 6,000 to 24,000 students. This group of districts
includes many districts with relatively high ability to raise local revenue as measured by
the S.C. Department of Education’s ability index.* Districts with a high ability index
receive a smaller share of state funds than do those with alow ability index.

13 For example, the 17 districts with less than 2,000 pupils have the highest average levels of spending per
pupil on district administration and school (noninstructional) operations. Source: Louis R. Lanier and Ellen
W. Saltzman, Public Education and Greenwood County: A Benchmarking Tool (Clemson, S.C.: The Strom
Thurmond Institute of Government and Public Affairs, Clemson University, December 31, 1999).

14 Rankings 1996-97, table 101.
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TABLE4
School District Revenues Per Capita
by Size Class, 1996-97
All ZI’JO?IOS 2,001 6,001 12,001 Over
Districts | PUP t06,000 | t012,000 | t024,000 | 24,000

& under
Total Revenue® $5,215 $5,450 $5,359 $5,393 $5,120 $5,003
Own-Source $1,872 $1,434 $1,834 $1,927 $1,941 $1,855
State $2,880 3,285 2,977 2,961 2,872 2,712
Federa $463 731 548 505 308 435
Number of Districts
Reporting 86 17 35 20 8 6
Per capita calculations based on pupils (preK-12) in the 1996-97 school year. Detail may not sum to totals due to
rounding.

Source: Louis R. Lanier and Ellen W. Saltzman, Public Education and Greenwood County: A Benchmarking Tool
(Clemson, S.C.: Strom Thurmond Institute of Government and Public Affairs, Clemson University, 1999).

MUNICIPALITIES

Table 5 shows the average 1996-97 per capita revenue sources for municipalities by size
class. Per capitarevenues are well above the state average for the two largest size classes
with populations of 20,000 or more. In the six large cities with population of 40,000 or
more, not only is total per capita revenue 38% above the average of all municipalities, but
property tax collections per capita are 43% above the state average. Both revenue
collections per capita and the diversity of revenue sources increases with city size. While
larger municipalities may enjoy some economies of scale, they are also generally
expected to provide a greater level and diversity of municipal services, compared to
smaller cities with much more limited services.

State-shared revenue and state grants, however, show steadily less importance both in
absolute dollar amounts and as a share of revenue as city size gets larger. While the
average city received $62 per capitain state aid and state grants (9.4% of total revenue),
the smallest cities received $91 (18.8%), and the largest cities only $63 per capita (6.9%).
Revenue from licenses and permits (dominated by business licenses) and to a lesser
extent service charges increases with city size. The cities in the 10,001-20,000 size class
are an exception to some of the trends of higher own-source revenue in all categories
with city size, however. These cities have the lowest per capita total and own-source
revenue and fall below the level of other size classes on just about every revenue source,
a pattern that has persisted throughout the 1990s.
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TABLES
M UNICIPAL REVENUES PER CAPITA BY SIZE CLASS, 1996-97
All Cities 1,000 1,001 5,001 10,001 20,001 Over
and under to 5,000 t0 10,000 | to 20,000 | to 40,000 40,000

Total Revenue® $658 $485 $473 $594 $411 $681 $909
Own-Source $510 $312 $342 $471 $333 $548 $696
Current Property

Taxes 192 73 136 179 128 187 274
Local Option Taxes 34 27 23 32 10 55 37
Licenses & Permits 141 98 88 122 102 158 190
Service Charges 96 81 70 98 69 100 121
Miscellaneous 47 33 25 40 24 47 75
I nter gover nmental $148 $173 $131 $122 $77 $133 $213
Federal 54 67 65 48 15 36 83
State-Shared” 46 53 39 43 33 64 46
State Grants 16 38 13 15 6 19 17
Interlocal 32 15 13 17 24 14 67
Number of Cities

Reporting 240 106 78 27 14 9 6

Per capita calculations based on 1997 Census population estimates for reporting municipalities. Detail may not sum to
totals due to rounding.

PHomestead exemption reimbursement included with state-shared revenue, not with property taxes.

Source: Computed using: S.C. State Budget and Control Board, 1998 Local Government Finance Report: Fiscal Years
91 to 97 and underlying data from Annua Municipal Financial Reports for 1996-97.

COUNTIES

Turning to counties, the pattern on both total and own-source revenue per capitais
opposite from that of municipalities. The highest total and own-source revenue per capita
isfound in the smallest size class of 25,000 and under, declining as population increases
(Table 6)."° State aid is fairly uniform among size classes, but property taxes per capita
are higher in smaller counties than larger ones, and the smallest counties have the highest
service charges per capita.

'3 |ike small school districts, small counties have higher average fixed costs per capitain certain areas than
do larger counties, including the administration of property taxation and courts.
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TABLE 6
By SzE CLASS, 1996-97
All 25,000 25,001 50,001 Over
Counties | and under | t0 50,000 | to 100,000 | 100,000

Total Revenue® $358 $425 $329 $313 $367
Own-Sour ce $271 $313 $236 $236 $281
Current Property

Taxes 152 173 142 148 153
Local Option Taxes 18 21 14 6 21
Licenses & Permits 11 7 5 8 13
Service Charges 71 92 59 61 73
Miscellaneous 19 21 17 13 20
I nter gover nmental $87 $111 $93 $76 $86
Federal 13 28 17 7 12
State-Shared” 52 53 53 52 52
State Grants 18 19 21 14 19
Interlocal 3 11 1 3 3
Number of Counties

Reporting 46 12 12 8 14

Per capita calculations based on 1997 Census population estimates for reporting municipalities.

Detail may not sum to totals due to rounding. "PHomestead exemption reimbursement included with
state-shared revenue, not with property taxes.

Source: Computed using S.C. State Budget and Control Board, 1998 Local Government Finance Report:

Fiscal Years 91 to 97 and underlying data from Annual Municipa Financial Reports for 1996-97.
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Chapter 4

THE PROPERTY TAX

The property tax is the primary local revenue source for schools, the largest single local
revenue source for counties, and a significant revenue source among a more diverse array
of revenue sources for municipalities. The property tax burden on a particular piece of
property isthe product of its assessed value and the mill rate, or millage, that isimposed
by local governments in the area in which the property islocated, together with any forms
of property tax relief that may apply.

The property tax is atax on wealth. Historically, land and buildings have been the
primary form of wealth, but in the last century there has been a shift of wealth to other
forms that are not subject to the property tax in South Carolina or in many other states.
Wealth in the form of financial assets (intangibles) is not taxed in South Carolina, nor is
wealth in the form of commodities, art objects, precious metals, or many other assets.

The property tax isavery old and widely used tax. From a practical standpoint, the
appeal of the property tax is partly that property is a highly visible form of taxable wealth
and partly that it isrelatively immobile, so it is hard to escape the tax by moving the
property out of the taxing jurisdiction. From an equity standpoint, it can be argued that
the property tax represents a rough attempt to distribute the tax burden in line with the
benefits received from local governments.

Most services of local governments either benefit property or are reflected in property
values, or both. Police and fire protection, garbage collection and sidewalks, street lights
and road maintenance all protect and enhance the value of property. Properties with
greater value, either because of size or because of the quality of the building or value of
contents, benefit more because there is greater risk of loss. In addition, the quality and
variety of public services (especialy school quality) are reflected in the price that a
property commands. Good local public services increase property values.

STRUCTURAL ASPECTS OF THE PROPERTY TAX

South Carolina has a classified property tax system, as do seventeen other states,
although most states have far fewer classes than South Carolina. The base of the property
tax is the assessed value, which is a percentage of market value. A classified property tax
system means that different percentages of market value are applied to different classes
of property, which significantly impacts on the distribution of the property tax burden.
Private agricultural land and owner-occupied residential property is assessed at the lowest
rate, 4% of market value, while commercial and rental property (including commercial
agricultural property) is assessed at 6%, and personal property (including automobiles),
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business personal property, utility property and industrial property is assessed at 10.5%.
Railroad, airlines, and pipelines are assessed at 9.5% of market value.'® The assessment
rates for the eight categories of taxable property were established by Act 208 of 1975 and
can be changed only by constitutional amendment.*’

FARM AND FOREST PROPERTY

At the request of the owner, undevel oped acreage can be classified as farm and forest
land. With that classification, the land is assessed on the basis of its current use value
rather than its market value at its highest and best use, which in most cases would be
substantially higher. Use values per acre are typically in the range of $100 to $200,
according to Department of Revenue officials. The total number of parcels that were
classified as farm and forest in South Carolinain 1996 was 231,739, most of which were
in the 4% noncommercial agriculture category (less than 4% were in the 6% assessment
commercial agricultural category).'®

The law requires a five-year rollback of the preferential classification if the use of the
property changes, so that the additional taxes based on market value for those five years
become due and payable. The obligation for additional tax rests on the person (owner,
buyer, or seller) who altered its use. The classification and taxation of farm and forest
property has been the subject of considerable controversy in South Carolinaaswell asin
other states.

THE CHANGING COMPOSITION OF THE PROPERTY TAX BASE

The relative shares of assessed value and tax revenue among the classes of property have
changed considerably during the 1990s. Owner-occupied residential property and
personal property (mainly motor vehicles) have become increasingly important
components of the property tax base. But because of various forms of property tax relief,
these two classes of property have had very different impact on property tax revenues
over this period.

Changes to the Tax Base. Commercial and rental property continues to be the largest
component of the tax base, accounting for 26.0% of total assessed valuein 1997 (Table
7). Owner-occupied residential is a close second at 22.9%."° Because owner-occupied
residential property is assessed at 4% while commercial and rental is assessed at 6%, it
actually represents a much larger share of the market value of taxable property than the
assessed value suggests.

*s.C. Congt,, Art X, §1.

Y Much of the state law governing property tax assessment and administration that is discussed in this
chapter can be found in: S.C. Code, Titles 37 through 44.

18 5.C. Department of Revenue.

19 Tax year 1997 values are discussed here, but 1996 data are provided in Table 7 to allow comparisons
with 1996-97 revenue referenced elsewhere in this paper.
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TABLE 7

Assessed Property Value by Property Classification
1990, 1996, and 1997

Property Percent | Percent | Percent | Avg. Ann. | Avg. Ann.
Classification APV 1997 Share Share Share Growth Growth
1990 1996 1997 1990-1996 | 1990-1997
Total $11,157,180,737 | 100.0% | 100.0% | 100.0% 4.9% 4.9%
Owner-Occupied 2,556,198,725 19.4% 22.9% 22.9% 7.8% 7.4%
Agricultural
(Private) 83,276,568 1.0% 0.8% 0.7% 0.7% 1.0%
Agricultural
(Corporate) 25,315,170 0.3% 0.2% 0.2% 1.2% 1.2%
Commercial/Rental 2,904,511,502 27.8% 26.4% 26.0% 4.0% 3.9%
Personal Property
(Vehicles) 2,016,491,742 16.5% 18.4% 18.1% 6.8% 6.2%
Manufacturing® 1,806,134,879 16.9% 15.8% 16.2% 3.8% 4.2%
Utility 1,195,120,039 11.7% 10.6% 10.7% 3.2% 3.5%
Business Personal
& Motor Carrier 570,132,112 6.4% 4.9% 5.1% 0.2% 1.6%

Excludes valuation involved in fee in lieu agreements.
Source: S.C. Budget and Control Board, 1998 Local Government Finance Report: Fiscal Years 91 to 97 and S.C.
Department of Revenue (1997 values).

The two most rapidly growing categories of property have been owner-occupied
residential property and persona property. The share of owner-occupied residential
property in the tax base has increased from 19.4% of the total in 1990 to 22.9% in 1996
and 1997, while the share of commercial and rental property has declined slightly. The
rapid growth in the value of personal property hasincreased its share of the total
(assessed) tax base from 16.5% in 1990 to 18.4% in 1996 and 18.1% in 1997.

Despite substantial investment in new manufacturing plant and equipment, the
manufacturing component of the property tax base shows only moderate growth since
1990 and has declined dightly as a share of the base between 1990 and 1997. This
comparatively slow growth reflects the fact that much of the newer property is assessed at
alower percentage under afeein lieu agreement. Also, many older state-assessed
industrial and utility properties are stable or decreasing in market value.”® As aresult, the
reported share of manufacturing property in the tax base declined from 16.9% in 1990 to
16.2% in 1997.

Shifting Revenue Shares. Various forms of property tax relief mean that changes in the
structure of the tax base cannot always predict changes in the stream of revenue obtained
from the individual property components of that base. As Table 8 indicates, owner-
occupied residences are providing a declining share of revenue. Commercial and rental
property continued to provide the largest share of revenue in 1996-97 asit had six years
earlier, followed by persona vehicles and manufacturing (including revenues from
FILOT agreements). Personal vehicles have been the fastest growing source of revenue

% 5,C. Dept. of Revenue, personal communication.
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between 1990-91 and 1996-97, with manufacturing second. Property tax relief has
resulted in adecline in actual dollars of revenue from owner-occupied residential
property, not just a decline in the share.

TABLE 8
Changing Shares of Property Tax Revenue

Estimated Revenue for All Local Governments by Tax Category

1990-91 and 1996-97

Revenue % Share Revenue % Share Avg. Ann.
1990-91 of Total 1996-97 of Total Growth 1990-
(millions) 1990-91 (millions) 1996-97 91 to 1996-97
Total
Revenuée® $1,535.3 100.0% $2,053.9 100.0% 5.0%
County-
Assessed Rev. $989.1 64.4% $1,312.7 63.9% 4.8%
Owner-Occ.
Residential $287.2 18.7% $271.9 13.2% -0.9%
Agricultural
(Private) 14.9 1.0% 18.0 0.9% 3.1%
Agricultural
(Corporate) 45 0.3% 5.6 0.3% 4.0%
Commercia/R
ental 428.4 27.9% 595.6 29.0% 5.6%
Personal Prop.
(Vehicles) 254.1 16.5% 421.6 20.5% 8.8%
State-Assessed
Revenue $546.2 35.6% $741.2 36.1% 5.2%
Manufacturing
(W/FILQOT) 267.1 17.4% 385.8 18.8% 6.3%
Utility 180.7 11.8% 244.3 11.9% 5.2%
Bus. Persond
Property 98.5 6.4% 1111 5.4% 2.0%
Manufacturing
(w/o FILOT)" 263.2 17.1% 374.4 18.2% 6.1%

3Detail may not add to totals due to rounding. "FILOT payments excluded from estimated tax revenue from

manufacturing; figure not included in totals.

Source: S.C. State Budget and Control Board, 1998 Local Government Finance Report: Fiscal Years 91 to 97.
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TAXES ON PERSONAL VEHICLES

In 2000, a statewide referendum will determine whether the assessment rate on
automobiles will be lowered over a period of years from 10.5% to 6% in increments of
3/4% ayear.”* At present, the differential assessment between owner-occupied residences
and automobiles, together with various kinds of property tax relief, can result in a two-car
household paying about the same property taxes (or higher) on their cars than on the
family home. However, this plan carries some degree of risk for some local governments.

In some smaller, rural counties and communities, automobiles have been the major
source of growth in the property tax base. For 22 counties, personal vehicles accounted
for more than one-third of the increase in all (city, county, and school district) property
tax revenues between 1990-91 and 1996-97 (Appendix A). Vehicles accounted for over
25% of the revenue increase in 35 of the state's 46 counties. In Lancaster County,
personal vehicles accounted for 133% of the increased revenue, with increases in
revenues from motor vehicle property taxes more than offsetting declines in other
categories over that time period. In Dillon County, property tax revenue for all local
governments declined by 3.2% overall from 1990-91 to 1996-97 despite a 40.2% increase
in property tax revenue from motor vehicles.

Debt ceilings are another way in which any change in the assessment rate of voter
vehicles will impact on local governments. If the assessment rate on motor vehiclesis
gradually lowered it will impact the bonding capacity of local governments, which is 8%
of their assessed value of property. This reduction in bonding capacity will occur even
when there has been no actual decline in the market value of taxable property.

EQUITY IN A CLASSIFIED SYSTEM

The purpose of a classified property tax system is to address both horizontal and vertical
equity. Horizontal equity means that the burden of the property tax is distributed in
proportion to one's ownership of taxable assets within a given class (e.g., homeowners).
Vertical equity means putting a larger share of the tax burden on some classes of property
than on others (e.g., industry rather than homeowners, cars rather than farmland) for
reasons that are not always related to either ability to pay or benefits received.

Because the property assessment ratios are embedded in the constitution, they are
difficult to change directly. Instead, the burden of the property tax in South Carolina has
been redistributed indirectly. A series of recent legidlative actions has provided property
tax relief for new industry and homeowners and has proposed relief to owners of
automobiles, shifting the burden to established industry and commercial and rental
property. These actions have had the effect of atering the distribution of the burden
among classes of property in ways that should be reviewed within the context of overall
reform of local government funding.

% S,C. General Assembly, Act No. A130 of 1999.
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PROPERTY TAX ASSESSMENT

Assessment is the process by which the value of individua properties and the total
property tax base is determined. The value of the tax base is an important figure for local
revenue purposes: it determines the amount of revenue that can be raised from a given
mill rate, it determines the ceiling on bonded indebtedness, and it enters into the formula
for the distribution of state aid to school districts. FILOT agreements with new industrial
firms have complicated the measurement of the relevant tax base for each of these
purposes, because property subject to these agreements may be included for some
purposes and not for others.

In South Carolina, some classes of property are assessed at the state level while some are
assessed at the county level. Most business personal property is assessed annually by the
South Carolina Department of Revenue (DOR) and depreciated in conformity to IRS
schedules. Some business personal property, such as furnishings for rental property and
business offices, is assessed at the county level, but county officials report difficulty in
collecting taxes on that property.

Utility and industrial and common carrier property is also assessed by the state, and is
reassessed if the yearly property tax return indicates any capital improvements.
Automobiles are assessed annually according to a schedule of values provided by the
Department of Revenue, with adjustments for excess mileage and other considerations
made at the county level when requested by taxpayers. Annual reassessment of
automobiles ensures that their assessment conforms much more closely to market values
than some other components of the property tax base.

Agricultural, residential, commercial, and rental property is assessed at regular intervals
by county tax assessors, who also serve the assessment needs of school districts and
municipalities. Agricultural (farm and forest) property is assessed at use value rather than
market value, resulting in very low assessments for property in this classification, which
includes a substantial share of all undeveloped land in South Carolina. Unlike other
states, South Carolina s requirements for receiving such a classification are fairly
undemanding. As aresult, there is a significant cross-subsidy from other classes of
taxpayers to owners of undeveloped property. Some of the lost tax revenue may be
recaptured when such property is developed through arollback provision in the law that
reclassifies property at market value for the previous five years, but systemsin place are
not always successful in doing so. Oversight of county assessment is provided by the
Property Tax Division of the South Carolina Department of Revenue, which provides
training for local tax assessors and runs independent checks on assessment in relation to
market value.

Until recently, reassessment at the county level was often infrequent because it was only
required when assessments deviated too much from market value, based on checks by the
Department of Revenue. In practice, some counties went for decades without
reassessment. Infrequent reassessment resulted in inequities in distribution of the tax
burden and “ sticker shock” at the time of reassessment. Now that counties are on a
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“rolling” five year schedule for reassessment, both inequities and sticker shock should be
reduced.

The fact that state-assessed property is reviewed annually (as well as personal vehicles),
while county assessed real property is reassessed only at five year intervals does create
some inequities between classes of property during the intervals between county
reassessments. While some counties have been granted extensions beyond five years, it is
important that reassessment of locally assessed property be held to aregular schedulein
order to reduce inequity within and between classes of property.

RECENT LEGISLATIVE CHANGES

Two recent acts of the General Assembly addressed concerns about reassessment: the
reassessment schedule and the amount by which assessed value can increase at
reassessment. Act 43 of 1996 mandated a five year reassessment schedule and assigned
counties particular years in which to undertake reassessment.?? In 1999, counties were
permitted to take a one-year extension on their assigned year, and Charleston County has
aready exercised that option.?® A second act permits counties to adopt (by ordinance) a
15% cap on the increase in assessment of particular properties.®*

Both frequent and infrequent reassessments create challenges for local governments. In
areas with alow volume of property turnover, there may not be enough market data to
evaluate trends in property values. The more frequently assessment is undertaken, the
more it will increase the total cost of property tax administration. On the other hand,
infrequent reassessment increases inequities between new construction and older
properties, and between properties whose market values are appreciating at very different
rates. Each reassessment redistributes the property tax burden both within and between
classes, invites challenges by taxpayers, and increases dissatisfaction with the property
tax. These challenges have been exacerbated by developments in the 1990s that have
shifted the burden of property taxes away from new industry and homeowners and
toward established industrial property, rental and commercial property, and personal
vehicles (see Table 8, above).

