























Individual Income and Estate and Gift Tax

In general, the income tax treatment of fund contributions, earnings and distribution are:
€ Contributions are a deduction from South Carolinaincome subject to tax.
@ Interest earned is not included in South Carolinaincome.

€ Distributions for qualified catastrophe expenses are not included in South
Carolinaincome.

€ Disdtributions exceeding qualified catastrophe expenses are included in South
Carolinaincome. Subject to limited exceptions, the tax rate for excess
distributionsisincreased by 2.5% over the regular income tax rate.

€ Distributions to a taxpayer age 70 or older closing an account set up to pay a
deductible are not included in South Carolinaincome.

b. Legal Residence Retrofit Credits

Credit for Retrofitting Fortification Costs. South Carolina Code 812-6-3660 provides an
income tax credit of up to $1,000 for 25% of the costs to retrofit ataxpayer’s legal
residence to make it more resistant to loss due to hurricane, rising floodwater, or other
catastrophic windstorm event. Ordinary repair or replacement of an existing item do not
qualify.

Credit for Sales or Use Tax Paid on Purchases to Retrofit. South Carolina Code §12-6-
3665 provides an income tax credit for state sales or use taxes paid on purchases of
tangible personal property used to retrofit an individual’s legal residence. The credit is
6% of the purchase price of tangible personal property eligible for retrofitting
fortification costs discussed above. The credit cannot exceed $1,500. The credit is
claimed on SC SCH TC-43.

South Carolina Department of Insurance Regulation 69-75 sets forth the fortification
measures that qualify for the creditsin South Carolina Code §812-6-3660 and 12-6-
3365. The standards which must be met by an individual taxpayer for costs to qualify
for the credit are the same as those required under the South Carolina Safe Home
Program and are contained in the South Carolina Safe Home Resour ce Document for
Mitigation Techniques dated July 2008 (Manual). A copy of the Manual is available at
www.dcsafehome.com or the SC Safe Home website will direct taxpayers to the
location of the Manual on the Department of Insurance website.

c. Property and Casualty Insurance Premium Credit

South Carolina Code 812-6-3670 provides an income tax credit for an individual’s
property and casualty insurance premium for the taxpayer’s legal residence paid during
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the tax year in excess of 5% of the taxpayer’ s adjusted gross income. The credit allowed
for any tax year cannot exceed $1,250. Any unused credit may be carried forward for 5
tax years. The credit is claimed on Form TC-44, “Excess Insurance Premium Credit.”

15. NURSING FACILITY/IN-HOME/COMMUNITY CARE
CREDIT

South Carolina Code 812-6-3390 provides an individual taxpayer an income tax credit
equal to 20% of the expenses paid by the taxpayer for his own support or the support of
another to an institution providing nursing facility level of care or paid to a provider for
in-home or community care for persons determined to meet nursing facility level of care
criteria as certified by alicensed physician. The credit is limited to $300 each taxable
year. No credit is allowed for expenses paid from public source funds.

16. CREDIT FOR NONRESIDENT RETIREMENT
CONTRIBUTIONS

South Carolina Code §812-6-3500 provides a credit over the taxpayer’s lifetime for taxes
paid on qualified retirement income contributions while residing in a state other than
South Carolina. The Department will prescribe the amount of the annual credit based on
the taxpayer’s life expectancy at the time the taxpayer is alowed the South Carolina
retirement income deduction discussed above in Section 5. The total credit allowed may
not exceed an amount determined by multiplying the contributions taxed in each year
by the margina South Carolinaindividual income tax rate for that year. The credit is
claimed on Form TC-29, “Qualified Retirement Plan Contribution.”

17. ECONOMIC IMPACT ZONE STOCK DEDUCTION

South Carolina Code 812-14-50 provides an individua a South Carolinaincome tax
deduction equal to 20% of the purchase price (paid in cash) of “economic impact zone
stock.” In general, economic impact zone stock is original issue stock of asmall “C”
corporation (less than $5 million) which conducts an active trade or businessin the
economic impact zone with the additional requirement that at |east one-third of the
employees reside in the economic impact zone. The corporation must use the proceeds
from the sale of the stock during the following 12 month period to purchase “qualified
impact zone property.” The maximum amount a taxpayer may claim as a deduction is
$10,000 per year and $100,000 for all tax years. A taxpayer’s family (i.e., spouse and
minor children) is treated as one person. For partnerships and S corporations, these
dollar limitations apply at the partner or shareholder level, and not at the entity level.
Estates and trusts are not treated as individuals. To the extent ataxpayer claims this
deduction; the basis of the economic impact zone stock must be reduced by the amount
of the deduction.
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The terms * economic impact zone stock,” “qualified economic impact zone property,”
“economic impact zone business,” “qualified business,” and “non-qualified financia
property” are defined in the statute.

See Business Income Tax, Chapter 2, Section 15 for alist of the “economic impact
zone” counties.

18. CREDIT FOR REHABILITATION OF A CERTIFIED
HISTORIC RESIDENTIAL STRUCTURE

South Carolina Code §812-6-3535 has two similar income tax credits available to
taxpayers making historic rehabilitation expenditures in South Carolina. Thefirst credit,
rehabilitation of a certified historic structure credit, is available to taxpayers that qualify
for the federal rehabilitation credit. The second credit, rehabilitation of a certified
historic residentia structure credit, is available to individual taxpayers that do not
qualify for the federal rehabilitation credit. A general overview of the credit for
rehabilitation of a certified historic residentia structureis provided below. See Business
Income Tax, Chapter 2, Section 34 for a genera overview of the credit for rehabilitation
of acertified historic structure.

South Carolina Code 812-6-3535(B) allows ataxpayer an income tax credit equal to
25% of the rehabilitation expenses for a certified historic residentia structure located in
South Carolina. The rehabilitation expenses must, within a 36-month period, exceed
$15,000 to quaify for the credit. To claim this credit, the taxpayer must receive
certification from the State Historic Preservation Officer (i.e., the Director of the
Department of Archives and History or the Director’ s Designee who administers the
historic preservation programs within South Carolina). The credit is claimed in equal
amounts over a5 year period beginning with the year that the certified rehabilitation is
placed in service (i.e., completed and allows for the intended use). Any unused credit
may be carried forward for the 5 succeeding years. A taxpayer cannot take more than
one credit on the same certified historic residential structure within 10 years. The credit
is claimed on Form TC-22, “Credit for a Certified Historic Residential Structure.”

Theterms “ certified historic residential structure,” “certified rehabilitation,”
“rehabilitation expenses,” and “owner occupied residence” are defined in South
Carolina Code §12-6-3535(B).

“Certified historic residential structure” is defined as an owner-occupied residence that
is:

€ listed individualy in the National Register of Historic Places;

€ considered by the State Historic Preservation Officer to contribute to the historic
significance of a National Register Historic District;

€ considered by the State Historic Preservation Officer to meet the criteriafor
individua listing in the National Register of Historic Places; or
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€ an outbuilding of an otherwise eligible property considered by the State Historic
Preservation Officer to contribute to the historic significance of the property.

“Certified rehabilitation” is repairs or aterations consistent with the Secretary of the
Interior’s Standards for Rehabilitation and certified as such by the State Historic
Preservation Officer before commencement of the work. The review by the State
Historic Preservation Officer shall include al repairs, alterations, rehabilitation, and
new construction on the certified historic residential structure and the property on which
itislocated.

“Rehabilitation expenses’ are expenses incurred by the taxpayer in the certified
rehabilitation of a certified historic residential structure that are paid before the credit is
claimed including preservation and rehabilitation work done to the exterior of a certified
historic residential structure, repair and stabilization of historic structural systems,
restoration of historic plaster, energy efficiency measures except insulation in frame
walls, repairs or rehabilitation of heating, air-conditioning, or ventilating systems,
repairs or rehabilitation of electrical or plumbing systems exclusive of new electrical
appliances and electrical or plumbing fixtures, and architectural and engineering fees.
The term “rehabilitation expenses’ does not include the cost of acquiring or marketing
the property, the cost of new construction beyond the volume of the existing certified
historic residentia structure, the value of an owner’s personal |abor, or the cost of
personal property.

“Owner-occupied residence” isabuilding or portion of abuilding in which the taxpayer
has an ownership interest, in whole or in part in fee, by life estate, or as the income
beneficiary of aproperty trust, that is, after being placed in service, the residence of the
taxpayer and is not (a) actively used in atrade or business, (b) held for the production of
income, or (c) held for sales or disposition in the ordinary course of the taxpayer’s trade
or business.

Additional credit provisionsinclude:

1. Additional work done by the taxpayer while the credit is being claimed, for a
period of up to 5 years, must be consistent with the Secretary of the Interior’s
Standards for Rehabilitation. During this period, the State Historic Preservation
Officer may inspect and review additional work to the certified historic
residential structure. If thiswork is not consistent with the Standards for
Rehabilitation, the taxpayer and Department must be notified in writing and any
unused portion of the credit, including carry forward, is forfeited.

2. The South Carolina Department of Archives and History has developed an
application and certification process. A copy of the application and certification
information can be obtained from the South Carolina Department of Archives
and History at 803-896-6183. A taxpayer may appea adecision of the State
Historic Preservation Officer to a committee of the State Review Board.
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19. ENERGY EFFICIENT MANUFACTURED HOME
INCENTIVE CREDIT

South Carolina Code §48-52-870 provides a $750 income tax credit to any person who
purchases a manufactured home from aretail dealership licensed by the South Carolina
Manufactured Housing Board for use in South Carolina which has been designated by
the United States Environmental Protection Agency and the United States Department
of Energy as meeting or exceeding each agency’s energy saving efficiency requirements
or requirements under each agency’s ENERGY STAR program.

The South Carolina Energy Office must adopt rules to develop credit applications and
administer the issuance of the credit. The forms are available at the Manufactured
Housing Institute website at http://www.mhisc.com.

A form for this credit is being designed and it is expected to be SC SCH TC-53. The
credit may be claimed beginning July 1, 2009, but cannot be claimed after July 1, 2019.

20. COMPOSITE RETURNS FOR NONRESIDENT
PARTNERS AND SHAREHOLDERS

See Business Income Tax, Chapter 2, Section 8 for information on composite returns.

21. ESTATE AND GIFT TAX

€ No state has alower estate tax than South Carolina. South Carolina Code
812-16-510 imposes an estate tax in the amount equal to the federal credit
for state death taxes. In the case of a nonresident decedent, South Carolina's
estate tax isits pro-rata portion of the federal credit for state death taxes. The
estate tax return is due on or before 9 months after the date of death. The
Economic Growth and Tax Relief Reconciliation Act of 2001 reduces and
then eliminates the state death tax credit as a credit against the federal estate
tax. For deaths occurring in 2005 until 2011, 100% of the state death tax
credit is disallowed. This disallowance will correspondingly reduce South
Carolina' s estate tax. To date, no one has suggested South Carolina replace
this loss with any other estate related tax.

€ South Carolina has no gift tax.
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1. TAXATION OF REAL AND PERSONAL PROPERTY

Real property is subject to property taxes. Personal property used in business and
certain personal property used for personal purposes, such as motor vehicles, boats, and
airplanes, are also subject to property taxes. Property taxes are generally assessed and
collected by local governments. The Department assesses and collects some property
taxes and assists in the administration of property taxes by overseeing all property tax
assessments to ensure equitable and uniform assessment throughout South Carolina.

The amount of property tax due is based upon three elements: (1) the property vaue, (2)
the assessment ratio applicable to the property used to determine assessed value, and (3)
the millage rate imposed by the taxing jurisdictions. Each of these elementsis briefly
discussed below.

1. Valuation: For property tax purposes, the value of property isitsfair market
value. Fair market value is determined by different methods, depending on the
type of property.

Real property, other than agricultural use property and property that is subject to
aFeein Lieu of property taxes, is appraised to determine fair market value.
Usually, real property is subject to re-appraisal (reassessment) every 5 years.
Any increase in fair market value of any parcel of real property asaresult of a
countywide reassessment program is limited to 15% within a5 year period. Re-
appraisals are triggered by 2 other events: (1) completion of most types of
“improvements’ or “additions,” including new construction and remodeling (see
South Carolina Code 812-37-3130(1) for a complete definition) and (2) an
“assessable transfer of interest,” which encompasses a broad range of changes as
to ownership, or use, or the passage of time as set forth in South Carolina Code
§12-37-3150.

After completion, the fair market value of improvements and additions will be
added to the fair market value of a parcel. After an assessable transfer of interest
occurs, the fair market value of the parcel will be adjusted by appraisal, resulting
in atransfer value. The 15% cap does not apply to (1) the fair market value of
the improvements or additionsin the year they are first subject to property tax,
(2) the transfer value in the year the transfer value is first subject to property tax,
and (3) real property valued by the unit valuation method. See South Carolina
Code 8812-43-217 and 12-37-3120 through 12-37-3170.
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Personal property of manufacturersisvalued at cost from which afixed
depreciation percentage is deducted each year until aresidual value is reached.
Personal property of merchantsis valued at cost from which income tax
depreciation is deducted each year until aresidual value is reached. In general,
motor vehicles, boats, and airplanes are valued in accordance with nationally
recognized publications of value (except that the value may not exceed 95% of
the prior year’ s value). Discounts are allowed for motor vehicles with high

mileage.

The property of utilities, airlines, railroads, private car lines, motor carriers, and
golf coursesisvaued using special methods of valuation.

2. Assessment Ratio: Assessment ratios are established in the State Constitution to
ensure stability and differ according to property classification. In general, all
manufacturing property, whether real or personal, and most commercial
personal property is assessed at 10.5%. Commercial real property is assessed at
6%. Personal use motor vehicles are assessed at 6%; motor vehicles that do not
qualify as personal use motor vehicles, i.e., those that are used for business, are
assessed at 10.5%. South Carolina Code 812-43-330 provides that property
exempt from taxation is aso exempt from assessment.

The valuation is multiplied by the applicabl e assessment ratio to produce the
“assessed value’ of aparticular piece of property. Taxes are levied based upon
this assessed value.

New and expanding businesses that invest $2.5 million or more ($1 million or
more in certain instances) can enter into a Feein Lieu of property taxes
arrangement, which can reduce a 10.5% assessment ratio to 6% for up to 30
years and eliminate inflationary increases in the value of real property for that
period. Very large investments can qualify for a Feein Lieu of property taxes
arrangement with a 4% assessment ratio for up to 40 years with no increase in
the value of real property for that period. (See Chapter 6 for more details on Fee
in Lieu of property taxes.)

3. Millage: On an annua basis each taxing jurisdiction determines the number of
mills required so that when that number is multiplied by the total assessed value
of property subject to taxation within its jurisdiction it will raise the money
necessary for it to operate for the next year. The 2008 average millagerateis
297 mills. A mill isaunit of monetary value equal to one one-thousandth of a
dollar or $0.001.

Example: If amanufacturer owns a piece of property with avalue of $10,000 and an
assessment ratio of 10.5% (the ratio for manufacturing property in the absence of aFee
in Lieu of property taxes agreement), the assessed value of that property is $1,050
($10,000 x 10.5%). If the taxing jurisdiction decides in a particular year to levy atax of
297 mills, then the property tax liability of the owner is $312 ($1,050 x .297).
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2. PROPERTY CLASSIFICATION

a. General Information

Classification based on ownership and use of aproperty is used to determine the
property’ s assessment ratio. Classification also determines whether the property will be
valued by a county assessor (for real property), by a county auditor (for personal
property), or by the Department (for specified real and personal property as provided in
South Carolina Code §12-4-540).

South Carolina Regulation 117-1760.1 provides that in classifying businesses for
purposes of property tax assessments, if the company isinvolved in more than one
operation, the major operation of the company determines the classification.

b. Business Classification

For purposes of ng property of manufacturers, the Department follows the
classifications set out in Sectors 21, 31, 32, and 33 of the most recent North American
Industry Classification System Manual. However, establishments that publish
newspapers, books, and periodicals that do not have facilities for printing or that do not
actually print their publications are not classified as manufacturers. See South Carolina
Code 8§12-43-335(B).

For purposes of assessing property of railroads, private carlines, airlines, water, power,
telephone, cable television, sewer, and pipeline companies, the Department follows the
classifications set out in Sectors 22, 51, 424, 481, 482, 483, 485, and 486 (with
exceptions within certain sectors) of the most recent North American Industry
Classification System Manual. See South Carolina Code §12-43-335(C).

For purposes of assessing the property of merchants and related businesses, the
Department follows the classifications set forth in the most recent North American
Industry Classification System Manual, Sectors 22, 23, 42, 44, 45, 48, 51, 56, 71, 81,
453, 481, 483, and 484 (with exceptions within certain sectors). See South Carolina
Code 8§12-43-335(A).

For purposes of appraising and assessing personal property of businesses and other
entities under the jurisdiction of the county auditor, the county auditor follows the
following classifications as contained in the most recent North American Industry
Classification System Manual: Sector 11 — Subsectors 111 - 115, unless exempt; Sector
51 - Subsector 512; Sector 52 — Subsectors 522 - 525; Sector 53 — Subsectors 531 and
533; Sector 54 — Subsector 541; Sector 55, Subsector 551, unless exempt; Sector 61,
Subsector 611; Sector 62 — Subsectors 621 - 624; Sector 71 — Subsector 712; Sector 72
— Subsector 721; and Sector 81 — Subsectors 813 - 814, unless exempt. See South
Carolina Code §12-39-70.

If abusinessisinvolved in more than one operation, the major operation determines its
classification for purposes of property tax assessments.
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3. ASSESSMENT RATIOS AND VALUATION

a. Manufacturers’ and Utilities’ Real Property

South Carolina Code 812-43-220(a) provides that rea property owned by, or leased to,
manufacturers and utilities and used by the manufacturer or utility in the conduct of its
businessis taxed on an assessment of 10.5% of the fair market value of the property,
unless otherwise provided. South Carolina Regulation 117-1700.3 defines “ utilities” to
include water companies, power companies, el ectric cooperatives, and telephone
companies. The Department also considers sewer companies and cable television
companies to be utilities.

Assessment Ratio. Depending on use, the real property owned by a manufacturer may
qualify for a 6% assessment ratio rather than a 10.5% assessment ratio. The qualifying
uses are discussed below.

€ Rea property owned by, or leased to, amanufacturer and used primarily for
research and development is not considered used by a manufacturer in the
conduct of its manufacturing business for purposes of classification of property.
The phrase “research and development” means basic and applied research in the
sciences and engineering and the design and devel opment of prototypes and
processes.

€ Real property owned by, or leased to, a manufacturer and used primarily as an
office building is not considered used by a manufacturer in the conduct of the
business of the manufacturer for purposes of classification of property if the
office building is not located on the premises of, or contiguous to, the plant site
of the manufacturer.

