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South Carolina’s New Property Tax Relief Law
Issues and Recommendations

South Carolina’s new property tax relief law (House bill H.4449), which eliminates school operations property taxes on owner occupied homes and caps revenue that can be generated from other property classifications (businesses), will seriously limit local school districts’ ability to maintain services and programs of excellence. The law places the largest burden for raising taxes locally on business. While uncertainty exists about how some components of the plan will actually work, it is certain that the tax plan that passed the Legislature during the final week of the session will have serious implications for public schools. The two-part plan - statutory changes along with a proposed constitutional change - makes sweeping changes to how school districts raise local revenue and severely impacts local decision making by school boards.

Key points and dates

· Beginning October 1, 2006, the sales tax on groceries is reduced to 3 percent from 5 percent. The legislation includes a $19.3 million Education Improvement Act hold-harmless for FY 2006-07.
· January 1, 2007, is the effective date that school boards must adhere to the millage caps (see Local millage cap below).

· Effective for property tax years beginning after 2006, owner-occupied homes are exempt from property taxes for school operating purposes. Collections from school operating property taxes from homes for 2007-08 are projected to be $498.5 million.

· June 1, 2007, is the effective date for the statewide one-cent sales tax increase. Revenue (estimated at $582.4 in FY 2007-08) is credited to the newly created Homestead Exemption Fund (HEF). If the HEF is insufficient to pay all reimbursements, then the general fund must pay the difference. If there is a surplus, then it must be used to reduce the county portion of the residential property tax bill.

· For FY 2007-08, districts must be reimbursed dollar for dollar for the exempt owner-occupied property taxes collected by them for 2007 (base year).

· Beginning FY 2008-09, districts will be reimbursed the amount they received in the previous year plus an annual increase. The total amount of funds available for distribution to districts will grow by a percentage equal to the Southeastern consumer price index, or CPI (showing a 3.6 percent increase from 2004 to 2005), plus state population growth (showing an average annual 1.4 percent increase).
· From the state HEF, distributions to districts will be based on weighted pupil units, with an added .20 weighting for poverty. Reimbursements to districts from the HEF are included in EIA local maintenance of effort calculation.

· The plan guarantees a $2.5 million total in minimum replacement funding for each county to be distributed among the school districts, based on each district’s 135-day average daily membership. This allocation is not to be considered as part of the local maintenance of effort.

· Exempted owner-occupied property is considered taxable for purposes of calculating a district’s 8 percent debt limit.

· Local millage cap - H.4449 amends the Local Government Fiscal Authority Act of 1997 as it relates to millage caps. Under H.4449, local governing bodies - including school boards - may only increase millage for operations based on CPI for the preceding calendar year plus the increase in population for the entity as determined by the Budget and Control Board. “Population for the entity” is not student population, but the actual population for the school district. Under further additions to the law, local governing bodies may suspend and exceed this cap by a two-thirds majority vote of the membership and only for specific reasons outlined in the statute.

· a previous year’s deficit

· catastrophic events 

· court order compliance 

· loss of a taxpaying entity that made up more than 10 percent of the county’s property tax revenue (new category)

· state or federal unfunded mandates enacted after the date of this legislation (new category)

Note that the General Assembly deleted a provision under the old law allowing a local board to override the millage cap in order to meet local effort requirements under the EFA and EIA. New language provides that any millage increase to fund the above extraordinary events is a separate, additional levy and must be separately listed as a separate surcharge on the tax bill, and may be continued only for the years necessary to pay for the extraordinary event. Because of this new requirement on exceeding the millage cap, the General Assembly deleted the old requirement mandating a specially called meeting for purposes of exceeding the cap in Section 6-1-320(C) of the South Carolina Code of Laws. Notice requirements for budget adoption in Section 6-1-80 were not changed.
· Requiring counties with an existing local option sales tax (LOST) to hold a referendum - triggered by council ordinance or public petition - in the November 2006 general election to repeal the LOST. If repealed, it is repealed effective January 1, 2007. If not repealed, then starting June 1, 2007, LOSTs enacted to pay for school operating costs will have the amounts that would have been credited to owner-occupied school operating expenses credited instead to other classifications of property.

· Authorizing countywide local referendums to add an additional sales tax to eliminate county and/or school operating taxes on all classes of property. The referendum may be initiated by county council or by public petition. The rate of tax may not exceed one cent and does not affect municipal taxes.

· Banning the future use of installment-purchase plans to finance school construction and renovation after December 31, 2006.

· Allowing counties to authorize payment of property taxes in installments, and to enact ordinances that will allow new property to be placed on the county tax rolls within one month of receiving a certificate of occupancy.
· Assessment cap (H.4450) - The property tax relief package includes a joint resolution, H.4450, to amend the State Constitution to establish a cap on the increase in property values due to countywide reassessment at 15 percent over any five-year period, unless an assessable transfer of interest occurs. Property tax year 2007 is the base year for appraised values under the reassessment changes. The proposed constitutional amendment also provides that for bonded indebtedness purposes, the assessed values of all taxable property within a political subdivision or school district will not be lower than the assessed values in tax year 2006. Enabling language for the joint resolution is in H.4449. Voters must approve this change to the Constitution in the upcoming November general election.

Issues and recommendations

CPI plus growth inadequate to fund basic operations and mandated teacher salary increases: In districts with high growth student enrollment, the CPI plus growth factor that is added to your previous year’s allocation likely will not be enough to pay for large one-time expenses, such as opening a new school or starting a new program. Over the last decade, the state’s CPI grew at 3.1 percent annually and the state’s population grew at 1.4 percent, for a total of 4.5 percent. The percent annually to fund state-mandated teacher pay raise of three percent and the step increase of two percent totals five percent. This would mean a shift in the burden of funding teacher pay increases to the local business community. It would also mean less money to pay for basic operations each year.
Recommendation:
· Expand the exemptions allowing school boards to exceed the millage cap to include provisions for high growth school districts such as opening new schools or starting new programs.

· Require the state to fully fund the teacher pay increase to prevent shifting the additional cost locally to the business community.
· Provide school boards with additional avenues for generating local revenues (impact fees, local option sales tax, other fees, etc.).

Budget planning and cash flow: School districts have been dealing for some time cash flow issues caused in part by the timing of the receipt of property tax revenue. Many districts must issue costly Tax Anticipation Notes (TANs) to cover operating expenses during the first half of the fiscal year until the bulk of the property tax is collected in December and January, creating a cash flow problem. The new law says that distributions from the state’s Homestead Exemption Fund (HEF) to districts must occur on or after January 1st, which may keep districts from repaying the TANs on time.
Recommendation: 
· Require the state to issue HEF funds on a monthly basis as it does EIA and EFA funds.
· Require the state to provide school districts with an estimate of the amount of money they will receive by December 31 of the preceding budget year.
Other concerns
· Loss of local fiscal autonomy and decision making due to tax swap and millage cap.
· Millage caps on local governments increases pressure on remaining funding categories including business.

· The .20 poverty weighting included in the funding allocation to school districts is not an added amount. Rather, it is a state directive on how school districts are to spend their allocation of money that was once raised locally.
· Distribution of the $2.5 million allocation to counties rather than to individual school districts.
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