A cap on the increase in property assessment raises concerns about equity and the
distribution of the tax burden. One concern that has limited interest in the cap is the
expectation that a cap would reduce measured growth in the tax base. With the cap, a
higher millage would be required to raise the same revenue compared to the situation
without the cap. As aresult, through an expected increase in millage, there would be
some shift of the tax burden from higher income taxpayers whose property is
appreciating rapidly toward lower income taxpayers whose property is appreciating more
dowly, if at al. There would also be a shift in the tax burden toward personal vehicles,
commercial and rental property, and industrial property (Appendix B). Thusfar, no

# 3,C. Code, §12-43-217.
% 5.C. Code, §12-43-217 (B).
24 5,C. General Assembly, Act No. 119 of 1999.
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counties have adopted the cap, although at thiswriting it is being considered in
Charleston.

THE IMPACT OF UTILITY DEREGULATION

Expected utility deregulation has raised some concerns about the future value of utility
property, particularly electric utility property. This property includes generating,
transmission, and distribution assets. Utility property is valued in different ways in
different states, but in South Carolinathe primary factors are cost (historical/depreciated)
and income. In aregulated environment, these assets are depreciated over the useful life
of the asset, but in a competitive environment, depreciation would be much more rapid. If
there is no change in the income element in the valuation formula, the result would be an
overall decline in revenue from utility property. However, it will be difficult to retrain the
income element in valuation after deregulation. Electric utilities are already in the process
of “unbundling” their assets, so that generating, transmission, and distribution assets are
owned by more or less separate entities. Transactions between these entities are not
entirely independent, however, and may be arranged in such away as to minimize the
combined income and/or property tax liability. Thus, the income component of the
valuation formula will become difficult to determine after deregulation, leaving the
formula consisting of only historical/depreciated cost of assets.

Any resulting decline in asset value is not likely to be uniform. As markets for electricity
become more competitive, some currently regulated investor-owned utilities could find
themselves at a competitive disadvantage with other power generators, resulting in a
decline in income that would be reflected in the value of their taxable property. The value
of some of these assets (utility real property and business personal property) could
decline more sharply than others. In aregulated environment, utility rate-setting provided
for cost recovery for generating and transmission assets. But in a competitive
environment utilities may not be able to charge a price sufficient to recover those costs,
leaving “ stranded assets’ with little value in some counties and school districts.

Nine counties have more than 10% of their property tax base in utility assets, and three of
those counties—Fairfield, Oconee, and Y ork—are particularly dependent on utilities for
property tax revenue (Table 9; Appendix C). It should be noted that there will be gainers
aswell aslosersin a competitive environment, so some of these high-impact counties
could conceivably gain revenue. In addition, some South Carolina municipalities are
actually invested in electrical utility assets and could suffer alossin the value of those
assets that is significant relative to their total assets and their budgets. Some of any losses
to school districtsin utility property tax revenue as a result of deregulation would be
mitigated by increases in state EFA aid, because any significant loss of taxable property
will ater the index of taxpaying ability in the EFA formula (discussed below).
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TABLE9
County Electric Utility Total APV Per cent of
Property All Property Total APV

Fairfield $69,125,960 $104,638,490 66.1%
Oconee $118,006,740 $281,456,037 41.9%
York $182,914,240 $621,453,243 29.4%
Darlington $43,898,570 $182,326,481 24.1%
Orangeburg $32,365,290 $229,315,633 14.1%
Colleton $14,494,490 $102,860,441 14.1%
Hampton $3,826,270 $33,982,490 11.3%
Chester $7,880,220 $71,590,490 11.0%
Bamberg $2,617,460 $25,088,220 10.4%
STATE $858,902,900] $11,328,178,599 7.6%
Source: S.C. Department of Revenue and South Carolina Association of
Counties.

Franchise fees for utilities and municipal utility distribution are also likely to be impacted
by deregulation, an issue discussed later in this paper. The potential impact of utility
deregulation on local government revenues is just one dimension of a much broader
public discussion of utility deregulation that is developing concurrently with the local
government funding project. Further details of the issues surrounding utility deregulation
are being addressed elsewhere, but legidators need to be mindful of the impact of any
decisions they make on local government funding.

PROPERTY TAX RATES

One of the unique and generally positive features of the property tax, in comparison with
other taxes, isthe way the tax rate is set. Most other taxes used by al levels of
government have rates that are changed infrequently. Legislative bodies that do not rely
on the property tax can estimate the revenue from these taxes as well as various fees and
charges and adapt their spending plans to the projected revenue stream. If revenue flows
in at a generous pace, they spend more; if revenue is scarce, they spend less. Only under
persistent or extreme periods of imbalances between planned spending and expected
revenue are tax rates reduced or increased. For governments that depend primarily on
personal and corporate income taxes, sales and excise taxes, spending may be considered
to be heavily revenue-driven. This pattern does not hold for the property tax.
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MILLAGE: SETTING AND CHANGING THE PROPERTY TAX RATE

Cities, counties, and school districts with a substantial degree of fiscal autonomy? begin
by determining spending needs, obligations and requests in order to develop budgets. The
next step is to estimate revenue from other sources such as nonproperty taxes, fees and
charges, licenses and permits, and state and federal aid. The balance must be financed out
of the property tax.

Knowing their tax bases—the assessed value of property—Ilocal officials can determine a
mill rate that will raise the desired amount.?® That value varies greatly from one local
government to another. In 1996-97, one mill would raise more than $1.2 millionin
Greenville County, but less than $24,000 in McCormick County. The median value of a
mill in 1996-97 for counties was $54,143. |If the mill rate required to balance to local
budget is about the same or only slightly more than in previous years, the process may
end there. If alarge jump in the mill rate is required, the local governing body may be
forced to revisit the expenditure side or explore other ways of raising revenue in order to
avoid angering the citizenry.

A local government financing system in which the property tax plays asignificant roleis
more clearly expenditure-driven than one that relies on other kinds of taxes. This attribute
of property taxesis generally viewed as positive. Other things being equal, most public
finance economists consider it more desirable that expenditures determine revenues
rather than the other way around in order to provide a meaningful constraint on the
growth of government.

The issue of setting the mill rate and other aspects of budget control is a challenging one
for many of the state's 86 school districts. Unlike cities and counties, which have
considerable freedom in setting their own mill rates, school districts vary widely in their
degree of fiscal autonomy. Most of the decisions about school district fiscal autonomy
were made in conjunction with the establishment of independent county government in
the 1970s, although some changes have been made since that time. Some 22 districts
have full fiscal autonomy, which means the freedom to set mill rates as needed. Another
31 have no fiscal autonomy. Their mill rates are set by some other entity, most often
county council or a county school board in counties with multiple school districts. The
remaining districts have limited fiscal autonomy, such as the ability to raise the mill rate
subject to certain ceilings.?’

This lack of standardization makes it difficult to treat all districts alike at the state level
and often makes it difficult for local districts to comply with state mandates. School
boards are independently elected entities like city and county councils, but they have far
less authority. On the other hand, school districts have much higher levels of
accountability for state funds both because state funding is such a large share of local

% South Carolina school districts vary widely in their degrees of fiscal autonomy. Some districts have little
or no authority to change the mill rate. Thisissue is considered below.

% The mill rate is the number of dollars per $1,000 of assessed valuation.

21'3,C. School Boards Association. Viewed at: http://www.scsba.org/local_board/fiscal.htm.
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school budgets and because of highly specific requirements imposed on school operations
by the state. The issue of the appropriate degree of fiscal autonomy for school districtsis
acomplex one. But from a state perspective, a greater degree of standardization would
simplify the task of the General Assembly and the Department of Education in
administering the state's share of responsibility for preK-12 education.

TRENDSIN TAX RATES AND TAX BURDENS

Changes in property tax burdens faced by local taxpayers reflect both changes in the tax
rate and growth (or lack of growth) in the tax base. When the tax base is growing in
value, local officials may be able to keep the tax rate low. When the tax base is stable or
declining in value, or when demands for public services increase, local officials may need
to raise the tax rate.

For all local governments, but especially school districts, the ability to raise revenue
locally is closely tied to growth of the property tax base. Between 1986-87 and 1996-97,
32 of the state's (then) 91 school districts saw growth in the assessed valuation per pupil
averaging less than 4% ayear, while the average growth rate in assessed valuation per
pupil for all school districts was 4.6%. During the same ten year period, the Consumer
Price Index rose at an average annual rate of 3.5% and the GDP deflator for state and
local government, an average of 2.9% ayear. Thus, growth in the property tax base per
pupil stayed just ahead of inflation.

More than 60% of all property tax revenues collected by local governmentsin 1996-97
went to school districts (Table 10). Total property tax revenue has increased by an
average of 5.0% ayear overall since 1990-91 (3.8% for school districts, 8.4% for
counties, and 4.3% for municipalities). This growth is primarily aresult of increasesin
the tax base (new construction and increased values of existing property) rather than
increases in the tax rate.

Tax Rates. What has been happening to property tax rates among South Carolina's local
governments? The weighted average total millage for all local governments (cities,
counties, school districts, and specia purpose districts) has increased at an average rate of
1.7% ayear between 1990 and 1996. Millage grew 1.5% ayear over the longer period
between 1990 and 1999.% Average mill rates for the individual local governments are
variable, with county mill rates growing the most rapidly and municipal mill rates
growing the most slowly.

Expanded use of the local option sales tax has helped to hold down growth in the mill
rate in 21 countiesin 1996-97. In 1990-91, the local option sales tax had just been
adopted by the first six counties, which had yet to receive more than minimal amounts of
revenue from this new source. Most local option sales tax revenue is used to roll back
property taxes.

% The weighted average millage is a composite measure of an average property tax rate, with each local
government's tax rate entered into the calculation in proportion to its share of total millage.
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For school districts, the low growth in both property tax revenue and millage between
1990-91 and 1996-97 largely reflects the school property tax relief program initiated in
1995. Revenue that formerly came in the form of property tax payments from
homeowners was now recorded as state aid to school districts for school property tax
relief reembursements. If state reimbursement for homeowners' school taxes and
homestead exemption funds are counted as property tax revenue rather than as state-
shared revenue in both years,?® then the adjusted annual growth rate for property tax
revenue is 6.8% rather than 3.8%.

It ismore difficult to estimate how millage may have grown without school property tax
relief, but it islikely that they would have grown somewhere between 2% and 4% per
year. Looking at school millage growth in the years before school property tax relief,
between 1990 and 1994, weighted school mills grew at an average rate of 2.5% per year.
And between 1984 and 1994, average weighted mills for school districts (operations plus
debt service) grew at the rate of 3.4% per year.

TABLE 10
Property Tax Revenue and Mill Rates, 1996-97
Avg. Ann. Weighted Avg. Ann.
Prggsre'tq);l'aax Rev. Growth Average Mill Growth
90-91 to 96-97 Millage® 1990 to 1996
All Local Government | $2,074,605,720 5.0% 260.7 1.7%
School Districts 1,239,054,910 3.8% 136.3 1.6%
Counties 588,123,328 8.5% 54.5 3.3%
Municipalities’ 247,427,482 4.3% 69.9 0.7%
School Districts
(adjusted for tax relief)?| 1,453,991,863 6.8% nal 2%-4% (est.)

3Includes fee in lieu of tax payments and homestead exemption reimbursement. “Implicit millage for
school districts and counties cal culated using reported tax revenues and assessed values. Implicit millage
for municipalities, including specia purpose districts, is the fraction of total millage not assigned to
school districts and counties. “Includes implicit millage for special purpose districts, but revenues do not
contain revenue for special purpose districts. “Tax revenue includes state school property tax relief.
Source: S.C. State Budget and Control Board, 1998 Local Government Finance Report: Fiscal Years 91
to 97.

Tax Burdens. In South Carolina, tax burdens on homeowners have been reduced by
school property tax relief, which has reduced their school tax liabilities (but not county or
municipal taxes) in many jurisdictions and at |east slowed the growth of their property
taxes in areas with rising mill rates.® In 1990, the weighted average millage for all local
governments was 236.1 mills. A non-elderly person who lived in amunicipality paid an
average of $496 in city, county and school property taxes on a $20,000 car and $944 on a

% School property tax relief for homeowners was instituted in 1995-96. Prior to that year, the homestead
exemption reimbursement was included as property tax revenue rather than state revenue, as was the
merchants inventory tax reimbursement.

%0 See the next section for an expanded discussion of homeowners' school property tax relief.
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$100,000 home. In 1999, at 271 mills, the same person would have paid $569 in car taxes
on a $20,000 car and $542 (net of estimated homeowners school property tax relief) on a
$100,000 home (Table 11). In this example, with school property tax relief taxes on the
$100,000 home dropped 57% even with a 15% increase in the mill rate; car taxes

reflected the full amount of the millage increase.

TABLE 11
Comparison of Tax on Different Properties, 1999

Market Assessed | Mill | Total Tax | School Tax Net Net % of

Value Value |Raté®| (unadj.) Relief Tax | Mkt. Value
Owner-Occ. Home $100,000 $4,000f 271 $1,084 $542° $542 0.5%
Owner-Occ. Home 65,000 2,600 271 705 353° 352 0.5%
Automobile 20,000 2,100 271 569 0 569 2.8%
Automobile 6,000 630| 271 171 0 171 2.8%
Second/Rental
Home 100,000 6,000 271 1,626 0 1,626 1.6%
Second/Rental
Home 65,000 3,900, 271 1,057 0 1,057 1.6%
Private Agric. (50
acres) 250,000° 400, 271 108 0 108 0.043%
Corp. Agric. (50
acres) 250,000° 600| 271 163 0 163 0.065%
Manufacturi ngd 10,000,000 1,050,000 271 284,550 0| 284,550 2.8%

Based on 1999 weighted average millage for all local governments. Assumes no homestead exemption and uses
weighted average 1995 school millage (135.6 mills) for school tax relief calculation. “Market value ($5,000 per acre)
and use value ($200 per acre) based on average of mode for all classes. “Assumes no feein lieu or tax abatement.

School property tax relief has had a significant impact on tax billsin the 1990s even
though the average price of a house has been increasing. In 1990 the average owner-
occupied house in South Carolina was worth only $61,000, but growth in housing values
of about 3.4% per year generally suggests that the same house would have been valued at
about $80,000 by 1999.*! (Actual sales figures for Pickens County—where housing
prices have grown significantly in recent years—show that average housing prices rose
from $73,500 in 1990 to $91,244 in 1997, an increase of about 3.6% per year.?) The
combination of growth in housing prices and growth in millage would have increased the
tax bill on that average house by about 51% before school tax relief, from $576 to $867.
School tax relief would have brought that figure back down to $433, anet reduction in
total property taxes of $143 on the average home compared to the 1990 level.

Total and per capita property tax revenue varies considerably among counties and among
municipalities. Charleston County collected the largest total amount of property tax ($55
million) in 1996-97, closely followed by Richland ($51 million), Greenville ($46
million), Spartanburg ($43 million), and Horry ($34 million) counties. Calhoun County

3 Housing values in South Carolinain 1990 and average growth rates of housing prices nationally (with
some adjustment for existing versus new homes) are from the 1998 South Carolina Statistical Abstract.
%2 pickens County Auditor's Office.
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had the highest per capita property revenue tax in the state ($265), while Dillon County
had the lowest at $62, compared to a median of $159.

Among municipalities, only five reported property tax revenues of over $10 million in
1996-97 (Charleston, $29 million; Columbia, $26 million; Greenville, $21 million; North
Charleston, $13 million; and Myrtle Beach, $12.8 million). Per capita property tax
collections reported by municipalities ranged from $865 in Edisto Beach to $2.96 in
Coward (population 564), with some small municipalities reporting no property tax
revenue at all. Among those municipalities reporting property tax revenues, the median
per capita amount was $112.

Tourist destinations like Edisto Beach often collect relatively high property tax revenues
per capita because their resident populations are so small compared to their transient
populations, which are quite high. Transient/tourist populations generate significant
property tax revenue but also significant service demands in the form of roads, recreation
facilities, public safety, and the accommodations and service establishments that serve
them.

PROPERTY TAX RELIEF

South Carolina offers several kinds of property tax relief to reduce the tax burden on
specific groups, some substantial and others more modest. Of the major kinds of property
tax relief, two are directed at homeowners: school property tax relief and the homestead
exemption for those over age 65 and/or totally disabled.*® The local option sales tax
requires that aminimum of 71% of the revenue from the tax be dedicated to property tax
relief in proportion to market value. This relief from county and municipal taxesis spread
across owners of all kinds of taxable property, real and personal. Property tax relief in the
form of business tax incentivesis offered to industrial and commercial development,
including expansion of existing firms as well as location of new firms.

There are two smaller property tax relief programs. The elimination of the merchants
inventory tax in the 1980s has resulted in a modest program of reimbursement of |ost
revenue to local governments that is a small and dwindling share of their revenue.
Manufacturers depreciation reimbursement is another small property tax relief program
that is state funded.

HOMEOWNERS' SCHOOL PROPERTY TAX RELIEF
In 1994, the General Assembly approved legidation that provided relief from school

taxes only for homeowners on homes valued up to $100,000.3 The revenue that would
otherwise be lost is made up by the state, so that school districts are not affected. There

3 |t adopted in any county, the 15% cap on the increase in assessed property value is also aimed at
providing property tax relief to certain homeowners.
¥ S.C. Code, §12-37-251.
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were two purposes behind this legislation. One was to respond to demands from certain
areas of the state for property tax relief in the wake of mandated reassessment. The other
purpose was to respond to calls to restore the share of state funding of education to earlier
levels.

This particular form of tax relief has had very uneven impact among school districts for
two reasons. First, residents of school districts with higher mill rates have received more
relief than those with lower mill rates, irrespective of housing values. Second, higher
housing values have meant greater tax relief. For districts where most of the homes are
valued at less than $100,000, most homeowners receive 100% relief but the amount of
funds distributed per household (and in most cases, per pupil) are less than they arein
districts where the average house is valued at $100,000 or more. In addition, the “notch”
at $100,000 means that increases in school millage have a disproportionately higher
impact on these higher-valued homes, which tend to be concentrated in the wealthier
school districts. These effects have resulted in loss of public enthusiasm for the tax relief
program in other parts of the state because of perceived inequity in the distribution of
funds.

The value of school property relief for the average home will continue to decline as
homes increase in value or as new homes are constructed at higher initial cost. And as
indicated earlier in this report, the school property tax relief did not succeed in
substantially increasing the state's share of education funding.

The distribution of this tax relief among school districts led to calls for rethinking the
form in which it is provided. In 1999, the legidature revised the aid distribution to a per-
capita formula, with additional funds provided so that districts that would otherwise have
received more under the old formula were guaranteed the same level of funding asin the
prior year.®* Some 25 school districts were affected by this hold harmless provision,
which guaranteed that they would continue to be funded at the prior year's levels (other
districts receive an increase in the current year).

Over time, these hold-harmless districts will not gain through the assessment process as
the other districts can even if their tax base is growing as rapidly or more so. As aresult,
these districts are more likely to have to increase millage in the future to make up revenue
than are those who gained as aresult of the shift to a per capita distribution. Any further
adjustments to this program need to consider not only the impact on state revenues and

on the amount of relief received by the average homeowner, but also the distributional
impact among school districts.

% These legidative provisions can be found in the budget bill passed in 1999 in the Part |1, Permanent
Proviso section.
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HOMESTEAD EXEMPTION

Like many other states, South Carolina offers a homestead exemption that appliesto the
value of owner-occupied residential property for all local property tax purposes--school
districts, municipalities, and counties. While some states target |low-income residents
and/or include renters, South Carolina's homestead exemption is designated specifically
for those over age 65 and/or totally disabled, regardiess of their income status. The
homestead exemption provides relief from city, county, and school district property taxes
on the first $20,000 in market value of one owner-occupied residence for householdsin
which at least one of the ownersis over age 65. This figure was set more than 20 years
ago and has not been adjusted since that time, although periodically it is proposed to
index the dollar value for inflation.

The value of the exemption increases with increases in the mill rate. In the 1990s, that
increase has been relatively small. The weighted average combined local government tax
rate increased from 236.1 mills to 260.7 mills between 1990 and 1996, increasing the
average tax savings from the exemption from $189 to $209. More importantly, the value
of the $20,000 exemption as a percentage of the value of the home has declined steadily
as the average price of homes has risen over the last two decades since the exemption was
first offered.