€ A public road and railway tracks in which the manufacturer held fee smple does
not defeat contiguity. When a manufacturer’ s manufacturing facility and its
office building is separated by the road and tracks, the office building does not
qualify for the special 6% assessment ratio. Sonoco Products Co. v. South
Carolina Department of Revenue, 378 S.C. 385 (2008).

€ Rea property owned by, or leased to, a manufacturer and used primarily for
warehousing and wholesal e distribution of clothing and wearing apparel is not
considered used by a manufacturer in the conduct of its manufacturing business
for purposes of classification of property if the property is not located on the
premises of, or contiguous to, the manufacturing site.

€ Read property owned by, or leased to, a manufacturer and used exclusively for
warehousing and wholesale distribution is not considered used by a
manufacturer in its manufacturing business for purposes of classification of
property. Previously, only real property manufacturers not located on the
premises of, or contiguous to, the manufacturing site and used primarily for
warehousing and wholesale distribution of clothing and wearing apparel
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qualified. This provision appliesin each county in the year after the next
countywide reassessment in implemented. The legislation requires owners of
existing warehouses affected by the change who paid at the 10.5% assessment
ratio in 2008 to notify the county by July 1, 2009 for the ratio to be reduced.
Warehouses must continue to be assessed at 10.5% until written notification is
given.

Vauation. The fair market value of a manufacturer’sreal property, other than
agricultural use real property and property that is subject to a Feein Lieu of property
taxes, is determined by appraisal as discussed at the beginning of this chapter.

All real and personal property of a utility isvalued using a unit valuation method to
value the utility operations as a whole. See South Carolina Code §812-37-930 and 12-4-
540(B).

b. Manufacturers’ Machinery and Equipment

Assessment Ratio. South Carolina Code 812-43-220(a) provides that personal property
owned by, or leased to, a manufacturer is taxed on an assessment of 10.5%.

Valuation. South Carolina Code 812-37-930 provides that the fair market value of
manufacturers’ machinery and equipment used in the conduct of the manufacturing
business is determined by reducing the origina cost by an annual depreciation
allowance. The depreciation allowances range from 6% to 30% per year. South Carolina
Code 812-37-935 provides that the maximum depreciation allowed for manufacturer’s
machinery and equipment is 90% of cost. Specia depreciation rates are applicable to
Class 100 or better clean rooms and to machinery and equipment used directly in the
manufacturing process by a*“life sciences facility” as defined in South Carolina Code
§12-37-930.

Specia Reporting Rule for Idle Property Not Under a Fee Agreement. Personal
property of a manufacturer located at the manufacturer’ s facility does not have to be
returned for property tax purposesif the facility has not been operational for one fiscal
year and the personal property has not been used in the operations for onefiscal year. A
return is not required for the property until it becomes operational in a manufacturing
process or until it has not been returned for 4 years, whichever occursfirst. The
manufacturer must continue to list the personal property annually with a designation
that the personal property is not subject to tax. South Carolina Code §12-37-900.

c. Merchants’ Business Personal Property

Assessment Ratio. In general, South Carolina Code 812-43-220(f) provides that the
personal property of amerchant is assessed at 10.5%.
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Valuation. South Carolina Regulation 117-1840.1 provides that the fair market value of
merchants’ personal property is equal to its depreciated basis for income tax purposes
(but not less than 10% of its original cost).

d. Motor Vehicles and Watercraft

Assessment Ratio. In general, South Carolina Code 812-43-220(f) provides that the
assessment ratio of tangible persona property is 10.5%. Exceptions are: (1) the
assessment ratio for personal use motor vehiclesis 6%, and (2) the assessment ratio for
commercia fishing boats, commercial tugboats, and pilot boats is 5%.

Valuation. South Carolina Code 812-37-930 requires motor vehicles and watercraft to
be valued based on nationally recognized publications (but the value cannot exceed
more than 95% of the prior year’s value).

Watercraft and motors that have an assessed value of $50 or less are exempt from
property taxes under South Carolina Code 812-37-220(B)(38). Watercraft trailers are
exempt from property taxes under South Carolina Code §12-37-220(B)(40). The
governing body of a county, by ordinance, may exempt from property tax 42.75% of the
fair market value of awatercraft and it’s motor. The motor need not be attached to the
watercraft to qualify. South Carolina Code §12-37-220(B)(38).

Boats that are not currently taxed in South Carolinaand that are not used exclusively in
interstate commerce become taxable if they are present in South Carolinafor 60
consecutive days or 90 days in the aggregate in a property tax year. The local governing
body may, by ordinance, replace the 60/90 day provision with a 180 day in the
aggregate provision.

For boats used in interstate commerce and that have atax situs in South Carolinaand in
at least one other state, the value is computed by multiplying the fair market value by a
fraction (i.e., the number of days the boat was present in South Carolina divided by
365.) The boat must be physically present for an aggregate of 30 days in South Carolina
to be subject to property taxesin this State. South Carolina Code §12-37-714.

e. General Aviation Aircraft

Assessment Ratio. Pursuant to South Carolina Code §12-43-220(f) aircraft are assessed
at 10.5%. South Carolina Code 812-43-360 alows the governing body of a county, by
ordinance, to reduce the assessment ratio of general aviation aircraft subject to property
tax in the county to not less than 4% of the fair market value. The ordinance must be
applied uniformly to all general aviation aircraft subject to property tax in the county.

Valuation. South Carolina Code 812-37-930 requires aircraft to be valued based on
nationally recognized publications (but the value cannot exceed more than 95% of the
prior year’s value).
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f. Golf Courses

Assessment Ratio. Pursuant to South Carolina Code §12-43-220(e) golf courses are
assessed at 6%.

Valuation. Golf courses are appraised to determine fair market value. South Carolina
Code 812-43-365 provides that the valuation of golf course real property does not
include the value of tangible and intangible personal property, or any income or expense
derived from such property, whether directly or indirectly. Additional rules are provided
if the capitalized income approach is used to determine fair market value. Real property
is generally subject to the 15% cap as discussed at the beginning of this chapter.

g. All Other Property

Assessment Ratio. South Carolina Code 812-43-220(¢e) provides that all other redl
property not otherwise provided for is assessed at 6% of its fair market value. South
Carolina Code 812-43-220(f) providesthat all other tangible personal property is
assessed at 10.5% of itsfair market value.

Vauation. The fair market value of real property is generally determined by appraisa as
discussed at the beginning of this chapter. South Carolina Regulation 117-1840.2
provides that all personal property that is under county jurisdiction and is not covered
by assessment guides furnished by the Department for the assessment of vehicles shall
be appraised by the county auditor in the same manner as business personal property
under the jurisdiction of the Department as provided for in South Carolina Regulation
117-1840.1.

h. Motor Carriers

South Carolina Code 8812-37-2810 through 12-37-2880 provide that the Department
will annually assess, equalize, and apportion for property tax purposes the valuation of
all motor vehicles of motor carriers who are South Carolina based International
Registration Plan registrants or who own or lease real property within South Carolina
used directly in the transportation of freight. Motor carriers meeting the definition of
“motor carrier” in South Carolina Code 812-37-2810(A) will be exempt from all other
property taxes on their motor vehicles.

Vauation. The fair market value of motor carriers' vehiclestaxable in South Carolinais
determined by depreciating the gross capitalized cost of each motor vehicle by the
percentage set forth in the statute. The vehicle may not be depreciated below 10% of its
gross capitalized cost. The resulting value is multiplied by the ratio of a carrier’ stotal
mileage operated within this State during the preceding calendar year to the carrier’s
total mileage within and without this State during the same preceding calendar year
times the fair market value of al motor vehicles of the carrier.
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Assessment Ratio. Thisamount (fair market value of vehicles taxable in South
Carolina) is then multiplied by a 9.5% assessment ratio to arrive at the assessed value of
motor vehicles taxable in South Carolina

Millage. Once the assessed value has been determined, it is multiplied by the average
millage for al purposes statewide for the preceding year. The result is the amount of
property tax due.

Exceptions. Trailers and semitrailers used by motor carriers are subject to aone-time
$87 feein lieu of al property taxes and registration requirements after the initial
registration. Trailers and semitrailers do not include pole trailers.

4.  MANUFACTURING EXEMPTIONS

Article X, 83 of the South Carolina Constitution and South Carolina Code
§12-37-220(A)(7) provide for a5 year exemption from county property taxes (the
exemption does not apply to school or municipal taxes) for all new manufacturing
establishments and all additions costing $50,000 or more to existing manufacturing
facilities located in South Carolina. The exemption appliesto land, buildings, and
additional machinery and equipment installed in the facility. Further, Article X, 83 of
the South Carolina Constitution provides that a municipality may, by ordinance, also
exempt this property from municipal property taxes for not more than 5 years. The
timely filing of Form PT-300, “Property Return,” and appropriate schedules with the
Department is deemed to be the application for this exemption.

Additionally, South Carolina Code 812-37-220(C) provides that the exemption may be
extended to an unrelated purchaser for the time remaining in the seller’ s exemption
period. To qualify, South Carolina Revenue Ruling #04-14 provides that the purchaser
must (1) acquire the facility in an arms-length transaction, (2) preserve the existing
facility and existing number of jobs, and (3) obtain the approval of the governing body
of the county. If the qualifying unrelated purchaser meets the above three requirements
and makes additions to the new or existing facility costing $50,000 or more, then the
purchaser may qualify for a5 year exemption from county property taxes. Since this
exemption requires approval from the local county governing body, the purchaser must
timely submit an application for this exemption to the Department on Form PT-444,
“Five Y ear Exemption Extended to Unrelated Purchaser.”

Opinions concerning the exemption in South Carolina Code 812-37-220(A)(7) include
the following:

1. South Carolina Attorney General Opinion #3712 (1974) determined that for
purposes of the $50,000 addition requirement the cost of the addition must be
$50,000 to one manufacturing plant rather than an aggregate expenditure for all
manufacturing plants of asingle taxpayer located in one county.
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2. South Carolina Private Letter Ruling #87-11 reviewed whether a new business
purchasing an existing facility from a company that had ceased operations at the
facility met the requirement to be a new manufacturing establishment or was a
continuation of the previous business. The following el ements were considered
relevant: (1) change in ownership, (2) changein product, (3) substantial
investment of new capital, (4) cessation of former business, and (5) changein
product market. Based on the facts in the advisory opinion, the plant met these
elements to a degree sufficient to allow the exemption as a new manufacturing
establishment.

3. South Carolina Revenue Ruling #89-3 concluded that the exemption for
additionsto real property improvements of existing manufacturersis allowed to
the extent that the real property improvements increase the total real property
improvements appraisal.

5. RESEARCH AND DEVELOPMENT EXEMPTIONS

South Carolina Code 812-37-220(B)(34) provides a5 year exemption from county
property taxes (the exemption does not apply to school or municipal taxes) for the
facilities of al new enterprises (and all additions valued at $50,000 or more to existing
facilities of enterprises) engaged in research and development activities. Further, South
Carolina Code 812-37-220(B)(39) provides that the governing body of a municipality
may, by ordinance, exempt from municipa property taxes for not more than 5 years
property that islocated in the municipality and that receives the exemption from county
property taxes allowed under South Carolina Code 812-37-220(B)(34). Thetimely
filing of Form PT-300, “Property Return,” and appropriate schedules with the
Department is deemed to be the application for this exemption. (See Sales and Use Tax
Specific Provisions, Chapter 8, Section 7, which addresses a sales or use tax exemption
for machines used in research and devel opment pursuant to South Carolina Code
§12-36-2120(56).)

Facilities of enterprises engaged in research and development activities are defined in
South Carolina Code 812-37-220(B)(34) as facilities devoted directly and primarily to
research and development in the experimental or laboratory sense for new products,
new uses for existing products, or for improving existing products. The exemption does
not include facilities used in connection with efficiency surveys, management studies,
consumer surveys, economic surveys, advertising, promotion, or research in connection
with literary, historical, or similar projects. Additions include machinery and equipment
installed in an existing manufacturing or research and development facility. The facility
or its addition must be devoted primarily to research and devel opment.

Additionally, South Carolina Code 812-37-220(C) provides that the exemption may be
extended to an unrelated purchaser for the time remaining in the seller’ s exemption
period. To qualify, South Carolina Revenue Ruling #04-14 provides that the purchaser
must (1) acquire the facility in an arms-length transaction, (2) preserve the existing
facility and existing number of jobs, and (3) obtain the approval of the governing body
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of the county. If the qualifying unrelated purchaser meets the above three requirements
and makes additions to the new or existing facility costing $50,000 or more, then the
purchaser may qualify for a5 year exemption from county property taxes. Since this
exemption requires approval from thelocal county governing body, the purchaser must
timely submit an application for this exemption to the Department on Form PT-444,
“Five Y ear Exemption Extended to Unrelated Purchaser.”

6. CORPORATE HEADQUARTERS, CORPORATE
OFFICE FACILITY, AND DISTRIBUTION FACILITY
EXEMPTIONS

South Carolina Code 812-37-220(B)(32) provides a5 year exemption from county
property taxes (the exemption does not apply to school and municipal property taxes)
for new corporate headquarters, corporate office facilities, distribution facilities, and all
additions to existing corporate headquarters, corporate office facilities, or distribution
facilitiesif:

1. The cost of the new construction or addition is $50,000 or more, and

2. 75 or more new full-time jobs, or 150 or more substantially equivalent jobs, are
created in South Carolina.

Further, South Carolina Code 8§12-37-220(B)(39) provides that the governing body of a
municipality may, by ordinance, exempt from municipal property taxes for not more
than 5 years property that islocated in the municipality and that receives the exemption
from county property taxes allowed under South Carolina Code 812-37-220(B)(32).
Thetimely filing of Form PT-300, “Property Return,” and appropriate schedules with
the Department is deemed to be the application for this exemption. (See Business
Income Tax, Chapter 2, Section 16, for adiscussion of the income tax credit for
corporate headquarters.)

Additionally, South Carolina Code 812-37-220(C) provides that the exemption may be
extended to an unrelated purchaser for the time remaining in the seller’ s exemption
period. To qualify, South Carolina Revenue Ruling #04-14 provides that the purchaser
must (1) acquire the facility in an arms-length transaction, (2) preserve the existing
facility and existing number of jobs, and (3) obtain the approval of the governing body
of the county. If the qualifying unrelated purchaser meets the above three requirements
and (1) makes additions to the new or existing facility costing $50,000 or more and (2)
creates an additional 75 new full time jobs or 150 substantially equivalent jobs at the
corporate headquarters, corporate office facility or distribution facility, then the
purchaser may qualify for a5 year exemption from county property taxes. Since this
exemption requires approval from the local county governing body, the purchaser must
timely submit an application for this exemption with the Department on Form PT-444,
“Five Y ear Exemption Extended to Unrelated Purchaser.”
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A number of terms are defined in South Carolina Code §812-37-220(B)(32) for purposes
of this exemption. Listed below are some of the defined terms:

€ “Corporate headquarters’ means the location where corporate staff members or
employees are domiciled and employed and where the magjority of the
company’ s financial, personnel, legal, planning, or other business functions are
handled either on aregional or national basis; it must be the sole such corporate
headquarters within the region or nation.

€ “Region” or “regiona” means a geographic area comprised of either (a) at least
5 states, including South Carolina, or (b) 2 or more states, including South
Carolina, if the entire business operations of the corporation are performed
within fewer than 5 states.

€ “New job” means any job created by an employer in South Carolina at the time
anew facility or an expansion isinitialy staffed, but does not include ajob
created when an employee is shifted from an existing South Carolina location to
work in anew or expanded facility.

« “Full-time” means ajob requiring a minimum of 35 hours of an employee's
time aweek for the entire normal year of company operations or ajob
requiring aminimum of 35 hours of an employee’ stime for aweek for a
year in which the employee was initially hired for or transferred to the South
Carolina corporate headquarters, corporate office facility, or distribution
facility and worked at arented facility pending construction of a corporate
headquarters, corporate office facility, or distribution facility.

«» “Substantially equivalent” means ajob requiring a minimum of 20 hours of
an employee’ stime aweek for the entire normal year of company operations
or ajob requiring a minimum of 20 hours of an employee’stime for a week
for ayear in which the employee was initially hired for or transferred to the
South Carolina corporate headquarters, corporate office facility, or
distribution facility and worked at a rented facility pending construction of a
corporate headquarters, corporate office facility, or distribution facility

€ “Corporate Office Facility” means the |ocation where corporate manageria,
professional, technical, and administrative personnel are domiciled and
employed, and where corporate financial, personnel, legal, technical, support
services, and other business functions are handled. Support services include, but
are not limited to, claims processing, data entry, word processing, sales order
processing, and telemarketing.

€ “Distribution facility” means an establishment where shipments of tangible
personal property are processed for delivery to customers. The term does not
include an establishment where retail sales of tangible persona property are
made to retail customers on more than 12 days a year except for afacility which
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processes customer sales orders by mail, telephone, or eectronic means, if the
facility also processes shipments of tangible personal property to customers and
if at least 75% of the dollar amount of goods sold through the facility are sold to
customers outside of South Carolina. Retail sales made inside the facility to
employees working at the facility are not considered for purposes of the 12 day
and 75% limitation.

South Carolina Private Letter Ruling #89-19 dealt with several questions concerning the
property tax exemption and the income tax credit for a corporate headquarters for a
taxpayer under a unique set of facts. One question concerned what was an “addition to
an existing corporate headquarters.” In thisinstance, the taxpayer constructed two
buildings at their South Carolinalocation. For purposes of the employment requirement,
it was necessary to determine whether the additions should be viewed as one expansion
or two. The Department concluded that since the phrase “ addition to an existing
corporate headquarters’ may mean the building of one building or many buildings, a
reasonabl e interpretation isto ook to the plan of expansion. Since the plan of expansion
in question included the current construction of both buildings, then the buildings
should be construed as one addition; therefore, requiring the taxpayer to fulfill the
employment provisions once.

Another question addressed in South Carolina Private Letter Ruling #89-19 was
whether the positions created had to be placed in the new buildings. The Department
concluded that the positions need not be placed in the new buildings; however, they
must be employed in the South Carolina headquarters complex. Early staffing for the
purpose of training was acceptable if the employee would be placed in the corporate
headquarters during the construction of the expansion or immediately after its
completion.

7. TEXTILE REVITALIZATION CREDITS

a. General Provisions

The South Carolina Textile Communities Revitalization Act, contained in Title 12,
Chapter 65, provides a credit for the renovation, rehabilitation, and redevel opment of
abandoned textile mill sitesin South Carolina. South Carolina Code §12-65-30 allows a
taxpayer who rehabilitates an abandoned textile mill site to choose one of the following
tax credits:

1. A credit against real property taxes (“property tax credit”) equal to 25% of the
eligible rehabilitation expenses made to the site multiplied by the local taxing
entity ratio for each local taxing entity consenting to the credit or

2. A credit against income tax, license tax, or both or a credit against bank taxes

(“income/bank/license tax credit”) equal to 25% of eligible rehabilitation
expenses.
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A “Notice of Intent to Rehabilitate” must be filed by the taxpayer before incurring its
first rehabilitation expenses at the textile mill site. The Notice must be filed with the
municipality (or county if the siteislocated in an unincorporated area) for a taxpayer
choosing the property tax credit. Failure to provide the Notice results in only those
rehabilitation expenses incurred after the Notice is provided qualifying for the credit.

