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Secretary of Trangportation
South Carolina Department of Transportation

October 29, 2008

Commissioners, South Carolina Tax Realignment Commission
Attention: Mr. Craig Parks '
Senate Finance Committee

Paost Office Box 142

Columbia, South Carolina 29202-0142

Dear Commissioners:

Thank you for allowing me to present to the Commissicn yesterday. | commend you for
your service and am encouraged by your group's efforts to thoroughly examine the tax structure
in South Carolina.

As [ menticned in my comments, there is a distinct disconnect in highway funding in
South Carolina. As cars become more anargy efficient and altemnative vehicles become more
popular, highway revenues are declining and we have less meney to perform necessary
maintenance. | look forward to hearing what solutions the Commission has te offer and
encourage you to contact me if | can be of any assistance as you prepare your report.

As promised, | am enclosing a summary of my presentation. | am also providing a
history of motor fuel tax in South Carclina and the most recent tax rates across the nation.
Thank you again for your time and service. [ look forward fo receiving your report.

Sincarely,
H. B. Limehouse, Jr. WS\'
Secretary of Transpecriation

HBL/kml
Enclosures

955 Park Sc {29201}, PO Box 191, Columbia, SC 29202.0191
Phone: (803} 737-1302, Fax: (803) 737-2038



SCCST

Sotth Caroling Deparimant of Traneporistion

SC Taxation Realignment Commission
October 28, 2009

« SCODOT’s primary source of state revenus is a 16 cents motor fuel user fee.

» Across the Southeast region, 51% of state source highway funding is derived from sources
other than fuel user fees. In South Cardiina, close to 100% comes from the user fee on motor
fuel.

» The motlor user fee was last increased in 1987 and has never been adjusted for inflation. It is
among the lowest in the nation.

+» The only way to increase revenue is to put more cars on the road and bum mare gallons of
motor fuel. This puts a greater strain on the highways and requires more maintenance.

» Motor fuel revenues have been declining for the past two years. SC is down approximately
4%. This same trend is happening on the Federal level.

« National policy is in conflict with the highway funding structure. Congress is encouraging the
use of altemative fuels and increasing emission standards. Since both the Federal
government and the state government here in South Carclina pay for highways from fuel
taxes, this green initiative ultimately hurts our revenue.

« SCDOT also pays sales tax on the goods that we purchase. The Agency is even responsible
for the motor fuel user fee when we put gasoline and diesel in state vehidles.

Remove sales tax exemption on motor fuel

« At least 8 states, including Georgia and North Carolina, have a sales tax or similar ad valorem
tax based on the price of motor fuel.

¢ According to the BEA's report, the removal of the exemption in SC would generate
approximately $500 M annually.

Sales tax AND motor fuel user fee combination

s Some states, like NC, charge an ad valorem tax AND a motor fuel user fee on gasoline.

e NC's tax is 17 cents, plus a 7% ad valorem tax. The sales tax is collected from suppliers, is
based on the published wholesale price of fuel, and is adjusted every 6 months.

¢« NC's total tax cannot go below 30 cents.

* In a model like North Carolina's, SC would keep the 16 cents motor fuel user fee in place and
add an additional 6% tax. Depending on the price of fuel, SCDOT estimates that this could
generate $775 M (or an additional $348 M) for highways annually. A floor similar to NC's is
essential to allow revenues to remain consistent for planning purposes.

« |f the desire was to remain revenue neutral at the time of implementation, SC could reduce the
motor fuel user fee from 16 cents to 10.5 cents and add a 3% tax.



State General Fund

+ According to the Federal Highway Administration, 32 states cumrenly place generat fund
revenues directly into the state highway fund.

» SCDOT receives approximately $116,000 from the General Fund. This money is for mass
transit and commercial motor vehicles rest areas.

User Fee on Automotive Parts

e Some states charge a user fee for automotive parts such as tires, batteries or motor oil.

+ Rather than charge per item, Utah determined that 17% of their state sales tax was derived
from the sale of vehicles and automotive parts. '

» Their General Assembly then dedicated 8.3% of the state sales tax to their highway fund.

Sales Tax on Vehicles

¢ Many states dedicate the sales tax an vehicles to the highway fund.

+ In SC, the sales tax on vehicles, which is capped at $300, was expected to generate
approximately $94 M in FY 2008-2009.