The value of the homestead exemption is actually greater for houses with market value of
more than $100,000 than for less expensive homes. For houses worth less than $100,000,
the homeowner has aready been entirely relieved of school taxes. Any additional relief
provided by the homestead exemption is only from city and county taxes, which account
for only 48% of the total tax burden. For houses worth more than $100,000, however, the
homestead exemption provides additional relief from school as well as city and county
taxes.

CAP ON ASSESSED VALUATION

In 1999, the General Assembly authorized counties to impose a 15% cap on the increase
in the assessed value of any property that was held by the same owner for the entire
period since the last reassessment.* The purpose of this provision was to protect long-
term property owners from excessive increases in their tax liabilities that might result in
forced sale. The impact, however, islikely to be higher mill rates and a redistribution of
the relative shares of the tax burden from higher-valued or rapidly appreciating property
to lower-valued or slowly appreciating property. To date no counties have adopted the
cap, athough it is under consideration in Charleston County. An illustration of the impact
of such acap is provided in Appendix B.

% See al'so the discussion about the assessed property value cap in this chapter.
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LOCAL OPTION SALES TAX AND PROPERTY TAX RELIEF

The primary purpose of the local option sales tax, which must be adopted by referendum
on a county-by-county basis, isto provide relief from city and county property taxes for
all classes of property in proportion to market value rather than assessed value. This
provision ensures that a larger percentage of relief goes to owners of residential and
commercial property than to industry, utilities, and personal property. A minimum of
71% of the revenue must go to property tax relief.%’

To date, 31 counties have adopted this tax, with many of those adopting since 1994
committing 100% of the proceeds to property tax relief. In 1996-97, 21 counties and the
municipalities in those counties generated $83.0 million from local option sales tax, most
of which went to reducing property taxes. This strategy has been successful; early
evidence indicates that property tax collections have been growing more slowly in cities
and counties with local option sales taxes than in those without the tax.* The details of
the local option salestax are described in Chapter 5 of this report.

TAX RELIEF ON MOTOR VEHICLES

The General Assembly in 1999 responded to pressures from the public to reduce the tax
burden on motor vehicles. Legisation was passed that calls for a referendum in 2000 to
reduce the assessment rate on personal vehicles from 10.5% to 6% in increments of 3/4%
ayear. If voters approve, the reduction applies not only to county taxes but also to
municipal and school district taxes. In 1999, the state provided a modest amount of relief
from local motor vehicle taxes (atotal of $20 million, which provided tax relief of about
$21 on a$20,000 car).*

Personal property, which consists primarily of motor vehicles, is a significant part of the
tax base for all three kinds of local governments. Table 12 shows the amounts collected
from this part of the tax base for cities, counties and school districts. Personal property
represents 20.5% of all property tax collections, and is also the fastest growing
component of the property tax base. Richland County has estimated revenue |osses from
adopting this change at $6 million by the time of full implementation. Even with no
growth in motor vehicles at al, at 1997 mill rates the revenue loss to counties alone
would be $46 million, with 14 urban counties losing over $1 million each. If revenue
losses to school districts and municipalities are added to this figure, the revenue loss
without any growth in the vehicle part of the tax base at 1997 mill rates would be $181
million. Any efforts to provide property tax relief for automobiles, including the 2000

3" The original legislation called for 63% of revenue to be dedicated to property tax relief the first year,
rising by 2% points each year and leveling off at 71% in the fifth year and thereafter. Legislation in 1995
fixed the rollback requirement at 71% of revenue for al years.

% Holley H. Ulbrich, Local Option Sales Taxes and Municipal Finance in South Carolina: A Look at the
First Few Years, prepared for the Municipal Association of South Carolina (Clemson, S.C.: Strom
Thurmond Institute of Government and Public Affairs, Clemson University, October 1996).

%9 See al'so the discussion about the referendum on vehicle assessment in this chapter.

35



Loca Government Funding in South Carolina: Trends and Challenges
Loca Government Funding System Reform Project

referendum, must take into account the significant role that these taxes play in funding

local governments in the present system.

TABLE 12

Estimated Tax Revenues from Personal Property (Vehicles)
1996-97

Personal Revenue Per Avg. Annual % Share of
Property Tax® Capita® Growth Total Properté/

90-91t0 96-97 | Tax Revenue
All Local Government | $421,643,553 n.a. 8.8% 20.5%
School Districts 268,076,637 $409 8.5% 21.6%
Counties 107,467,240 $29 10.4% 18.3%
Municipalities 46,099,676 $36 6.9% 20.3%

3Municipal estimate calculated using above figures; explicit data not reported. "School population is
PK-12 for 1996-97; county population is census estimate for 1997; municipal population estimate
excludes cities that did not report finances in 1996-97. “Total property tax revenue estimate includes
feein lieu of tax payments and excludes homestead exemption and property tax relief reimbursements
from the state.

Source: 1998 Local Government Finance Report: Fiscal Years 91 to 97.

PROPERTY TAX RELIEF ASBUSINESS LOCATION INCENTIVE

South Carolina offers a broad array of business |ocation incentives to encourage industry
to locate in the state. Only those that impact directly on local government revenue are
considered here. Counties are permitted to offer several kinds of property tax incentives
in order to encourage relocation and expansion of industrial and commercial
development. The impact of these incentives on revenue is difficult to assess. While a
new firm may pay less under an incentive than the statutory amount, the firm may not
have come at all without the incentive, so whatever is paid represents an addition to local
revenue. New firms also increase local expenditures both directly (through increased
expenses for public safety, highways, solid waste, etc.) and indirectly, through the costs
of servicing the additional residents who arrive with school children and other local
service needs.*® The most widely used incentive is the fee in lieu of taxes (FILOT)
agreement.* Thefeeisin lieu of city, county and school taxes. Counties and firms can
negotiate a fee based on alower assessment of 6% rather than 10.5% (in some cases, as
low as 4%), and fix that payment based on the current millage for a specified period. As
of July 1999, only three counties—Bamberg, Beaufort, and Clarendon—did not have any
FILOT agreements in place.*?

If aFILOT is negotiated, the distribution between the local governments (county, school
district, and where relevant, municipality) isin proportion to their respective millage rates

“* The same is not true of tax breaks or FILOTS for retrofitting and/or updating an existing plant, which
does not increase expenditure demands.

*I The FILOT program is complex. For details, see South Carolina, Department of Revenue, South
Carolina Tax Incentives for Economic Development, 1999 ed. (Columbia, S.C.: Department of Revenue,
1999).

*23.C. Association of Counties.
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(except in the case of joint industrial parks, as discussed below). In most cases these
long-term agreements mean that the firm receives not only a lower tax/fee bill than it
would otherwise but also protection from future increases in property tax rates for the
duration of the agreement.

Cities and counties often offer incentives on the expenditure side of the equation, such as
infrastructure improvements or land acquisition, that impact on the revenue side as well.
One of the vehicles for doing so is the creation of ajoint industrial/business park
involving at least two counties, which calls for a negotiated fee in lieu of taxes. The first
commitment of revenue from the fee is to the nonresident partner county, which is
usually quite small. The second claimant on the fee revenue is any payments on
infrastructure bonds that were issued to create and devel op the park, which can absorb
quite a large share of the revenue. The remaining funds are then shared among the local
governments in the primary county (including municipalitiesif the park lies inside their
corporate limits).

A contentious issue at thiswriting is the diversion of school millage authority (without
the consent of the school district) to fund infrastructure for private purposes. Thisissue
has surfaced in at least two counties, most visibly regarding a proposed multicounty
business park in Horry County. Supporters of these incentives point out that the park will
attract firms and create more local revenue than would otherwise be available to the
school districts, but at least one study indicates that the additional revenue will fall short
of the additional costs to the school districts to accommodate additional students.”® Legal
issues have also been raised concerning this practice in terms of the constitutional
authority to divert school millage to non-school purposes.

It isimportant for the General Assembly to address the roles of municipalities and school
districts in participating in such decisions so that this useful development tool can
continue to be used while assuring adequate revenue for all local governments involved.

PROPERTY TAXESAND ECONOMIC GROWTH

The relationship between property taxes and economic growth is a complex one. High
property taxes can discourage economic growth by penalizing improvements to existing
property and by discouraging new residents and firms from locating in a community.
Low property taxes may attract economic growth, but that growth may not generate
enough local government revenue to support the additional local public services that new
firms and residents require.

3 Harry W. Miley and Associates, Report to the Horry County School District, September 1999.
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FISCAL IMPACT OF GROWTH AT THE LOCAL LEVEL

While the property tax is a stable revenue source, it does not aways serve rapidly
growing communities well. When new firms and residents locate in an area, the property
tax (or FILOT) revenues that they generate are the primary new local revenue source for
schools and a significant share of the additional revenue to the county and, for urban
residents, the city. Researchers across the country have found that property tax revenue
usually fails to keep pace with increased local service demands from new industrial,
commercial, and especially residential development.** As aresult, there has been an
ongoing nationwide search for other suitable revenue tools to supplement the property tax
in funding local government.

Local governments must weigh the benefits of growth against the balance they must
strike between the revenue generated by newly developed property and the cost of
services that property will require. The property tax burden is also a factor in locational
decisions as residents and business firms shop for the best deal in terms of tax obligations
and the quality and variety of local public services offered. In some rapidly growing areas
of South Carolina, economic development considerations are tempered by concerns about
growth management. In some of these areas, notably Y ork and Beaufort Counties, local
governments have attempted to use fees, along with zoning and preservation incentives,
to attempt to direct the pace and composition of growth. The goal isto maintain
community amenities and direct growth into those areas that are least costly to serve.

SPECIAL ASSESSMENTS

In addition to the standard property tax based on city, county and school district millage,
additional taxes may be assessed on certain properties to fund development of capital
facilities. One such additional tax is a special assessment, which isimposed on a unit of
real property to cover the cost of capital facilities specific to that property or the group of
properties of which it is a part. Special assessments are used to pay for the capital costs of
such amenities as sewers, sidewalks, streetlights, neighborhood parks, and other facilities
and equipment that serves a clearly defined area. Increasingly, specia assessments are
being both supplemented and replaced by devel opment impact fees (see below).

TAX INCREMENT FINANCING

Tax increment financing is a more complex procedure that was originally developed for
improvement of existing propertiesin “blighted” neighborhoods, although it use has
broadened since that time. The propertiesin the target area are assessed immediately
prior to the improvement, which may consist of neighborhood revitalization, public
facilities, or capital improvements, to be financed by a bond issue. After the
improvements are made, the property is assessed again, and the additional property tax

4 See, for example, Henry L. Diamond and Patrick F. Noonan, Land Usein America (Cambridge, MA:
Lincoln Ingtitute of Land Policy, 1996), p. 35.
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revenues resulting from the increase in market value are dedicated to repaying the funds
borrowed for the improvements.

The original authorizing legislation neglected to protect the interests of the schools, who
see increased service demands arising from the improved areas and wanted to receive
their millage-based share of the additional revenues.”> New legislation in 1999 provided a
voice for school districts and other affected local governments in approving tax increment
financing projects.*® The participation of school districtsis expected to limit the use of
tax increment financing by counties and municipalities in the future, because a large
share of the incremental property tax revenue is based on the school millage, which is
usually the largest component of total millage.

DISTRIBUTION OF THE PROPERTY TAX BURDEN

The primary criticism of the property tax as alocal revenue source is that the burden is
distributed inequitably. The property tax can create problems of perceived unfairnessin
distribution of the burden in at least four different ways. First, it can be argued that the
property tax, particularly in the form it takes in South Carolina, is burdensome on the
poor. Second, it is argued that the distribution of the burden among classes of property is
inequitable, particularly in relation to the differential cost of providing local government
services to those classes. Third, the assessment process itself creates inequities as long as
not all property is reassessed annually. Finally, the difference in taxable wealth among
cities, counties, and school districts means that the same tax bill will purchase a very
different package of public services in different parts of the state.

PROPERTY TAXES ON LOW INCOME HOUSEHOLDS

How can atax on wealth be more burdensome on lower income households? If the
property tax covered all forms of wealth, then it might be proportional or even
progressive with respect to income. But the property tax only covers limited kinds of
wealth.

For individuas, thistax falls primarily on homes and cars. As households become
wealthier, their assets become more diversified; houses and cars represent alower
percentage of their total assets. For lower income households, a car may be their most
valuable possession in relation to income, and cars are heavily taxed. Lower income
homeowners tend to have alarger share of their total wealth in the form of their home
than higher income households, so proportionally they are hit harder by property taxes,
although the school tax relief did offer some mitigation in recent years.

Lower income renters may bear al, none, or some share of the burden of the property tax,
depending on how competitive the local rental market may be. Lower income households

> S.C. Code, §31-7-10 et seq., “Tax Increment Financing Act for Counties.”
% S.C. General Assembly, Act No. A93 of 1999, “Tax Increment Financing Act for Counties.”
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are more likely to rent because of the difficulty of coming up with the down payment and
the acceptable credit rating to qualify for a home mortgage. When renters do bear some
of the property tax, that burden reflects the fact that the property tax on rental property is
much higher than on comparable owner-occupied property. This higher burden results not
only from the different assessment rate but also the fact that homestead exemption and
school property tax relief apply only to owner-occupied residential property.

CLASSIFIED ASSESSMENT AND EQUITY

Both the classified assessment system and periodic reassessment create serious inequities
in tax burdens. Infrequent reassessment creates inequities between owners of property in
the same classification, for example, between homeowners in the same county. A
classified assessment system by its very nature imposes different tax burdens on different
kinds of taxable property with the same or similar market value in the same jurisdiction—
arental house versus an owner-occupied house, for example, or a house versus a car, or
commercial versus industrial property.

The differential assessment rates for the major classes of property also raise questions of
equity. The difficult negotiations in the 1970s that resulted in Act 208 and the current
eight property classes and assessment rates created a balance in the distribution of the
burden that was acceptable to all parties at that time. Changes in the 1990s have resulted
in serial demands for relief—first by homeowners, then industry, and most recently by
owners of automobiles—redefining the balance that was defined two decades ago. Each
change redefines the distribution of the tax burden.

The present tax system favors agricultural and forest property and homeowners relative to
industrial and personal property, with commercial and rental property falling in between.
Homeowners and renters are the heaviest users of local public services, especially
schools. The combination of assessment rates and service demands for different kinds of
property results in a cross-subsidy from other kinds of property owners to residential
property. Various kinds of property tax relief have shifted the burden of property taxation
more heavily toward established industry, rental and commercia property, and (if the
referendum passes) personal vehicles over the last decade.

REASSESSMENT AND EQUITY

Assessment is the biggest challenge to property tax administration. At its core,
assessment is about equity between individuals within a given city, county, or school
district. An accurate assessment will ensure that two individuals owning property of the
same kind and market value will pay the same tax, and people owning more valuable
property within a class will pay proportionally more property tax. Properties whose
values arerising rapidly get a“break” in deferring the tax increase between
reassessments. Because automobiles and business personal property are revalued each
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year, the infrequent reassessment of locally assessed real property has the effect of
shifting the tax burden toward these other classes between reassessments.

INTERLOCAL EQUITY

Finally, there is the issue of equity between jurisdictions. The amount of revenue raised
by one mill varies greatly among jurisdictions because of vast differences in the amount
of taxable property. Among school districts, for example, the assessed value per pupil
ranged from $4,938 in Clarendon 3 to $57,982 in York 2 in 1996-7, with a median of
$11,151.* In 1999, the value of one mill (for county operations only) ranged from a high
of $1,049,500 in Greenville County to alow of $16,147 in Hampton County.*

In 1996-97, residents of Hampton County paid city, county, and school taxes at a
weighted average rate of 458 mills—75% more than the state average of 261. Y et per
capita combined city, county and school district revenue in Hampton County ($2,237)
was only 27% above the state average ($1,755). The reason that such a high mill rate
yielded so little in additional tax revenue was that Hampton County's property tax base
was so limited.

Interlocal inequity is the rationale for state aid to education and to political subdivisions
that is weighted more heavily to districts with smaller tax bases. Without state aid, the
disparities would be far greater. These disparities also discourage industries from locating
in poorer districts because they require such high tax rates just to fund basic services a a
minimum level. No industry wants to become any county's or school district's primary
source of tax revenue.

*" Rankings 1996-97, table 95.
“8 S.C. Dept. of Commerce, South Carolina Property Tax Rates for 1999 by County (Columbia, S.C.: Dept.
of Commerce, 1999).
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Chapter Five

OTHER LOocAL TAXES

Many states allow local governments to use other taxes in addition to the property tax.*
The most common alternative is some kind of local salestax, which is available to cities
and counties but not school districts in South Carolina. Some states allow (or even
require) cities and/or counties to use alocal income tax and/or alocal motor vehicle
registration tax. Selective sales (excise) taxes are often permitted for a number of goods
and services. These taxes single out those services that are heavily used by business
travelers and tourists—parking, restaurant meals, admissions, and hotel accommodations.
Some local governments in other states also use local motor vehicle fees as a revenue
source, partly as a benefit tax to cover street maintenance and repairs.

In the late 1970s, the General Assembly commissioned an extensive review of aternative
local revenue sources that might be tapped by local governments in South Carolinato
provide more revenue and property tax relief.® A number of options were explored. Over
the years, South Carolina cities and counties have been granted access to three of these
other taxes: local sales taxes, hospitality taxes, and accommodations taxes.

LocAL OPTION SALES TAXES

The increased use of a sales tax as alocal revenue source in South Carolinafollows a
national trend; this tax is the second most widely used local tax after the property tax.
Many states mandate a uniform rate statewide, while others set a range of rates that can
be charged and specify the kinds of local government that may use this tax. County-by-
county local option sales taxes are permitted in afew other states, including Georgia and
Wisconsin.

STRUCTURE OF THE LOCAL OPTION SALES TAX IN SOUTH CAROLINA
In South Carolina, alocal option sales tax was authorized in 1990 at a 1% rate.>*

Referenda were held in all 46 countiesin November 1990. Six counties adopted the tax
immediately. After theinitial year, county councils could choose to put the local option

“9 Gordon Shuford and Richard Y oung, A Report on Local Government Funding: An Overview of National
Issues and Trends, prepared for the Local Government Funding System Reform Project (Columbia, S.C.:
Ingtitute of Public Affairs, Center for Governance, University of South Carolina, February 2000).

% 5,C. General Assembly, Study Committee on Alternate Sources of Revenue for Counties and
Municipalities. Financing County and Municipal Governments in South Carolina in the 1980s: Final
Report. (Columbia, S.C.: South Carolina General Assembly, March 1980).

*1 S.C. Code, §4-10-10 et seq.
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salestax on the ballot at the general election time each November. Twenty-seven of the
46 counties now have alocal option sales tax (Appendix D).

Originally the proportion of the tax that was to be devoted to rollback of property taxes
was 67% in the first year, rising to 71% in the fifth and subsequent years. Many counties
(and municipalities) adopted the tax with a commitment to devote 100% of the funds to
property tax rollbacks. The property tax rollback is distributed among property ownersin
proportion to market value, rather than assessed value. Consequently, homeowners
receive proportionally more relief than commercial and industrial property.

Although the local option salestax is collected by the state, most of the revenue returns to
the county of origin after subtracting an administrative charge and (for larger counties) a
contribution to a pool of funds to be distributed to smaller, rural counties. Of the 27
counties that have adopted the tax, five (Berkeley, Charleston, Florence, Pickens, and
Sumter) generate more than $5 million in revenue and are required to contribute 5% of
their local sales tax revenue to the pool. Sixteen counties that generate less than $2
million each receive contributions from the pool, while the remaining six counties neither
contribute nor receive. Within each county, the funds are distributed between the county
and its municipalities according to a complex formula.

In 1996-97, this tax generated atotal of $83.0 million in revenue, of which $52.2 million
(63%) went to 21 counties and $30.8 million (37%) to municipalitiesin those counties.>
Charleston County received 44% of the counties' share ($23.1 million). Per capita
revenues from local option sales taxes at the county level ranged from $81 in Charleston
County to $12 in Abbeville County, with smaller amounts reported in two counties that
just added the tax during that fiscal year.

Eighty-four municipalities reported local option sales tax revenue in 1996-97, with three
large municipalities in Charleston County (Charleston, North Charleston, and Mount
Pleasant) receiving half ($15.0 million) of al municipal revenues from this source.
Kiawah Island led the list of municipalitiesin per capitaterms at $173; there were nine
municipalities with more than $100 per capitafrom local option salestax. Of the eighty-
four municipalities reporting local option sales tax revenues, the median per capita
amount was $54.