The Noticeis aletter submitted by the taxpayer indicating:
€ thetaxpayer intends to rehabilitate the site
€ thelocation of the site
€ the amount of acreage involved with the site
€ the estimated expenses to be incurred
€ which buildings on the site are to be renovate or demolished and

€ whether new construction isto beinvolved at the site.

b. Property Tax Credit

To obtain the property tax credit, the municipality or county must, by resolution,
determine the eligibility of the textile mill site and the proposed rehabilitation expenses.
A positive magjority vote of the local governing body must approve the rehabilitation
and the expenses. Fina approva must be by public hearing and ordinance.

At least 45 days before holding the public hearing, the governing body of the
municipality or county must give notice to all affected local taxing entities where the
textile mill siteislocated of itsintention to grant the property tax credit and the amount
of estimated credit based on the amount of estimated rehabilitation expenses. If the local
taxing entity does not file an objection, it is deemed to have consented to the credit. A
taxpayer is not allowed the property tax credit if it owned the textile mill site
immediately prior to its abandonment and the site was operational at that time.

This credit amount is based upon actual or estimated expenses as follows:

1. Thecredit is 25% of the actua rehabilitation expenses if the actual expenses
incurred in rehabilitating the site are 80% - 125% of the estimated rehabilitation
expenses listed in the Notice.

2. Thecredit is 25% of 125% of the estimated rehabilitation expensesif the actual
rehabilitation expenses exceed 125% of the estimated expenses listed in the
Notice.

3. Nocreditisalowed if the actua rehabilitation expenses are below 80% of the
estimated expenses.
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The amount of allowable expensesis multiplied by the local taxing entity ratio of each
local taxing entity that has consented to the credit to determine the amount that may
offset property taxes. The ordinance shall allow the credit to be taken against up to 75%
of the real property taxes due on the textile mill site each year for up to 8 years. The
credit may be claimed for each applicable phase or portion of the site beginning for the
property tax year the applicable phase or portion isfirst placed in service. An unused
credit may be carried forward for 8 years.

C. Income or License Tax Credit

See Chapter 2, “Business Income Tax”, Section 32, for asummary of the textile
revitalization income//bank/license tax credit.

d. Definitions

South Carolina Code 812-65-20 contains alist of definitions of terms used in the Act.
Some of the defined terms are:

1. “Textilemill” - afacility or facilities that were last used for textile
manufacturing, dying, or finishing operations and for ancillary usesto those
operations.

2. “Textilemill site” - the textile mill together with the land and other
improvements on it which were used directly for textile manufacturing
operations or ancillary uses. However, the area of the siteislimited to the land
located within the boundaries where the textile manufacturing, dying, or
finishing facility structure is located and does not include land located outside
the boundaries of the structure or devoted to ancillary uses.

3. “Ancillary uses” - uses related to the textile manufacturing, dying, or finishing
operations on atextile mill site consisting of sales, distribution, storage, water
runoff, wastewater treatment and detention, pollution control, landfill, personnel
offices, security offices, employee parking, dining and recreation areas, and
internal roadways or driveways directly associated with such uses.

4. “Abandoned” - at least 80% of the textile mill has been continuously closed to
business or otherwise nonoperational as atextile mill for at least one year
immediately preceding the date the taxpayer files a“Notice of Intent to
Rehabilitate.” A textile mill that qualifies as abandoned may be subdivided into
separate parcels, and those parcels may be owned by the same taxpayer or
different taxpayers, and each parcel is deemed to be atextile mill site for
purposes of determining whether each subdivided parcel has been abandoned.
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5. “Rehabilitation expenses’ - expenses or capital expenditures incurred in the
rehabilitation, renovation, or redevel opment of the textile mill site, including
demolition of existing buildings, environmental remediation, site improvements
and the construction of new buildings and other improvements on the site, but
excluding the cost of acquiring the site or the cost of personal property located at
the site. For expensesto qualify for the credit, the textile mill and buildings on
the site must be either renovated or demolished.

6. “Placedin service” - the date the textile mill site is completed and ready for its
intended use. If the site is completed and ready for use in phases or portions,
each phase or portion is considered placed in service when it is completed and
ready for its intended use.

7. “Local taxing entities’ - a county, municipality, school district, specia purpose
district, and any other entity or district with the power to levy ad valorem
property taxes against the site.

8. “Local taxing entity ratio” - that percentage computed by dividing the millage
rate of each local taxing entity by the total millage rate for the site.

CAUTION: Other rules not discussed in this general summary may apply to sites
purchased before January 1, 2008 or a site located on the Catawba River near Interstate
17.

8. RETAIL FACILITIES REVITALIZATION CREDITS

a. General Provisions

The South Carolina Retail Facilities Revitalization Act, contained in Title 6, Chapter
34, provides a property tax credit or an income tax credit for the renovation,
improvement, and redevelopment of abandoned retail facility sitesin South Carolina.

South Carolina Code 86-34-40 alows ataxpayer who improves, renovates, or
redevelops an eligible site to elect one of the following credits:

1. A “property tax credit” equal to 25% of the rehabilitation expenses made to the
eligible site times the local taxing entity ratio for each local taxing entity
consenting to the credit, up to 75% of the real property taxes due on the eligible
Site each year or

2. An*incometax credit” equal to 10% of the rehabilitation expenses.
The taxpayer elects whether to claim the property tax credit or theincome tax credit. To
elect the property tax credit, the taxpayer must provide written notification to the

Department prior to the date the eligible site is placed in service. If the taxpayer does
not affirmatively make the property tax credit election timely in writing before the date
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the siteis placed in service or does not obtain the required county approvalsin South
Carolina Code 86-34-40(B), then the taxpayer is deemed to have elected the income tax
credit. There is no notification process for the income tax credit. There is no formal
procedure to elect the income tax credit; it is simply claimed on the income tax return.
For questions regarding the property tax credit election notification, contact the South
Carolina Department of Revenue at 803-898-5701.

b. Property Tax Credit

If ataxpayer elects the property tax credit provided in South Carolina Code 86-34-
40(B), the municipality (or county if the siteislocated in an unincorporated area) must
determine the eligibility of the site and the proposed project. A mgjority vote of the
local governing body must approve the project by resolution, and the determinations
and the final approval must be made by public hearing and ordinance.

No later than 45 days before holding the public hearing, the governing body of the
municipality or county must give notice to all local taxing entities where the eligible site
islocated of itsintention to grant the property tax credit. If the local taxing entity does
not file an objection, it is deemed to have consented to the credit if the actual tax credit
does not exceed the credit stated in the public hearing notice.

The ordinance shall allow the credit to be taken against up to 75% of the real property
taxes due on the eligible site each year for up to 8 years. The property tax credit vestsin
the taxpayer in the year in which the eligible site is placed in service. An unused credit
may be carried forward up to 8 years.

C. Income Tax Credit

See Chapter 2, “Business Income Tax,” Section 33, for asummary of the retail facility
revitalization income tax credit.

d. Definitions

South Carolina Code 86-34-30 contains the definitions for the following terms used in
the Act:

1. “Eligiblesite” - ashopping center, mall, or free standing site that has been
abandoned whose primary use was as aretail facility with at least one tenant or
occupant located in a 40,000 square foot or larger building or structure.
However, for purposes of the property tax credit, the governing body of a county
or municipality where the site islocated may, by resolution, reduce the 40,000
square foot eligibility requirement by not more than 15,000 square feet.
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2. “Abandoned” - at least 80% of the eligible site’ s facilities have been
continuously closed to business or nonoperational for at |east one year
immediately prior to the time the determination is to be made. However, during
the abandonment, the eligible site may serve as a wholesale facility for no more
than one year. The digible site’ s facilities only include the site’ s building or
structure.

3. “Rehabilitation expenses’ —“the expenses incurred in the rehabilitation of the
eligible site, excluding the cost of acquiring the eligible site or the cost of
personal property maintained at the eligible site.”

4. "Placed in service’ - the date the digible siteis suitable for occupancy for the
purposes intended.

5. “Local taxing entity ratio” - the “percentage computed by dividing the millage
rate of each local taxing entity by the total millage rate for the eligible site.”

6. “Local taxing entity” —“a county, municipality, school district, specia purpose
district, and any other entity or district with the power to levy ad valorem
property taxes against the eligible site.”

e. Transfer of Credit

The owner of the eligible site may transfer, devise, or distribute any unused credit to the
tenant of the eligible site, provided the Department receives written notification of, and
approves, the transfer, devise, or distribution.

f. Repeal Date

The South Carolina Retail Facilities Revitalization Act is repealed on July 1, 2016.

9. FIRE SPRINKLER SYSTEM CREDIT

South Carolina Code 812-6-3622 provides that alocal taxing entity may alow a
property tax credit to ataxpayer who installs a new or existing fire sprinkler systemin a
new or existing commercial or residential structure if the system is not required by law,
regulation, or code. The property tax credit is equal to 25% of the direct expenses
incurred in connection with the system, but does not include any fee charged by a
utility. The credit is claimed against real property taxes levied by alocal taxing entity.
The taxpayer may aso claim an income tax credit equal to the amount of the property
tax credit allowed by the local taxing entity. The term “fire sprinkler system” has the
same meaning as provided in South Carolina Code 840-10-20.
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The owner of the structure may transfer, devise, or distribute any unused credit to the
tenant of the eligible site. To be effectual, the local taxing entity must receive written
notification. The property tax credit is claimed on Form TC-52C, “Sprinkler System
Credit Claim and Certification Form,” submitted with the payment of real property
taxes to the local taxing entity.

See below for adiscussion of the fire sprinkler system equipment exemption and see
Chapter 2, “Business Income Tax,” for adiscussion of the income tax credit allowed for
theinstallation of afire sprinkler system.

10. REHABILITATED HISTORIC PROPERTY OR LOW AND
MODERATE INCOME RENTAL PROPERTY -
PREFERENTIAL ASSESSMENTS

South Carolina Code 884-9-195 and 5-21-140 provide that the governing body of a
county-or municipality may grant by ordinance special property tax assessments to real
property qualifying as “rehabilitated historic property” or as“low and moderate income
rental property.” The preferential assessments are briefly described below.

a. Rehabilitated Historic Property

Upon preliminary certification by the taxing entity, owner occupied rehabilitated
historic property is assessed for two years based on a specia vauation equal to the fair
market value of the property at the time of preliminary certification. Rehabilitated
historic property is eligible for preliminary certification if (1) the owner of the property
appliesfor and is granted historic designation by the governing body of the taxing entity
and (2) the proposed rehabilitation receives approval of rehabilitation work from the
appropriate reviewing authority. The appropriate reviewing authority is either: (1) the
county board of architectural review for counties having such a board operating under
South Carolina Code 86-29-870, (2) another qualified entity with historic preservation
expertise designated by a county that does not have a board of architectural review or,
(3) the South Carolina Department of Archives and History for counties not having a
board of architectural review or designated entity. In order to be granted a historic
designation, the property must meet certain conditions related to its age and/or location.
The taxing entity may require that an owner apply for preliminary certification before
any work begins.

Upon completion of the project, the property must receive final certification from the
taxing entity to continue to obtain its special valuation. To receive fina certification the
property must meet the following conditions: (1) the owner of the property must apply
for and be granted historical designation by the governing body of the taxing entity
based on the criteria established for a“historic designation,” (2) the compl eted
rehabilitation must receive approval of the rehabilitation work from the appropriate
reviewing authority, and (3) the “minimum expenditures for rehabilitation” must have
been incurred and paid.
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Once thefinal certification has occurred, the property must be assessed based on a
specia valuation equal to the fair market value at the time of preliminary certification or
final certification, whichever occursfirst. The property is assessed at that value for 20
years or whatever |lesser period the county establishesin its ordinance or until a
disqualifying event occurs. The disqualifying events are set forth in South Carolina
Code 84-9-195(E).

b. Low and Moderate Income Rental Property

Upon certification by the governing body of the taxing entity, low and moderate income
rental property is assessed based on a special valuation equal to the fair market value of
the property at the time of certification. The requirements for qualifying as low and
moderate income rental property are set forth in the South Carolina Code 84-9-195(C).
Once the certification has occurred, the property must be assessed based on the special
valuation for 20 years or whatever lesser period the county establishes in its ordinance
or until adisqualifying event occurs. The disqualifying events are set forth in South
Carolina Code 84-9-195(E).

C. General Information

If an application for preliminary or final certification is filed by May 1% or approved by
August 1%, the special assessment is effective for that year. Otherwise, it is effective
beginning the following year. Once the governing body has granted this specia
property tax assessment, the owner of the property must apply to the county auditor for
the specia assessment.

See South Carolina Property Tax, published on the Department’ s website at
www.sctax.org/publications, for more information.

11. EXEMPTIONS FOR INVENTORY AND INTANGIBLES

South Carolina Code §8812-37-220(A)(6) and (B)(30) exempt all inventories from
property taxes. Further, there is no local tax on inventories. South Carolina Code §12-4-
720(A)(3) provides that no application is required to exempt inventories.

South Carolina Revenue Ruling #91-7 addressed the definition of “inventory” and
concluded (1) merchandise purchased for resale isinventory for purposes of South
Carolina Code §12-37-450 (the reimbursement to counties and municipalities for
revenues lost as aresult of the inventory exemption), (2) the purpose for which
merchandise was bought and held governsin determining whether it is inventory, not
the fact that it may subsequently be resold, and (3) equipment which is rented out by
rental businesses and materials and supplies used in a business are examples of property
which are not inventory and, therefore, are not exempt from property taxation under
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South Carolina Code 812-37-220(B)(30). Generally, items are classified as inventory if
they are inventory for South Carolinaincome tax purposes, which is based upon federal
income taxes.

South Carolina Code 812-37-220(A)(10) exempts “intangible personal property” from
property taxes. Further, there is no local tax on intangible personal property. South
Carolina Code 812-4-720(A)(3) provides that no application is required to exempt
intangible personal property.

12. EXEMPTION FOR PERSONAL PROPERTY IN TRANSIT

South Carolina Code 812-37-220(B)(17) exempts from property taxation personal
property in transit with “no situs’ status as defined in South Carolina Code
§12-37-1110. Personal property in transit is personal property, goods, wares, and
merchandise that (1) is moving in interstate commerce or (2) was consigned to a
warehouse (public or private) within this State from without this State for storage in
transit to afinal destination outside of this State, whether specified when transportation
began or afterward. This property is subject to certain record keeping requirements. No
application for this exemption is necessary.

13. POLLUTION CONTROL EXEMPTION

South Carolina Code 812-37-220(A)(8) exempts from property taxation al facilities or
equipment of industrial plants which are designed for the elimination, mitigation,
prevention, treatment, abatement, or control of internal or external water, air, or noise
pollution required by the state or federal government and used in the conduct of their
business.

For equipment that serves adual purpose of production and pollution control, the value
eligible for the property exemption is the difference in cost between this equipment and
equipment of similar production capacity or capability without the ability to control
pollution.

For purposes of this exemption, 20% of the cost of any piece of machinery and
equipment placed in servicein agreige mill qualifies asinternal air and noise pollution
control property and is exempt from property taxes. “ Greige mill” means all textile
processes from opening through fabric formation before dyeing and finishing.

At the request of the Department, the Department of Health and Environmental Control
(“DHEC") investigates the property of any manufacturer or company eligible for the
exemption to determine the portion of the property that qualifies as pollution control
property. Upon investigation of the property, DHEC furnishes the Department with a
detailed listing of the property that qualifies as pollution control property.
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South Carolina Code §812-4-720(A)(2) provides that application for this exemption must
be filed with the Department before the first penalty date for the payment of property
taxes.

14. ENVIRONMENTAL CLEANUP EXEMPTION

Subject to approval by the governing body by resolution, South Carolina Code 812-37-
220(B)(44) provides a5 year exemption from county property taxes (the exemption
does not apply to school and municipal property taxes) for property and improvements
subject to a nonresponsible party voluntary cleanup contract for which a certificate of
completion has been issued by the South Carolina Department of Health and
Environmental Control pursuant to Article 7, Chapter 56, Title 44 (The Brownfields
Voluntary Cleanup Program). The exemption applies beginning with the taxable year in
which a certificate of completion isissued.

15. FIRE SPRINKLER SYSTEM EXEMPTION

South Carolina Code §12-37-220(B) provides an exemption for all fire sprinkler system
equipment that isinstalled on acommercial or residential structure when the installation
is not required by law, regulation, or code. The value of such equipment is exempt until

thereis an “assessable transfer of interest.”

See Section 1 above for a brief discussion of assessable transfer of interest. Also, see
above for adiscussion of the fire sprinkler system credit and Chapter 2, “ Business
Income Tax,” for adiscussion of the income tax credit allowed for the installation of a
fire sprinkler system.

16. OTHER PARTICULAR BUSINESS EXEMPTIONS
Some or all of the property of the following businesses is exempt from property taxes:

€ South Carolina Code §812-37-220(B)(23) and 12-4-720(A)(3) provide that the
personal property of banks and savings and |oan associations, including motor
vehicles, is exempt from property taxes. No application for this exemption is
necessary.

€ South Carolina Code §812-37-220(B)(23) and 12-4-720(A)(3) provide that beer
and wine are exempt from property taxes. No application for this exemptionis
necessary.

€ South Carolina Code §812-37-220(B)(10) and 12-4-720(A)(1) provide that the
property of telephone companies and rural telephone cooperatives used in
providing rural telephone service that was exempt from property taxation as of
December 31, 1973, is exempt from property taxes, provided that the amount of
property subject to property taxes in any tax district is not less than the net
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amount to which the tax millage was applied for the year ending December 31,
1973. Property in any tax district added after December 31, 1973, is also exempt
in the same proportion that the exempt property of the company or cooperative
as of December 31, 1973, in that tax district bears to the total property of the
company or cooperative as of December 31, 1973, in the tax district.
Application for this exemption must be filed with the Department within the
period provided in South Carolina Code §812-54-85(F) for claims for refund.

€ South Carolina Code §12-37-220(A)(11) exempts from property taxes all
property of public benefit corporations established by a county or municipality
and used exclusively for economic development which serves a governmental
purpose as defined in Internal Revenue Code §115.