« According to the BEA, if the $300 cap was replaced with a 3% sales tax, an estimated $123.5
M {or an additional $29 M) would have been collected in FY 2008-20095.

» |f the cap was replaced by a 5% sales tax, an estimated $205.9 M {or an additional $111 M)
would have been collected,

e In NC, there is a 3% Highway Use Tax on vehicles in lieu of a state sales tax. There is no cap
on personal vehicles. Revenue collected from the tax goes towards the North Carolina
Highway Trust Fund, with a portion diverted to the General Fund. The portion diverted to the
General Fund serves to hold education harmless, since they were the recipients of a portion of
this funding prior to 1989.

« Virginia charges a 3% Motor Vehicle Sales and Use Tax on vehicles. There is no cap. These
funds are dedicated to the General Fund but a portion of the General Fund in Virginia is
dedicated to highways.

» Waest Virginia charges a 5% sales tax on vehicles with no cap. These funds are directed to the

State Road Fund.
Fees on Rental Cars

« States like Virginia and Florida both charge a daily user fee on rental cars and use this money
for highway maintenance.

» The burden of this tax is paid mainly by out of state visitors.
Alternative Fuel Vehicles
« Altemative fuel vehicles are becoming increasingly popular in the US.

s There are many types of alternative fuel autos, most of which do not use gasoline and
therefore the drivers do not pay for using the roads.



S.C. FUEL TAX HISTORY RECAP
(ALL RATES ARE PER GALLON)

Act  of 1913 % cent (Gen. Fund)
® To Department of Agriculture and Commerce

Act 494 of 1922 2 cents (Hwy. Fund) + % cent {Gen. Fund)
B | cent to the General Fund
B | cent to the counties

Act 731 0of 1924 3 cents (Hwy, Fund) + % cent (Gen. Fund}
Until 12/31/24
B 1 cent to the counties
8 1 cent to the General Fund
B 1 cent to the Highway Department

After 12/31/24
B 3 cents to the Highway Department

Act 34 0of 1925 5 cents (Hwy. Fund) + % cent (Gen. Fund)
M 2 cents to the counties
B 3 cents to the Highway Department

Act 102 of 1929 6 cents (Hwy. Fund) + % cent (Gen. Fund)
B 1 cent to the counties
B 5 cents to the Highway Department

Act 1053 of 1950 (section 96) 7 cents (Hwy. Fund) + % cent (Gen. Fund)
B 1 cent to the counties {Aid to Subs)

B 5 cents to the Highway Department
B ] cent to the “C” fund*

Act 140 of 1959 7 cents (Hwy. Fund) + % cent {Gen. Fund)
® Y cent to General Fund for Agriculture increased
to Y2 cent to General Fund for Agriculture (Fuel
Punp Enspection Programy}

Act 1575 0f 1972 8 cents (Hwy. Fund) + ¥ cent (Gen. Fund)
B | cent to the counties (Aid to Subs)
W 5.67 cents to the Highway Department
W 1.33 cents to the “C” fund*

Act 14] of 1977 9 cents (Hwy. Fund) t+ % ceat (Gen. Fund)
& 1 cent to the counties (Aid to Subs)
B 6.34 cents to the Highway Department
B 1.66 cents to the *C” fund*



Act 197 of 1979

Act 506 of 1980

Act 177 of 1981

Act 197 of 1987

Act 473 of 1990

Act 17t of 1991 (Part I Section 22)

Act 181 of 1993

10 cents {Hwy. Fuad} + % cent (Gen. Fund)
B 1 cent to the counties (Aid to Subs)

B 7.09 cents to the SCDOHPT

B 1.9] cents to the “C” fund*

1t cents (Hwy. Fund) + '4 cent (Gen. Fund)
B | cent to the counties (Aid to Subs)

B 7.34 cents to the SCDHPT

B 2.16 cents to the “C” fund*

13 cents (Hwy. Fund} + %4 cent (Gen. Fund}
B 1 cent to the counties (Aid to Subs)

B 9.34 cents to the SCDHPT

B 2.66 cents to the “C” fund*

16 cents (Hwy. Fund) + % cent {Gen. Fund)
B ] cent to the counties (Aid to Subs)

W .34 cents to the SCDHPT

W 2.66 cents to the “C” fund*

@ 3 cents to the SHIMS fund

B $10 million transfer to Commerce

16 cents {Hwy. Fund) + 4 cent (Gen. Fund) +

% cent SUPERB Fund

& 4 cent added for DHEC's SUPERB Fund to
clean up leaking underground storage tanks that
existed prior to the 1988 implementation of federal
guidelines/penalties governing underground storage
tanks.