SALES TAXES: A FRAGILE VEHICLE FOR REVENUE GROWTH?

There are indications that the sales tax is becoming an increasingly fragile vehicle for
revenue growth at both the state and local levels. Over the last few decades, the ratio of
state (and local) sales tax revenue growth to persona income growth has begun to
decline.

*2 Four counties passed alocal option sales tax in November 1996 but the tax did not become effective until
May 1997. Thus revenues were not generated in 1996-97 in these counties. Two additional counties passed
alocal option sales tax in November 1998.
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One reason for thistrend is that as they become more affluent, households spend a larger
fraction of their personal income on items not subject to tax. These purchases include
personal, recreational, travel, entertainment, educational, and professional services. Sales
taxes in most states, including South Carolina, are levied primarily on tangible goods
rather than services, so an increasing fraction of consumer spending is not subject to sales
tax. The proposal to eliminate the sales tax on food could reduce the tax base by as much
as 25% to 30%, affecting local as well as state revenues from this source.>®

The growth of mail order and Internet sales relative to in-store sales is a second factor
that threatens the future growth of salestax revenue. These purchases from out-of-state
vendors are subject to use tax, but without being able to enforce collection by the vendor,
states find it very difficult to collect taxes on such purchases. A larger and larger volume
of retall salesis able to avoid the sales and use tax through these new non-store methods
of sales and delivery.

States with higher combined state and local rates, such as Tennessee and New Y ork, have
found that residents are more likely to avoid the tax by shopping elsewhere, not only by
internet and mail order but also by shopping in bordering states if that is a convenient
option. One widely cited study estimated that if Internet sales were subject to local sales
and use taxes, the volume of sales over the Internet might be reduced by up to 30%.>*
This research suggests that taxes are indeed a factor in diverting retail sales from in-state
firmsto the Internet.

The justification for taxing out-of-state purchases is based on economic analysis of
incidence of the sales and use tax. The burden falls primarily on the consumer in the form
of higher prices (including the tax). Since it isatax on residents of a state, it is
inequitable to distinguish between taxpayers based on where they make their purchases,
and the effect of exempting internet and catalog purchasersisto discriminate against in-
state retailers and their customers.

Congress has created a moratorium on imposing state sales and use taxes on Internet
purchases while the issue is studied further. Strategies being proposed to remedy this
threatened erosion of the tax base will require some combination of voluntary compliance
by vendors, greater cooperation among states, and perhaps federal legidation. It is
expected that one of the tradeoffs will be greater uniformity in state sales tax bases and
perhaps a single statewide rate for all jurisdictions that would include the local sales tax
where applicable. All of these indicators imply that caution isin order in relying to
heavily on the sales tax for future revenue growth at either the state or local level, and
that South Carolina policy-makers need to be involved in the growing national dialogue
around thisissue.

%3 See: John F. Due and John L. Mikesell, Sales Taxation: State and Local Sructure and Administration,
2nd ed. (Washington, D.C.: Urban Institute Press, 1994), p. 75 and Richard F. Dye and Therese J. McGuire,
“Expanding the Sales Tax Base: Implications for Growth and Stability,” in Sales Taxation: Critical 1ssues
in Policy and Administration, William F. Fox, ed. (Westport, CT: Praeger Publishers, 1992), pp. 172-73.

> Austan Goolsbee, “In aWorld Without Borders: Impact of Taxes on Internet Commerce,” November
1999. Forthcoming Quarterly Journal of Economics. Viewed at:
http://gsbwww.uchicago.edu/fac/austan.gool shee/research/intertax.pdf.

44



Loca Government Funding in South Carolina: Trends and Challenges
Loca Government Funding System Reform Project

CAPITAL PROJECTSTAX

Recent legislation has permitted South Carolinalocal governments to use both tolls and
special local sales taxes for transportation facilities, as well as a 1% local sales tax for
designated county capital projects for alimited period of time.> The revenue must be
earmarked to defray debt service on the capital projects, and the tax expires when the
debt isfully repaid. The tax need not be countywide; it can be designated for a particular
section of the county, but no part of the county can be subject to more than one such levy
at atime. The processis overseen by a specially appointed commission and approved by
referendum. In 1996-97, the capital projects tax generated $759 thousand in revenue to
two counties (Orangeburg, $731 thousand; Hampton, $28 thousand). As of February
19926, Chester, Jasper, Newberry, and Y ork counties had also passed the capital projects
tax.

LocAL HOSPITALITY TAX

Local governments (cities and/or counties) may impose atax on the sales of prepared
meal s and beverages by ordinance at arate not to exceed 2%. A county cannot impose a
hospitality tax within municipal boundaries at arate of more than 1% without the consent
of the municipality. The funds are segregated from general revenue and must be used for
specified tourism-related purposes, including civic centers, coliseums, cultural,
recreational and historical facilities, beach access and renourishment, highways for access
to tourist destinations, tourism promotion, and water and sewer infrastructure to serve
tourist demand.”’

Thistax isrelatively new and used primarily in tourist-destination areas. It raised $18.6
million in 1996-97, of which $9.8 million went to counties (Horry County only) and $8.7
million to municipalities. Eight municipalities reported revenue, with two-thirds of the
total (almost $6 million) going to Myrtle Beach (Table 13).

ACCOMMODATIONS TAXES

Although the statewide 2% accommodations tax revenue is reported as state-shared
revenue, it is actually ahybrid between a state tax and alocal tax. Therate is set and the
taxes are collected by the state, as are regulations governing the use of funds, but the
revenue returns largely to the place of origin.

Most of the revenue accrues to major tourist destinations, but tourists and business
travelers also create higher than average demand for local public services such as solid

** S.C. Code, §4-10-30 et seq., “Capital Projects Sales Tax Act.”

% |ist from S.C. Association of Counties. SCAC does not report Hampton County as having the capital
projects tax, but the county reported revenues from this source on their Annual County Financial Report for
1996-97.

*"'S.C. Code, §6-1-700 et seq., “Local Hospitality Tax Act.”
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waste collection, police and fire protection, streetlights, recreation, and road maintenance.
An accommodations tax shifts some of the burden of paying for such services to those
who use them.

TABLE 13
S - Hospitality Tax
Municipality L ocal Hospitality Tax Revensﬁe PeryCapita
Total $8,693,456 $47.77
Beaufort 171,887 17.28
Clemson 127,375 10.54
Columbia 840,121 7.59
Georgetown 175,371 18.90
Myrtle Beach 5,977,106 235.59
North Myrtle Beach 1,278,991 136.37
Ridgeland 15,203 13.92
Surfside Beach 107,402 25.80

Source: SC State Budget and Control Board, Annual Municipal Financial
Reports 1996-97.

South Carolina's accommodations tax was enacted in 1984. The 2% rate is uniform
statewide. Like the local option sales tax, accommodations taxes are collected by the
Department of Revenue and disbursed to the city or county of origin, less afee for
administration. Areas raising larger amounts must to contribute to a pool for smaller
cities and counties with little or no accommodations activity.*® Local governments are
allowed to add a 1% local accommodations tax, bringing the total to 3% in some areas.™

The use of the statewide 2% accommodations tax fundsis carefully circumscribed,

except for the l[imited number of counties (Horry) and municipalities (Myrtle Beach,
Hilton Head Iland, Charleston, and North Myrtle Beach) that generate more than
$900,000 in revenue from this tax. For most counties and municipalities, a portion of the
funds must be distributed to a designated tourism promotion agency, and the remaining
funds are disbursed with the advice of alocal accommodations tax committee. These
committees recommend to city or county council that they approve grants for various
tourism-oriented purposes, including some regular local government expenditures that are
required primarily to service a transient tourist population.

In 1996-97, the statewide accommodations tax generated $6.8 million in revenue for
counties and $16.3 million for cities. Horry County generated the most revenue per capita
($13) for counties and tiny Kiawah Island generated the most revenue per capitafor cities
($764). All but three counties received less than $5 per capita, and 134 cities reported less
than $10 per capitain revenue from this source.

8 S,C. Code, §12-36-920 and §6-4-5 et seq.
% S.C. Code, §6-1-500 et seq., “Local Accommodations Tax Act.”
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Loca accommodations taxes generated $6.2 million for 12 counties and $2.8 million for
42 municipalitiesin 1996-97. Coastal counties and municipalities (Isle of Palms, Edisto
Beach, Seabrook Island) were among the mgjor beneficiaries from the local
accommodations tax in per capitaterms.

47



Loca Government Funding in South Carolina: Trends and Challenges
Loca Government Funding System Reform Project

Chapter 6

FEES AND CHARGES

Fees and charges are increasingly being used as a revenue source by all levels of
government—federal, state, and local. This category includes a great variety of payments
from individuals and business firms that involve an exchange of goods or services for
money, or the purchase of aright or permission to do something, such as operating a
business, driving a car, or owning adog. “Permissions’ fall into the licenses and permits
category. Payments for consumption of specific services, such as school lunches,
recreation programs, parking, or solid waste collection, are classified as service charges.

While the lines are often blurred, fees and charges are generally distinguished from taxes
in that thereisa*“quid pro quo” associated with fees and charges (i.e., they arelinked to a
particular service or group of servicesin most cases). Taxes are sometimes earmarked for
specific uses (such as accommodations taxes), but most go into the general fund for
unspecified purposes.

The use of both taxes and fees and charges to support local public services is sometimes
confusing for citizens, who are puzzled that they are charged afee for a service that they
thought was provided through tax dollars. It isimportant that local governments provide
clear information about fees and charges by pointing out that property taxes are lower if
some services are provided through fees that charge users and free others from the burden
of supporting services they do not use.

WHY FEES AND CHARGES?

The category of fees and charges contains a mixture of very different revenue sources.
Some of the items in this category are clearly direct payments for services rendered or
compensation for costs created—solid waste collection fees, building inspection charges,
recreation facilities admission or membership charges, or parking fines. Others are more
akin to atax, such as the business license fee, which does not involve a quid pro quo
exchange of money for services. The discussion that follows focuses primarily on the
service charges, which are payments for services received. Business licenses, franchise
fees, and other general revenue nontax instruments are discussed separately below.

Economists have long advocated increased use of fees and charges as part of a balanced
revenue system. Taxes have an important role in the revenue system in financing public
goods, where the benefits are widely shared and individual beneficiaries cannot be easily
defined. Taxes also make it possible for governments to finance the provision of certain
goods and services to everyone regardless of ability to pay—a subsidy of the poor by the
middle and upper income classes. But many government-produced goods and services,
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particularly at the local level, benefit identifiable households and firms. Thus, the benefit
approach and the ability to pay approach associated with designing revenue systems are
somewhat in conflict in the use of fees and charges, which may exclude lower income
households from using many services. Efforts to mitigate this exclusion by the use of

such tools as scholarships, subsidies, and free passes are hampered by the need to validate
eligibility and by the reluctance of many low-income households to seek or accept special
treatment.

Despite the problem of ensuring access for lower income households, fees and charges
offer an attractive opportunity to implement the benefit principle. It is easy to determine
how much water a particular household uses, or how much solid waste it generates, or
how much use it makes of parks and recreational facilities, and to charge fees
accordingly. Many local government services have identifiable beneficiaries, most of
whom can and should shoulder a significant share of the cost.

But many of these services also generate benefits to those other than direct consumers
and must also be provided to beneficiaries who are unable to pay. Schools do not just
provide services to students. They create a more educated society, affect property values,
provide community centers and public meeting places, and affirm social values. Because
everyone benefits to some degree from public schools, directly or indirectly, there is both
acollective responsibility for providing them and an individual responsibility for those
who benefit most and are able to pay. The same argument can be made for police
protection, fire protection, road maintenance, streetlights, and even solid waste collection.

Because of spillover benefits, most public services at the local level are financed with a
mix of payments for services rendered and general (tax) financing. The private payment,
such as the solid waste collection fee, represents part or al of the cost of serving an
additional customer and may be waived or reduced in the case of financial hardship. The
public financing component out of general revenue reflects both the broad nature of the
benefits extending beyond the individual beneficiary, and the recognition of an
“entitlement” to certain public services regardless of ability to pay.

REVENUE TRENDS IN FEESAND CHARGES

Licenses, permits, and service charges provided 12.6% of total revenues and 21.6% of
own source revenue for school districts, counties, and municipalities combined in 1996-7.
Municipalities rely heavily on both licenses and permits and service charges to fund local
services; counties and school districts rely mainly on service charges.

The balance between taxes, fees and charges, and intergovernmental aid has been
changing gradually over the last few decades. In the 1990s, there was a dight shift overall
away from taxes and toward fees, but it was much more pronounced for counties (Table
14). Municipalities have always relied heavily on fees and charges and did so
increasingly in the 1990s. The increased role of fees and charges reflects to some degree
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anationa change in philosophy about the role of government and the degree to which the
costs of government services should be charged to their primary users.

TABLE 14
G())Avlérl;](r)]::gnts DSi(s:thr?g'ls Counties Municipalities

1990-91

Local taxes 34.7% 31.8% 44.8% 36.4%
Intergovernmental 43.9% 52.0% 26.5% 17.0%
Fees & Charges 11.0% 5.6% 17.7% 33.4%
Other 11.4% 10.6% 11.0% 13.6%
1996-97

Local taxes 32.8% 28.0% 47.7% 34.3%
Intergovernmental 41.2% 51.0% 23.3% 10.5%
Fees & Charges 12.5% 5.0% 22.8% 36.0%
Other 13.5% 16.0% 6.2% 19.2%
Source: SC State Budget and Control Board, 1998 Local Government Finance Report: Fiscal Years 91
to 97.

SCHOOL DISTRICTS

Compared to counties and cities, school districts are the least reliant on these nontax
sources of revenue. School districts raise arelatively modest amount of revenue from
various kinds of service charges. Pupil activities including admissions, bookstore sales,
pupil organization dues, student fees, and a large unspecified category brought in $104.1
million for school districtsin 1996-97. Food service is the second largest category: the
lunchroom produced $58.5 million in revenue in that year. Tuition, including summer
school, generated another $7.7 million. Rentals of school facilities generated only $1.3
million to al 86 school districts. In total, service charges accounted for 5.0% of total
school district revenues and 10.3% of own-source revenues in 1996-7. Revenue from this
source is growing moderately at an average annual growth rate of 4.0% since 1990-1
(Table 1).

COUNTIES

In 1996-97, counties collected $39.8 million in licenses and permits and $267.0 million in
service charges (Table 2). For counties, fees and charges combined accounted for 22.8%
of total revenues and 30.1% of own source revenuesin 1996-7.

Service charges are an important source of county revenue. Service charges accounted for
26.2% of county own-source revenues in 1996-97 and grew at an average annual rate of
13.7% since 1990-91. The largest single source of service charges for counties in 1996-
97 was refuse collection and disposal at $85.1 million. Driven by escalating costs of
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waste disposal, this revenue category has seen very rapid growth, up 250% overall since
1990-91—an average growth rate of about 23.2% per year. Law enforcement and legal
charges followed closely at $79.9 million, of which the counties kept about 60% and sent
the remainder to the state. Emergency medical service fees, motor vehicle fees, and
airport fees were also significant revenue sources for counties.

Six counties reported more than $10 million each in service charge revenue in 1996-97,
led by Charleston County with $54 million. Per capita revenue from service charges
ranged from $458 in Barnwell County to $17 in Saluda County, with a median of $51.
Barnwell County, with its hazardous waste disposal site, led the state in per capita service
charges at $458 per capita, compared to a median of $51. Charleston and Horry counties
both also collected nearly $200 per capitain service charges, reflecting both an urban
environment and major tourist destinations.

Licenses and permits are a much less significant source of revenue for counties than are
service charges. Business licenses in particular are used more heavily by municipalities
because they are more likely to have a large number of retail and service establishments
within their boundaries. In the category of licenses and permits, the primary revenue
contributors were building, electrical and plumbing permits ($11.6 million in 1996-97)
and documentary stamp taxes ($10.3 million), with most of the remainder accounted for
by utility franchises ($6.4 million) and business licenses ($7.4 million) in afew counties.

In 1996-97, 13 counties reported revenue of more than $1 million in licenses and permits,
led by Richland County at $6.9 million. Per capita revenue from licenses and permits
ranged from alittle over $20 in Richland, Horry, and Georgetown counties to 46 centsin
Williamsburg County. Twenty-two counties received less than $5 per capita from this
revenue source. The median was $6 per capita. Although arelatively small revenue
source for counties, revenue from licenses and permits grew rapidly at an average annual
rate of 15.7% since 1990-91.

MUNICIPALITIES

Municipalities rely much more heavily on fees and charges to fund local services than
other local governments; in fact, they are much more significant than the property tax. In
1996-97, municipalities received 36.0% of total revenues and 46.5% of own source
revenues from these sources, up from 33.4% and 41.7%, respectively, in 1990-91. These
two categories are among the most rapidly growing revenue sources for municipalities,
increasing 9.2% (licenses and permits) and 10.2% (service charges) on average per year
between 1990-91 and 1996-97 compared to 8.2% per year for total revenue and 7.6% for
own source revenue (Table 3).

At $178.0 million, licenses and permits accounted for nearly 60% of combined municipal

revenue from fees and charges in 1996-97. In fact, business licenses alone accounted for
alarge share of thistotal, supplying 18.9% of all locally raised revenues. Utility

51



Loca Government Funding in South Carolina: Trends and Challenges
Loca Government Funding System Reform Project

franchises also are a significant share of this total and brought in $43.0 million in 1996-
97. This sourceis at risk from deregulation of electricity and telecommunications.

Two hundred and thirty-two of the 240 reporting municipalities had at |east some revenue
from licenses and permits in 1996-97. Charleston ($20.6 million) was followed by
Columbia and Greenville (each at $16.6 million) in total revenues from this source. Per
capita revenues from license and permits ranged from an astounding $960 in the tiny
resort community of Kiawah Island (resident population 654) down to only $1.64 in
Monetta. The median was $75. Seventy-four cities reported revenue from licenses and
permits of more than $100 per capita.

Service charges also play an important role for municipalities, accounting for $121.9
million in revenue in 1996-97. Columbia, Myrtle Beach, and Charleston al reported
more than $10 million each in revenue from service charges. Per capita, service charges
ranged from $485 in Myrtle Beach to only 33 centsin Little Mountain. Among the 198
cities reporting service charges, the median per capita amount raised from this source was
$69.

Law enforcement and legal charges were the largest subcategory of municipal service
charges and brought in $30.8 million to 175 municipalities. Seventeen (mostly very
small) municipalities generated over $100 per capita from this revenue source.

Solid waste collection and disposal fees were the second highest subcategory at $29.8
million. Solid waste fee revenue was reported by amost half (112) of the 240 reporting
municipalities.®® Eight communities generated more than $100 per capita from this
source; the median was $44. Like counties, cities saw the largest growth in service
charges related to solid waste, with revenues rising 125% overall since 1990-91, or at an
average rate of 14.5% per year. Other smaller subcategories include building and other
permits, inspection fees, airport fees, development impact fees, EMS charges, fire
protection fees, housing and urban renewal revenues, parking fees, and recreation fees.

BUSINESS LICENSESAND UTILITY FRANCHISE FEES

Business licenses and utility franchise fees are significant revenue sources for
municipalities but relatively minor sources for counties. In 1996-97, cities collected
$122.1 million in business license revenue and $43.2 million in utility franchise fees.
Together, these two items accounted for about 25% of own-source revenue for
municipalities. In contrast, counties only raised about $14 million from these two sources
in 1996-97, just over 1% of county own-source revenue. Business licenses and utility
franchise fees are not available as a revenue source to school districts.

Business licenses and utility franchise fees are adopted and modified by ordinance.
Typically, abusiness license ordinance sets rates based on the class of business (e.g.,

€ Some communities use private haulers or contract with other local governments to provide solid waste
collection services.
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restaurant, travel agency, grocery store) as a percentage of gross revenues, as required by
state law. A 1995 survey by the Municipal Association of South Carolinafound a variety
of systems for setting rates.®* Fifty-three municipalities list types of businesses
alphabetically (accounting firms, beauticians, etc.) and set individual rates for each listed
class. Since 1975, aimost half of the jurisdictions surveyed—including four counties—
have used a classification based on the Standard Industrial Classification (SIC) code with
rate groups based on typical profitability of each class. Twenty-six municipalities
reported asingle flat rate for most or all businesses, with separate rates for just afew
specific classes. A few others defy classification into these three types, including hybrids
among the various kinds.