€ South Carolina Code §12-37-220(B)(33) provides that all personal property,
including aircraft of an air carrier which operates an air carrier hub terminal
facility in South Carolinafor 10 consecutive years from the date of qualification,
are exempt from property taxes. An air carrier hub terminal facility is defined in
South Carolina Code 855-11-500. Further, al aircraft and associated personal
property owned by a company owning aircraft meeting the requirements of
South Carolina Code§55-11-500(a)(3)(i) (i.e., two or more specially equipped
planes that are used for the transportation of specialized cargo, irrespective of
the number of flights) is exempt for property taxes. South Carolina Code 8812-
4-720(A)(1) and 12-37-220(B)(33) provide that application for this exemption
must be filed with the Department within the period provided in South Carolina
Code 812-54-85(F) for claims for refund.

€ South Carolina Code §12-37-220(B)(51) exempts 100% of the value of anewly
constructed detached single family home offered by aresidential builder or
developer through the earlier of (a) the property tax year in which the homeis
sold or otherwise occupied, or (b) the property tax year ending the sixth
December 31 after the home is completed and any required certificate of
occupancy isissued, provided required notice is given for each year of eligibility
and the county approves.

To obtain this exemption, the owner of the property must notify the county
assessor and auditor by written affidavit that the property is eligible for the
exemption and is unoccupied. Inthefirst year of éigibility, this notification
must be made no later than 30 days after the certificate of occupancy isissued.
In subsequent years of eligibility, notification must be made by January 31% of
the applicable tax year.

The Department has determined that it would be impossible for aresidential
builder or developer who owns a qualifying home built in 2007 or 2008 to apply
by January 31% of the 2009 tax year or within 30 days of the certificate of
occupancy being issued since the legislation passed on June 16, 2009. Therefore,
the Department has determined that qualifying builders and developers must file
by September 30, 2009 in order to receive the exemption for property tax year
2009. The builder or developer must have owned the home on December 31% of
the previous tax year (December 31, 2008) to qualify.
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No refunds will be issued for builders or devel opers who already paid property
taxes on the qualifying improvements for tax year 2007 or 2008 and builders or
devel opers who owe delinquent taxes for tax year 2008 will not receive the
benefit of the exemption for the improvements for that year. The 2007 and 2008
property tax years will, however, be counted toward the six year digibility
period and the six year eligibility period will begin to run from the date the
Certificate of Occupancy isissued.

For qualifying homes completed in 2009 and subsequent years, a builder or
developer must file by January 31% of the year following the issuance of the
certificate of occupancy (if required) in order to receive the exemption for that
tax year, and must have owned the qualifying improvement on December 31% of
the preceding tax year to qualify. The six year eligibility period will begin to run
from the date the Certificate of Occupancy isissued.

17. MULTI-COUNTY INDUSTRIAL PARKS

South Carolina Code 84-1-170 provides that ajoint industrial or business park (referred
to as amulti-county industrial park) can be established by two or more counties
pursuant to a written agreement between those counties, as provided in Section 13 of
Article VIII of the South Carolina Constitution.

The multi-county park areais exempt from property tax. The owners of any property in
the park will pay afeein the amount equal to the property taxes that would have been
due and payable if the property was not in a multi-county industrial park, unless the
parties agree to a negotiated fee in lieu of property tax. The fee is treated like a property
tax for purposes of collection and enforcement and the owners must file returns asif the
fee were a property tax. See Negotiated Feesin Lieu of Property Taxes, Chapter 6 for a
detailed discussion of negotiated feesin lieu of property taxes.

A county may issue special source revenue bonds to help fund the project or to allow an
entity paying a multi-county park feein lieu of taxes a credit against the fee. However,
the specia source revenue bonds or the credit amount must be used solely for the
purpose of paying the cost of acquiring, constructing, or improving infrastructure
serving the county, municipality or project, for improved or unimproved real estate used
in the operation of a manufacturing or commercial enterprise or for aircraft which
qualifies as a project under the Simplified Fee (South Carolina Code 8§12-44-30(16))
which enhances the economic development of the county or municipality. See South
Carolina Code 84-1-175. See Negotiated Feesin Lieu of Property Taxes, Chapter 6, for
adetailed discussion of specia source revenue bonds.

Additionally, ataxpayer located in a multi-county industrial park creating qualifying

new, full time jobsis eligible for an additional $1,000 job tax credit. See Business
Income Tax, Chapter 2, Section 9, for adiscussion of the job tax credit benefits.
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1. TAXATION OF REAL AND PERSONAL PROPERTY

a. General Information

South Carolina Code 812-37-210 provides that all real and personal property in South
Carolina, and personal property of residents which may be kept or used temporarily out
of state, with the intention of being brought into the state, or which has been sent
outside of the state for sale and not yet sold, is subject to property taxes.

South Carolina Code 812-37-10 defines the terms “real property” and “personal
property.” Real property means not only land, but also al structures and other things
therein contained or annexed or attached to the land which pass by conveyance of the
land. It includes fixed wharves and docks on rivers, lakes, or tidewaters. Personal
property is all things, other than real estate, which have any pecuniary value.

South Carolina Regulation 117-1700.1 provides a list of miscellaneous items as redl
property or personal property for officias to use when assessing property. The
regulation provides, in part, that aircraft, automobiles, boats, inboard and outboard boat

motors, and recreational vehicles are personal property and that docks, greenhouses,
mobile homes, and sprinkler systems are real property.

b. Exemptions
South Carolina Code 812-37-220 contains numerous property tax exemptions for
individuals. The following isa partial list of property exempt from South Carolina
property taxes:
€ Intangible personal property
€ Household goods and furniture used in the owner’s home, including built-in
equipment such as ranges, dishwashers, and disposals, but this exemption does
not apply to household goods used in hotels, rooming houses, apartments, or
other places of business
€ \Wearing apparel
€ Watercraft and motors assessed at less than $50

€ \Watercraft trailers
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No application for these exemptionsis necessary. See South Carolina Code
§12-4-720(A)(3). Other exemptions are determined by the Department upon
application.

c. Administration of Property Taxes

Property taxes are generally assessed and collected by local governments. A county
levies property taxes on property located in the county. Municipalities, school districts
and specia purpose districts may also levy property taxes on property located within
their boundaries. The Department assists in the administration of property taxes by
overseeing all property tax assessments to ensure equitable and uniform assessment
throughout South Carolina.

The amount of property tax due is based upon three elements:. (1) the property value, (2)
the assessment ratio applicable to the property, and (3) the millage rate imposed by the
taxing jurisdiction. Each of these elementsis briefly discussed below.

1. Valuation. Rea property, other than agricultural use real property or property
subject to afeein lieu of taxes, is appraised at fair market value for property tax
purposes. Usually, real property, including residences, is subject to re-appraisal
(reassessment) every 5 years. An increase in fair market value of any parcel of
real property as aresult of a countywide reassessment program is limited to 15%
within a5 year period. Re-appraisals are triggered by 2 other events: (1)
completion of most types of “improvements’ or “additions,” including new
construction and remodeling (see South Carolina Code 812-37-3130(1) for a
complete definition) and (2) an “assessable transfer of interest,” which
encompasses a broad range of changes as to ownership or use or the passage of
time as set forth in South Carolina Code §12-37-3150.

After completion, the fair market value of improvements and additions will be
added to the fair market value of a parcel. After an assessable transfer of interest
occurs, the fair market value of the parcel will be adjusted by appraisal. The
15% cap does not apply to the property in the year the assessable transfer isfirst
subject to property tax or to the fair market value of the improvements or
additionsin the year they are first subject to property tax. See South Carolina
Code §812-43-217 and 12-37-3120 through 12-37-3170.

Motor vehicles, boats, and airplanes are valued in accordance with nationally
recognized publications of value (except that the value may not exceed 95% of
the prior year’ s value). Discounts are allowed for motor vehicles with high

mileage.

2. Assessment Ratio. The assessment ratios are established in the State
Constitution to ensure stability and range from 4% to 10.5%. A person’s primary
residence is assessed at 4%; a second residence or other real property used or
held for an individual’s personal use, or vacant land is assessed at 6%. Personal
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motor vehicles are assessed at 6%; generally, motor homes and boats that are not
aprimary or secondary residence are assessed at 10.5%. The valueis multiplied
by the applicable ratio to produce the “assessed value’ of the property.

3. Millage. Annually, every taxing entity, including each county and municipality,
determines the number of mills required so that when that number is applied to
the total assessed value of property subject to tax within itsjurisdiction it will
raise the money necessary to operate the following tax year. A mill is aunit of
monetary value equal to one-thousandth of a dollar or .001.

The property tax imposed on, and some of the exemptions available to, individuals who
own, rent, or lease homes, cars, boats, planes, and other types of property in South
Carolina are described below in more detail.

2. RESIDENTIAL PROPERTY

A person’s primary residence and not more than 5 contiguous acres, when owned
totally, or in part, in fee or by life estate and occupied by the owner, istaxed on an
assessment equal to 4% of the fair market value. A person’s second home or vacation
home istaxed at an assessment ratio equal to 6%. A person who purchases residential
property which is subject to vacation rentals (as provided in Title 27, Chapter 50,
Article 2) for 90 days or less, and who intends the property to be his primary residence,
may apply for the 4% assessment ratio once the purchaser actually occupies the
property. South Carolina Code §12-43-220(c)(6).

A motor home, boat, or trailer used for camping and recreational travel that is pulled by
amotor vehicle may qualify as aprimary or secondary residence for property tax
purposes if the interest portion of indebtedness is deductible under the Internal Revenue
Code as an interest expense on aqualified primary or secondary residence. A motor
home, boat, or trailer that is a primary residence qualifies for the 4% assessment ratio,
and onethat is a secondary residence qualifies for the 6% assessment ratio. Property
that qualifies for this treatment is valued in the same manner as motor vehicles. South
Carolina Code §12-37-224.

Generdly, the residential classification is not available unless the owner of the property
applies to the county assessor before the first penalty date for taxes due (January 16). As
part of the application, the taxpayer must certify that: (1) neither he nor any other
member of his household (his spouse, unless legally separated, and his dependent
children under the age of 18 that the owner-occupant claimed or is eligible to be
claimed as a dependent on the owner-occupant’ s federal income tax return) isresiding
in or occupying any other residence in South Carolinawhich he or amember of his
family has qualified for the 4% assessment ratio and (2) he does not claim to be alegal
resident of ajurisdiction other than South Carolinafor any purpose. The application
period may be extended by the local taxing authority for reasonable cause. A new
application does not have to be filed unless there is a change in ownership. See South
Carolina Code §12-43-220(c).
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A residencethat is qualified as alegal residence for any part of ayear is entitled to the
4% assessment ratio for the entire year.

South Carolina Code 8812-37-220(B)(47) and 12-37-250 provide for 2 exemptions that
reduce the property tax levied on an individua’s primary residence. These exemptions
are not available on a person’s second home or vacation home. These exemptions are:

€ An exemption providing that, to the extent not exempt under the homestead
exemption below, 100% of the fair market value of owner-occupied residential
property is exempt from all property taxes imposed for school operating
purposes, but excluding millage imposed for the repayment of debt.

€ A homestead exemption applicable to the first $50,000 of the fair market value
of an elderly, disabled, or blind individual’s primary residence.

Each of these exemptionsis discussed below in more detail.

a. Exemption for School Operating Costs

To the extent not exempt under the homestead exemption discussed below for the
elderly, blind or disabled, 100% of the fair market value of owner-occupied residential
property is exempt from all property taxes imposed for school operating purposes. The
exemption does not apply to millage imposed for the repayment of general obligation
debt or to county or municipal taxes. See South Carolina Code §12-37-220(B)(47).

To come within the exemption for school operating costs, a residence must be eligible
for the 4% assessment ratio for legal residences as provided by South Carolina Code
812-43-220(c). A residence that has qualified as alegal residence for any part of ayear
is entitled to the 4% assessment ratio and to this exemption for the entire year. No
application for the exemption for school operating costs is necessary, but the 4%
assessment ratio for legal residence must be applied for.

b. Homestead Exemption for Elderly, Blind, or Disabled

Article X, 83, of the South Carolina Constitution and South Carolina Code §12-37-250
provide a homestead exemption from property taxes of $50,000 of the fair market value
of the dwelling place of certain individuals. The term “dwelling place” means the
permanent home and legal residence of the applicant. The exemption is from county,
municipal, school, and specia assessment real estate property taxes. It exempts the
dwelling place when jointly owned by husband and wife, if either spouse meets the
criteriafor the exemption.
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To be eigible for the exemption a person must meet the following criteria:

€ Be(a) age 65, (b) totaly and permanently disabled, or (c) legally blind, and such
must occur on or before December 31, preceding the tax year for which the
exemption is claimed.

€ Bealegal resident of South Carolinafor at least one year on or before
December 31, preceding the tax year for which the exemption is claimed.

€ Hold feesimpletitle or alife estate in the legal residence by himself or jointly
with his spouse on December 31 of the tax year. A partial fee or life estate will
result in a partial exemption.

The application for this exemption must be made to the auditor of the county and to the
governing body of the municipality in which the homeislocated on forms provided by
the county and municipality. South Carolina Code 812-37-250. The taxpayer must
provide proof of eligibility when applying for the homestead exemption. If applying
because of age, the taxpayer should provide a birth certificate, Medicaid card, or family
Bible with entries of birth or baptismal records to prove age. If applying because of
disability or blindness, the taxpayer should provide a certification from the state or
federal agency with authority to make that declaration.

Failure to apply constitutes awaiver of the exemption for that year. A person who
applies for the homestead exemption and could have qualified in the prior tax year, in
addition to the current year, may be allowed the homestead exemption for the
immediate preceding tax year.

The personal representative of a deceased taxpayer’ s estate may apply for the
homestead exemption under South Carolina Code 812-37-250 and the 4% assessment
ratio for legal residences provided by Code Section §812-43-220(c). See South Carolina
Code §12-37-252(C).

South Carolina Code 812-37-255 provides that when the homestead exemption is
granted, it continues to be effective for successive years in which the ownership of the
homestead or the other qualifications for the exemption remain unchanged. Notification
of any change affecting eligibility must be given immediately to the county auditor.

South Carolina Code 812-37-266 provides that the homestead exemption includes
situations where atrustee holds legal titleto adwelling that is the legal residence of a
beneficiary otherwise meeting the qualifications. The trustee may apply for the
exemption in person or by mail to the county auditor. No further application is
necessary while the property continues to meet the eligibility requirements. The trustee
must notify the county auditor of any change in classification within 6 months.
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c. Local Option Sales Tax Credit

Pursuant to South Carolina Code 84-10-20, counties have the option of increasing the
sales, use, and accommodations tax rate by 1% to provide additional revenue for local
governments and a credit against ataxpayer’sreal and persona property taxes owed.
The increase must be approved by voter referendum. Currently, there are 30 South
Carolinalocal option counties that impose an additional 1% sales and use tax, typically
referred to as the “local option salestax.” Persons who pay property tax in alocal
option county may be allowed a credit against property taxes based upon the amount of
the local option sales tax collected in the county. In the above example, if ataxpayer
lived in alocal option county, the property tax due would be reduced by alocal option
property tax credit.

See Sales and Use Tax Genera Provisions, Chapter 7, Section 2 and South Carolina
Information Letter #09-9 for alist of counties that impose the local option sales tax.

3. MOTOR VEHICLES, AIRPLANES, AND BOATS

Personal motor vehicles, including pick-up trucks and motorcycles, are assessed at 6%.
Generaly, boats and airplanes are assessed at 10.5%. By ordinance, the governing body
of a county may reduce the assessment ratio of general aviation aircraft subject to
property tax in the county to not less than 4% of the fair market value. The ordinance
must be applied uniformly to all general aviation aircraft subject to property tax in the
county. South Carolina Code §12-43-360.

Watercraft and motors that have an assessed value of not more than $50 are exempt from
property taxes under South Carolina Code §12-37-220(B)(38). Watercraft trailers are
exempt from property taxes under South Carolina Code 812-37-220(B)(40). The
governing body of a county, by ordinance, may exempt from property tax 42.75% of the
fair market value of awatercraft and it's motor. South Carolina Code 812-37-220(B)(38).

Boats that are not currently taxed in South Carolinaand that are not used exclusively in
interstate commerce become taxable if they are present in South Carolinafor 60
consecutive days or 90 days in the aggregate in a property tax year. The local governing
body may, by ordinance, replace the 60/90 day provision with a 180 day in the
aggregate provision.

For boats used in interstate commerce and that have atax situs in South Carolinaand in
at least one other state, the value is computed by multiplying the fair market value by a
fraction (i.e., the number of days the boat was present in South Carolina divided by
365.) The boat must be physically present for an aggregate of 30 days in South Carolina
to be subject to property taxes. South Carolina Code §12-37-714.
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Personal property tax is collected annually. The following example shows a simplified
calculation of the property tax due on a person’s motor vehicle.

Y =T = A= LU LR $20,000
X ASSESSMENE RALO.....eeeiiiiiiiie it e s e e s e e e e e nees 6%
TOtAl ASSESSIMENL .....ccveeeeiceiecte ettt eee e ee st e st e st e es s esbesstesreesressessneearens $1,200
X County Millage RaLe.........cceeiiieirieeieeeesee e 0.289
LIz SRR $346.80

New residents must register their vehicles and secure license plates within 45 days of
establishing residence. Property taxes must be paid prior to car registration and license
plates being issued.

4. AGRICULTURAL USE REAL PROPERTY

“Agricultural real property” isdefined in South Carolina Code §12-43-230(a) as any
tract of real property which is used to raise, harvest, or store crops, feed, breed, or
manage livestock, or to produce plants, trees, fowl, or animals useful to man, including
the preparation of the products raised thereon for man’s use and disposed of by
marketing or other means. Specia property tax rules applicable to agricultura usereal
property are discussed below.

Assessment Ratio. Qualifying agricultural usereal property istaxed on an assessment
equal to:

€ 4% of itsvalue for agricultural use purposes for owners or lessees who are
individuals or partnerships, and for corporations which do not have one or more
of the following: (1) more than 10 shareholders, (2) a shareholder (other than an
estate) who is not an individual, (3) anonresident alien as a shareholder, and (4)
more than one class of stock.

¢ 6% of itsvalue for agricultural use purposes for corporate owners or | essees,
except for certain closely held corporations specified above which are allowed
the 4% ratio. South Carolina Code 812-43-220(d)(1) and South Carolina
Regulation 117-1780.2.

Vauation. Unlike other real property, agricultural use real property is not appraised to
determine fair market value. A special method for determining the value of red

property actually used for agricultural purposesis provided in South Carolina Code
812-43-220(d). NOTE: Current use (not intended or future use) is determinative. See
South Carolina Commission Decision #92-77. The value for agricultural use purposesis
determined in South Carolina Regulation 117-1840.2 for the 1991 tax year and years
thereafter.
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Application. South Carolina Code 812-43-220(d)(3) provides that each new owner must
make application for the 4% or 6% assessment ratio and the specia vauation method to
the county assessor on or before the first date taxes are due without penalty for the first
tax year in which the special assessment is claimed.

