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Reform the Budget and Cut Spending:
Start with Fine and Fee Revenue

Executive Summary

While media coverage of the budget this year has pointed to “the $5 billion budget,” <“1,000 job
layoffs,” and “unprecedented cuts,” the truth is that the budget is still growing and that the $5
billion General Fund budget may well reach $6.7 billion by the end of the fiscal year. If it all
sounds like magic, this budget hocus pocus is being performed at the expense of consumers and
businesses paying billions in targeted fees and fines that are being used to sustain high spending
and irresponsible budget practices. Consider the following:

e The total FY10-2011 proposed House budget is $21.10 billion. This includes: $8.26
billion in Federal Funds; $7.77 billion in Other Funds; and $5.07 billion in General
Funds.

e The proposed budget increases spending by 2 percent over the FY09-2010 budget. Since
the beginning of the current recession, spending has increased by $240 million, fueled by
a 17 percent increase in Federal Funds and an 11 percent increase in Other Funds.

e The General Fund makes up only 25 percent of the proposed FY10-2011 budget, yet
legislative debate focuses almost exclusively on this revenue source.

e Other Funds revenue and expenditures are consistently being underreported and then
used to supplement General Fund spending. For the FY10-2011 budget, such transfers
could exceed $1.6 billion. Likewise, expenditures from Other Funds will likely reach
$500 million more than authorized.

The Other Funds budget — a hidden pot comprised predominantly of fees and fines — is widely to
blame for the state’s lack of fiscal transparency. For the most part, the Other Funds component of
the budget is offline, not debated by legislators — not even reported by the media. The following
five reforms, however, will help bring clarity to the state’s budget debate and fiscal responsibility
to the use of Other Funds revenue:

1) Adopt uniform reporting requirements for both General Fund and Other Funds dollars
2) Safeguard the integrity of restricted and earmarked funds

3) Impose a moratorium on all fine and fee increases

4) Conduct a comprehensive review and audit of fines and fees

5) Eliminate unnecessary funds and rebate excess fine and fee revenue

Restoring prosperity to South Carolina must begin with reforming the state’s budgetary
practices. Above all, lawmakers need to be honest about how much the state is spending and how
this money is being used. Reforming the Other Funds budget and lowering fines and fees would
be a good start.


http://www.datelinecarolina.org/Global/story.asp?S=12169999&nav=menu363_9
http://www.thestate.com/2010/03/02/1182068/cuts-could-cost-1000-state-jobs.html
http://www.thestate.com/2010/03/02/1182068/cuts-could-cost-1000-state-jobs.html
http://www.lakewyliepilot.com/2010/03/23/671982/state-capitol-report-budget-passes.html
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Reform the Budget and Cut Spending:
Start with Fine and Fee Revenue

While lawmakers in South Carolina have long boasted about not raising general taxes, they have
significantly increased fine and fee revenue since the beginning of the current recession. In fact,
revenue from such hidden, or targeted taxes, has shot up by 11 percent over the past three years.
Likewise, the Other Funds part of the budget, which is funded with fines and fees, is the fastest growing
source of spending in the FY10-2011 budget. Although several factors may explain this increase, the
most important is a lack of transparency regarding the state budget — in particular, the Other
Funds category. In effect, Other Funds appropriations are not treated as part of the budget, and so
not subject to the same statutory reporting requirements or scrutiny applied to General Fund
authorizations. This has resulted in a misuse of Other Funds dollars — either to supplement
General Fund spending or to pay for nonessential projects — that facilitates an undisciplined and
fiscally irresponsible approach to state budgeting.

Creating prosperity in South Carolina must begin with reforming the state’s budgetary and
spending practices. With this goal in mind, the legislature should enact the following five
reforms aimed at making the budget more transparent and reducing fines and fees:

e Adopt uniform reporting requirements for both General Fund and Other Funds dollars
e Safeguard the integrity of restricted and earmarked funds

e Impose a moratorium on all fine and fee increases

e Conduct a comprehensive review and audit of fines and fees

e Eliminate unnecessary funds and rebate excess fine and fee revenue

Failing to Report Other Funds Distorts the Budget

As reported by the Policy Council, the South Carolina budget comprises three categories based
on revenue source: General Funds ($5.71 billion); Other Funds ($7.17 billion); and Federal
Funds ($7.81 billion).! In other words, the total state budget is roughly $21 billion.