15 cents (Hwy. Fund) + 14 cent (Gen. Fund) +

1 ¢cent SUPERB Fuad

B 1 cent to the state’s general fund {Aid to
Subdivisions formula was revised and 1 cent
fitel tax became part of state general revenue}
9.34 cents to the SCDHPT

2.66 cents to the *“C” fund*

3 cents to the SHIMS fund

Increase transfer to Commerce from $10 million
to 515 million

15 cents (Hwy. Fund) + 1% cent {Gen. Fund) +
¥ cent SUPERB Fund
B 1 cent to the state’s general fund
B 12.34 cents to the SCDOT
{less transfers to DNR and Commerce}
B 2.66 cents to the “C” fund*



Act 164 of 1993 {Part [ Section 15)

(Part II Section 23)

{Part 11 Section 49)

Act 497 of 1994 (Part 11 Section 34)

Act 136 0f 1995

Act 145 (Part II Section 49)

Act 458 of 1996 (Part II Section 5A)

@ IFTA Program placed under DMV/DPS with
funding from Highway Fund

15 cents {Hwy. Fund) + 1'% cent (Gen. Fund) +
% cent SUPERB Fund

B Increase the distribution fo DNR from one-half
percent of the revenue from 13 cents of the gasoline
tax to one percent of the revenue from 13 cents of
the gasoline tax.

® $9.5 million transferred from Highway Fund to
C-Fund (annual requirement}

m Increased transfer to Commerce from $15
million to $18 million

15 cents (Hwy. Fund} + 14 cent {Gen. Fund) +
% cent SUPERB Fund

m Created Code Section 12-27-12 prohibiting the
use of Highway Fund dollars for non-transportation

purposes.

15 cents {Hwy. Fund) + 1'4 cent (Gen. Fund) +

% cent SUPERB Fund

m Effective May 1, 1996. Motor fuel tax point of
payment transferred to terminal (wholesale)

® This Act inadvertently deleted Code Section 12-
27-12, which had been enacted the previous year to
protect the Highway Fund from diversions to the
General Fund.

15 cents {(Hwy. Fund) + 1'4 cent (Gen. Fund) +

4 cent SUPERB Fund

Interest from the Highway Fund, Economic
Development Account and C-Fund to be placed into
the Highway Fund {previously went to the General
Fund)

16 cents (Hwy. Fund) + 4 cert (Gen. Fund) + %
cent SUPERB Fund

Beginning June 1997:

B .5 cent to the state’s general fund (Previously
one cent. This is the Act that transferred the one
cent back to SCDOT cver a two-year pericd)

W 12.84 cents to the SCDOT
(less transfers to DNR and Commerce)

B 2.66 cents* to the “C” fund

B $9.5 million from Highway Fund to C-Fund

Beginning July 1, 1997:
16 cents



Act 458 of 1996 {Part II Section 55)

Act 176 of 2005

® 13.34 cents to the SCDOT
{less transfers to DNR and Commerce}
B 2.66 cents* to the “C” fund
B $9.5 million from Highway Fund to C-Fund

16 cents (Hwy. Fund) + % cent (Gen. Fund) + %4
cent SUPERB Fund

B .25 cents must be used by SCDOT for Mass
Transit

July 1, 2005:

16.25 cents + % cent SUFERB Fund

B “25 cent Inspection Fee” transferred to
Highway Fund, except 1/10" to Dept of
Agriculture

B 13.59 cents to SCDOT

(less transfers to DNR and Dept. of Agriculture

~ This Act deleted the transfer to Commerce

with a two-year phase-in.)

2.66 cents* to the “C” fund

$9.5 million to C-Fund

This Act did away with SCDOT contribution to

the Statewile Cost Allocation Plan, a $4 million

transfer to the General Fund



Motor Fuel Excise Tax Rates

1-Jan-08
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