Special Rule for Change of Use. The owner must notify the assessor of changein use
within 6 months. When the use of the property is changed to a use other than
agricultural, the property is subject to rollback taxes equal to the difference
between the taxes based on agricultural use and the taxes that would have been
payable if the property had been taxed as other real property (except the value of
standing timber is excluded), for the year of change in use and the preceding 5 tax
years. South Carolina Code §12-43-220(d) and South Carolina Regulation 117-
1780.3.

5. HOMEOWNERS ASSOCIATIONS

South Carolina Code 812-43-227 provides a special method for valuing homeowners
association property pursuant to a capitalized earnings formula. Homeowners
associations that make timely application may have their property valued at the greater
of $500 an acre, or an amount determined by dividing the association’ s nonqualified
gross receipts by 20%. Generally, this valuation method will produce favorable property
tax valuations for a homeowners association since only nonmember revenueis
capitalized.

South Carolina Code 812-43-230 defines homeowners association property as real and
personal property owned by the association that meets the following tests: (1) the
property is held for the use, benefit, and enjoyment of members of the homeowners
association, (2) the members have an irrevocable right to use and enjoy the property on
an equal basis, and (3) each irrevocable right to use such property is appurtenant to
taxable property owned by a member of the homeowners association.
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8. FEEINLIEU — REDUCED INVESTMENT COUNTIES

The minimum required investment necessary to qualify for the feein lieu of property
taxesis $2.5 million for the “Little Fee” and “ Simplified Fee, and $45 million for the
“Big Fee.” See South Carolina Code Sections 4-12-30(B)(3), 12-44-30(14), and 4-29-
67, respectively. Thisinvestment amount, however, is reduced to $1 million for a
company investing in a county with an average annual unemployment rate of at least
twice the State average during each of the last 24 months, based on data available on
November 1.

For 2010, the following county qualifies for the $1 million minimum investment under
the “Little Fee,” “Simplified Fee,” and “Big Fee.”

[ Allendale |
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2. LOCAL SALES AND USE TAXES

Local governments have limited authority to levy local taxes and fees. A local
governing body may not impose a new tax unless specifically authorized by the General
Assembly. As explained below, local sales and use taxes may be imposed for various
purposes. The mgority of these taxes are administered and collected by the Department
in the same manner as the state sales and use taxes. For additional information on the
application of the local taxes administered and collected by the Department, see South
Carolina Revenue Ruling #09-9. Below is abrief description of the local taxes. See
Appendix | for alisting of the local taxes administered by the Department.

a. Local Taxes Administered by the Department

€ General Property Tax Relief. Pursuant to South Carolina Code §4-10-20,
counties have the option of increasing the sales, use, and accommodations tax
rate by 1% to provide additional revenue for local governments and a property
tax rollback to property owners. The increase must be approved by voter
referendum. Currently, there are 30 South Carolinalocal option counties that
impose an additional 1% sales and use tax, typically referred to as the “local
option sales tax.”

€ Local Salesand Use Tax for Transportation Facilities. A governing body of a
county may raise revenue for atransportation project by either imposing a sales
and use tax up to 1% or by authorizing a transportation authority created by the
county governing body to impose tolls. The increase is imposed by enacting an
ordinance, subject to approval by voter referendum, and the tax imposed must be
for aspecific period of time and must be limited to collecting a certain amount
of money. At no time may any portion of the county area be subject to both the
local sales and use tax for transportation facilities and the capital project sales
tax (discussed below). See South Carolina Code 84-37-30.

€ Capital Project Sales Tax. A governing body of a county may impose a 1%
sales and use tax to defray the debt service on bonds issued to pay for authorized
capital projects. Theincrease isimposed by enacting an ordinance, subject to
approval by voter referendum. At no time may any portion of the county area be
subject to both the capital project salestax and the local sales and use tax for
transportation facilities (discussed above). The tax may not be imposed for more
than 7 years. See South Carolina Code 8§4-10-300.

€ Personal Property Tax Relief. The county council may impose, by
referendum, alocal sales and usetax in lieu of the personal property tax
imposed on private passenger motor vehicles, motorcycles, general aviation
aircraft, boats, and boat motors. The tax may not exceed the lesser of 2% or the
amount necessary to replace the property tax on these items in the most recently
completed fiscal year. Currently, thistax is not being imposed by any county in
South Carolina. See South Carolina Code 8§4-10-540.
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€ School District Taxes. The General Assembly has authorized certain school
districts to impose a sales and use tax within the county. These taxes are
generally imposed to pay debt service on genera obligation bonds and/or the
cost of capital improvements. Most of these taxes are imposed at arate of 1%.
Only 8 of the 20 school districts are currently imposing the tax.

€ Catawba Tribal Salesand Use Tax. The Catawba Indian Reservation is
located in Lancaster and Y ork counties. South Carolina Code §27-16-130(H)
contains the specific sales and use tax provisions. The sales tax is administered
and collected by the Department. See South Carolina Revenue Ruling #98-18
and South Carolina Information Letter #09-8, Notes 13 and 14 for the applicable
tribal sales and use tax rates and additional information.

€ Local Option Salesand Use Tax for Local Property Tax Credit. The
governing body of the county, by a county council ordinance or by an initiated
ordinance submitted to the governing body of the county by a petition signed by
at least 7% of the qualified electors of the county, may impose a sales and use
tax in increments of one-tenth of one percent, not to exceed 1%, subject to
referendum approval. It isagenera sales and use tax on all taxable sales at retail
with afew exceptions. The tax provides a credit against property tax imposed by
apolitical subdivision. Currently, this tax is not being imposed by any county in
South Carolina. See South Carolina Code 884-10-720 through 4-10-810.

€ Education Capital Improvement Sales and Use Tax. The school district or
school districts within a county may impose a 1% sales and use tax within the
county for specific education capital improvements for the school district for up
to 15 years. The tax must be approved by areferendum open to al qualified
electorsresiding in the county. Pursuant to a memorandum of agreement, a
portion of the revenue may be shared with the area commission (governing body
of atechnical college) or higher education board of trustees (governing body of
apublicinstitution of higher learning) or both, for specific education capital
improvements on the campus of the recipient located in the county listed in the
referendum. This tax may only be imposed in counties which have collected at
least $7 million in state accommodations taxes in the most recent fiscal year for
which datais available. Once the threshold is met, a county remains eligible to
impose this tax even if it falls below the $7 million level. Thistax may not be
imposed in acounty that isimposing or is scheduled to impose alocal sales and
use tax for public school capital improvements.

€ Tourism Development Fee: Thisfeeisagenera salesand usetax on all sales
at retail (with afew exceptions) taxable under the state sales and use tax and
may only be imposed by a municipality located in a county where revenue from
the state accommodations tax is at least fourteen million dollarsin afiscal year.
Currently, only Horry county meets this criterion; therefore, only municipalities
in Horry county may impose this tax. This tax may be imposed by an ordinance
adopted by atwo-thirds mgjority of the municipa council or by approval of a
majority of qualified electors voting in areferendum authorized by a majority of
the municipal council. Thetax isimposed specifically for tourism advertisement
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and promotion directed at non-South Carolina residents; however, in the third
and subsequent years of the imposition of thistax a portion of the tax may be
used for certain property tax rollbacks. See South Carolina Code 884-10-910

through 4-10-970 (Senate Bill No. 483 of 2009).

b. Local Taxes Administered by Local Governments

€ Local Accommodations Tax. The governing body of acounty or municipality
may impose, by ordinance, alocal accommodations tax, on the gross proceeds
derived from the rental or charges for accommodations furnished to transients as
provided in South Carolina Code §12-36-920(A), not to exceed 3%. The
revenue generated by this additional tax must be used exclusively for certain
tourism purposes. See South Carolina Code §6-1-500.

€ Local Hospitality Tax. The governing body of a county or municipality may
impose, by ordinance, atax on the sales of prepared meals and beverages sold in
establishments, or sales of prepared meals and beverages sold in establishments
licensed for on-premises consumption of acoholic beverages, beer, or wine. The
tax may not exceed 2% of the charges for food and beverages. See South
Carolina Code 86-1-700.

3. NEXUS

Nexus is a sufficient connection between a person and a state, and a sufficient
connection between an activity, property, or transaction and a state, that allows the state
to subject the person, and the activity, property, or transaction to its taxing jurisdiction.
The Due Process and Commerce Clauses of the United States Constitution and other
federal statutes provide limitations on a state' s powers to tax out of state corporations.
Retailers that have nexus with South Carolina must remit the salestax or use tax with
respect to all sales at retail (not otherwise exempt) of tangible personal property in
South Carolina.

Over the years, the courts have provided limitations and guidelines in determining
whether certain activities create nexus in ataxing state. For example, see Quill Corp. v.
North Dakota, 502 U.S. 808 (1992), Complete Auto Transit, Inc. v. Brady, 430 U.S.
274(1977), Miller Brothersv. Maryland, 347 U.S. 340 (1954), Scripto, Inc. v. Carson,
362 U.S. 207(1960), National Bellas Hess, Inc. v. Department of Revenue, 386 U.S.
753(1967), Helicopteros Nacionales de Columbia, SA. v. Hall, 104 S. Ct.1868 (1984),
and National Geographic Society v. California Bd. of Equal, 430 U.S. 551(1977).

South Carolina Revenue Ruling #07-3 provides guidance concerning sales and use tax
nexus creating activities. It addresses types of business activities or relationships that,
by themselves, may or may not create sales and use tax nexus. Activities that create
nexus for sales and use tax purposes differ somewhat from those that create nexus for
other tax purposes.
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The following categories of nexus creating activities are discussed:

1. Genera Activities

2. Property in South Carolina

3. Activities of an Employee or Third Party (e.g., Sales Representative,
Independent Contractor or Affiliated Company)

4. Ddivery

5. Transactions with South Carolina Printers

6. Advertising

See Appendix |1 for asummary of the Department’ s responses to sales and use tax
nexus creating gquestions contained in South Carolina Revenue Ruling #07-3.

NOTE: Since developmentsin this area are constantly taking place, any response is
subject to change due to a future statute, regulation, court decision, or advisory opinion.

4. EXCLUSIONS

If atransaction is excluded from the tax, it is not subject to sales and use tax in South
Carolina. The exclusions are found in severa sections of the sales and use tax statute
and apply to avariety of transactions. The following briefly describes South Carolina' s
sales and use tax exclusions.

Code Section

12-36-60

12-36-90(1) () i)

12-36-90(2)(h)

12-36-90(2)(i)

Description

Transmission of computer database information by a cooperative
service when assembled by and for the exclusive use of the
members of the cooperative service.

The withdrawal from inventory of tangible personal property for
use in replacing a defective part under a warranty, maintenance,
or similar service contract if tax was paid on the sale or renewal
of the contract and the customer is not charged for labor or
material when the part is replaced.

Sales of property that are actually charged off as bad debts or
uncollectible accounts for state income tax purposes.

Interest, fees, or charges imposed on a customer for |ate payment
of abill for electricity or natural gas.
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Code Section

12-36-90(2)(1)

12-36-110(2)

12-36-120(1)

12-36-120(2)

12-36-120(3)

12-36-120(4)

12-36-120(5)

12-36-140(C)(1)

Description

Sales of tangible personal property to a person engaged in the
business of servicing awarranty, maintenance, or similar service
contract for use in replacing a defective part under the contract if
tax was paid on the sale or renewal of the contract and the
customer is not charged for labor or material when the part is
replaced.

Sales of tangible personal property to a manufacturer or
construction contractor when the property is partialy or
completely fabricated or manufactured in South Carolina by the
manufacturer or construction contractor and transported out of
state and assembled, installed, or erected at the out-of-state job
site.

Sales of property to alicensed retailer or another wholesaler for
resale. This does not include sales to users or consumers not for
resale.

Sales of property to a manufacturer or compounder as an
ingredient or component part of the tangible personal property or
product manufactured or compounded for sale.

Sales of property “used directly” in manufacturing,
compounding, or processing tangible persona property into
products for sale. South Carolina Regulation 117-302.1 provides
property is“used directly” if it comesinto direct contact with the
product being manufactured and contributes to bring about a
chemical or physical change in the product.

Sales of materials, containers, cores, labels, sacks, or bags used
incident to the sale and delivery of tangible personal property, or
used by manufacturers, processors, and compounders in shipping
tangible personal property.

Sales of food or drink products to licensed retail merchants for
use as ingredients in preparing ready to eat food or drink sold at
retail.

Purchases of tangible personal property from outside the state
and transported to South Carolinafor storage and for the
exclusive purpose of subsequently transporting it outside of

South Carolinafor first use outside of South Carolina. (Appliesto
use tax).
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Code Section Description

12-36-140(C)(2) Purchases of tangible personal property from outside the state
and transported to South Carolinafor the purpose of first being
manufactured, processed, or compounded into other tangible
personal property that will be transported and used solely outside
of South Carolina. (Applies to use tax).

12-36-140(C)(3) Purchases of tangible personal property for the purpose of being
distributed as cooperative direct mail promotional advertising
materials by means of interstate carrier, amailing house, or a
United States Post Office to residents of this state from locations
both inside and outside the state. (Applies to use tax).

12-36-910(C) Charges for or use of certain data processing.

5. PARTIAL EXEMPTIONS

There are two types of exemptions provided under South Carolina’s sales and use tax
law: (1) partial exemptions and (2) full exemptions.

Partial exemptions limit or “cap” the amount of tax and are set forth in South Carolina
Code 812-36-2110. The local sales and use taxes collected by the Department do not
apply to sales that are subject to a cap. See South Carolina Code §812-36-2110 and 12-
36-1710.

A maximum tax of $300 isimposed on sales of the following:

€ Aircraft —including unassembled aircraft assembled by the purchaser

€ Motor vehicles —including equipment supplied or installed on afirefighting
vehicle at the time of purchase

€ Motorcycles

€ Boats, including personal watercrafts such asjet skis

€ Trailers and semi-trailers that can be pulled only by atruck tractor and horse
trailers. This does not include house trailers and campers as defined in South

Carolina Code §56-3-710.

€ Recreational vehicles, including tent campers, travel trailers, park trailers, motor
homes, and fifth wheels

€ Sef-propelled light construction equipment with compatible attachments. The
equipment’ s net engine horse power must not exceed 160.
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€ Fire safety education trailers

The cap aso appliesto leases of the above items providing the leaseisin writing and
the lease has a stated term and remains in force for a period in excess of 90 continuous
days. The taxpayer may pay the total tax due at the time the lease is executed or with
each lease payment until the $300 is paid.

Also, amaximum tax of $300 isimposed on sales of musical instruments or office
equipment sold to religious organizations.

Further, South Carolina Code 8812-36-2110(B) and 12-36-2120(34), respectively,
provide a partial exemption for the sale of a manufactured home or a modular home.

(See Section 6. below for information on afull exemption for certain energy efficient
manufactured homes.)

6. FULL EXEMPTIONS

Although, it may be determined that atransaction is subject to sales and use tax, a
particular exemption in the statute may exempt it from sales and use tax in South
Caralina. South Carolina Code 8812-36-2120 and 12-36-2130 contain numerous full
exemptions. The local sales and use taxes collected by the Department do not apply to
sales which are exempt from the state sales and use tax. The following briefly describes
South Carolina' s sales and use tax exemptions. For purposes of this discussion, South
Carolina s full exemptions are divided into the following categories:

€ Government Related Exemptions

€ Business Incentive Exemptions

€ Agricultural Exemptions

€ Educational Exemptions

€ General Public Good Exemptions

€ Energy Conservation and Alternative Energy Exemptions

a. Government Related Exemptions

Code Section Description

12-36-2120(1) Transactions that are prohibited from being taxed by U.S. or
South Carolina Constitutional Provisions or federal or South
Carolinalaw
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Code Section
12-36-2120(2)
12-36-2120(22)
12-36-2120(25)

12-36-2120(29)

12-36-2120(30)

12-36-2120(46)

12-36-2120(48)

12-36-2120(68)

b. Business

12-36-2120(9)

12-36-2120(11)

Description

Sales to the federal government

Material necessary to assemble missiles
Sales of carsto nonresident military personnel

Federal government contracts — property that passes to the
government.

Supplies purchased by South Carolina’s General Services
Division for resale to state agencies

War memorials and monuments

Solid waste disposal collection bags required under a solid waste
disposal plan of a county or other political subdivision

Any property sold to the public through a sheriff’s sale as
provided by law

Incentive Exemptions

Coal, coke, or other fuel for manufacturers, transportation
companies, electric power companies, and processors

Fuel for (1) the generation of motive power for test flights of
aircraft by the manufacturer of the aircraft; and (2) the
transportation of an aircraft prior to its completion from one
facility of the manufacturer of the aircraft to another facility of
the manufacturer of the aircraft, not including the transportation
of major component parts for construction or assembly, or the
transportation of personnel. These exemptions only apply when
the taxpayer invests at least seven hundred fifty million dollarsin
real or personal property or both comprising or located at asingle
manufacturing facility over a seven-year period and creates at
least three thousand eight hundred full-time new jobs at the single
manufacturing facility during that seven-year period. The
taxpayer must notify the Department in writing before the first
month it uses these exemptions. This exemption is effective
November 1, 2009 and only appliesto taxpayers that notify the
Department prior to October 31, 2015 of their intent to utilize the
exemption.

Long-distance telephone calls, certain access charges, charges for
telegraph messages, and automatic teller machine transactions
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Code Section
12-36-2120(13)

12-36-2120(14)

12-36-2120(15)

12-36-2120(17)

12-36-2120(19)

12-36-2120(20)
12-36-2120(21)

12-36-2120(24)

12-36-2120(31)

12-36-2120(35)

12-36-2120(36)

12-36-2120(37)

12-36-2120(40)

12-36-2120(42)

12-36-2120(43)

Description
Fuel and other supplies for consumption on ships on the high seas

Wrapping paper, containers, etc., used incident to the sale and
delivery of tangible personal property

Motor fuel taxed under the motor fuel tax law

Machines used in manufacturing, processing, recycling,
compounding, mining, or quarrying tangible personal property
for sale. Thisincludes certain machines used to prevent or abate
air, water, or noise pollution caused by machines used in
manufacturing, processing, recycling, compounding, mining, or
guarrying tangible personal property for sale.

Electricity used to manufacture, process, mine, or quarry tangible
personal property for sale or used by cotton gins to manufacture
tangible personal property for sale

Railcars and locomotives

Certain vessels and barges

Laundry supplies and machinery. This exemption does not apply
to coin operated laundromats.