But while the budget includes three sources of revenue, in reality there are only two: federal-
sourced revenue and state-sourced revenue. Federal revenue comes from federal taxpayers, who
are generally the same as those from whom state-sourced revenue is derived. State revenue
comes from generally applicable taxes (primarily income and sales taxes) and fines and fees
collected by state agencies.

When lawmakers talk about the budget — including cutting the budget — they almost exclusively
refer to the General Fund. As a result, many South Carolinians are misinformed about state
spending patterns. Consider, for instance, that General Fund appropriations declined from $6.74

'For the sake of consistency we use the amounts authorized by the General Assembly in the ratified FY09-2010
budget, as taken from the recapitulation section. While actual expenditures differ from appropriations (see Figures 3
and 4), appropriations show legislative intent, especially insofar as they do not reflect subsequent cuts imposed by
the Budget & Control Board owing to economic downturns.


http://www.scpolicycouncil.com/research-and-publications-/fact-sheets/854-fine-and-fee-increases-youre-next
http://www.scpolicycouncil.com/research-and-publications-/budget/368-the-21-billion-budget-three-categories-of-state-spending
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billion in FY08-2009 to $5.07 billion in the recently passed FY10-2011 House budget. This

constitutes a 25 percent cut over three years.

When we take into account all sources of budget revenue,
however, authorized state spending actually increased during
the same period. From FY08-2009 to FY10-2011 the state
budget grew as follows: $20.86 billion (FY09) to $20.70
billion (FY10) to $21.10 billion in the proposed FY11 House
budget.” This constitutes a 1 percent increase over three
years.

As indicated in Figures 1 and 2, Federal Funds have grown
rapidly over the past three years, going from $7.09 billion to
$8.26 billion for FY10-2011: a 17 percent increase. During
the same period, Other Funds also increased, going from
$7.03 billion to $7.77 billion: an 11 percent increase.

New Budget
Increases Spending

$21.10 billion: proposed
FY10-2011 budget

$400 million: increase in
previous yea

$450 million: increase in
Federal Funds

$600 million: increase in
Other Funds

r

’

Figure 1: Budgetary Revenue Sources, Plus Total Spending
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“The Senate has not yet passed a budget for FY10-2011. We are using the proposed House budget so as to give
readers the most up-to-date information regarding legislative appropriations available.
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Figure 2: Budgetary Revenue Sources: FY2003-FY2010
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Taken together, General Fund and Other Funds authorizations have declined by $930 million or
7 percent. If a 7 percent decline over 3 years is significant, it is hardly a crisis. This is especially
the case because federal-sourced revenue has escalated so quickly, with the result that the total
state budget has steadily expanded. Moreover, because Other Funds expenditures are routinely
higher than authorizations, it is likely that combined General Fund and Other Funds spending for
FY10-2011 will be higher than currently anticipated.

If the failure to disclose and debate Other Funds appropriations has distorted the magnitude of
current budget reductions, the opposite has occurred when the economy is growing. Figures 3
and 4 show state expenditures (as opposed to authorizations) for FY2003 through FY2009.
While General Fund appropriations have nearly always been more than General Fund
expenditures, the opposite has been the case with Other Funds appropriations.

Thus the legislature has consistently underreported Other Funds revenue in writing the budget.
This has resulted in large budget surpluses — almost $900 million for FY04-2005 alone — treated
as “excess” income and subject to little scrutiny. As reported by TheNerve.org, one factor
driving these imbalances is a failure by the state Board of Economic Advisors (BEA) to carry out
Other Funds revenue projections. Likewise, Other Funds revenue authorized by proviso (Part IB
of the budget) does not count toward appropriations in the ratified budget.


http://www.thenerve.org/Comments/10-04-06/Funny_Numbers_Half-Billion-Dollar_Gap_in_State_Budget.aspx?searchid=54e0b23c-b167-47f5-a531-859b29e83fa4&nocomments=true
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Figure 3: Appropriations vs. Expenditures: FY2003 to FY2009
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The failure to properly project and report Other Funds revenue and appropriations makes it easy
for the General Assembly to manipulate public opinion regarding the budget. When times are
good, large spending increases facilitated by “surplus” Other Funds revenue don’t appear as
appropriations in the ratified budget. This allows legislators to continue to claim they have kept
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spending at a reasonable level even as they raise or reallocate millions in Other Funds revenue
via nontransparent budget provisos.