A utility franchise fee is somewhat similar to a business license, granting a non-exclusive
license to use the streets in order to serve customers within the limits of the local
government's jurisdiction. This revenue structure makes both utility franchise fees and
business licenses something of a hybrid between licensesin genera (marriage licenses,
hunting and fishing license, etc.) and alocal business income tax.

Business licenses have proved to be a stable and productive revenue source for
municipalities, particularly larger ones. Two hundred sixteen municipalities reported
business license revenue in 1996-97, totaling $122.5 million. Twenty-six communities
raised more than $1 million in business license fees, with Charleston ($16.6 million) and
Greenville ($12.0 million) heading the list. Per capita revenue from business licenses
ranged from $696 in the resort community of Atlantic Beach (population 418) to 26 cents
in the tiny town of Blenheim (population 50). Forty-one communities raised more than
$100 per capita from business licenses; the median community raised $46 per capita.
Only eleven counties reported business license revenue in 1996-97.

The future of local government revenue from utility franchise feesis uncertain in the face
of deregulation of telecommunications and pending utility deregulation. Natural gas and
cable television are also subject to utility franchise fees. These fees are a significant
revenue source, especially for larger municipalities such as Columbia ($4.5 million in
1996-97), Greenville ($3.7 million), Charleston ($3.1 million), North Charleston ($2.7
million), and Spartanburg ($2.2 million). One hundred ninety-seven municipalities
reported utility franchise fee revenues in 1996-97 totaling $43.2 million, with the highest
per capitafigurein the tiny town of Pelzer ($443) and the lowest in Monetta (51 cents).
The median per capita revenue from utility franchises in 1996-97 was $28. Thirty-seven
of the 46 counties aso reported revenue from utility franchise fees, with only Greenville
County generating more than $1 million. Per capita county revenue from utility franchise
fees was also low compared to that in many municipalities, ranging from alittle over $5
in Aiken County to 11 cents in Edgefield County.

¢ Roy Bates, Business License Rate Survey Report and Sample License Ordinance (Columbia, S.C.:
Municipal Association of South Carolina, October 1995).
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UTILITY CHARGES

Some counties and many municipalities operate public utilities—water, sewer, gas,
electric, and transit. The accepted procedure is to segregate the revenues and expenditures
of utility operations into an enterprise fund that is not part of the general fund. Thus, in
many cases utility operations are separate from other local revenues and expenditures and
are not of significant concern to the overall challenge of funding local government.
However, if utilities operate at aloss, the general fund may be tapped to subsidize users
of these services. But often utilities—particularly electric utilities operated by 21
municipalities as retail resellers of electric power—generate a surplus, part of which may
be transferred to the general fund.

Fifteen of these “electric cities’ transferred atotal of $22.6 million to their general funds
in 1996-97, led by Rock Hill with $7.2 million. Six other electric cities—Georgetown,
Greer, Seneca, Bennetsville, Camden, and Orangeburg—transferred more than $1 million
each in 1996-97. Forty-one additional cities transferred surplus utility revenues to their
general funds for a state total of $38.6 million.

These municipalities have become dependent on electric or other utility revenues to fund
other public services. In fact, the electric cities transferred amounts that ranged from 7%
to 68% of the value of their general fundsin 1996-97. The electric citiesin particular
could find it necessary to raise their mill rates, expand other revenue sources, and/or cut
back services in response to deregulation. Their contracts with electrical wholesalers
often tie them into providing electric power to their customers at rates that may not be
competitive under deregulation, when their customers will shift to lower cost suppliers. In
addition, ten of the electric cities are part owners of power generating facilities through
Palmetto Municipal Power Corporation (PMPC), which may not be competitive under
deregulation. If PMPC is unable to recover its “stranded costs’ through customer charges,
the substantial investment in PMPC by these ten municipalities will also be at risk under
deregulation.

DEVELOPMENT IMPACT FEES

Development impact fees are a popular tool for local governments in many states. They
attempt to channel development into directions that are less expensive to serve and/or to
preserve green space. They are also often designed to ensure that existing residents do not
bear an undue share of the burden of additional costs that result from new development,
particularly in the area of infrastructure demands. The role of impact fees as a growth
management tool is at least as significant as the revenue that these fees generate.

Development impact fees produced only $6.4 million for 15 municipalities and $345
thousand for six counties in 1996-97, a relatively minor revenue source for both kinds of
local governments. There are two school districts (Beaufort and Fort Mill) with school
impact fees, but recent legislation has forbidden any new use of such fees.
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Legidation passed in 1999 put some significant restrictions on the use of impact fees by
county and municipal governments in requiring the funds generated to be allocated
specifically to benefit the area generating that revenue.®® This limitation makes it more
difficult for local governments to use impact fees either to alocate the incremental costs
of growth fairly among old and new residents or to use impact fees as atool for growth
management. For example, public safety impact fees to purchase additional patrol cars
would require that the additional cars patrol in the development area rather than citywide;
funds generated for road improvements would have to be spent almost exclusively in the
development area; and recreation impact fees would have to be earmarked for programs
serving that area rather than the entire community.

625.C. Code, §6-1-910 et seq., “Development Impact Fees”
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Chapter 7

BORROWING, DEBT, AND CAPITAL FINANCING

Local governments borrow for three primary purposes: capital financing, short-term
needs, and emergencies. Long term borrowing for capital financing spreads the cost of
acquiring land, buildings, and facilities over the useful lifetime of the capital project.
Borrowing also distributes the burden of payment among taxpayers more equitably than
putting the entire burden on those who happen to live there at the time the facility is
acquired or constructed. Short-term borrowing is often used to adjust revenue, which
comes in unevenly, to expenditure demands, which are more likely to be a level flow
throughout the year. Emergency borrowing addresses natural disasters and other
unforeseen contingencies. The emphasis in this section is on long-term borrowing.

Cities, counties, and school districts in South Carolina, as elsewhere, borrow in the
municipal bond market at favorable rates because the interest income on these bonds is
exempt from federal income taxes. Some states, such as North Carolina, “bundle’ local
government debt and negotiate favorable package rates from bond underwriters. In South
Carolina each individual municipality, county, school district, or special purpose district
isresponsible for issuing and servicing its own debt.

GENERAL OBLIGATION AND REVENUE DEBT

Local governments in South Carolina issue both general obligation debt and revenue
debt. General obligation debt was two-thirds of total local government debt in 1996-97,
with revenue debt making up the balance (Table 15).%* General obligation debt, normally
incurred for capital projects, isfunded out of general local revenues. Revenue debt is
issued for facilities that will generate an income from fees, charges, memberships, etc.
that can be used to repay the debt—for example, a sewer system, atransit system, or a
recreational facility. The revenue is pledged to retire the debt, but if the revenue is not
sufficient, the general fund is not necessarily at risk for making up any shortfall. Because
of this higher risk, revenue debt generally carries higher interest rates than general
obligation debt. Revenue debt is used much more heavily by specia purpose districts and
municipalities than by counties, because both of these entities provide more fee-for-
service kinds of local public services. School districts do not issue revenue debt.

8 Information in the section is from: S.C., Office of the State Treasurer, Local Government Debt Report
For Fiscal Year Ended June 30, 1997 (Columbia, S.C., 1998) and S.C., State Budget and Control Board,
Annual County and Municipal Financial Reports, 1996-97.
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TABLE 15
LocAL GOVERNMENT DEBT OUTSTANDING
JUNE 30, 1997 (IN MILLIONS)

G.O. Revenue Total

Debt Debt Debt
Total—All Local
Gover nments® $2,370.9 $1,211.8 $3,582.6
School Disgtricts 1,454.1 n.a 1,454.1
Counties 555.9 161.4 717.4
Municipalities 210.3 694.2 904.5
Specia Purpose
Districts 150.5 356.2 506.6

®Detail may not add to totals due to rounding.
Source: S.C., Office of the Treasurer, Local Government Debt Report for Fiscal
Year Ended June 30, 1997.

DEBT LIMITATIONSAND LEASING

South Carolina counties, municipalities, and school districts are limited by law to
acquiring general obligation debt that is no more than 8% of the assessed value of
property in the jurisdiction.®* Debt in excess of that limit must be approved by
referendum. In 1996-97, only five counties had general obligation debt above the 8%
ceiling: Laurens, Richland, Williamsburg, Y ork, and Georgetown. The median debt was
4.4% of assessed value.

Not all debt isfinanced by bonds. One method that is increasingly popular is sale-
leaseback or simple leasing agreements for various kinds of public facilities and
equipment. Another islease-purchase, which is roughly equivalent to the installment
purchase made by households. Leases involving land or buildings (but not equipment) are
also subject to the 8% debt limitation, which makes this form of indebtedness for
eguipment (vehicles, office equipment, etc.) attractive to local governments. Facilities
that are leased rather than owned remain on the tax rolls and in fact enhance the
borrowing capacity of the local government.

INTEREST COSTSAND DEBT SERVICE

Only 10 of the state's 46 counties have the coveted Standard and Poor's AAA rating,
which permits them to borrow at the most favorable interest rates. Another 11 counties
are not rated (mostly small, rural counties), while the remaining 25 range from AA+ to
BBB in the S& P rating scheme.

Debt service is a significant expenditure item for school districts, with $294 million in
debt service expendituresin 1996-97—6.9% of total spending. All 91 school districtsin
the state reported outstanding general obligation debt in 1996-97.

% S.C. Code, §11-27-110 (11)(B).
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Debt service was less significant for counties and municipalities. Debt service accounted
for about 3% of total county spending in 1996-97. Thirty counties reported principal and
interest payments on debt totaling $36.6 million in 1996-97, ranging from $11.9 million
in Charleston County ($42 per capita) to $8,157 in Marlboro County (28 cents per
capita). The $12.1 million reported by municipalities for spending for debt service was
the lowest share of total spending at only 1.6%. Only 81 of 240 reporting cities listed
expenditures for debt service on their reporting forms, and just four cities— North
Charleston, Myrtle Beach, Charleston, and Columbia—accounted for close to two thirds
of that total. All of the top ten citiesin per capita debt service were coastal communities.

58



Loca Government Funding in South Carolina: Trends and Challenges
Loca Government Funding System Reform Project

Chapter 8

STATE AND FEDERAL AID

State and federal aid is an important source of revenue for al local governments in South
Carolina, but especially for schools. State and federal funds accounted for 51% of all
revenue for school districts, 23.4% for counties, and 17.6% for municipalitiesin 1996-97.
Between 1990-91 and 1996-97, state aid to local governments grew at an average annual
rate of 6.1%; federal aid grew at an average rate of 5% per year. Counties and
municipalities also receive a small amount of interlocal revenue, which is primarily from
contractual agreements for service provision between local governments.

State aid is amore important element of local revenue than federal aid in South Carolina
aswell asin other states. While states have independent sovereignty relative to the
federal government, local governments are created by and are somewhat dependent on
their “parent” states, so their finances are much more closely intertwined. Even if
education, for example, islocally funded and controlled, court decisions have held that
the state is responsible for ensuring some degree of equalization of resources among
school districts. If alocal government goes bankrupt, the state is likely to be called upon
to intervene. States sometimes have to take over failing school districts, asin the recent
case of Allendale County schools. Because the state has responsibility for its local
governments, South Carolina and other states exercise some degree of authority over and
provide some resources to local governments. In fact, the share of combined state-local
revenue passing through state coffers in South Carolina (69%) is above the national
average (64%).%°

THE RATIONALE FOR INTERGOVERNMENTAL AID

Since the end of general revenue sharing in the 1980s, the federal government has
redistributed funds to local governments primarily in the form of special purpose grants.
The state of South Carolina distributes funds both in grant form and on aformula basis to
cities, counties and school districts. There are a variety of purposes that are served by
such state and federal grants and other distributions. One purpose, particularly important
in formula-type aid, is equalization between richer and poorer jurisdictions. Sometimes
the formulaistilted toward poorer jurisdictions, as in the case of formula funding for
school districts. In other cases, revenues are distributed on a per capita basis, but the
effect is still redistributive because more of the funds came from richer areas than poorer
ones. The rationale for per capita distribution is to create a guarantee of some basic level
of local public services that is independent of the tax base of a particular community.

% U.S., Department of Commerce, Bureau of the Census, Census of Governments, (Washington, D.C.,
1996).
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A second purpose of state aid to local governmentsis to fulfill the state's share of
responsibility for services where the benefits spill over the borders from one jurisdiction
to another. Magjor highways are used by both local and nonlocal drivers. Children who are
educated in one school district often grow up to live and work in another. Health and
recreation facilities benefit not only the immediate residents but also those in neighboring
counties as well. If local governments only considered the needs and preferences of their
own citizens, they might provide fewer facilities and services. The state can respond to
these jurisdictional spillovers of benefits by providing the service at the state level (asin
the case of mgjor highways), by cost sharing with the local government, or by providing
funds to local governments either for general use or earmarked for specific uses. This
type of aid is provided in both formula and project types of assistance.

Third, a higher level of government may have a different perspective on what services
should be provided and may insist that local governments offer those services. If the state
has different priorities than local governments then it seems appropriate that those
statewide priorities should be accompanied by state-level funding. There is no stronger
rallying cry at the local level than the words unfunded mandates. While local
governments prefer unrestricted funds, they also want the state (and federal) government
to provide at least part of the funding for any services that local governments are told
they must provide.

Finally, there is a difference in the ability of different levels of governmentsto raise
funds. Local governments are constrained in their ability to raise revenue because they
arein ahighly competitive situation and because they have so few suitable revenue
instruments to use. Many taxes that are suited to the state or federal government are
inappropriate for local use because they can be easily evaded by shifting one's location or
spending to other jurisdictions where the tax is lower or nonexistent. Border counties, for
example, have to keep their sales tax from getting too far out of line with those of
adjacent states or their residents will cross the state line to shop and save on sales tax.
While many of citizens needs and service demands are local in nature, it is easier for the
state to raise revenue.

State governments have several ways to ensure the adequate provision of local public
services. First, the state can assume responsibility for providing the service, asin the case
of state highways that serve local communities. South Carolina has a very high
proportion of state-maintained highways compared to other states. Second, the state can
also choose to provide part of all of the necessary fundsto local governments with some
direction or guidelines for what services to provide and how to provide them. Most states,
including South Carolina, follow some variant of this approach in funding elementary
and secondary education. Third, the state can encourage spending on certain kinds of
services with challenge grants or project grants directed at particular local facilities or
services, such as recreation facilities or health programs. In South Carolina, 7.6% of state
aid to cities, counties, and school districts comesin the form of grants. Finally, the state
can give unrestricted aid to local governments to spend as they see fit. In South Carolina,
that kind of aid is called state aid to subdivisions.
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TRENDSIN INTERGOVERNMENTAL REVENUE

Intergovernmental revenue aid from all sourcesto all local governments in South
Carolinatotaled nearly $2.8 billion in 1996-97 (Table 16). State aid was the most
important source at $2.3 billion, followed by federal aid at $419.5 million. Interlocal
revenue was $51.7 million and accounted for only 1.9% of the total.

Federal aid has declined as a share of intergovernmental revenue between 1990-91
(16.1% of the total) to 1996-97 (15.1%). The state’ s share has remained about the same.
Federal aid goes primarily to schools, which received 71.8% of the total in 1996-97, with
16.4% of the remainder going to cities and only 11.8% to counties. State aid, likewise, is
directed primarily at schools, which received 85.1% of al state aid to local governments
in 1996-97. The remaining state aid was split between counties (11.5%) and
municipalities (3.4%). Because state aid is the most significant source of external funds
for local governmentsin South Carolina, Table 17 offers a more detailed look at state aid
and the changesin its level and composition over the 1990s.

State funds distributed to school districts under the Education Finance Act (EFA) and the
Education Improvement Act (EIA) grew more slowly than grants as some state support
for education shifted to the more indirect form of reimbursements for homeowners
school property taxes. That one new program now accounts for 9.3% of al state aid to
local governments and 10.9% of state aid to school districts. Growth in state aid to
subdivisions and in EFA and EIA funding is formula-driven, asis discussed below.

AID TO MUNICIPALITIESAND COUNTIES

Federal and state aid to municipalities and counties is available through severa revenue
streams. Federal aid comesin the form of grants, which are often competitive. State aid
comes in three forms: state aid to subdivisions, the homestead exemption reimbursement,
and state grants.

FEDERAL AID

Federal aid, which comesin the form of grants, averaged $13 per capita for counties and
$54 per capita for municipalitiesin 1996-97. In any given year, federa aid is distributed
very unevenly among counties. In 1996-97, it ranged from a high of $84 per capitain
Hampton County to no revenue at all in Beaufort County. Federal aid was reported by
132 of the 240 municipalities submitting financial reports in that year. Because federal
aid is primarily for particular projects, the distribution to municipalitiesis also very
unequal. Charleston received the largest amount, $15.1 million, but 15 other
municipalities received $1 million or more, including such smaller communities as
Pinewood (population 580), Hampton, and McCormick. In 1996-97, per capita federal
aid ranged from $2,777 in Pinewood to 83 cents in Barnwell, with a median of $32
among those receiving any federal funds at all.
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TABLE 16
INTERGOVERNMENTAL REVENUESTO LOCAL GOVERNMENTS, 1990-91 AND 1996-97
Intergovt’l. Intergovt’l. Revenue % Snareof | % Shareof | Avg. Ann.
. Intergovt’l. Total Growth
Revenue Revenue Per Capita
1990-91° 1996-97° 1096-97° | Revenue | Revenue | 1990-91
1996-97 1996-97 to 1996-97
All Local Govt.
Tota $1,945,153,242| $2,770,545,683 n.a 100.0% 42.0% 6.1%
State 1,609,473,184| 2,299,284,607 n.a 83.0% 34.8% 6.1%
Federal 312,468,007 419,489,747 n.a 15.1% 6.4% 5.0%
Interlocal 23,212,051 51,771,329 n.a 1.9% 0.8% 14.3%
School Districts
Tota $1,624,463,094| $2,257,036,749 $3,444 100.0% 51.0% 5.6%
State 1,382,304,386| 1,955,667,895 2,984 86.6% 44.2% 6.0%
Federal 242,158,708 301,368,854 460 13.4% 6.8% 3.7%
Interlocal n.a n.a n.a n.a n.a n.a
Counties
Tota $217,641,161| $326,002,817 $87 100.0% 24.2% 7.0%
State 172,367,904 265,283,360 71 81.4% 19.7% 7.5%
Federal 36,266,707 49,354,142 13 15.1% 3.7% 5.3%
Interlocal 9,006,550 11,365,315 3 3.5% 0.8% 4.0%
Municipalities
Tota $103,048,987| $187,506,117 $148 100.0% 22.5% 10.5%
State 54,800,894 78,333,352 62 41.8% 9.4% 6.1%
Federal 34,042,592 68,766,751 54 36.7% 8.3% 12.4%
Interlocal 14,205,501 40,406,014 32 21.5% 4.9% 19.0%

#School districts received state reimbursement for property tax relief beginning in 1995-96. In 1996-97, school districts
began reporting the Merchant’s Inventory Tax with state aid to subdivisions and the homestead exemption
reimbursement as state revenue; in 1990-91 they were both reported as property tax revenue.
®School population used for per capita calculations is PK-12 for 1996-97; county and municipal population is Census
estimate for 1997; municipal population estimate excludes cities that did not report finances in 1996-97.
“Tota revenue includes fee in lieu of tax payments.
Source: S.C., State Budget and Control Board, 1998 Local Government Finance Report: Fiscal Years 91 to 97.

It is difficult to track the purposes for which federal aid is received, because the grant

categories have changed dramatically over the years. For counties in 1996-97, out of total
federal grants of $49.4 million, Community Development Block Grants (CDBG) claimed
23.2% of the total, followed by Job Training and Partnership Act grants (20.5%),
Housing and Urban Development grants (HUD, 8.7%), and Department of Justice grants
(DQJ, 8.1%). About 40% of federal aid was spread among a number of other smaller or

undefined grant categories.®® Similarly for cities, which reported $68.8 million in federal

aid in 1996-97, CDBG grants accounted for 33.1% of federal aid, DOJ grants 11.9%,
HUD grants another 9.5%, and Economic Development Administration grants 4.7%.