Vacation time sharing plans and exchange of accommodations in
which the accommaodation to be exchanged is the primary
consideration

Movies sold or rented to movie theatres

Tangible personal property delivered out of state by South
Carolinaretalers

Petroleum asphalt products transported and used outside South
Carolina

Shipping containers used by international shipping lines under
contract with the State Ports Authority

Depreciable assets as aresult of asale of an entire business

Supplies, equipment, machinery, and electricity for usein
filming/producing motion pictures
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Code Section

12-36-2120(49)

12-36-2120(50)

12-36-2120(51)

12-36-2120(52)

12-36-2120(53)

12-36-2120(54)

12-36-2120(55)

12-36-2120(56)

12-36-2120(58)

12-36-2120(59)

Description

Postage purchased by a person engaged in the business of selling
advertising services for clients consisting of mailing advertising
material through the United States mail

The following items when used by a qualified recycling facility:
recycling property, eectricity, natural gas, fuels, gasses, fluids
and lubricants, ingredients or component parts of manufactured
products, property used for the handling or transfer of
postconsumer waste or manufactured products or in or for the
manufacturing process, and machinery and equipment
foundations

Materia handling systems and material handling equipment used
in the operation of adistribution facility or a manufacturing
facility of ataxpayer that invests at least $35 million in South
Carolina

Parts and supplies used by persons engaged in the business of
repairing or reconditioning aircraft owned by or leased to the
federa government or commercial air carriers. This exemption
does not extend to tools and other equipment not attached to, or
that do not become a part of, the aircraft.

Motor vehicle extended service and warranty contracts

Clothing and other attire required for working in a class 100 or
better clean room environment (as defined in Federal Standard
209E)

Audiovisual masters made or used by a production company
Machines used in research and devel opment

Cooperative direct mail promotional advertising materials and
promotiona maps, brochures, pamphlets, or discount coupons for
use by nonprofit chambers of commerce or nonprofit convention
and visitor bureaus

Facilities transmitting el ectricity that are transferred, sold or
exchanged by an electrical utility, municipality, electric
cooperative, or political subdivision to alimited liability
company subject to regulation under the Federal Power Act and
formed to operate or to take functional control of electric
transmission assets
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Code Section

12-36-2120(64)

12-36-2120(65)(a)
and 12-36-2120(66)

12-36-2120(65) (b)

12-36-2120(67)

12-36-2120(69)

12-36-2120(70)

Description

Sweetgrass baskets made by artists of South Carolinausing
locally grown sweetgrass

Computer equipment used in connection with, and electricity
and certain fuel used by, atechnology intensive facility
(defined in South Carolina Code §12-6-3360(M)(14)(b)) that
invests $300 million over 5 years, creates at least 100 new jobs
during the 5 years with an average cash compensation of 150%
of the per capitaincome of the state, and spends at |east 60% of
the $300 million investment on computer equipment

Computer equipment used in connection with a manufacturing
facility where the taxpayer invests at least seven hundred fifty
million dollarsin real or persona property or both comprising or
located at the facility over a seven-year period and creates at least
three thousand eight hundred full-time new jobs at the facility
during that seven-year period. This exemption is effective
November 1, 2009 and only appliesto taxpayers that notify the
Department prior to October 31, 2015 of their intent to utilize the
exemption.

Construction material used in the construction of asingle
manufacturing or distribution facility, or one that serves both,
that invests at least $100 million at a single site in South Carolina
over an 18 month period. This exemption will be phased-in from
July 1, 2007 - July 1, 2011.

Construction materials used in the construction of a new or
expanded single manufacturing facility where the taxpayer
invests at least seven hundred fifty million dollarsin real or
personal property or both comprising or located at the facility
over aseven-year period and creates at least three thousand eight
hundred full-time new jobs at the facility during that seven-year
period. This exemption is effective November 1, 2009 and only
applies to taxpayers that notify the Department prior to October
31, 2015 of their intent to utilize the exemption.

Sale or renewal of awarranty, maintenance, or similar service
contract for tangible personal property if the sale or purchase of
the tangible personal property covered by the contract is exempt
or excluded from the sales or use tax

Gold, silver or platinum bullion or any combination; coins that
are or have been legal tender; and currency.
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Code Section

12-36-2120(73)

12-62-30

Description

Amusement park rides; parts, machinery and equipment used to
assemble, operate and make up amusement park rides; and
performance venue facilities and any related or required
machinery, equipment and fixtures. A $250 million investment
and creation of 250 full-time jobs and 500 part-time or seasonal
jobs over a5 year period is required.

Tangible personal property purchased by a certified motion
picture production company for use in connection with the
filming or production of motion picturesin South Carolinafor a
company planning to spend at least $250,000 in connection with
the filming or production of one or more motion pictures in South
Carolinawithin a consecutive 12 month period. This provision
does not apply to: (a) local salestax levied and collected directly
by alocal governmental subdivision or (b) the production of
television coverage of new and athletic events

c. Agricultural Exemptions

12-36-2120(4)
12-36-2120(5)

12-36-2120(6)

12-36-2120(7)

12-36-2120(16)
12-36-2120(18)

12-36-2120(23)

12-36-2120(32)
12-36-2120(44)

12-36-2120(45)

Livestock

Feed used to produce and maintain livestock

Insecticides, chemicals, fertilizers, soil conditioners, seeds, or
seedlings, or nursery stock used in the production of farm
products

Containers and labels used in preparing agriculture products for
sale or preparing turpentine gum, gum resin, and gum spirits of
turpentine for sale

Farm machinery

Fuel used to cure agriculture products

Farm products sold in their origina state of production when sold
by the producer

Electricity and gas used in the production of livestock and milk
Electricity used to irrigate crops

Building materials, supplies, fixtures, and equipment used to
construct commercia housing for poultry or livestock
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d. Educational Exemptions

Code Section

12-36-2120(3)

12-36-2120(8)

12-36-2120(10)(a)

12-36-2120(26)

12-36-2120(27)
12-36-2130(2)
Temporary

Proviso 89.49,
(Act No. 23)

Description

Textbooks, books, magazines, periodicals, newspapers, and
access to on line information used in a course of study or for use
in aschool or public library. These items may be in printed form
or in alternative forms such as microfilm or CD ROM. Certain
communication services and equipment subject to tax under
South Carolina Code 8812-36-910(B)(3) and 12-36-1310(B)(3)
are not exempt.

Newspapers

Meals or food used in furnishing meals to students in schools (not
for profit)

Television, radio, and cable TV supplies, equipment, machinery,
and electricity

Zoo plants and animals

Exhibition rentals for museums (charitable, el eemosynary, or
governmental museums) (Use tax only.)

Purchases of tangible personal property during the State Fiscal
Y ear 2009-2010 for usein private primary and secondary
schools, including kindergarten and early childhood education
programs, are exempt from the use tax if the school is exempt
from income taxes under Internal Revenue Code 8501(c)(3).

e. General Public Good Exemptions

12-36-2120(10) (b)

12-36-2120(10)(c)

12-36-2120(10)(d)

Meals provided to elderly or disabled persons at home by
nonprofit organizations

Food sold to nonprofit organizations or food sold or donated by
the nonprofit organization to another nonprofit organization

Meals or foodstuffs prepared or packaged that are sold to public
or nonprofit organizations for congregate or in-home service to
the homeless or needy or disabled adults over 18 or individuals
over 60. Thisexemption only appliesto meals and foodstuffs
eligible for purchase under the USDA food stamp program.
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Code Section
12-36-2120(12)

12-36-2120(28)

12-36-2120(63)

12-36-2120(33)
12-36-2120(38)
12-36-2120(39)
12-36-2120(41)

12-36-2120(47)

12-36-2120(57)

12-36-2120(62)

Temporary
Proviso 89.86
(Act No. 23)

Description
Water sold by public utilities and certain non-profit corporations

Medicine and prosthetic devices sold by prescription; certain
diabetic supplies sold to diabetics under the written authorization
and direction of a physician; certain free samples of medicine and
certain medicine donated to hospitals; prescription medicine and
radiopharmaceuticals used in treating cancer or rheumatoid
arthritis, including prescription medicines to relieve the effects of
treatment; prescription medicines used to prevent respiratory
syncytial virus; disposable medical supplies, such as bags, tubing,
needles, and syringes, dispensed by a pharmacist by prescription
of alicensed health care provider for the intravenous
administration of a prescription drug (only for treatment outside
of ahospital, skilled nursing facility, or ambulatory surgical
treatment center); and prescription medicine dispensed to
Medicare Part A patientsin anursing home.

Medicine and medical supplies, including diabetic supplies and
diabetic diagnostic and testing equipment, sold to a health care
clinic providing free medical and dental careto all patients
Residential electricity and fuel

Hearing aids

Concession sales by nonprofit organizations at festivals

Sales by nonprofit organizations

Goods sold to nonprofit hospitals that primarily treat children at
no cost to the patient

Annual salestax holiday on the first Friday, Saturday, and
Sunday in August for personal use clothing, clothing accessories,
footwear, computers, printers, printer supplies, computer
software, bath washcloths, blankets, bed spreads, bed linens,
sheet sets, comforter sets, bath towels, shower curtains, bath rugs,
pillows, pillowcases, and school supplies

70% of the gross proceeds of the rental or |ease of portable toilets

Viscosupplementation therapies (for State Fiscal Y ear 2009 —
2010)
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Code Section

12-36-2120(74)

12-36-2120(75)

Temporary
Proviso 89.135
(Act No. 23)

Description

Durable medical equipment and related supplies as defined under
federa and state Medicare and Medicaid laws if (@) paid directly
by funds of South Carolinaor the United States under the
Medicare and Medicaid programs, (b) state and federal law
prohibits the payment of the sales and use tax, and (c) the saleis
by a provider with a South Carolinaretail license whose principal
place of businessisin South Carolina. This exemption will be
phased in beginning July 1, 2007.

Unprepared food that lawfully may be purchased with United
States Department of Agriculture food coupons. This exemption
does not apply to local taxes unless the local tax specifically
exempts the sale of such food. See South Carolina Regulation
117-337.

Salestax holiday on the Friday and Saturday after Thanksgiving
in 2009 only for handguns, rifles and shotguns.

f. Energy Conservation and Alternative Energy
Exemptions

12-36-2120(71)

12-36-2120(72)

12-36-2110(B)

Any device, equipment, or machinery that is (a) operated by
hydrogen or fuel cells, (b) used to generate, produce, or distribute
hydrogen and designated specifically for hydrogen applications
or for fuel cell applications, and (c) used predominantly for the
manufacturing of, or research and development involving
hydrogen or fuel cell technologies. This exemption is effective
October 1, 2007.

Building material used to construct a new or renovated building
in aresearch district and machinery or equipment located in a
research district. The sales tax that would have been assessed
must be invested by the taxpayer in hydrogen or fuel cell
machinery or equipment located in the same research district
within 24 months of the exempt purchase.

Manufactured homes sold from July 1, 2009 through July 1,
2019, if the manufactured home has been designated by the
United States Environmental Protection Agency and the United
Stated Department of Energy as meeting or exceeding each
agency’s energy saving efficiency requirements or has been
designated as meeting or exceeding such requirements under each
agency’sENERGY STAR program
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7.

APPENDICES

Appendix |

2 Local Sales and Use Taxes and Rates
Appendix I

L 4 Sales and Use Tax Nexus Creating Activities
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Appendix |

Summary of Local Salesand Use Taxes and Rates
Asof August 1, 2009

Below isasummary of the local taxes and rates currently imposed countywide that are

administered and collected by the Department on behalf of local governments.

COUNTY LOCAL SALESAND USE TAXES TOTAL
LOCAL
RATE

Abbeville Local Option 1%
Aiken Capital Projects 1%
Allendale Local Option and Capital Projects 2%
Bamberg Local Option 1%
Barnwell Local Option 1%
Beaufort Transportation 1%
Berkeley Local Option and Transportation 2%
Calhoun Local Option 1%
Charleston Local Option and Transportation 1.5%
Cherokee School District Bond (Act No. 588 of 1994) and Local Option 2%
Chester Local Option and Capital Projects 2%
Chesterfield Local Option and School District Bond (Act No. 441 of 2000) 2%
Clarendon Local Option and School District Bond (Act No. 355 of 2004 201

and Act No. 195 of 2005)) °
Colleton Local Option 1%
Darlington Local Option and School District Bond (Act No. 132 of 2003) 2%
Dillon Local Option and School District Bond (Act No. 137 of 2007) 2%
Dorchester Transportation 1%
Edgefield Local Option 1%
Fairfield Local Option 1%
Florence Local Option and Capital Projects 2%
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COUNTY LOCAL SALESAND USE TAXES TOTAL
LOCAL
RATE
Greenwood Capital Projects 1%
Hampton Local Option and Capital Projects 2%
Horry Capital Projects and Education Capital | mprovements 2%
Jasper Local Option and School District Bond (Act No. 146 of 2001) 2%
Kershaw Local Option 1%
Lancaster Local Option and Capital Projects 2%
Laurens Local Option 1%
Lee Local Option and School District Bond ( Act No. 426 of 2006) 2%
Lexington School District Bond (Act No. 378 of 2004) 1%
Marion Local Option 1%
Marlboro Local Option 1%
McCormick Local Option 1%
Newberry Capital Projects 1%
Orangeburg Capital Projects 1%
Pickens Local Option 1%
Richland Local Option 1%
Saluda Local Option 1%
Sumter Local Option and Capital Projects 2%
Williamsburg Local Option 1%
York Capital Projects 1%

! Effective August 1, 2009, the City of Myrtle Beach (which is located in Horry County) imposes a 1%
local sales and use tax called a Tourism Development Fee. Thistax isin addition to the two local sales
and use taxes imposed in Horry County. Therefore, the total local sales and use tax rate for the City of
Myrtle Beach is 3% (Capital Projects, Education Capital Improvements and Tourism Devel opment).
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Appendix 11

Sales and Use Tax Nexus Creating Activities

Below isasummary of the Department’ s guidance concerning sales and use tax nexus
creating activities. (A complete copy of South Carolina Revenue Ruling #07-3 which
addresses thisissue is available of the Department’ s website at www.sctax.org.) It
addresses types of business activities or relationships that, by themselves, may or may
not create sales and use tax nexus.

The following categories of nexus creating activities are discussed:
1. Genera Activities
2. Property in South Carolina

3. Adctivities of an Employee or Third Party (e.g., Sales Representative,
Independent Contractor or Affiliated Company)

4. Ddivery
5. Transactions with South Carolina Printers
6. Advertising

Each response is based upon the specific facts described in the survey question and the
following assumptions: (1) The business is selling tangible personal property? at retail
to residents or othersin South Caroling; (2) Each specific survey question by itself was
the only possible nexus creating activity or relationship abusiness has in South
Carolina®; and, (3) The activities described are not “de minimis’ unless the question or
answer specificaly states otherwise.

A “yes’ response indicates the activity or relationship will, by itself, create nexus with
South Carolina. A “no” response indicates the activity or relationship will, by itself, not
create nexus with South Carolina. However, it isimportant to note that a combination of
several different activities or relationships, even if each by itself does not create nexus,
may create nexus with South Carolina. In addition, any variance from the facts stated in
asurvey guestion, or any additional facts not stated in a survey question, may change
the answer set forth in this document. Each response refers only to sales and use tax
nexus. Activities that create nexus for sales and use tax purposes differ somewhat from
those that create nexus for other tax purposes.

2 See South Carolina Code §12-36-60 for the definition of “tangible personal property” and the various
imposition provisions of Chapter 36 of Title 12 (Sales and Use Tax Code of Laws) for information asto
services and intangibles that are “tangible personal property” by definition.

% Even though some survey questions specifically state that the activity represents the corporation’s “sole
activity” in South Carolina, al other survey questions represent the corporation’s sole activity in South
Carolinawhether or not such is specifically stated. The difference in wording only represents how each
national publication worded its questions.
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Survey Answers
A. General Activities

YES
1. The corporation holds a certificate of authority to conduct businessin []

South Carolina, or is otherwise registered with the Secretary of State or any
other regulatory agency in South Carolina.

2. The corporation issues credit cards to customers who reside in South Carolina. [
Note: The answer depends on the facts and circumstances.

B. Property in South Carolina

YES
1. The corporation’s sole activity in South Carolinais maintaining or using X
aplace of business for selling tangible personalty.
2. The corporation’s sole activity in South Carolinais maintaining or using X
aplace of business for storing” tangible personalty.
3. The corporation’s sole activity in South Carolinais maintaining or
using a distribution facility that>:
(a) meets the definition of a“distribution facility® as found in South X
Carolina Code 812-6-3360(M)(8).
(b) does not meet the definition of a“distribution facility” asfound in X

South Carolina Code §12-6-3360(M)(8).

* For purposes of this scenario, the storage facility does not meet the definition of a“distribution facility”
as defined in Code Section 12-6-3360(M)(8) and discussed in Question B.3. See also footnote #6.

® This question was not a part of the surveys from national publications, as discussed in the Introduction,

but was added to ensure persons reviewing this opinion would be aware of South Carolina’'s specia rules
concerning a “distribution facility” provided for in Code Section 12-36-2690. See footnote #6.

® Code Section 12-36-2690 states that owning or utilizing a distribution facility [as defined in Code
Section 12-6-3360] within South Carolinais not considered in determining whether the person has a
physical presence in South Carolina sufficient to establish nexus with South Carolina for sales and use tax
purposes.” Code Section 12-6-3360(M)(8) defines a “distribution facility” as “an establishment where
shipments of tangible personal property are processed for delivery to customers. The term does not
include an establishment where retail sales of tangible personal property are made to retail customers on
more than twelve days a year except for afacility which processes customer sales orders by mail,
telephone, or electronic means, if the facility also processes shipments of tangible personal property to
customersand if at least seventy-five percent of the dollar amount of goods sold through the facility are
sold to customers outside of South Carolina.” South Carolina Code § 12-36-2690 is schedule to be
repealed for tax yearsafter June 9, 2010; therefore, the answer will change if that code section is
repealed.
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10.

The corporation’ s sole activity in South Carolinais maintaining
tangible personalty for lease through a representative.

The corporation’s sole activity in South Carolinaisthe presencein
South Carolina of an affiliated entity.
Note: The answer depends on the facts and circumstances.

The corporation’ s sole activity in South Carolinais the existence of
unrelated in-state office (e.g. advertising).

The corporation’ s sole activity in South Carolinais licensing software

for use in South Carolina.

Note: See SC Revenue Ruling #05-13 for information as to the taxation of
software. As set forth in the revenue ruling, if software isdeliveredin
tangible form or if the purchaser is charged to access an Application Service
Provider (“ASP") website to use software, the transaction would be

taxable. If the software is delivered el ectronically, the transaction would

not be subject to the tax.

The corporation’ s sole activity in South Carolinaisthat of a mail-order
catalog seller with property or solicitors in South Carolina.

The corporation’ s sole activity in South Carolinais the drop shipment
of catalogs in South Carolina, for mailing to residents within South Carolina

The corporation’ s sole activity in South Carolinais renting customer
mailing lists to other vendors in South Carolina.
Note: The answer depends on the facts and circumstances.