When times are bad, proposed cuts to General Fund appropriations fuel demand for tax and
fine/fee hikes. During such periods, however, Other Funds revenue (via flexibility provisos) is
quietly used to make up for apparent budget cuts. In the end, legislators take credit for not raising
general revenue taxes (such as income and sales), yet they continue to increase the size and cost
of government via other sources, such as fines and fees.

Recommendation 1:
Adopt uniform reporting requirements for both General Fund and Other Funds dollars

The best way to insure transparency regarding Other Funds appropriations and expenditures is to
essentially fold the Other Funds category of the budget into what is now called the General Fund
budget. This essentially would entail remitting all fine and fee revenue to the General Fund. In
turn, revenue earmarked or reserved for specific uses would be automatically set aside as such,
with the allocation appearing as a line-item in the budget itself. More specifically, Other Funds
appropriations would be reported under Part 1A of the budget and classified under the relevant
agency.

Several states already use a similar system when writing their budgets:

Nevada

“Revenue generated through fines and fees in Nevada is subject to the same reporting
and forecasting requirements as direct tax revenue and funding for operations of all
explicit state offices comes out of the General Fund,” notes Geoff Lawrence, a fiscal
policy analyst with the Nevada Policy Institute.

North Carolina

In the Tar Heel state, certain General Fund authorizations are identified as “receipt-
supported” activities supported by specific fine and fee revenue. South Carolina could
do the same, taking the additional step of itemizing each appropriation.

Texas

General Fund revenue in Texas is classified as either non-dedicated general revenue
or dedicated general revenue. General tax revenue and collections from many fees are
treated as non-dedicated revenue. Dedicated revenue goes to earmarked funds
maintained under the General Fund. See Texas’ comprehensive “Fiscal Size-Up”
report for an additional example of how South Carolina could further its budget
transparency efforts.

Another benefit of folding Other Funds into the General Fund would be to guarantee that Other
Funds appropriations and expenditures are treated in the same manner for legislative and
reporting purposes. In particular, this reform would force legislators to review and debate the


http://www.lbb.state.tx.us/Fiscal_Size-up/Fiscal%20Size-up%202010-11.pdf
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Other Funds component of the budget with at least as much care as they display regarding
General Fund appropriations. Doing so, of course, would lengthen the budget debate. But given
that the budget is the single most important piece of legislation passed each year, shouldn’t
lawmakers want to have an informed and comprehensive discussion about it? Currently, what
debate there is only applies to General Fund authorizations, which account for barely one-fourth
of the total budget.

Short of merging Other Funds into the
General Fund, lawmakers could take
several easy steps to increase transparency
regarding Other Funds reporting practices.

Good Budgeting Practices:
Not in South Carolina

South Carolina is far behind the rest of the nation
when it comes to budgetary best practices.
Consider the following review of state budget
practices from the National Association of State

Budget Officers:

These include:

e Requiringthe BEA to conduct
Other Fund revenue projections
The BEA claims it is not
statutorily required to provide
annual, much less quarterly,
projections of Other Funds
revenue.® Current state law should
be amended to require them to do

49 states use multiple budget reporting formats —
e.g., by lump sum or organizational unit or object
classification — at every stage of the budget
process. South Carolina is the only state that uses
just one format at each stage.

44 states have a state-federal liaison to analyze

SO.

IncorporatingOther Fund
reportinginto the Summary
Control DocumentLegislative
finance committees provide
lawmakers with a Summary
Control Document that provides a
brief review of statewide
allocations based on agency.
Including a comparable summary
of Other Funds appropriations
would, at least, give lawmakers a
bird’s-eye view of how such funds
are being used.

federal legislation. South Carolina does not.

43 states include program description narratives
in their state budgets. S.C. does not.

37 states appropriate all non-federal funds. S.C.
does not.

34 states include all programs in revenue
estimates. S.C. does not.

24 states formally review or edit performance
measures on a regular basis. S.C. does not.