% This pattern suggests that the county and municipal annual financial report forms need updating to reflect
the changing nature of federal grants.
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TABLE 17
STATE REVENUESTO LOCAL GOVERNMENTS, 1990-91 AND 1996-97
% Shareof | % Shareof | Avg. Ann.
Sate Sate Revenu_e State Total G?owth
Revenue Revenue Per Capita
1990-91° 199697 | 109697 | Rovenue | Revenue ) 199091to
1996-97 1996-97 1996-97
All Local Govt.
Total $1,609,473,184| $2,299,284,607 n.a. 100.0% 34.8% 6.1%
Property Tax Relief
Reimbursement 0 212,936,953 n.a 9.3% 3.2% n.a
Aid to Subdivisions 179,587,369| 251,256,701 n.a 10.9% 3.8% 5.8%
Homestead
Exemption Reimb. 12,006,772 40,599,908 n.a 1.8% 0.6% 22.5%
State Grants 348,456,682 504,693,774 n.a 22.0% 7.6% 6.4%
Education Finance
Act 797,526,012| 942,170,022 n.a 41.0% 14.3% 2.8%
Education
Improvement Act 271,896,349| 347,627,249 n.a 15.1% 5.3% 4.2%
School Districts
Total $1,382,304,386| $1,955,667,895 $2,984 100.0% 44.2% 6.0%
Property Tax Relief
Reimbursement n.a 212,936,953 325 10.9% 4.8% n.a
Aid to Subdivisions n.a 17,430,034 27 0.9% 0.4% n.a
Homestead
Exemption Reimb. n.a. 19,295,990 29 1.0% 0.4% n.a.
State Grants 312,882,025 416,207,647 635 21.3% 9.4% 4.9%
Education Finance
Act 797,526,012 942,170,022 1,438 48.2% 21.3% 2.8%
Education
Improvement Act 271,896,349| 347,627,249 530 17.8% 7.9% 4.2%
Counties
Total $172,367,904| $265,283,360 $71 100.0% 19.7% 7.5%
Aid to Subdivisions 135,530,872| 180,133,826 48 67.9% 13.4% 4.9%
Homestead
Exemption Reimb. 8,016,362 16,274,171 4 6.1% 1.2% 12.5%
State Grants 28,820,670 68,875,363 18 26.0% 5.1% 15.6%
Municipalities
Total $54,800,894| $78,333,352 $62 100.0% 9.4% 6.1%
Aid to Subdivisions 44,056,497 53,692,841 42 68.5% 6.5% 3.4%
Homestead
Exemption Reimb. 3,990,410 5,029,747 4 6.4% 0.6% 3.9%
State Grants 6,753,987 19,610,764 16 25.0% 2.4% 19.4%

#School districts received state reimbursement for property tax relief beginning in 1995-96. In 1996-97, school districts
began reporting the Merchant’s Inventory Tax with state aid to subdivisions and the homestead exemption
reimbursement as state revenue; in 1990-91 they were both reported as property tax revenue. ®School population is PK-
12 for 1996-97; county population is Census estimate for 1997; municipal population estimate excludes cities that did

not report finances in 1996-97. “Total revenue includes fee in lieu payments.
Source: S.C., State Budget and Control Board, 1998 Local Government Finance Report: Fiscal Years 91 to 97.
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Like counties, about 40% of federal aid to cities adso fell into a number of smaller or
undefined categories.

STATE AID TO SUBDIVISIONS

State aid to subdivisions, or state-shared revenue, consists of three items for cities and
nine items for counties.®” The largest component is the Local Government Fund (LGF).
The LGF has been governed since 1991 by aformulafor both the amount distributed and
the way that it is distributed among cities and counties. The amount to be distributed is
4.5% of the state's last completed fiscal year's general fund revenues.®®

The LGF distribution in 1999-2000 of $212 million will be based on the state general
fund revenues for 1997-98, which was the last completed fiscal year at the time the
budget was developed. These funds must be set aside before other state budget
commitments are made, guaranteeing a certain amount to municipalities and counties.
However, the General Assembly has made adjustments to the definition of the base
revenue on which this distribution is computed, most recently in 1998 when debt service
and funds for school aid were taken out of the budget base.*® These changes resulted in
$17 million lessin distributions of LGF funds than would otherwise have occurred.™
Local governments are understandably concerned about the possibility of further erosion
of the base revenues on which the LGF is computed.

In 1996-97, cities and counties received $233.8 million in state aid to subdivisions, with
$180.1 million distributed to counties and $53.7 million to cities. Of that total, $183.8
million (79%) was Loca Government Fund. The largest share of Local Government
Fund distributions (83.3%) goes to counties, with the remaining 16.7% going to
municipalities. Funds are distributed to both cities and counties on a per capitabasis
based on the last census. In 1999-2000, the total amount distributed will come to $34.4
million for municipalities and $176.6 million for counties.

State aid to subdivisions in 1996-97 accounted for 13.4% of county revenue and 6.5% of
municipal revenue. With such alarge share of state aid distributed on a per capita basis,
the variations among counties on a per capita basis are small, ranging from $34 per capita
in Abbeville County to $58 per capitain Darlington County.”* Because statewide (not
local) accommaodations taxes are included in the total, however, the variation for
municipalities is much larger, with Kiawah Idand leading the list at $816 per capita. The
median amount distributed to counties per capita was $48, and to cities, $28.

®7 State aid to subdivisions to cities contains: local government fund, statewide accommodations tax, and
merchants inventory tax. For counties: local government fund, fire department premium tax, brokers
premium fire department tax, statewide accommodations tax, merchants' inventory tax, direct
appropriations, solid waste tire feg, vital records fees, and motor carrier property tax.

% S.C. Code, §6-27-10 et seq., “ State Aid to Subdivisions Act.”

% S.C. Code, §11-11-150 and §11-11-340.

"0 Estimated by the Municipal Association of South Carolina.

™ Per capita state-shared revenue is cal cul ated using estimated population for 1997.
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Other components of state aid to subdivisions going to both cities and counties include
the 2% statewide accommodations tax described earlier and about $15 million in
merchants inventory tax. The merchants inventory tax was discontinued more than a
decade ago, and the state has continued to reimburse cities and counties at 1987 levels, so
this payment has become less and less significant over time. In 1996-97, the
accommodations tax generated $23.2 million in revenue, of which 70% went to
municipalities. Counties also received much smaller amounts of state-shared revenue
from fire insurance premiums, direct appropriations, the solid waste tire fee, and several
smaller items.

STATE GRANTS

In 1996-97, counties received $68.9 million and cities $19.6 million in grants from the
state for designated purposes, accounting for 26% of all state aid to counties and 25% of
state aid to municipalities. All counties reported at |east some state grants, ranging from
$31,615 in Abbeville County to $10.8 million in Charleston County. McCormick County
reported the highest per capita amount at $73; the median per capita state grant in 1996-
97 was $14. For municipalities, 116 reported grants ranging from $3,713 in tiny
Sycamore to $4.5 million in Charleston and $4.1 million in Myrtle Beach. The median
per capita amount was $12 among cities receiving grants.

Highways and public transportation was the top state grant category for counties at 29.2%
of the total. This category was followed by alcohol and drug abuse, child support
enforcement, and the Solicitor’s Fund grants, each at about 8% of the total. For
municipalities, parks and tourism was the top grant category in 1996-97 at 23.6% of the
total, followed by highways (20.5%) and Division of Local Government grants from the
S.C. State Budget and Control Board (6.9%).

State grants suffer from the same reporting problem as federal aid. For counties, 15% of
grant funds fell into the “other” category. For cities, 39% of grant funds were undefined.

The faster growth of grants compared to other forms of state aid changes the distribution
among counties, municipalities, and school districts. Competitive grants that require
applications tend to favor larger and wealthier jurisdictions that have more resources to
invest in applying for grants. The formula-type distribution of state aid is important in
assuring adequate provision of services in smaller and/or lower-income municipalities,
counties, and school districts. The issue of appropriate balance of state funds between
grants and formula-driven aid is one that should be reviewed with care.

AID TO SCHOOL DISTRICTS
School districts receive aid from both the federal and state governments. Federal aid is all

in the form of grants for designated purposes. State aid comes through multiple channels:
the EFA, the EIA, state grants, property tax relief reimbursement, and a few minor items.
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Property tax relief reimbursement was $213 million in 1996-7. Schools also received
homestead exemption reimbursement (discussed above in connection with the property
tax) of $19.3 million and aid to subdivisions (merchants' inventory tax) of $17.4 million
in 1996-97.

TRENDSIN STATE AND FEDERAL AID

State aid has lagged behind locally raised revenue from 1990-91 to 1996-97, with an
average annual increase of 6.0% in state aid and 6.4% in locally raised revenues. Federal
aid has grown more slowly than either of these revenue sources, at an annual rate of
3.7%. The composition of state aid has shifted over the same period, as property tax relief
has taken on arole that reduced the relative share of EFA from 57.8% to 48.2% of state
aid and reduced the EIA share from 19.7% to 17.8%.

FEDERAL AID TO SCHOOL DISTRICTS

In 1996-97, school districts in South Carolina received just over $301 million in federal
aid, which accounted for 6.8% of total school district revenue, less than the 7.8% share it
had in 1990-91. The largest single category was USDA funding for food (school lunch
program, special milk program, school breakfast program, and cash in lieu of
commodities), which accounted for 36.3% of all federal aid to school districts. Another
31.6% of federal funding came under the Elementary and Secondary Education Act of
1965, with the remaining one-third of federal funds scattered among education of the
handicapped (13.3%) and many smaller programs.

EDUCATION FINANCE ACT

The Education Finance Act, passed in 1977, governed the distribution of about half
(48.29%) of &l state aid to school districts in 1996-97.” This share is down substantially
from 57.8% in 1990-91. The EFA provided almost $942.2 million in 1996-97. The
formulais complex, because it is designed to provide a base funding amount per pupil
with adjustments for the mix of students in each district, and the district's tax base
(taxpaying ability) and local tax effort. The intent of the EFA is and was to share the cost
of afoundation education program between the state (70% funding) and local school
districts (30% funding). While this breakdown holds for overal EFA funds, for any given
district the relative state and local shares will differ because they are calculated based on
the district’ s taxpaying ability.

In 1996-97, there were 769,788 “weighted pupil units’ for whom the state was committed
to funding a foundation program of $1,760 per pupil unit at atotal cost (state plus local)

2.3,C. Code, §59-20-10 et seq., “ South Carolina Education Finance Act of 1977.”
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of over $1.3 hillion.” The state's share came to nearly $798 million in 1996-97.”
Weighted pupil units reflect the differences in the cost of serving different student
populations based on grade level, learning disabilities, various kinds of physical and
emotional handicaps, homebound students, and vocational students.” Weighted pupil
units are calculated for the state as awhole and for each individual district. The base
student cost for 1999-2000 is $1,937 per weighted pupil unit.”®

The school district's tax base is reflected in the formula for the index of taxpaying ability,
which is calculated by the Department of Revenue. For each district, an adjusted assessed
property value is calculated that includes adjustments for locally assessed real property
that reflects deviations from full market value. The district's index of taxpaying ability is
then computed as a percentage of total statewide assessed property values. For example,
for the 1996-97 fiscal year, the index of taxpaying ability for the Greenville County
school district was 0.10126 (the highest in the state and reflecting more than 10% of the
total state tax base). The same index for Marion 4 was only 0.00026, which indicates that
that district had less than 3/100s of 1% of the total tax base in the state.”

In order to receive its full alocation of EFA aid, each school district must meet its
requirement for local support, or effort. The required local support is 30% of the base
student cost multiplied by the state's weighted pupil units and the district's index of
taxpaying ability. The state's contribution to each district is then calculated by subtracting
the local required effort from the formula, which is the district's weighted number of
pupils multiplied by the base student cost.

Severa parts of the EFA funding formula present challenges in carrying out the intent of
providing a solid and equal foundation for education funding for all pupilsin South
Carolina, regardless of the school district in which they reside. These problemsinclude
the size of the base grant, the problems of measuring average daily membership (ADM),
the local effort requirement, and the index of taxpaying ability.

The size of the base EFA grant is of particular concern. The average base grant from the
state for 1996-97 was $1,438 per pupil when calculated using that year’s actual pupil
count (not weighted pupil units).”® However, the average per pupil operating expenditure
in 1996-97 was $5,155.”° Thus, in that year the state’s share of the EFA’s defined

3 Weighted pupil units for 1996-97 are from: Rankings 1996-97, Table 62; the actual pupil count for 1996-
97 was 655,375. The base student cost isfrom: S. C. General Assembly, Act No. A458 of 1996,
“Appropriation Bill 1996-97.”

™ In 1998-99, weighted pupil units were 786,060. At a base student cost of $1,879 the state's share came to
$1,034, with total cost (state pluslocal) close to $1.5 billion.

> About 21% of the funding goes to students with various handicaps or learning disabilities, including
sg)eech, hearing, visual, orthopedic, emotional and educability handicaps.

75 John Augenblick, A Historical and Comparative Overview of Public School Funding in South Carolina,
areport to the South Carolina School Boards Association, February 2000.

" Rankings 1996-97, table 101.

8 Thisfigure is simply state EFA funding in 1996-97 of $942,170,022 divided by 655,375 pupils, the
figure used by the Department of Education to calculate per pupil revenues and expenditures for that year.
" Rankings 1996-97, table 102.
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minimum foundation program was only funding about 28% of the cost of educating the
average South Carolina student.

The measurement of the pupil population (ADM) is also a crucial matter for school
districts in determining their share of total state aid funds, since it is distributed on a
modified per-pupil basis. There is some dispute of whether the counts are accurate or
conducted in a uniform manner among al school districts.

EDUCATION IMPROVEMENT ACT

The EIA was passed in 1984 to dedicate the increased revenue from raising the sales tax
rate from 4% to 5% to improvements in the state's schools.’ The act focused on
performance objectives, raising course requirements for graduation, incorporating basic
skills remediation and exit exams, enhancing vocational education, reducing pupil-
teacher ratios, improving teacher quality, and making better provision for handicapped
students. In order to provide the resources that needed to improve student performancein
designated areas, EIA funds are directed at specific needs and programs, and some of the
funds go to entities providing those programs that are not public schools.

In 1996-97, the EIA provided $347.6 million, or 17.8% of school funding from the state
(7.9% of total revenue). The state share was down from 19.7% in 1990-91. Since EIA is
funded through the “extra penny” of sales tax, funding is vulnerable to anything that
might reduce the sales tax base, including the proposed elimination of the sales tax on
food as well as the growth of electronic commerce.

ElA funds are provided for many separate categories ranging from the substantial to the
minor. Funds for increasing teacher salaries were 30.2% of the total, and academic
assistance programs comprised 28.3%. The gifted and talented program took 6.5% of
ElA funds, and four-year-old early childhood education took 6.1%. Most EIA programs
were funded at |ess than one to two percent of the total. The composition of EIA
spending continues to evolve as old programs are dropped (principal incentives, tuition
reimbursement for teachers, administrator apprenticeships) and new ones are added (arts
education, school to work transition, parent educational technical sites). A listing of
programs and revenues for each in 1990-91 and 1996-97 is provided in Appendix E.

The most challenging part of administering the EIA relates to safeguards that ensure that
school districts maintain their local tax effort rather than replace local funding with
increased state funds from EIA. The EIA “Local Revenue Amount” is determined from
seven categories of local revenues (levies for current operations, delinguent taxes, other
taxes, revenues from other local government units, county equalization tax,
appropriations, and revenue in lieu of taxes). School districts are required to maintain this
level of effort per pupil for noncapital programs, which is then adjusted for an annual
inflation factor that is determined by the S.C. Budget and Control Board and may not
reflect actual increases in costs. School officials complain that any additional noncapital

8 35.C. Code, §12-36-2630 (2) and §59-21-1010 et seq., “ Sales Tax Revenues for Schools.”
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spending, even for nonrecurring items, drives up their base. When it is then adjusted by
the BCB-determined inflation rate, this system puts steady upward pressure on local
spending above and beyond the effect of inflation. The EIA Maintenance of Effort
requirement for the 1999-2000 budget was 3.1%.%*

STATE GRANTS

In addition to EFA and EIA, the state provides grants to school districts for specific
purposes that came to $416.2 million in 1996-97, or 21.3% of al state aid and 9.4% of
total school revenues. The bulk of these grants were for employer contributions to fringe
benefits to school employees (59.1% of the total). Other items include retiree insurance
(12.7%), school bus drivers saaries (8.2%), state school building fund (7.6%), children’s
educational endowment/facilities (6.7%), extended day kindergarten (3.2%), and many
smaller items.

8 5.C. General Assembly, Act No. A100 of 1999, “ Appropriation Bill 1999-2000,” Part IA.1.
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Chapter 9

CONCLUSION

Local governments in South Carolinawill be facing serious challenges in the next few
decades in terms of the revenue sources they use and the demands placed on them for
services by arapidly growing population. Loca government funding is a significant issue
for the state, because total local government revenue from all sources exceeds state
general fund revenue. In addition, local and state government funding systems are
intertwined, with both raising revenue from the same taxpayers, with the Local
Government Fund being based on state revenues, and with the important role that the
state plays in funding public education.

All three major types of local governments—municipalities, counties, and school
districts—rely heavily on the property tax, most of al school districts. The property tax is
under attack as burdensome and inequitable. No state has yet found a satisfactory way to
replace the property tax, athough some (including Michigan and Utah) have attempted to
do so. Thus, South Carolinians must accept the fact that the property tax will continue to
play asignificant role in local government funding in the foreseeable future.

A significant part of the property tax problem in South Carolinais that the tax base (the
assessed value of taxable property) is gradually being eroded by various forms of targeted
property tax relief. This trend began with the merchants' inventory tax in the 1980s and
continued into the 1990s with homeowners' school tax relief, industrial location
incentives, and the proposed reduction in the assessment rate for automobiles.
Automobiles are a significant component of the property tax base, accounting for 20.5%
of tax revenue in 1996-97. They also account for much of the revenue growth in the last
decade.

It isimportant that the integrity of the property tax base be safeguarded from continuing
demands for special kinds of relief. The most equitable tax is one with a broad base and a
lower rate. Eroding the tax base forces the mill rate upward and increases pressures for
additional kinds of targeted relief. South Carolina has along history of favorable
treatment for agricultural and forest property, to which relief for homeowners, new
industry, and automobiles has been added.

Offering piecemeal relief to particular categories of property or groups of taxpayers
undermines the integrity of the entire classified property tax system created 25 years ago
under Act 208. The value of taxable property not only affects revenue but also the ability
to issue debt and the amount of state school aid received under the EFA formula, soitis
important that there be continued state oversight of the assessment process and insistence
on regular reassessment of county-assessed property. Finally, for some cities, counties,
and school districts, the impact of pending electric utility deregulation on the property tax
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base (and for municipalities, their operating revenues) will be an important consideration
in whatever legidlation is enacted for deregulation.

The structure of the property tax is controlled by the state but the revenue is collected and
spent by local governments. Because of this division of responsibilities, it is aways
important to consider the fiscal impact of any changes in property tax structure on local
governments, so that heavily impacted cities, counties, and/or school districts are still
able to generate adequate revenues to carry out their obligations.

Nationally and in South Caroling, it has long been recognized that the property tax is not
capable of carrying the full burden of funding local government. The property tax relief
movement has made the depth of taxpayer resentment highly visible. The property tax
also is not adequate for communities with rapid growth, because the property tax does not
generate enough additional revenue to cover the additional service demands, especially
schools.

The General Assembly wisely offered the local option sales tax to counties and
municipalities as a partial substitute, and to date 27 counties have taken that option.
Although the local salestax as apartia substitute for the property tax is at some risk from
the growth of internet commerce, it is auseful addition to the collection of revenue tools
available to local governments and has provided some degree of property tax relief, one
that hopefully will eventually be adopted tax by the remaining 19 counties. In accordance
with the principles of home rule, local governments that are granted additional revenue
instruments, including the statewide and local accommodations, hospitality, and capital
projects taxes as well as the local option sales tax, would benefit from more freedom and
flexibility in using the revenue where needed. Legidlators should also be mindful of the
impact of any proposed changes in the general sales tax base—such as a food
exemption—on not only state but also local revenues from this source.

Fees and charges have long provided one significant alternative to taxes. Taxes are
mandatory payments that usually go into general local revenues (with some exceptions),
while fees and charges are tied more closely to particular services and are sometimes (but
not always) optional for the citizen. Fees and charges, including sewer fees, business
licenses, recreation fees, parking charges, and solid waste fees, have been used with
increasing intensity by cities and counties in the last decade, but are likely to encounter
resistance to further increases. Although fees and charges raise some questions of equity
and access for low-income households, they are an effective way of managing demand
for some public services and assigning the cost to those who wish to use those services.
Fees and charges represent another area in which the principle of home rule suggests that
local governments could be granted more freedom to experiment with these revenue
instruments.