Activities of an Employeeor Third Party (e.g., Sales Representative,
Independent Contractor or Affiliated Company)

The corporation’ s sole activity in South Carolinais the presence of a
representative selling in South Carolina.

The corporation authorizes an employee or third party (e.g., independent
contractor, affiliated company or other representative) to install, deliver,
service, or repair merchandise in South Carolinaor hires independent
contractor to perform warranty or repair services on tangible personal
property in South Carolina. (The repairs may be under warranty for which
there is no separate charge or may be under warranty for which there was
a separate charge.)

YES NO
X O
N
X O
N
X O
X O
N
YES NO
X O
X O
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YES

3 The corporation uses an employee or third party (e.g., independent contractor, [X
affiliated company, or other representative) to investigate, handle or resolve
customer issues, provide training or technical assistance, or otherwise provide
customer service to customersin South Carolina.

Note: This answer assumes that the employee or third party is physicaly
present in South Carolina.

4. The corporation’s sole activity in South Carolinais an employee/repre- X
sentative providing training to South Carolina customers.

5. The corporation’s sole activity in South Carolinais an employee/repre- X
sentative providing trouble-shooting to South Carolina customers.

6. The corporation’s sole activity in South Carolinais purchasing agents []
entering South Carolinato acquire tangible personal property.
Note: See Helicopteros Nacionales de Columbia, SA. v. Hall, 104 S. Ct.
1868 (1984). The answer depends on the facts and circumstances.

7. The corporation’s sole activity in South Carolinais attendance by a []
sales representative at atwo or three day trade show.
Note: The answer depends on the facts and circumstances, including,
but not limited to, what the representative does at the trade show, the business
intent with respect to returning to the state, etc.

8. The corporation sells tangible personal property while temporarily located []
in South Carolinafor up to three days.
Note: The answer depends on whether or not the corporation’ s presence or
sales are de minimis, the business' intent with respect to returning to the state,
the value of the sales, and other facts and circumstances. However, even if
nexusis not established, the seller must be licensed and remit the tax on all
sales made by the employee during the trade show.

9. The corporation sells tangible personal property to residents in South X
Carolinafrom outside the state (e.g., by telephone, over the Internet, via
catalog/direct mail, or otherwise) and has an employee visit South Carolina
four or more times during the year.

10. The corporation’s sole activity in South Carolinais telemarketing activity []
into South Carolina (telemarketer not located in South Caroling).

11. The corporation’s sole activity in South Carolinais the use of atdemarketing [X
firm with a South Carolina office.

12. The corporation hires an unrelated call center or fulfillment center located X

in South Carolinato process tel ephone or ectronic orders that primarily
derive from out-of-state customers.
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YES

13. The corporation’s sole activity in South Carolinais using an in-state X
photographer, if the vendor's products are shipped to South Carolina during
the photographic sessions.

14. The corporation collects delinguent accounts using a collection agency in X
South Carolina or hires attorneys or other third partiesto file collection suits
in South Carolina.

15. The corporation is affiliated with an entity that sells tangible personal
property or services to customersin South Carolina, and

(@) the South Carolina affiliate sells similar merchandise and uses X
common trade names, trademarks or logos.

(b) uses the South Carolina affiliate to accept returns, take orders, perform  [X]
customer service or distribute advertising materials on its behalf.

(c) sellstangible personal property over the Internet or by catalog and []
has an affiliated company that operates aretail storein South Carolina
Note: The answer depends on the facts and circumstances.

16. The corporation sells tangible persona property to residentsin South X
Carolinafrom outside the state and authorizes an employee or third party
(e.0., sales representative, independent contractor, or affiliated company)
to solicit salesin South Carolina

17. The corporation has employees or representatives occasionally enter ]
South Carolinato meet with South Carolina suppliers of goods or services.
Note: See Helicopteros Nacionales de Columbia, SA. v. Hall, 104 S. Ct.
1868 (1984). The answer depends on the facts and circumstances.

18. The corporation’s sole activity in South Carolinais soliciting through X
independent agents.
19. The corporation’s sole activity in South Carolinais using a broker to ]

arrange rentals of customer mailing lists to vendors in South Carolina and
other states.

Note: See SC Revenue Ruling #05-13 for analogous information as to the
taxation of software. As such, if the mailing list is delivered in tangible form,
the transaction would be taxable. If the software is delivered electronically,
the transaction would not be subject to the tax.
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D. Ddivery
YES
1. The corporation’s sole activity in South Carolinaisin-state delivery via X
company-owned vehicles.
2. The corporation’s sole activity in South Carolinais the presence of a X
representative to deliver merchandise in South Carolina’.
3. The corporation delivers merchandise in South Carolina by means other X
than common carrier or the U.S. Postal Service.
4. The corporation uses acompany in South Carolinato drop-ship []
merchandise to customers.
Note: See SC Revenue Ruling #98-8.
E. Transactionswith South Carolina Printers
YES

1. The corporation’s sole activity in South Carolinais using a South Carolina ]
printing company to print catalogs or advertisements, if the vendor's
personnd enter the state occasionally (1-3 times per year) during
the printing process.
Note: See South Carolina Code §12-36-75°

" This answer assumes the representative is not operating out of afacility that meets the definition of a
“distribution facility” in South Carolina Code §12-6-3360(M)(8). See also footnotes #4 and #6.

8 South Carolina Code §12-36-75 states:

“(A) Notwithstanding any other provision of this chapter, tangible or intangible property that is: (1)
owned or leased by a person that has contracted with a commercial printer for printing and used in
connection with a printing contract; and

(2) located at the premises of the commercial printer;

shall not be considered to be, or to create, an office, a place of distribution, a sales location, a sample
location, a warehouse, a storage place, or other place of business maintained, occupied, or used in any
way by the person. A commercial printer with which a person has contracted for printing by reason of any
printing contract which may include storing and shipping the items printed shall not be considered to be
in any way arepresentative, an agent, a salesman, a canvasser, or asolicitor for the person.

(B) Notwithstanding any other provision of this chapter, the following shall not cause a person that has
contracted with a commercial printer for printing to have a duty to register as aretailer or to collect or
remit the sales or use tax imposed by this chapter:

(1) the ownership or leasing by that person of tangible or intangible property located at the South
Carolina premises of the commercial printer and used in connection with printing contracts;

(2) the sale by that person of property printed or imprinted at and shipped or distributed from the South
Carolina premises of the commercial printer by the commercial printer;

(3) the activities performed pursuant or incident to a printing contract by or on behalf of that person at the
South Carolina premises of the commercial printer by the commercial printer; or

(4) the activities performed pursuant or incident to a printing contract by the commercial printer in South
Carolinafor or on behalf of that person.”
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YES

2. The corporation’s sole activity in South Carolinais using a South Carolina ]
printing company to print catalogs or advertisements, if the vendor's
personnel do not enter South Carolina during the printing process.
Note: See South Carolina Code §12-36-75°.

3. The corporation’s sole activity in South Carolinais using a South Carolina []
printing company where the taxpayer’s printing materials or printed
goods are stored.
Note: See South Carolina Code §12-36-75°,

F. Advertising
YES

1. The corporation’s sole activity in South Carolinais advertising on local []
media (e.g., newspapers, radio, TV).
Note: The answer depends on the facts and circumstances (e.g., nexus may
exist if the advertising consists of a persona endorsement by alocal personality)

2. The corporation’s sole activity in South Carolinais advertising on national ]
media, which may be circulated in South Carolina (e.g., national magazines
or TV).
Note: The answer depends on the facts and circumstances (e.g., nexus may
exist if the advertising consists of a persona endorsement by alocal personality)

3. The corporation’s sole activity in South Carolinais advertising on satellite TV. [_]
Note: The answer depends on the facts and circumstances (e.g., nexus may
exist if the advertising consists of a persona endorsement by alocal personality)

4. The corporation’s sole activity in South Carolinais spillover advertising ]
from neighboring states.
Note: This answer assumes that the advertiser and retailer have no physical
presence in South Carolina.

5. The corporation’s sole activity in South Carolinais that of a mail-order []
catalog seller with only mail communication in the state.
Note: This answer assumes that the retailer has no physical presencein
South Carolina and that the catal ogs are not mailed from within South Carolina.

6. The corporation’s sole activity in South Carolinais mailing catalogs to ]
South Carolina consumers.
Note: This answer assumes that the retailer has no physical presencein
South Carolina and that the catal ogs are not mailed from within South Carolina.

9 See footnote #8.
10 See footnote #8.
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SALES AND USE TAX
SPECIFIC PROVISIONS

INTRODUCTION

This chapter discusses in more detail some of the most common sales and use tax
exemptions available to manufacturers, processors, contractors, retailers, motion picture
production companies, and other businesses considering locating, doing business, or
expanding in South Carolina. In addition, this chapter also discusses other important
sales and use tax issues for businesses considering doing businessin South Carolina,
such as the use of an exemption certificate to make purchases tax free, sales for resale,
construction contracts, computer services and software, and our annual sales tax holiday
weekend.

1. MANUFACTURERS, PROCESSORS, AND
COMPOUNDERS

a. General Information

Manufacturers, processors, and compounders enjoy numerous exclusions and
exemptions from sales and use tax under South Carolina Code §812-36-2120 and 12-
36-120. This section provides a more detailed discussion of the most common
exemptions available to manufacturers, processors, and compounders, such as the sales
tax exemption for machinery used in manufacturing, processing, recycling,
compounding, mining, or quarrying tangible personal property for sale; ingredient parts;
eectricity; fuel; packaging; and salesfor resale. NOTE: other exemptions discussed in
this chapter and those listed in Chapter 7 above may also apply to your business. See
also South Carolina Regulation 117-302, “Manufacturers, Processors, Compounders,
Miners, and Quarries” for more information on available exclusions and exemptions.

b. Machines, Parts, and Attachments

General Information. Whether amachine is exempt from sales and use tax varies
depends on the circumstances and use of the machine. For example, is amachine
exempt from sales and use tax if it isafixture to realty (but not a building), is owned by
someone other than a manufacturer, has more than one use, or is used to abate pollution
caused by a machine used in manufacturing? These questions are addressed below and
examples are provided to assist in understanding South Carolina s machine exemption.
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South Carolina Code 812-36-2120(17), commonly referred to as the machine
exemption, exempts from sales and use tax purchases of machines used in
manufacturing, processing, recycling, compounding, mining, or quarrying tangible
personal property for sale. The term “machines’ includes the parts of machines,
attachments, and replacements used, or manufactured for use, on or in the operation of
the machines and which are necessary to the operation of the machines and are
customarily so used or are necessary to comply with the order of an agency of the
United States or of South Carolinafor the prevention or abatement of pollution of air,
water, or noise that is caused or threatened by a machine used in manufacturing,
processing, recycling, compounding, mining, or quarrying tangible personal property
for sale. This exemption does not include automobiles or trucks.

For South Carolina purposes, the applicability of this machine exemption depends on
whether the machine or combination of mechanical powers, parts, attachments, and
devices are integral and necessary to the manufacturing process. (NOTE: Referencesto
“manufacturing” include “processing,” “compounding,” “mining,” and “quarrying.”) In
other words, a machine is exempt from the sales and use tax if it is an essential and
indispensable component part of the manufacturing process and is used on an ongoing
and continuous basis during the manufacturing process. The court in Hercules
Contractors and Engineers, Inc. v. South Carolina Tax Commission, 313 S.E. 2d 300
(1984) set forth atest for making this determination; two South Carolina court decisions
in 2003 have followed and clarified this theory. Each is briefly discussed below.

€ TheHercules case involved whether afacility that treated waste that was
produced in connection with the manufacture of textile products for sale was a
machine. The Court held that the wastewater treatment facility was a machine
and that its various parts and attachments (such as vats, basins, tanks, pumps,
other mechanical devices, troughs, and pipes) are integral and necessary to the
operation of the system as awhole.

The following test was used by the Court in determining what is an exempt
“machine.” Are improvements, either fastened or loose,

1. Used directly in manufacturing the products that the establishment
intended to produce;

2. A necessary and integral part of the manufacturing process,

3. Used for the purpose of manufacturing the product it was intended to
produce; and

4. Not benefiting the land generally, and will not serve various users of the
land.
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The Court further defined the term “machine” to include “the concept of
combination” (i.e., combination of mechanical powers, parts, attachments and
devices to perform some function and produce a certain effect or result integra
and necessary to the manufacturing process) and held that the statute “ does not
reguire a machine to have moving partsif it is an integral part of the
manufacturing process’ and that the statute makes no distinction “as to whether
amachineisafixture or persona property.”

Sorings Industries, Inc., v. South Carolina Department of Revenue, South
Carolina Court of Appeals, No. 2003-UP-029, January 8, 2003 (unpublished),
certiorari denied, October 8, 2003. Springs involved the applicability of the
machine exemption to “machines used in manufacturing” at atextile plant, and
to chemicals used at the plant’s wastewater treatment facilities to purify
manufacturing waste. The court held that machinery is exempt if it isintegral
and necessary to the manufacturing process and used on an ongoing and
continuous basis during the manufacturing process.

€ Anonymous Corporation v. South Carolina Department of Revenue (02-ALJ-17-

0350-CC). This case involved whether buildings or parts of buildings could be
exempt under the machine exemption. The Administrative Law Court held that
building materials, such as: (a) paint and sealants, (b) foundations, (c) structural
stedl, (d) steel decking and checkers plates for buildings, (e) hangers and
supports for process piping, and (f) architectural roofing and siding, were not
exempt as a machine.

Based on the above, the machine exemption does not apply to everything that can be
useful to a manufacturer. The applicability of this exemption can be confusing and
result in numerous questions. To aid in determining the application of the machine
exemption in accordance with the above court decisions, the Department issued South
Carolina Revenue Ruling #04-7 and the General Assembly approved the amendment of
South Carolina Regulation 117-302.5. The following issues were addressed in the ruling
and the regulation:

© g M W D P

Chemicals, Greases, Oils, Lubricants and Coolants

Classification of Machines Used in Manufacturing, Maintenance, or Storage
Conveyances

Manufacturing Buildings

Administrative Machines, Furniture, Equipment and Supplies

Protective Clothing

Below isabrief summary of the machine exemption principlesin South Carolina Code
§12-36-2120(17), South Carolina Regulations 117-302.5 and 117-302.6, and South
Carolina Revenue Ruling #04-7.
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Machine Exemption — General Rule. A machine qualifies for the machine exemption
under Code Section 12-36-2120(17) if the machine meets the following three
requirements:

1. Themachineisused at a manufacturing facility whose purpose is manufacturing
aproduct “for sale.” It does not apply to machines used at a facility whose
purpose may be retailing, wholesaling, or distributing. For example, machines
used by an industrial baker manufacturing breads for sale may be purchased tax
free; however, similar machines used by alocal retail bakery may not be
purchased tax free.

2. Themachineisused in, and serves an essential and indispensable component
part of the manufacturing process and is used on an ongoing and continuous
basis during the manufacturing process. NOTE: A machine “integral and
necessary” to the manufacturer, such as a machine used solely for warehouse,
distribution, or administrative purposes, is not tax exempt under the machine
exemption sinceit isnot “integral and necessary” to the manufacturing process.

3. The machine must be substantially used (not necessarily exclusively used) in
manufacturing tangible personal property for sale, i.e., more than one-third of a
machine’ s useis for manufacturing.

A machine meeting the above requirements may be exempt even if it does not have
moving parts or is afixture upon the real estate where it stands. However, buildings and
parts of buildings, as well as other improvements which benefit the land generally and
may serve other users of the land, are not exempt.

Machine - Replacement Parts and Attachments. Parts of machines, attachments, and

replacements used, or manufactured for use, on or in the operation of exempt machines

are also exempt under the machine exemption in South Carolina Code §12-36-2120(17)
if they are (1) used on or in the operation of exempt machines, (2) manufactured for use
on or in the operation of exempt machines, (3) integral and necessary to the operation of
exempt machines, and (4) customarily so used.

This means the part or attachment must be: (a) purchased in the form in which it will be
used by the manufacturer without any fabrication or alteration by him, except the usual
and customary minor adjustments (except as otherwise provided). (b) a standard part or
attachment that is customarily used in connection with the machine, and (c) the machine
or machinery on which it is used would not do the work for which it was designed if the
part of attachment were not used. This exempts al parts and attachments without which
the machine would do no work, and exempts parts and attachments designed to increase
the efficiency of the machine. See South Carolina Regulation 117-302.5 for guidance in
determining what qualifies as a part or attachment to a machine.
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Examples of Exempt Machines or Machine Parts. Examples of exempt machines or
parts of machines include the following:

*

*

material handling or mechanical conveyor machines feeding the first
processing machine; the machine that discharges the finished product
from the last machine used in the process; material handling machinery
used for transporting in process material from one process stage to
another

chemicals, including greases, oils, lubricants, and coolants, used in an exempt
manufacturing machine that are essential to the functioning of the exempt
machine during the manufacturing process

tanks which are a part of the chain of processing operations (the exemption does
not include storage tanks)

transformers, capacitors, and voltage regulators used by manufacturers,
processors, or compounders as a part of their manufacturing, processing, or
compounding machinery

machines used to condition air (including humidification systems) for quality
control during the manufacturing process of tangible personal property made
from natural fibers and synthetic materias

recording instruments attached to manufacturing machines

belting purchased for use on a particular machine used in manufacturing
tangible personal property for sale

materials used by manufacturers or contactors in building machines that will
manufacture tangible personal property for sale

Examples of Non-Exempt Machines or Parts. Examples of taxable machines or parts
include the following:

*

*

materia handling machinery and/or mechanical conveyors up to the
point where the materials go into process

chemicals used to clean either the manufacturing facility or non-exempt
machines, such as storage tanks

paint used on exempt manufacturing machines to prevent machine corrosion
greases, oils (e.g., motor oils, gear ails, or chain oils), lubricants, and coolants
used in an exempt manufacturing machine when such items are not integral and

necessary to the manufacturing process, such as those that are not essential in
ensuring the functioning of the machine during the manufacturing process.
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€ machines used for maintenance purposes (i.e., machines used to maintain
nonexempt machines that are not integral and necessary to the manufacturing
process, or are not used on an ongoing, continuous basis to maintain exempt
manufacturing machines that are integral and necessary to the manufacturing
process), such as pressure washing machines and ultrasonic cleaning machines
used to clean non-exempt machines or parts, such as storage tanks

€ storage racks used to store raw materials or finished goods, or storage tanks used
to store raw materials, gasses, or water

€ warehouse machines used for warehouse purposes, such as loading and
unloading, storing, or transporting raw materials or finished products

€ storage tanks and piping leading to and from storage tanks and piping bringing
gas or water into the plant

€ power lines bringing electricity into the plant

€ administrative machines, furniture, equipment and supplies such as office
computers, paper, or items used for the personal comfort, convenience, or use of
employees

Machine— A Structure versus A Building. South Carolina Code 812-36-2120(17) an
apply to machines that are a“ structure.” A structure that isabuilding is not a
“machine,” and the materials used to construct the building are not exempt from sales
and use tax as amachine, part, or attachment used in manufacturing. See South Carolina
Regulation 117-302.5 and South Carolina Revenue Ruling #04-7 for more details.