*According to Bill Gillespie, the state’s chief economist, the BEA “doesn’t factor in most revenue from other funds
when making annual revenue projections” because the board is not legally required to do so. But state law seems to
suggest otherwise. Section 11-9-830 requires the BEA “to compile and maintain in a unified, concise, and orderly
form information about total revenues and expenditures which involve the funding of state government operations,
revenues received by the state which comprise general revenue sources of all receipts to include amounts borrowed,
federal grants, earnings, and the various activities accounted for in other funds” and “to continuously review and
evaluate total revenues and expenditures to determine the extent to which they meet fiscal plan
forecasts/projections.” The plain meaning of “total revenue” includes other funds, suggesting the board should be
conducting fine and fee revenue projections. See also § 11-9-880.


http://www.scstatehouse.gov/citizensinterestpage/Ways&MeansMeetingHandouts/SummaryControlDocument.pdf
http://www.scstatehouse.gov/citizensinterestpage/Ways&MeansMeetingHandouts/SummaryControlDocument.pdf
http://www.thenerve.org/Comments/10-04-06/Half-Billion-Dollar_Gap_in_State_Budget.aspx?searchid=54e0b23c-b167-47f5-a531-859b29e83fa4&nocomments=true
http://www.scstatehouse.gov/code/t11c009.htm
http://nasbo.org/LinkClick.aspx?fileticket=AaAKTnjgucg=&tabid=80
http://nasbo.org/LinkClick.aspx?fileticket=AaAKTnjgucg=&tabid=80
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¢ Including information on fund surpluses in the budg@ée budget should also include a
listing of each restricted/earmarked fund managed by each agency. This summary page
should mention the authorizing language for each fund; its source of revenue (e.g., a $2
fee on retail tire purchases); and the amount of money in the fund. This summary page
could appear at the end of each agency-specific section in Part 1A.

¢ Including fine and fee revenue in Agency Accountability Repiath year, agencies are
required to submit an accountability report that theoretically indicates how effective the
agency’s activities have been, correlating revenue inputs with agency outcomes. These
reports should include specific data on how much fine and fee revenue the agency is
collecting and how this revenue is being used to serve taxpayers.

Recommendation 2:

Safeguard the integrity of restricted and earmarked funds

The necessary complement to folding the Other Funds budget into the General Fund budget is to
insure that Other Funds revenue is used as intended. By definition, Other Funds revenue is
reserved for purposes other than general appropriations. Statutes generally guide the use of such
funds — requiring that certain fines and fees be spent on specific activities and programs. The

state, for instance, collects a $2 fee on every new tire
sold by retailers. State law (8 44-96-120) requires this
fee to be used for two purposes: to assist counties in
waste tire management efforts; and to fund the Waste
Tire Trust Fund. It would seem, then, that money
designated for the tire fund cannot be used for other
purposes; however, this is not the case.

Especially during economic downturns, the Legislature
has frequently taken money from various reserve funds
to balance the budget. Doing so enables them to
maintain General Fund appropriations without enacting
targeted cuts or raising taxes. During the last recession,
for example, legislators routinely used the tire fund to
finance General Fund appropriations. Myriad other
funds were also targeted (cf., for instance, proviso 72.97
from the FY02-2003 budget).

More recently, the proposed FY10-2011 House budget
uses $25 million from the Insurance Reserve Fund to

Especially during
economic downturns,
the legislature has
frequently taken money
from various reserve
funds to balance the
budget. Doing so
enables them to
maintain General Fund
appropriations without
enacting targeted cuts or
raising taxes.

subsidize the Heritage Golf Tournament and to pay for a new airline subsidies program (proviso
89.112). Likewise, the House budget takes $10 million from the Non-Federal Aid to Highways
Fund and funnels it directly to the General Fund (proviso 90.17).


http://www.scstatehouse.gov/reports/aar2009/aar2009.htm
http://www.scstatehouse.gov/code/t44c096.htm
http://www.thenerve.org/Comments/10-03-12/It_s_D%C3%A9j%C3%A0_Vu_All_Over_Again_as_Lawmakers_Eye_Funds.aspx?searchid=a494778e-5351-4edd-8741-2dec02d6f4f8
http://www.scstatehouse.gov/sess114_2001-2002/appropriations2002/tap1b.htm#s5j
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Even more insidious is the practice of using flexibility provisos to allow state agencies to raid
earmarked and restricted funds to make up for General Fund budget cuts. Consider the following
example from the FY10-2011 proposed House budget:

22.45. (DHEC: Flexibility) In order to provide maximum flexibility in absorbing the general
fund reductions mandated in this act as compared to the prior fiscal year general fund
appropriations, the Department of Health and Environmental Control is authdiozeéey 2010

11 to spend no more than 25% of each agency earmarked, restricted, trust, or other agency
account, except for federal funds, to maintain critical programs previously funded with general
fund appropriations.