Unlike cities and counties, school districts are very constrained in terms of their revenue
flexibility. They have very few ways of raising revenue outside of property taxes and
state and federal aid, and many school districts are limited in their ability to increase
millage in response to service demands. Both greater fiscal autonomy and access to other
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additional revenue sources would be helpful to elected school boards in managing their
fiscal affairs.

Local governments in South Carolina depend heavily on intergovernmenta aid,
especidly state aid. (Federa aid to local governments is much more modest than in the
past and is likely to remain so.) The assurance of “4.5% off the top” for the Local
Government Fund has been helpful to cities and counties in the 1990s, but the continued
redefinition of the general fund base on which that percentage is calculated has
threatened the dependability of this revenue stream in the future.

For school districts, there are a number of issues related to state aid that need to be
addressed. A fundamental issue is the overall level of support. When compared to
average per pupil expenditures, the state’ s share of the foundation education program
(EFA) was covering less than 30% of the cost of educating the average South Carolina
student. While the EFA formula appears to be well devised, the base per pupil amount in
the EFA formula has become a diminishing percentage of actual per pupil costs, so that
the twin goals of state support of education and equalization among districts are not being
well served. There are also technical issues that should be addressed in the computation
of the index of taxpaying ability that would result in a more equitable distribution of
funds among districts. The EIA formulais extremely complex, so it is difficult to
determine how equitably the funds are distributed. Because the funds are targeted to
specific programs, EIA offerslittle in the way of relief for school districtsin need of
more funding for basic educational programs.

State grants are a supplementary funding source for school districts and counties, and
even more peripheral for municipalities. Special purpose grants have aroleto play in
ensuring that state-level goals are met. However, they rarely provide the kind of
flexibility in spending that local governments need to meet new demands, and are not
distributed in relation to either population or “need” as measured by the taxpaying ability
of the local governments. State grants would serve a more useful role if they were
integrated into an overall program of state aid that reflects program goals, distributional
concerns, and respect for the principle of home rule in giving local governments greater
flexibility in the use of state-shared revenues.

As South Carolina local governments begin a new millennium, they need to have access
to adiverse array of revenue instruments suited to local use. They also need a better
balance of autonomy, supervision, and guidelines in the use of those revenue instruments.
Internal needs for both equity and ease of administration call for smplifications in the
property tax, while external pressures related to electronic commerce may force
simplification of the state and local salestax. The state will continue to play an important
rolein funding local governments, especially school districts, with a continuing search
for the appropriate balance between state oversight and control and local autonomy and
home rule.
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APPENDIX A
Table A-1
Assessed Property Value Growth from Personal Property (Vehicles) Component
1990-1996
Ranked by Percentage of Total APV Growth from Personal Property
County APV 1990 APV 1996 AI_DV 1990 AI_DV 1996 (éo rg\;\)’iﬁ f'? (F;]/
Total Total VehiclesOnly | VehiclesOnly .
Vehicles

Calhoun $47,696,921 $49,793,970 $4,220,830 $7,461,524 154.5%
York 530,331,807 565,816,577 55,403,313 80,776,434 71.5%
Beaufort 399,490,756 501,439,031 44,115,877 92,802,334 47.8%
Chester 60,570,257 76,358,485 7,221,895 14,122,020 43.7%
Colleton 76,968,449 89,826,000 10,569,820 16,155,690 43.4%
Fairfield 102,842,131 110,810,213 5,965,010 8,961,620 37.6%
Union 43,945,094 55,419,229 7,075,107 11,386,420 37.6%
Pickens 179,305,157 231,981,253 27,324,602 47,116,878 37.6%
L ancaster 87,557,113 117,997,557 16,324,690 26,995,315 35.1%
Spartanburg 488,180,608 633,213,246 77,763,268 127,700,518 34.4%
Georgetown 168,002,130 204,554,362 15,977,969 28,549,931 34.4%
Berkeley 222,528,734 279,404,708 39,553,950 58,515,653 33.3%
Darlington 157,274,332 191,117,558 17,381,435 28,600,576 33.2%
Dillon 38,864,867 52,281,005 6,454,080 10,811,045 32.5%
Chesterfield 63,762,713 90,034,861 9,072,827 17,325,400 31.4%
Kershaw 108,547,036 135,553,303 17,573,825 25,800,355 30.5%
Anderson 295,048,808 403,316,738 50,194,228 82,232,125 29.6%
Laurens 84,382,902 112,341,440 16,416,293 24,448,793 28.7%
Lee 20,373,442 27,519,057 3,557,410 5,500,323 27.2%
Jasper 25,418,155 37,521,396 4,301,570 7,543,440 26.8%
Hampton 29,468,444 34,946,277 5,310,585 6,764,690 26.5%
Lexington 382,071,386 590,383,971 86,674,148 141,307,747 26.2%
Barnwell 31,301,738 43,057,901 6,203,420 9,243,365 25.9%
Greenville 798,752,986 1,109,137,952 125,142,791 205,105,432 25.8%
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APPENDIX A, CONTINUED

Table A-1, continued
Assessed Property Value Growth from Personal Property (Vehicles) Component

1990-1996

% Total APV

County APV 1990 APV 1996 APV 1990 APV 1996 Growth from
Total Total VehiclesOnly | VehiclesOnly .
Vehicles
Bamberg 21,754,553 25,186,230 4,418,425 5,237,050 23.9%
Clarendon 38,756,672 50,679,137 8,615,770 11,454,130 23.8%
Greenwood 127,282,114 185,734,100 19,931,305 33,670,435 23.5%
Florence 212,550,002 323,660,147 41,924,675 67,627,945 23.1%
Newberry 59,544,265 75,802,046 11,669,790 15,409,320 23.0%
Aiken 255,508,010 363,687,636 45,641,380 69,701,570 22.2%
McCormick 12,365,574 19,642,992 1,831,250 3,426,681 21.9%
Marion 43,783,195 61,662,957 8,085,100 11,616,622 19.8%
Charleston 680,101,315 1,042,747,212 100,971,490 172,544,919 19.7%
Dorchester 137,587,371 209,731,083 27,602,610 41,519,965 19.3%
Richland 603,493,178 749,891,259 107,670,411 135,441,033 19.0%
Marlboro 31,154,997 52,800,084 6,316,510 10,207,770 18.0%
Saluda 18,576,063 26,878,288 4,263,120 5,719,028 17.5%
Orangeburg 144,235,902 179,042,529 27,928,406 33,778,357 16.8%
Edgefield 29,782,033 47,200,298 6,625,790 9,331,999 15.5%
Sumter 132,814,725 204,246,443 24,753,920 35,802,650 15.5%
Williamsburg 49,382,846 69,336,071 9,030,978 12,065,411 15.2%
Allendale 19,404,561 26,925,689 2,437,810 3,235,070 10.6%
Oconee 150,475,517 295,778,538 20,343,380 32,631,293 8.5%
Abbeville 38,103,555 46,575,730 9,198,625 8,327,007 -10.3%*
Cherokee 110,074,976 122,472,576 23,293,934 21,413,677 -15.2%*
Horry 639,965,878 726,302,948 147,247,679 131,998,476 -17.7%°
State Total $7,999,280,848| $10,649,829,273| $1,319,601,301] $1,957,388,036 24.1%°

&/ ehicle assessments declined in these counties while total tax base increased.
Source: S.C. State Budget and Control Board, 1998 Local Government Finance Report: Fiscal Years 91 to 97.
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APPENDIX A, CONTINUED

TABLEA-2
Property Tax Revenue Growth from Personal Property (Vehicles)

1990-91 to 1996-97

Ranked by Percentage of Total Revenue Growth From Personal Property

Tax Revenue | Tax Revenue Tax Revenue Tax Revenue % of Total
County 1990-91 1996-97 VehiclesOnly | VehiclesOnly | Rev. Growth
Total Total 1990-91 1996-97 From Vehcls.
L ancaster $20,232,120 $21,845,289 $3,807,639 $5,957,535 133.3%
Pickens 30,134,314 33,655,537 4,595,673 7,975,409 96.0%
Barnwell 7,157,780 8,293,027 1,435,761 2,009,917 50.6%
Lexington 93,589,724 124,062,142 21,272,770 35,594,317 47.0%
Darlington 29,305,712 34,490,370 3,261,599 5,685,553 46.8%
Kershaw 19,294,658 24,341,884 3,136,431 5,392,859 44.7%
Saluda 4,136,808 4,531,712 968,134 1,144,076 44.6%
Beaufort 62,721,492 89,326,269 6,909,853 17,908,481 41.3%
Jasper 6,615,733 8,547,161 1,135,055 1,925,241 40.9%
Spartanburg 105,932,880 139,946,525 16,989,759 30,666,145 40.2%
Hampton 9,517,649 11,337,531 1,734,537 2,446,787 39.1%
Berkeley 37,334,176 50,176,367 6,666,371 11,684,028 39.1%
Florence 35,167,872 42,857,861 6,982,434 9,968,063 38.8%
Colleton 15,695,490 20,417,195 2,209,649 4,028,528 38.5%
Chester 12,743,753 18,681,576 1,539,871 3,794,546 38.0%
Georgetown 33,425,565 42,456,956 3,125,982 6,443,341 36.7%
Chesterfield 11,051,219 17,129,267 1,585,007 3,682,875 34.5%
Aiken 49,954,091 62,861,873 8,793,159 13,152,768 33.8%
Dorchester 29,938,720 38,885,062 6,040,669 9,047,352 33.6%
Laurens 14,994,836 22,119,941 2,959,803 5,350,090 33.5%
Marion 9,639,677 12,067,045 1,796,344 2,605,666 33.3%
Lee 5,187,004 7,151,745 931,654 1,582,484 33.1%
Anderson 49,010,668 76,748,963 8,334,676 17,424,556 32.8%
Greenwood 23,985,724 31,847,525 3,801,272 6,336,364 32.2%
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APPENDIX A, CONTINUED

Table A-2, continued
Property Tax Revenue Growth from Personal Property (Vehicles)

1990-91 to 1996-97

Tax Revenue | Tax Revenue Tax Revenue Tax Revenue | % of Total
County 1990-91 1996-97 VehiclesOnly | VehiclesOnly | Rev. Growth
Total Total 1990-91 1996-97 From Vehcls.
Greenville 118,752,087 180,107,541 18,684,780 38,199,956 31.8%
Bamberg 4,975,888 6,903,277 1,027,846 1,634,452 31.5%
Charleston 157,170,747 193,543,759 23,415,874 34,833,841 31.4%
Cahoun 6,722,911 9,629,032 598,212 1,492,760 30.8%
Clarendon 7,002,014 10,931,814 1,544,048 2,723,146 30.0%
Newberry 11,037,255 18,406,767 2,171,695 4,263,993 28.4%
Fairfield 20,707,642 23,832,059 1,192,433 2,044,816 27.3%
Richland 134,805,805 185,186,716 24,163,910 37,427,520 26.3%
McCormick 2,682,706 4,028,039 404,536 755,427 26.1%
York 76,438,415 114,477,721 7,970,056 17,881,092 26.1%
Union 8,617,284 15,454,931 1,412,055 3,125,015 25.1%
Orangeburg 31,327,315 45,839,021 6,074,610 9,676,112 24.8%
Edgefield 5,753,379 10,066,030 1,298,624 2,362,732 24.7%
Williamsburg 9,858,484 13,907,389 1,825,211 2,657,579 20.6%
Sumter 28,708,926 38,619,906 5,482,520 7,476,313 20.1%
Marlboro 6,655,830 9,798,165 1,364,134 1,970,641 19.3%
Cherokee 18,968,398 28,573,398 3,953,662 5,447,895 15.6%
Allendale 5,675,779 6,364,229 717,905 822,476 15.2%
Oconee 25,520,701 47,607,269 3,443,931 5,681,443 10.1%
Abbeville 7,776,119 10,130,204 1,913,035 2,094,594 7.7%
Horry 105,499,237 130,539,676 24,348,255 25,789,023 5.8%
Dillon 6,409,177 6,202,521 1,052,469 1,475,750 n.a?
State Total $1,535,272,322| $2,053,928,287 $254,076,431 $421,643,553 32.3%

@ Total tax revenues declined even though tax revenues from vehicles increased.
Source: S.C. State Budget and Control Board, 1998 Local Government Finance Report: Fiscal Years 91 to 97.
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APPENDIX B

[lustrative Example of the Effects of a 15% Cap
On Increase in Assessed Valuation

OVERVIEW

A 15% cap on assessed property value growth at reassessment will:
Shift the tax burden away from rapidly growing components of the tax base (owner-
occupied residential, commercial) toward slower growing components of the tax base.
Prevent millage from being rolled back at reassessment as far asit could be without
the cap.
Alter the distribution of state-funded school property tax relief among homeowners
within a given school district and—due to higher millage with the cap—reduce the
percentage of current school taxes funded with school property tax relief.

To understand the effects of a cap on the amount by which the assessed value of property
can increase at reassessment, consider the hypothetical example illustrated below. The
estimated effect of a cap on property tax revenues in Charleston County is summarized
below this general example.

ASSUMPTIONS USED IN THISEXAMPLE

The property tax base in this example that of a hypothetical moderate-sized South
Carolina county in which al local governments combined (county, municipalities,
and school districts) raise $50 million in property taxes.

Total property tax revenue collections are held to approximately the same level ($50
million) before and after reassessment.

The pre-reassessment distribution of property tax revenue among major property
classifications in this hypothetical county is based on the average statewide
distribution of property tax revenue to all local governmentsin 1996-97 as published
in the S.C. State Budget and Control Board’s 1998 Local Government Finance
Report.

No new property is added to the tax base in the reassessment year. (Excluding the
effect of new property on tax revenues makes it possible to show more clearly the
effect of a 15% cap on growth in assessed property value on an existing tax base.)
The average weighted millage for all local governmentsis 271 mills before
reassessment. This figure is the 1999 weighted average statewide millage for al local
governments combined as calculated by the SC Department of Revenue.
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Owner-occupied residentia property and commercial property are the only types of
property for which market value increases at reassessment. For a variety of reasons,
other types of property do not tend to appreciate much or at all at reassessment.®

1. Overal, owner-occupied residential property is assumed to appreciate 33% at
reassessment. The owner-occupied residential property category is divided into
low, medium, and high value housing. About 70% of tax revenue from owner-
occupied residential property isfrom “mid value” housing. Property in this
category tends to appreciate substantially at reassessment; in this exampleit is
assumed to appreciate by 45%. Very expensive housing (10% of the total) tends
to be undervalued and very inexpensive housing (20% of the total) tends not to
appreciate. The market value of housing in these latter two categoriesis assumed
to appreciate only 5% at reassessment.

2. Commercia property tends to appreciate at about the same rate as residential
because it is affected by the same market factors as mid value owner-occupied
residential property.

3. Personal property (vehicles) does not change with five-year reassessment because
it is depreciated annually.

4. The manufacturing real and personal property category does not change much
with five-year county reassessment. Most manufacturing real property that ison
the tax rolls tends to remain level in value at reassessment, while manufacturing
personal property depreciates each year. Furthermore, most new manufacturing
property is not included the tax base because it isunder a FILOT agreement.
Changes to manufacturing real and personal property (plant expansions and/or
retooling) will trigger an incremental revaluation of the property in the year of the
change—not necessarily in the county reassessment year. The same
considerations apply to utility property, although it is valued using the unit
method.

5. Agricultural land is assessed and taxed based on its use value rather than its
market value. Use value is fixed and does not change at reassessment.

6. Business (non-manufacturing) personal property depreciates annually based on
income tax depreciation.

BEFORE REASSESSMENT

Table B-1 shows how property taxes in a hypothetical South Carolina county are
distributed across the different categories of taxable real and personal property before a
five year county reassessment. Property tax revenueisfor all local governments
combined.

The revenue from each category of property is determined by its market value and
assessment ratio. For any given property, the market value multiplied by the assessment
ratio gives the assessed property value, or the percentage of the market value on which
property taxes are levied. For example, although residential property has the second

8 The percentage increases in market value in property categories at five year county reassessment used in
this example are based on discussions with current and former employees the SC Dept. of Revenue.
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highest estimated market value ($600 million), it brings in less revenue than personal
property ($369 million in market value) and manufacturing real property ($334 million in
market value) because these two types of property have higher assessment ratios than
doesresidential property.

Table B-1
Before Reassessment: Calculating Tax Revenue by Property Classification
Hypothetical South Carolina County—All Local Governments Combined
Estimated Assess- Assessed Total % Share
Property Market ment Property Mill Tax of Total
Classification Valug® Ratio Value Rate” | Revenue Tax

Owner-Occupied

Residential: $599,630,996 4.0%| $23,985240, 0.271 $6,500,000 13.00%
—High Value 59,963,100 4.0% 2,398,524 0.271 650,000 1.30%
—Mid Vaue 419,741,697 4.0% 16,789,668 0.271 4,550,000 9.10%
—Low Value 119,926,199 4.0% 4,797,048 0.271 1,300,000 2.60%
Agricultura—Indiv. 34,594,096 4.0% 1,383,764) 0.271 375,000 0.75%
Agricultura—Corp. 7,687,577 6.0% 461,255 0.271 125,000 0.25%
Commercia 891,758,918 6.0% 53,505,535 0.271 14,500,000]  29.00%
Personal (Vehicles) 369,003,690 10.5% 38,745,387] 0.271 10,500,000] 21.00%
Manufacturing 333,860,481  10.5% 35,055,351 0.271 9,500,000 19.00%
Utilities 210,859,251] 10.5% 22,140,221) 0.271 6,000,000 12.00%
Business Personal 87,858,021 10.5% 9,225,092 0.271 2,500,000 5.00%
Total Tax Base $2,535,253,031 n.a| $184,501,845 n.a| $50,000,000] 100.00%

&Market value is estimated based on total tax revenue. Because agricultural property is taxed on use value rather than
market value, market value estimates for agricultural property will be understated in this example.

P 1999 average weighted millage for all local governments combined.

¢ Includes homestead exemption reimbursement and school property tax relief.

The three components of owner-occupied residential property—high value, mid value,
and low value housing—each generate revenue in an amount that is directly proportional
to their market values. Before reassessment, owner-occupied residential property
generates 13.0% of total revenue.

AFTER REASSESSMENT: NO CAP ON ASSESSED PROPERTY VALUE GROWTH

After reassessment, the amount of total revenue raised from each type of property shifts
to reflect different rates of growth in the market value of different types of property
(Table B-2). The millage is also rolled back from 271 millsto 238.1 mills to keep the
amount of revenue collected the same: $50 million.

The amount of total taxes collected from residential and commercia property—the
growth components of the tax base—rises from $21.0 million before reassessment to
$24.5 million after reassessment. Revenues collected from residential and commercial
property also rise 16.9% on average because of the growth in market value in these two
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components of the tax base. Because millage was rolled back, revenues collected from all
other types of non-appreciating property decrease by 12.1%.

With no cap on assessed value growth, tax burdens shift after reassessment so properties
with increasing market value pay alarger share of the total tax. In this example, the share
of total revenue from owner-occupied residential and commercial property rises from
42% before reassessment to 49% after reassessment. Individual property owners may see
their taxesrise or fall depending on how much the market value of their property changed
relative to the drop in millage.

Table B-2
Property Tax Revenue After Reassessment
No Cap on Assessed Value Growth
Hypothetical South Carolina County—All Local Governments Combined
% Change Revenue Revenue % Change
in Market | Mill Rate | Mill Rate Before After in Revenue
Property Value at Before After Reassmt. Reassmt. After
Classification Reassmt. | Reassmt. | Reassmt. | (in millions) | (in millions) | Reassmt.

