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I want to raise an issue we have previously discussed that demands our action now.  I am talking about South Carolina’s tax structure and, more to the point, the effect of Act 388 on the business community.


Our tax structure is broken and the ones that hurt the most are “us.”  If you have not figured it out by now, the business sector got hit across the head with a two-by-four with the passage of Act 388.  By (1) eliminating property tax on owner-occupied residences and attempting to replace it with a penny sales tax, (2) eliminating sales tax on groceries, and (3) changing the way property is assessed in South Carolina by capping the assessment valuation until you sell the property and then basing your property tax on the point of sale price, the General Assembly and the Governor have put a bulls eye on businesses for tax burdens.  Let me give some clear examples:

· The penny increase in sales tax increased taxes on business by $250 million a year.  (Study by Palmetto Institute)
· The elimination of property taxes for residences disproportionally shifted property tax burdens to both manufacturing and commercial property.  Now, when the local school districts decide it must raise its millage, it is business that will have to pay for it.  (Study by Palmetto Institute)
And, it is going to get worse.


According to the BEA, the sales tax collected to pay for the elimination of property taxes on residences will be at least $50 million short this fiscal year.  That money is mandated to be made up from the General funds, which raises our deficit even more.  The BEA estimates it will be over $70 million short in the next fiscal year.  (BEA Report to House Ways and Means)

Even more acute, EIA is estimated to be at least $58 million short this year and that sum will not be made up except on the backs of our school districts and, again, let me remind you, when a school district raises its millage to handle such loses, it will come exclusively from the backs of businesses.  (BEA Report to House Ways and Means)

Now, you might say it is the recession that is causing the lose of revenue from sales tax.  That is partly true but, remember, Act 388 eliminated the sales tax on all groceries – that equates to the elimination of $336 million a year that would have been used in part to fund the EIA.


The South Carolina budget has already been cut by $1 billion.  Last Thursday, the State Budget Director announced that we will have an additional $567 million deficit that will have to be addressed.  In hard terms – such deep cuts mean the critical economic foundations such as workforce quality, education, infrastructure, and research and development will be dramatically underfunded.  So, not only are businesses being disproportionately taxed, but the economic foundations we rely upon to support businesses in South Carolina will not be able to provide the necessary workforce and infrastructure we need.


On top of these problems, the Employment Security Commission will be looking for new sources of revenue to cover the cost of unemployment insurance, which could be as much as $250 million.  Again, this burden will likely fall on the shoulders of businesses.


Our tax structure is broken and the brunt of the damage is being placed on the backs of businesses.  We cannot continue to have the General Assembly, in an ad hoc manner, keep giving so-called tax relief on our backs.  We need comprehensive tax reform now and the only way we are going to achieve it I believe is to start with the creation of an independent, professionally-staffed tax study commission to make sure the legislature, as well as the taxpayers, know the effects of all amendments to the tax code.  Such a commission could tell the legislators as well as the taxpayers what effect a tax proposal would have on not only the directly-affected groups but on all segments of the tax structure.  More important, they could tell us how such a tax change would affect our economy.  At the very least, we need sound, independent facts available before proposals are voted upon.  Beyond just reviewing the tax proposals, this commission could look at the overall system to see what overall changes are needed to make us more economically competitive and to recommend real tax reform.

That is exactly what the Palmetto Institute is recommending, but they go one step farther.  Today, we collect $2.7 billion in sales taxes.  By the way, we exempt $2.7 billion in sales taxes and let me tell you, as long as the General Assembly continues to raise the rates on sales tax, more groups will be getting exemptions.  What the Institute proposes is to give BRAC-like powers to the commission so that when they review sales tax exemptions and make a recommendation, the General Assembly could only vote it up or down.  Everyone in this room knows that is the only way we will even overcome all the special interests and get a real vote on tax reform.  

I am tired of all of these proposals to eliminate taxes being voted upon without knowing who picks up the slack, how the economy is affected, and how the needs of education and workforce quality are met.  It is time for real tax reform and what the Palmetto Institute is recommending is the only way we will ever get it.  We keep hearing how new proposals which eliminate one segment of taxes will help us be more competitive.  Well, I wish someone would explain to me how a so-called “tax cut” helps us when the head of the Realtors Association just noted that Columbia and Greenville alone have already lost over $600 million in investment by developers who withdrew to other states because of the results of Act 388.  That is unacceptable.  That is not being competitive.

That is why tonight I am asking you to consider raising roughly $75,000 to $100,000 to hire a team to help pass the legislation necessary to adopt the proposal of the Palmetto Institute.  If we cannot begin this process now with this legislature, I assure you one thing – the losers at the end of the day will be the business community first and, more important, the State of South Carolina as we try to compete globally.
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