This particular proviso merits careful analysis because it illustrates exactly how Other Funds
revenue is being used to supplement General Fund spending.

Step 1: The legislature cuts DHEC general appropriations (in this case, by $26
million), say to maintain funding for a targeted tax credit for solar power (89.96)
or to maintain staffing levels at the State House Gift Shop (89.87) or to provide
millions in subsidies to the tourism industry (39.1; 39.12). This cut to DHEC
enables the General Assembly to “balance” the budget.

Step 2: Lawmakers then encourage DHEC to raid reserve and restricted funds
statutorily devoted to other activities. For example, the Waste Tire Trust Fund; or
the Solid Waste Grant Program (funded with a $2 fee imposed on retail appliance
and lead-acid battery purchases); or the Used Oil Grant Program (funded by a
two-cent per quart fee on wholesale oil purchases).

Step 3: Lawmakers take credit for “cutting” General Fund appropriations, but also
avoid any blame for targeting any one DHEC program, with Other Funds revenue
collected by the agency being used to pay for the cuts.

As for Step 4, it may entail eventually paying back the funds raided as a result of this proviso.
These repayments will likely be taken primarily from general revenue surpluses, as happened
following the last recession. (Surpluses that could instead be used to reduce taxes, or issue a one-
time taxpayer rebate.) Or, perhaps no repayment will be made, raising questions as to whether
fines and fees imposed on tires, appliances, and oil are too high. Or, finally, the reserve funds
may not be able to pay for the services they are supposed to provide, perhaps prompting a
lawsuit from those affected by this default.

While the legislature has granted DHEC the authority to reduce reserve funds by up to 25
percent, the proposed House budget extends nearly the same power to every other agency. Thus
reads proviso 89.87:

89.87.  (GP: Flexibility) In order to provide maximum flexibility in absorbing the general fund
reductions mandated in this act as compared to the prior fiscal year general fund appropriations,
agencies are authorized for FY 2009-10 201011 to spend agency earmarked and restricted
accounts designated as "special revenue funds" as defined in the Comptroller General's records, to
maintain critical programs previously funded with general fund appropriations. Any inerease in
spending authorization for these purposes must receive the prior approval of the Office of State
Budget and must be reported to the Governor, Senate Finance Committee, and the House Ways
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and Means Committee. The Comptroller General is authorized to implement the procedures
necessary to comply with this directive. This provision is provided notwithstanding any other
provision of law restricting the use of earned revenue. Appropriation transfers may exceed twenty
percent of the program budget upon approval of the Budget and Control Board, Office of State
Budget in consultation with the Chairman of the Senate Finance Committee and the Chairman of
the House Ways and Means Committee.

Even worse, an amendment introduced in the Senate would allow agencies to use restricted and
earmarked funds to raise funding to FY08-2009 levels. This would increase spending by an

The use of flexibility
provisos, combined with the
threat of extra-agency fund
transfers via proviso, may
also encourage individual
agencies to keep spending
high even during budgetary
downturns. Consider, the
$10 million transfer
mentioned above — from the
Non-Federal Highways Fund
to the General Fund (proviso
90.17). Knowing that a
perceived surplus in this
fund might be used for
General Fund or other extra-
agency expenditures, the
Department of
Transportation has an
incentive to spend down the
fund as much as possible.

additional $1 billion, draining a wide spectrum of
restricted and earmarked funds by a proportionate
amount.

Note the appropriation figures from FY2009 and
FY2010:

e FY08-2009: $6,735,714,190
e FY09-2010: $5,714,023,234*

As indicated above, the FY10-2011 proposed
General Fund budget is roughly $5.1 billion. But
this flexibility proviso would essentially allow
agencies to dig through reserves and earmarked
funds to bump spending up to $6.7 billion. Such
nontransparent budget practices are precisely the
reason why Other Funds revenue needs to be
safeguarded from legislative raids.