Owner-Occupied

Residential: 33.0% 271 .2381 $6.5 $7.6 16.9%
—High Value 5.0% 271 .2381 0.7 0.6 -71.7%
—Mid Vaue 45.0% 271 .2381 4.6 5.8 27.4%
—Low Value 5.0% 271 .2381 13 12 -71.7%
Agricultura—Indiv. 0.0% 271 .2381 0.4 0.3 -12.1%
Agricultura—Corp. 0.0% 271 .2381 0.1 0.1 -12.1%
Commercia 33.0% 271 .2381 145 16.9 16.9%
Personal (Vehicles) 0.0% 271 .2381 10.5 9.2 -12.1%
Manufacturing 0.0% 271 .2381 9.5 8.3 -12.1%
Utilities 0.0% 271 .2381 6.0 5.3 -12.1%
Business Personal 0.0% 271 .2381 25 2.2 -12.1%
Total Tax Base 19.0% 271 .2381 $50.0 $50.0 0.0%

AFTER REASSESSMENT: WITH 15% CAP ON ASSESSED VALUE GROWTH

With a 15% cap on growth in assessed property value, the amount of total revenue raised
from each type of property cannot shift to fully reflect different rates of growth in the
market value of different types of property (Table B-3). In other words, property for
which market value rises more than 15% at reassessment will only pay additional taxes
up to the additional 15% in value. In addition, in order to raise the same amount of
revenue, the millage cannot be rolled back asfar asit can without the cap. As aresult,
other less rapidly growing types of property will experience a smaller decline in overall
taxes as aresult of the rollback.

With the 15% cap, the total taxes collected from residential and commercia property—

the growth components of the tax base—rise from $21 million before reassessment to
only $22.6 million after reassessment. Thisincrease is alittle less than half of the
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increased revenue that would have come from these categories of property without the
cap. Revenues from mid-value housing—the most rapidly growing component of the tax
base—grow only 8.6% from $4.6 million to $4.9 million compared to a 45% increase in
market value. Revenues collected from commercia property also increase only 8.6% on
average despite a 33% increase in market value. This 8.6% in revenue growth from these
two types of property is adirect result of the cap.

With the 15% cap, commercia property generates almost $1.2 million lessin revenue
than it would without the cap, and mid value residential property generates $854
thousand less. The over $2 million revenue shortfall from commercial and residential
property must be redistributed to and collected from low and no-growth components of
the tax base in order to raise the same $50 million in revenue. Thus, with the 15% cap,
millage can only be rolled back to 256 mills (instead of 238.1 mills without the cap).

With this higher rollback millage, revenues generated from most other types of property
decrease by only 5.5% after reassessment. Revenues decrease |ess than one percent for
low value and high value housing, for which market value grew by 5% at reassessment.
With the cap, low and high value housing bears the full weight of its increase in market
value after reassessment—as it would have without the cap—yet also pays even higher

taxes because of higher rollback millage.

Table B-3
Property Tax Revenue After Reassessment

With 15% Cap on Assessed Vaue Growth

Hypothetical South Carolina County—All Local Governments Combined

% Change Revenue Revenue % Change
in Market | Mill Rate | Mill Rate Before After in Revenue
Property Value at Before After Reassmt. Reassmt. After
Classification Reassmt. | Reassmt. Reassmt. | (in millions) | (in millions) | Reassmt.

Owner-Occupied
Residential: 33.0% 271 .256 $6.5 $6.9 5.8%
—High Value 5.0% 271 .256 0.7 0.6 -0.8%
—Mid Vaue 45.0% 271 .256 4.6 4.9 8.6%
—Low Value 5.0% 271 .256 13 13 -0.8%
Agricultura—Indiv. 0.0% 271 .256 0.4 0.4 -5.5%
Agricultura—Corp. 0.0% 271 .256 0.1 0.1 -5.5%
Commercia 33.0% 271 .256 145 15.8 8.6%
Personal (Vehicles) 0.0% 271 .256 10.5 9.9 -5.5%
Manufacturing 0.0% 271 .256 9.5 9.0 -5.5%
Utilities 0.0% 271 .256 6.0 5.7 -5.5%
Business Personal 0.0% 271 .256 25 2.4 -5.5%
Total Tax Base 19.0% 271 .256 $50.0 $50.0 0.0%

Looking at the percentage of total taxes collected from components of the tax base clearly
illustrates the shift in the tax burden with and without the 15% cap on assessed value
growth (Table B-4). Without the cap, the percentage of total taxes collected from mid
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value owner-occupied residential and commercial property—the “capped” components of
the tax base—rises from 38.1% before reassessment to 45.5% after reassessment. With

the cap, this share rises to only 41.4% after reassessment. With the cap, other types of
property contribute a higher share of total revenue than they would without the cap.

Table B-4
Property Tax Revenue Distributions

Before and After Reassessment and With and Without 15% Cap
Hypothetical South Carolina County—All Local Governments Combined

Differencein Revenue
Property Tax Revenue Distribution Distribution Before and
Before and After Reassessment After Reassessment
After: Difference
After: With Difference | With 15%
Property Classification Before |Without Cap| 15% Cap | Without Cap Cap
Owner-Occupied Residential: 13.0% 15.2% 13.7% 2.2% 0.7%
—High Value 1.3% 1.2% 1.3% -0.1% 0.0%
—Mid Vaue 9.1% 11.6% 9.9% 2.5% 0.8%
—Low Value 2.6% 2.4% 2.6% -0.2% 0.0%
Agricultural—Individual 0.8% 0.7% 0.7% -0.1% 0.0%
Agricultural—Corporate 0.3% 0.2% 0.2% 0.0% 0.0%
Commercia 29.0% 33.9% 31.5% 4.9% 2.5%
Personal (Vehicles) 21.0% 18.4% 19.8% -2.6% -1.2%
Manufacturing 19.0% 16.7% 17.9% -2.3% -1.1%
Utilities 12.0% 10.5% 11.3% -1.5% -0.7%
Business Personal 5.0% 4.4% 4.7% -0.6% -0.3%
Total Tax Base 100.0% 100.0% 100.0% 0.0% 0.0%

SCHOOL PROPERTY TAX RELIEF AND THE 15% CAP

School property tax relief adds an additional complication to evaluating the impact of the
15% cap on assessed value growth on property tax burdens. School property tax relief
takes the form of atax credit against school taxes on owner-occupied residential property
up to $100,000 in market value. The tax credit is based on afixed millage for each school
district (1995 school mills for operations) and is adjusted to that level at each
reassessment. Because the tax credit for each district is fixed at the equivalent of 1995
mills and distributed on a per capita basis, the dollar value of the credit on existing homes
tends to decrease at each reassessment, especially after those homes reach the $100,000
celling. (Statewide, the cost of school tax relief is growing due to new property on the tax
rolls.) For this reason, individual taxpayers generally pay only a portion of current school
operating millage on the value of their homes that is under $100,000, and pay full school
millage on the value exceeding that amount.

Without a cap on the growth in assessed property value, it is likely that much of the

rapidly growing mid-value housing will appreciate above the $100,000 ceiling for state-
funded property tax relief and will receive the maximum available amount of relief. With
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a 15% cap on assessed value growth at reassessment, fewer houses will have assessed
values above the $100,000 ceiling for school tax relief. These homeowners will still
receive state-funded school property tax relief, but may not receive as large a share of the
credit as they would have without the cap. Thus the 15% cap may result in a different
distribution of school tax relief to those homeowners with homes with market value
above the $100,000 ceiling and to those with homes valued below the ceiling.

As discussed above, the 15% cap will accelerate millage growth. Because the cap will
result in overall higher school millage than would exist without it, the 1995 equivalent
millage will be a smaller percentage of total school mills and the school tax relief will be
asmaller share of total residential tax revenues collected. Accelerated school millage
growth will have a significant negative impact on all taxpayers—particularly those who
do not receive school tax relief—because school millage is dightly over 50% of weighted
average combined millage from al local governments.

THE ESTIMATED EFFECT OF A 15% CAP ON ASSESSED VALUE GROWTH IN CHARLESTON
COUNTY

In March 2000, the Charleston County Assessor estimated the impact of a 15% cap on
assessed value growth at reassessment. At reassessment in 1999, the market value of
property® in all 33 tax districts in Charleston County increased more than 15% since the
last reassessment in 1993. For each tax district, the assessor’ s office calculated the
average assessment in each taxing district, the percentage by which the market value of
property increased in each district at reassessment, and taxes and millage on an average
parcel in each district before and after reassessment, with and without the cap.®*

After reassessment and without the cap, property appreciation would allow the county to
roll back millage from 218.5 to 157.7 mills, a 27.8% decrease. Depending on the amount
by which the average parcel appreciated in value, the rollback millage would result in an
increase or decrease in taxes paid on the average property in each tax district. At the
estimated rollback millage of 157.7 mills, taxes would increase on properties appreciating
over about 40% in market value at reassessment, and would decrease on properties
appreciating below 40%. Without the cap, the average parcel in eight of 33 taxing
districts in Charleston County would pay fewer taxes after reassessment than before.

Without a cap, properties in more rapidly appreciating areas of the county would take on
alarger share of the overall tax burden. Six of the tax districts in the county realized an
average increase in property value of over 100% since the last reassessment—Moultrie,
Capers/Deweese Iland, Boone Hall Fire District, James Island F.S.D. (Tax District 32),
Folly Beach, and Kiawah Island. Without the cap, the increase in tax revenue collected
from the average property in these six districts would range from 45% to 378% at the
estimated rollback millage.

8Calculations are based on all propertiesin each tax district, with the exception of mobile homes.
84Charleston County Assessor’s Office, March 3, 2000.
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With the cap, the county would only be able to roll back millage from 218.5 to 214.0
mills, asmall decrease of only 2.1%. With such alimited millage rollback, only two tax
districts would see the average property pay fewer taxesin dollar terms than before
reassessment. Most districts would see an increase in taxes paid on the average property
ranging from 1% to 13%. Furthermore, the average property in the six districts with
property appreciation over 100% would experience only a 7% to 12% increase in
property taxes with the cap—very similar levels to those that would be seen in districts
with much slower growth in property value. With the cap, the larger share of revenue that
would have been collected from the county’s more rapidly appreciating tax districts will
be distributed over al districts through the higher rollback millage.
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APPENDIX C

Table C-1
1999 Electric Utility Property Assessment by County

tanked by Percent of Total APV

County Electric Utility Total APV Per cent of
Property All Property Total APV
Fairfield $69,125,960 $104,638,490 66.1%
Oconee $118,006,740 $281,456,037 41.9%
York $182,914,240 $621,453,243 29.4%
Darlington $43,898,570 $182,326,481 24.1%
Orangeburg $32,365,290 $229,315,633 14.1%
Colleton $14,494,490 $102,860,441 14.1%
Hampton $3,826,270 $33,982,490 11.3%
Chester $7,880,220 $71,590,490 11.0%
Bamberg $2,617,460 $25,088,220 10.4%
Pickens $18,652,710 $223,135,127 8.4%
Saluda $3,092,290 $37,495,460 8.2%
Jasper $3,352,210 $41,148,987 8.1%
Barnwell $3,151,670 $41,985,210 7.5%
Berkeley $22,524,040 $315,343,090 7.1%
Edgefield $3,689,800 $51,734,380 7.1%
Newberry $5,019,890 $70,902,409 7.1%
McCormick $1,649,870 $23,554,606 7.0%
Aiken $22,991,940 $347,044,477 6.6%
Allendale $1,767,180 $27,003,701 6.5%
Union $3,168,280 $51,758,758 6.1%
Williamsburg $3,501,510 $59,053,475 5.9%
Lexington $33,496,900 $569,613,118 5.9%
Lee $1,597,710 $28,209,414 5.7%
Richland $46,347,260 $847,549,114 5.5%
Marion $3,215,210 $59,166,475 5.4%
Chesterfield $4,305,600 $79,633,549 5.4%
Anderson $23,240,220 $449,408,253 5.2%
Cahoun $2,271,510 $44,366,639 5.1%
L ancaster $5,754,770 $115,551,948 5.0%
Abbeville $2,616,710 $54,142,532 4.8%
Laurens $5,576,600 $121,525,900 4.6%
Greenwood $9,947,050 $218,894,102 4.5%
Kershaw $5,977,500 $131,908,386 4.5%
Clarendon $2,393,040 $54,302,208 4.4%
Dillon $2,263,120 $51,668,175 4.4%
Cherokee $5,867,760 $148,091,588 4.0%
Marlboro $2,088,700 $54,620,890 3.8%
Dorchester $7,635,390 $222,893,850 3.4%
Sumter $6,475,550 $198,727,940 3.3%
Spartanburg $23,404,710 $719,468,415 3.3%
Charleston $33,434,410 $1,077,307,088 3.1%
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APPENDIX C, CONTINUED

Table C-1, continued
1999 Electric Utility Property Assessment by County

tanked by Percent of Total APV

County Electric Utility Total APV Per cent of

Property All Property Total APV
Florence $9,824,480 $336,981,836 2.9%
Beaufort $15,151,990 $572,821,096 2.6%
Greenville $30,797,210 $1,207,869,760 2.5%
Georgetown $2,336,650 $220,184,529 1.1%
Horry $7,192,220 $800,400,589 0.9%
STATE $858,902,900] $11,328,178,599 7.6%

Source: S.C. Association of Counties.
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APPENDIX C, CONTINUED

Table C-2
1999 Electric Utility Property Assessment by County

Alphabetical by County

County Electric Utility Total APV Per cent of
Property All Property Total APV
Abbeville $2,616,710 $54,142,532 4.8%
Aiken $22,991,940 $347,044,477 6.6%
Allendale $1,767,180 $27,003,701 6.5%
Anderson $23,240,220 $449,408,253 5.2%
Bamberg $2,617,460 $25,088,220 10.4%
Barnwell $3,151,670 $41,985,210 7.5%
Beaufort $15,151,990 $572,821,096 2.6%
Berkeley $22,524,040 $315,343,090 7.1%
Cahoun $2,271,510 $44,366,639 5.1%
Charleston $33,434,410 $1,077,307,088 3.1%
Cherokee $5,867,760 $148,091,588 4.0%
Chester $7,880,220 $71,590,490 11.0%
Chesterfield $4,305,600 $79,633,549 5.4%
Clarendon $2,393,040 $54,302,208 4.4%
Colleton $14,494,490 $102,860,441 14.1%
Darlington $43,898,570 $182,326,481 24.1%
Dillon $2,263,120 $51,668,175 4.4%
Dorchester $7,635,390 $222,893,850 3.4%
Edgefield $3,689,800 $51,734,380 7.1%
Fairfield $69,125,960 $104,638,490 66.1%
Florence $9,824,480 $336,981,836 2.9%
Georgetown $2,336,650 $220,184,529 1.1%
Greenville $30,797,210 $1,207,869,760 2.5%
Greenwood $9,947,050 $218,894,102 4.5%
Hampton $3,826,270 $33,982,490 11.3%
Horry $7,192,220 $800,400,589 0.9%
Jasper $3,352,210 $41,148,987 8.1%
Kershaw $5,977,500 $131,908,386 4.5%
L ancaster $5,754,770 $115,551,948 5.0%
Laurens $5,576,600 $121,525,900 4.6%
Lee $1,597,710 $28,209,414 57%
Lexington $33,496,900 $569,613,118 5.9%
Marion $3,215,210 $59,166,475 5.4%
Marlboro $2,088,700 $54,620,890 3.8%
McCormick $1,649,870 $23,554,606 7.0%
Newberry $5,019,890 $70,902,409 7.1%
Oconee $118,006,740 $281,456,037 41.9%
Orangeburg $32,365,290 $229,315,633 14.1%
Pickens $18,652,710 $223,135,127 8.4%
Richland $46,347,260 $847,549,114 5.5%
Saluda $3,092,290 $37,495,460 8.2%
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APPENDIX C, CONTINUED

Table C-2, continued
1999 Electric Utility Property Assessment by County

Alphabetical by County

County Electric Utility Total APV Per cent of

Property All Property Total APV
Spartanburg $23,404,710 $719,468,415 3.3%
Sumter $6,475,550 $198,727,940 3.3%
Union $3,168,280 $51,758,758 6.1%
Williamsburg $3,501,510 $59,053,475 5.9%
York $182,914,240 $621,453,243 29.4%
STATE $858,902,900 $11,328,178,599 7.6%

Source: S.C. Association of Counties.
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APPENDIX D

SOoUTH CAROLINA COUNTIESWITH
LocAL OPTION SALESTAX

SC COUNTIESWITH
LocAL OPTION SALESTAX

Year
County Adopted

Charleston 1990
Colleton 1990
Hampton 1990
Jasper 1990
Marion 1990
McCormick 1990
Abbeville 1991
Allendale 1991
Bamberg 1991
Edgefield 1991
Lancaster 1991
Marlboro 1991
Saluda 1991
Chester 1993
Florence 1993
Pickens 1994
Dillon 1995
Lee 1995
Sumter 1995
Berkeley 1996
Chesterfield 1996
Clarendon 1996
Darlington 1996
Kershaw 1996
Williamsburg 1996
Barnwell 1998
Laurens 1998

Source; SC Association of Counties.
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APPENDIX E
Table E-1
EDUCATION IMPROVEMENT ACT REVENUE CATEGORIES
1990-91, 1993-94, AND 1995-96
1990-91 1993-94 1996-97

Education | mprovement Act—Total $271,896,349| $261,507,543| $347,627,249
Parent Education Technical Sites (95,97,99,01) 1,272,181
Parent Education Technical Sites (96,98,00) 156,074
Continuous Improvement/I nnovation (95,97,99,01) 2,362,304
Continuous Improvement/l nnovation (96,98,00) 806,833
Increased HS Diploma Reguirements 5,318,257 5,320,001 5,487,631
Parent Education 1,399,411
Dropout Prevention 3,618,111
School Innovation 495,145 21,918,474
Artsin Education 1,101,972 1,123,095
Higher Order Thinking Skills 982,842
Continuous Improvement 896,007
Parenting/Family Literacy (94,96,98,00) 1,785,965 1,716,400
Parenting/Family Literacy (95,9,99,01) 1,954,273
Advanced Placement Courses 1,451,824 1,281,037 1,665,077
Advanced Placement Courses-Singleton 310,732 277,926
Gifted and Talented-Academic 19,128,815 19,213,909 20,222,189
Gifted and Talented-Artistic 1,949,437 2,040,853 2,251,485
Junior Scholars Program 30,973 41,969 49,082
Vocational Education Equipment 7,969,866 7,658,186 7,246,341
Critical Teaching Needs 918,797 586,631 634,004
Profoundly/Trainable Handicapped 3,315,626 3,366,373 3,191,366
High School Exit Exam 4,787 2,241
4-Yr-Old Early Education 11,728,762 15,446,068 21,182,794
Child Development 1,723,195 112,242
Basic Skills Compensatory Instruction 54,059,993 50,557,594 1,875,466
Academic Assistance K-3 (97,99,01) 47,171,764
Basic Skills Remedia Instruction 11,673,493 14,127,895 2,832,302
Academic Assistance 4-12 (97,99,01) 42,638,905
Reading Recovery n/al 428,115 411,496
Teacher Salary Increase 86,688,426 81,947,427| 104,976,502
Adult Education 2,069,189 5,370,671 7,036,636
Adult Education-Literacy 2,376,532
Adult Education-Remedial 733,546 905,726 1,063,115
Teacher Salaries-Special
School Employer Contributions 14,070,944 14,275,685 18,042,298
Employer Contributions-Special
Principal Incentive (90,92,94) 920,821
Principal Incentive (91,91,93) 291,665
Campus Incentive Program (92,94) 12,857,938 11,390,509
Teacher Incentive (91,91,93) 9,456,083
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APPENDIX E, CONTINUED

Table E-1, continued

EDUCATION IMPROVEMENT ACT REVENUE CATEGORIES
1990-91, 1993-94, AND 1995-96

1990-91 1993-94 1996-97
Statewide System Initiative—Math & Science $556,585
Campus Incentive Amendment
Instructional Improvement Initiative--200 Schools 273,070
Professional Development-Regular $1,248,950 $1,399,692
Professional Devel opment-Competitive Grants
Professional Devel opment-Planning & Training
Technology Training 1,138,418 1,095,821
Pathways Coordinators 1,202,728 1,168,455
School Technology 3,249,990
Competitive Teacher Grants 681,416 1,202,826 1,188,937
Tuition Reimbursement-Teachers 889,797 777,573
Administrator Apprenticeships 725,644 699,650
Principal Salary/Fringe Increase 2,564,905 2,603,267 2,858,963
Innovative School Prog Grants 699,708
Schoal Incentive Reward (90,92,94) 1,051,329 3,657,316 1,119,827
Schoal Incentive Reward (91,93,95) 3,724,453 993,895 3,593,919
Schoal Building Aid 11,044,254 2,141,646 8,637,957
School to Work Transition (95,97,99,01) 2,702,490
School to Work Transition (96,98,00) 802,479
Schools with Greatest Needs 248,420 89,095 170,609
Effective Parenting 135,349 151,536
Handicapped Bus Driver's Salary 834,235 492,357
Other EIA 178,541 29,219 37,521

Source: S.C. State Budget and Control Board.
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