In effect, flexibility provisos enable the legislature
to treat Other Funds revenue as General Fund
revenue. This means they are using fine and fee
revenue to pay for general expenditures. In the
meantime, fine and fee revenue is increasing —
again, by 11 percent for FY10-2011 (see Figures 5
and 6). Instead of raising taxes, a politically risky
move, legislators are thus raising fines and fees — in
the hope that such targeted, or hidden, tax increases
will go unnoticed by most taxpayers. As should be
clear, however, fine and fee increases affect
everyone, driving up both business and consumer

costs. Moreover, such fines and fees are a very regressive means of raising revenue because they
impose a proportionately higher burden on low-income residents.

*A similar flexibility proviso (89.96) was passed as part of the FY09-2010 budget, vetoed by the governor and then
the veto overridden by the General Assembly. The proviso enabled agencies to use Other Funds to maintain
spending at FY08-2009 levels. Thus, in practical terms, the FY09-2010 budget was also higher than the initial $5.7
billion General Fund appropriation might indicate.



http://www.scpolicycouncil.com/research-and-publications-/fact-sheets/854-fine-and-fee-increases-youre-next
http://www.scpolicycouncil.com/research-and-publications-/fact-sheets/854-fine-and-fee-increases-youre-next
http://www.scstatehouse.gov/sess118_2009-2010/appropriations2009/tap1b.htm#s1
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Figure 5: General Fund vs. Other Funds Appropriations: FY2003 to FY2011
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Recommendation 3:
Impose a moratorium on all fine and fee increases

Until lawmakers enact reforms that bring transparency and accountability to their use of Other
Funds revenue, the state should impose a moratorium on all fine and fee increases. Currently,
agencies are able to increase fine and fee revenue without specific legislative authorization.
While proposed fines/fees must appear on committee hearing agendas, they automatically
become law within 60 days if no action is taken. Another problem, as reported by The Nerveis
that the General Assembly essentially exercises “no oversight” over agency fine and fee revenue.

A joint resolution currently before the Senate would implement a six-month moratorium on fine
and fee increases introduced either as budget provisos or as administrative agency regulations. A
related bill would make the policy permanent. Yet, in 2009, legislators introduced 108 proposals
to raise fines and fees — 96 as standalone bills and 12 as budget provisos. Thus, an even better
idea is to impose a comprehensive moratorium that includes standalone legislation. The
moratorium should remain in effect until lawmakers pass reforms based on a comprehensive
review and audit of fine and fee revenue and its uses.



http://www.thenerve.org/Homepage.aspx
http://www.thenerve.org/Comments/10-02-09/The_State_s_Secret_7_Billion_Budget.aspx?searchid=6169c9f8-3202-405b-9686-d9e99a956d30&nocomments=true
http://www.scstatehouse.gov/sess118_2009-2010/bills/517.htm
http://www.scstatehouse.gov/sess118_2009-2010/bills/1053.htm
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Long-term constitutional reforms may also be necessary. These include requiring a supermajority
to raise fines and fees, or to redirect Other Funds revenue to General Fund/general agency
purposes.

Figure 6: Budgetary Revenue Sources: FY2003 to FY2011
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Recommendation 4:

Conduct a comprehensive review and audit of fine and fee revenue and surpluses

Clearly, the entire process by which the state collects, reports and appropriates fine and fee
revenue needs to be reformed. Not unlike the Taxation Realignment Commission (TRAC)
ostensibly created to revise the state’s tax code, lawmakers should establish a temporary,
independent commission charged with carrying out a comprehensive review of the Other Funds
part of the budget and corresponding fine and fee revenue. Unlike TRAC, this commission
should be made up of non-legislative appointees chosen equally by the General Assembly and
the governor so that no one branch is able to manipulate the investigation.

In addition to conducting hearings and making legislative recommendations, the commission
should hire an independent consulting firm to conduct a comprehensive audit of fine and fee
revenue procedures. The goal of this audit should be to:
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e Itemize every revenue source counted as Other Funds revenue in the state budget. Many
of these revenue streams are fines and fees, but not all of them may be.

e Denote the authorizing language, whether by permanent statute or budget proviso,
governing the creation and use of each revenue stream.

e Conduct a dynamic cost-benefit analysis of each revenue stream, with the particular aim
of determining how fines and fees increase costs for consumers and businesses.

e On the basis of the above analysis, recommend eliminating those funds, and their
corresponding fines and fees, that are ineffective and/or have a particularly detrimental
effect on economic growth.

e Establish a baseline, using historical data on annual revenue collections, for each
necessary restricted and earmarked fund and determine whether the fund is overfunded or
underfunded in light of its statutorily defined purpose.

e Determine the extent to which fine and fee collections increase the state’s total per capita
tax burden; and determine how this burden compares to citizens in other states.

e Review best practices in other states regarding the use of earmarked and restricted funds.

Recommendation 3:
Eliminate unnecessary funds and rebate excess fine and fee revenue

Throughout this report, we have tacitly assumed overall fine and fee collections in South
Carolina are too high. Compared to the national average, South Carolina’s Other Funds budget is

high — typically one-third of the overall budget, compared
to a U.S. average of one-fourth (see Figure 7).
Lawmakers should
That being said, every state defines its General Fund and focus on eliminating
Other Funds categories differently. Thus what is needed is o
a comprehensive review of all fines and fees with the aim unnecessary funds —in

of determining how such fees are increasing the tax burden particular, those that
on citizens and businesses. have either outlived
One of the primary goals of this review would be to reduce _ thglr pur-pose or are
the overall fine and fee burden on taxpayers. Toward this primarily being used for
end, lawmakers should focus on eliminating unnecessary political, as opposed to

funds — in particular, those that have either outlived their
purpose or are primarily being used for political, as
opposed to public, benefit. One such example is the Senior

public, benefit.

Center Improvement Program (SCIP) under the It.
governor’s office. There is no clear legislative authorization for the use of the fund and yet bingo



http://www.scpolicycouncil.com/research-and-publications-/budget/879-state-program-spends-millions-despite-expired-legislative-authorization
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license taxes are still being used to maintain the SCIP. Given the lack of transparency regarding
the Other Funds budget, it is likely many such funds could be dissolved, along with their
corresponding fines and fees.

Figure 7: Total Expenditures by Funding Source: South Carolina vs. National Average
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Total Expenditures By In addition to eliminating unnecessary funds,
: lawmakers should also reduce fines and fees

Funding Source o

South Carolina, FY 2009 for funds that have a legitimate purpose.
Clearly, many restricted and earmarked funds
have expendable surpluses — or at least are
perceived to have such surpluses by the
General Assembly and the respective agencies
B raiding these funds. These surpluses indicate
fines and fees are too high.

= Other Fund

As recommended above, one of the aims of a
comprehensive review of Other Funds is to
establish a historical baseline that can be used
to determine whether a fund is overfunded or underfunded. Based on the findings of this review,
the legislature should reduce funding — i.e., fines and fees — for any fund with a surplus
exceeding 10 percent of its historical baseline. Subsequently, the BEA should be required to
annually notify the General Assembly of any fund that exceeds its 10 percent cap.

When this happens, legislators should take the following actions:
e At the minimum, cap additional fine and fee increases related to the fund.
e Lower the fine or fee by an amount corresponding to the surplus.

e When practical, issue rebates to past contributors.
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Conclusion

While state politicians boast about South Carolina’s competitive tax rates, individual taxpayers
and business owners are being crushed by an ever growing burden of fines and fees. Far from
having a marginal impact on the economy, such fines and fees reduce job creation and wealth by
increasing costs for consumers and businesses. Worse still is that fine and fee revenue, via the
Other Funds part of the budget, is not being used for its intended purposes. This practice
indicates fines and fees are too high. In response, legislators should focus on eliminating
unnecessary funds and their corresponding fines and fees. Likewise, fines and fees for funds with
a legitimate and clearly defined purpose should be reduced to avoid maintaining unnecessary
surpluses. Above all, Other Funds revenue should be folded into the General Fund so as to insure
as much transparency as possible regarding the collection and use of fines and fees.

Nothing in the foregoing should be construed as an attempt to aid or hinder passagéegisation. Copyright
2010.
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