For additional information on when a structure qualifies as a machine, see (1) South
Carolina Revenue Ruling #39-7 where the Department held that a settling basin for a
wastewater treatment facility was one part of asingle facility and that the facility was a
“machine” and (2) South Carolina Private Letter Ruling #90-3 where the Department
held that a gammairradiator constitutes a machine.

Pollution Abatement M achines. South Carolina Code Section 812-36-2120(17) and
South Carolina Regulation 117-302.6 classify pollution control machines as machines
used in mining, quarrying, compounding, processing, or manufacturing of tangible
personal property when installed and operated for compliance with an order of an
agency of the United States or of this state to prevent or abate air, water, or noise
pollution caused or threatened by the operation of other machines used in the mining,
quarrying, compounding, processing, and manufacturing of tangible personal property
for purposes of South Carolina Code 812-36-2120(17).

The application of this regulation was addressed in Commission Decision #92-19 where
the Department reviewed whether certain items located at the taxpayer’s electrical
generating facility came within the machine exemption as defined by South Carolina
Regulations 117-173 (recodified as 117-302.6) and 117-174.120 (recodified as 117-
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302.5). The Department held that stack liners and ash pond pipes and pumps were
exempt from sales and use tax on the grounds that these items were “ operated
exclusively in the abatement of pollution caused by the production of electricity.”

Additionally, the Department determined in South Carolina Private Letter Ruling #92-9
that certain parts, attachments, and components of a chimney stack used in the
manufacture of electricity were “machines’ required by state and federal law and were
necessary and integral to the manufacture of electricity, and, therefore, were exempt
from sales and use tax as provided under South Carolina Code 812-36-2120(17) and
South Carolina Regulation 117-173 (recodified as 117-302.6). See al'so Hercules
Contractors and Engineers, Inc. v. South Carolina Tax Commission, 313 S.E.2d 300
(1984).

Machine Owned by Someone Other Than a Manufacturer. South Carolina Code
§12-36-2120(17) does not require ownership of the machine by the manufacturer to
qualify for the sales and use tax exemption. The use of a machine determines whether it
is exempt from sales and use tax.

Thisissue was considered in Hercules. The Court reviewed whether the machine
exemption applied to materials purchased to build a waste treatment facility that was
owned by a South Carolinatown and used substantially by a manufacturer in the
manufacture of tangible personal property for sale. The Court determined that the
machine exemption applied to the materials used to construct that facility, without
regard to the machine’ s ownership, since the facility satisfied a pollution control
requirement and thereby allowed the manufacturer to remain in operation. See also
Southeastern-Kusan v. South Carolina Tax Commission, 280 S.E. 2d 57 (1981).

Machine Used Substantially in Manufacturing (Dual Usage M achine). South
Carolina Code 812-36-2120(17) requires “substantial,” but not “exclusive,” use of the
machine in the manufacture of tangible persona property for sale in order for the
machine exemption to apply. An exampleillustrating this principle is provided below.

Example, the purchase of aforklift that is used substantially to move materials from one
stage of the production process to another (an exempt purpose) and also used to load
trucks (a non-exempt purpose) is alowed the machine exemption from sales and use
tax. In addition, purchases of parts for the forklift are also exempt from tax.

Further, this principle was reviewed in Hercules where the Court determined that a
municipally owned waste treatment facility was a machine used substantially in the
manufacture of tangible personal property for sale. At thisfacility, approximately 35%
of the waste treated was from a manufacturing plant and the rest was from ordinary
municipal sources. The Court concluded that the machine exemption does not provide
that the manufacturing use has to be exclusive nor does it require that the manufacturing
use be the primary use to which the facility is devoted. In the Department’ s opinion,
more than one-third of a machine' s use in manufacturing is substantial. See South
Carolina Regulation 117-302.5.
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Machine Used in Research and Development. See Section 7 below in this Chapter.

Machine Used in Recycling. See Section 3 below in this Chapter.

c. Tangible Personal Property that is an “Ingredient or
Component Part” or “Used Directly” in the Process

South Carolina Code 812-36-120(2) does not tax the sale of tangible personal property
to amanufacturer or compounder that is an ingredient or component part of the tangible
personal property or products manufactured or compounded for sale.

Further, South Carolina Code 812-36-120(3) does not tax the sale of tangible personal
property used directly in manufacturing, compounding, or processing tangible personal
property for sale. South Carolina Regulation 117-302.1 provides, in part, that something
is“used directly” if the materias or products so used come in direct contact with and
contribute to bring about some chemical or physical change in the ingredient or
component properties during the period in which the fabricating, converting, or
processing takes place.

South Carolina Regulation 117-302.1 also provides that the sales tax does not apply to
the sale of (1) acetylene, oxygen, and other gases sold to manufacturers or compounders
that enter into and become an ingredient or component part of the tangible persona
property or products which he manufactures or compounds for sale, or which are used
directly in fabricating, converting, or processing the materials or products being
manufactured or compounded for sale, or (2) plates attached by the manufacturer to his
product for identification purposes and which become a part of the product.

d. Electricity

South Carolina Code 812-36-2120(19) exempts from sales and use tax the sale of
electricity used by manufacturers, processors, miners, quarriers, or cotton gins to
manufacture, mine, or quarry tangible persona property for sale.

South Carolina Regulation 117-302.4 further provides that this exemption appliesto
electricity to provide lighting necessary for the operation of such machines and to
electricity used to control plant atmosphere as to temperature and/or moisture content in
the quality control of tangible persona property being manufactured or processed for
sae.

This exemption does not apply to sales of electricity used in administrative offices,
supervisory offices, parking lots, storage warehouses, maintenance shops, safety
control, comfort air conditioning, elevators used in carrying personnel, housekeeping
equi pment and machinery, machines used in manufacturing tangible personal property
not for sale, cafeterias, canteens, first aid rooms, supply rooms, water coolers, drink
boxes, unit heaters, and waste house lights.
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e. Coal, Coke, and Other Fuel

South Carolina Code 812-36-2120(9) exempts from sales and use tax the sale of coal,
coke, or other fuel sold to manufacturers and electric power companies for the
generation of heat or power used in manufacturing tangible personal property for sale or
the generating of electric power or energy for use. For purposes of this exemption,
mining and quarrying are considered to be manufacturing.

South Carolina Code 812-36-2120(9) also exempts the sale of fuel for (1) the generation
of motive power for test flights of aircraft by the manufacturer of the aircraft; and (2)
the transportation of an aircraft prior to its completion from one facility of the
manufacturer of the aircraft to another facility of the manufacturer of the aircraft, not
including the transportation of major component parts for construction or assembly, or
the transportation of personnel. These exemptions only apply when the taxpayer invests
at least seven hundred fifty million dollarsin real or persona property or both
comprising or located at a single manufacturing facility over a seven-year period and
creates at |east three thousand eight hundred full-time new jobs at the single
manufacturing facility during that seven-year period. The taxpayer must notify the
Department in writing before the first month it uses these exemptions. This exemption
is effective November 1, 2009 and only applies to taxpayers that notify the Department
prior to October 31, 2015 of their intent to utilize the exemption.

South Carolina Regulation 117-302.3 further exempts coal, coke or other fuel sold to
manufacturers for the production of by-products or for the generation of electric power
or energy for use in manufacturing tangible personal property for sale.

This exemption appliesto fuel used to control plant atmosphere as to temperature
and/or moisture content in the quality control of tangible personal property being
manufactured or processed for sale.

f. Packaging

South Carolina Code 812-36-120(4) does not tax purchases of materials, containers,
cores, labels, sacks, or bags that are used incident to the sale and delivery of tangible
personal property. South Carolina Regulation 117-302.2 provides definitions of the
terms “materials,” “containers,” and “cores.”

“Materials’ include wrapping paper, twine, strapping, nails, staples, wire, lumber,
cardboard, adhesives, tape, waxed paper, plastic materials, aluminum foils, and pallets
used in packaging tangible personal property incident to its sales and delivery and used
by manufacturers, processors, or compounders in shipping tangible persona property.

“Containers’ include paper, plastic or cloth sacks, bags, boxes, bottles, cans, cartons,
drums, barrels, kegs, carboys, cylinders, and crates.
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“Cores’ include spools, spindles, cylindrical tubes and the like on which tangible
personal property iswound.

This sales and use tax exclusion applies to labels affixed to manufactured articles to
identify such products only when such labels are passed on to the ultimate consumer of
such products, and to excelsior, cellulose wadding, paper stuffing, sawdust and other
packing materials used to protect products in transit. This exclusion does not apply to
address stickers and shipping tags, and materials used to preserve property during
shipment, such as dry ice and rust preventives.

In addition, South Carolina Code §12-36-2120(14) exempts from sales and use tax the
sale of wrapping paper, wrapping twine, paper bags, and containers used incident to the
sale and delivery of tangible personal property.

g. Sale for Resale or Wholesale Sales

Sales by manufacturers and compounders of tangible personal property are not taxable
if the property is sold for resale (e.g., awholesale sale) under South Carolina Code
812-36-120(1). Further, a manufacturer is considered to be making a wholesale sale and
not liable for South Carolina sales and use tax when the manufacturer, at the request of
aretailer, drop shipsits product in South Carolina and bills the retailer for the product.
See South Carolina Revenue Ruling #98-8 for further information on drop shipments.

A resdle certificate, Form ST-8A, can be used by retailers to purchase tangible personal
property for resale. It is not necessary that aresale certificate be obtained for each
purchase; the seller must maintain only one resale certificate per customer. By
accepting the resale certificate and having it on file, the seller isrelieved of the tax
liability provided (1) the resale certificate presented to the seller by the purchaser
contains all the information required by the Department and has been fully and properly
completed, (2) the seller did not fraudulently fail to collect or remit the tax, or both, and
(3) the seller did not solicit a purchaser to participate in an unlawful claim that asale
was for resale. It is not required that Form ST-8A be used. A letter from the purchaser
to the seller or aresale certificate from another state is acceptable provided it contains
the same information requested on Form ST-8A. In addition, the “Uniform Sales and
Use Tax Certificate” published by the Multistate Tax Commission (“MTC”) may be
used by a purchaser for the purpose of purchasing tangible personal property that will
be resold, leased, or rented in the normal course of the purchaser’ s retail business. See
South Carolina Revenue Procedure #08-2 for further information on the acceptance of a
resale certificate, Form ST-8A, and the liability for the tax.

2. DIRECT PAY AND EXEMPTION CERTIFICATES

Manufacturers and other taxpayers may operate a business of the nature that makesiit
impractical to account for sales and use taxes at the time of purchase. In such cases,
South Carolina Code 812-36-2510 provides that the Department may issue a certificate
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to authorize taxpayers to make some or all purchases at wholesale or tax free. The
holder of a certificate, not the retailer, isliable for any sales and use taxes which may be
due on the items purchased with the certificate.

The Department issues two types of certificates: (1) the “direct pay” certificate and (2)
the “limited exemption” certificate. Each is briefly discussed below:

€ Direct Pay Certificate. This certificate enables the taxpayer issued the
certificate to purchase all items free of the sales and use tax and to remit the tax
due on items subject to sales and use tax. The direct pay certificateis aso
referred to asa“Number 19.”

Further, South Carolina Code 812-36-2570(E) allows the Department to enter
into awritten agreement with a taxpayer having a direct pay certificate to allow
the taxpayer to remit the sales and use tax on statistical factors set forthin a
memorandum of understanding. This method only applies to purchases of
routine expense items by the taxpayer for its use, storage, or consumption, and
not to purchases by the taxpayer for resale (which are exempt).

€ Limited Exemption Certificate. This certificate enables the taxpayer issued the
exemption certificate to purchase only those items specifically indicated on the
certificate free of sales and use tax. For example, the certificate may show that
only machinery and electricity may be purchased tax free. The sales and use tax
must be paid on all other purchases at the time of sale. The limited exemption
certificate is also referred to as a“ special” exemption certificate.

To request a certificate, the taxpayer must submit an application on Form ST-10,
“Application for Certificate.” Usually, avisit will be made to the taxpayer’ s businessto
determineif a certificate should be issued. Once approved, the Department will issue
the taxpayer an exemption certificate on Form ST-9. The taxpayer should provide a
copy of the certificate to the retailer; however, it is not necessary to provide a copy each
time apurchase is made.

3. MACHINES USED IN RECYCLING

South Carolina Code 812-36-2120(17) exempts machines used in recycling tangible
personal property for sale. “Recycling” is defined to mean any process by which
materias which would otherwise become solid waste are collected, separated, or
processed and reused, or returned to use in the form of raw materials or products,
including composting, for sale.
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4. MATERIAL HANDLING SYSTEMS AND EQUIPMENT

South Carolina Code 812-36-2120(51) exempts from sales and use tax material
handling systems and material handling equipment used in the operation of a
distribution or manufacturing facility including, but not limited to, racks, whether or not
the racks are used to support afacility structure or part of the facility. An investment of
$35 millioninrea or persona property in South Carolinaover a5 year period is
required to qualify for this exemption.

To qualify for this exemption, the taxpayer must notify the Department in writing
before the first month it uses the exemption. This notification must provide the date the
taxpayer intends for the 5 year investment time period to begin.

In addition, the taxpayer must notify the Department in writing when the $35 million
investment requirement has been met. If the investment requirement has not been met at
the end of the 5 year investment period, the taxpayer must notify the Department in
writing. The running of the period of limitations for assessment of taxesis suspended
beginning with the notice to the Department that the exemption will be used and ending
with the notice that the investment requirement has or has not been met.

See South Carolina Revenue Ruling #97-6 for answers to commonly asked questions on
the material handling systems exemption. This advisory opinion concluded, in part:

€ Only materia handling systems and material handling equipment used in
distribution or manufacturing facilities qualify for the exemption.

€ Purchases of replacement and repair parts qualify for the exemption.

€ Theinvestment may be made anywhere in South Carolina and the investment
does not have to be made at the same location where the exemption is taken.

€ Theinvestment islimited to real or personal property in South Carolina.

Expenditures for wages, employee benefits, taxes, raw materials, and inventory
do not meet the investment requirement.

5. CONSTRUCTION CONTRACTOR

a. General Information

South Carolina Code 812-36-110 provides that a construction contractor is the user or
consumer of everything he buys. A “construction contractor” is aperson or business
making repairs, aterations, or additions to real property. See South Carolina Regulation
117-314.2.
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In general, purchases by construction contractors are retail purchases and are subject to
South Carolina sales or use tax. South Carolina Code 812-36-1310(A) providesthat if a
contractor buys building materials in another state and brings them into South Carolina
for use on a construction contract in South Carolina, then the contractor is liable for
South Carolina usetax. A credit is alowed against South Carolina use tax for the total
taxes (state and local) due and paid in another state pursuant to South Carolina Code
§12-36-1310(C).

The following are examples of transactions where the contractor is not subject to South
Carolinasales and use tax:

1. The contractor buys property from a South Carolina supplier and the supplier
deliversthe property to the contractor (or to an agent or donee of the contractor)
outside South Carolina. See South Carolina Code §12-36-120(36).

2. The contractor purchases tangible personal property in South Carolinafor use on
contracts outside South Carolina. To come within this exclusion, the contractor
must perform some work on the property in South Carolina and the property
must not be brought back into South Carolina. See South Carolina Code 8§12-36-
110(2).

b. Construction Contracts with Manufacturers

Unlike most purchases by construction contractors, the purchase of materialsthat are
components of machines which are used in manufacturing tangible personal property
for sale may be purchased tax free. See South Carolina Regulation 117-302.5. Often, a
construction contractor will have a contract with a manufacturer, processor, or
compounder who has an exemption certificate and is entitled to the exemption for
machines, parts, and attachments.

Since construction contractors usually cannot make tax free purchases, the Department
has devel oped severa methods by which a contractor may purchase tax free all items to
be used in building machines, parts, and attachments for manufacturers who are exempt
from tax. These methods are:

€ Manufacturer Letter to Contractor’s Suppliers — The manufacturer furnishes
documentation, in the form of aletter, to the contractor’ s suppliers establishing
that the item is not subject to the tax. The contractor does not use the
manufacturer’ s exemption certificate.

€ Agency Agreement — The contractor entersinto alimited agency agreement
with the manufacturer and the contractor is allowed to use the manufacturer’s
exemption certificate. As an agent, the contractor islegally acting for the
principa. The manufacturer is liable for any taxes due, so it isimportant for the
agreement to be in writing and clearly state what the contractor can and cannot
buy with the certificate. Thisis usually used for large projects.
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€ Department Special Agreement — The Department executes a special agreement
with the manufacturer whereby the manufacturer will accept liability and
responsibility for payment of all the sales and use tax due on the project. Thisis
only available for large projects and the use of this method is at the sole
discretion of the Department. Thisisreferred to asa*“ Specia 19 Agreement.”

€ Single Sale Exemption Certificate — The contractor completes Form ST-8 and
extends it to the supplier indicating the purchase is exempt under South Carolina
Code 812-36-2120(17). A certificate must be extended for each purchase. The
contractor assumes full liability for the tax if it is determined that the purchase
was used for a non-exempt purpose.

c. Light Construction Equipment

South Carolina Code §12-36-2110(A)(7) provides amaximum tax of $300 on purchases
of light construction equipment used for construction purposes, i.e., building or making
additionsto real property. The equipment must be self-propelled with a maximum of
160 net engine horsepower. Form ST-405 may be completed by the purchaser and given
to theretailer in order to limit the tax to $300. The local option sales and use taxes
collected by the Department do not apply to sales subject to the $300 maximum tax.

If light construction equipment isleased, it is subject to the $300 maximum tax if the
lease isin writing, has a stated term, and remains in force for a period in excess of 90
continuous days. The taxpayer may pay the total tax due at thetimetheleaseis
executed or with each lease payment until the $300 is paid.

In South Carolina Technical Advice Memorandum #89-13, the Department concluded
that the $300 maximum tax does not apply to equipment used to maintain or repair
property, such as tractors, loaders, and other self-propelled equipment used to maintain
golf courses, parks, and campgrounds.

d. Construction Material Used to Construct a Single
Manufacturing and Distribution Facility

South Carolina Code 812-36-2120(67) exempts from sales and use tax construction
materials used in the construction of a single manufacturing or distribution facility, or
one that serves both purposes, with a capital investment of at least $100 millionin real
and personal property at asingle sitein the state over an 18 month period.

This exemption is being phased in and the phase in rates are 2% for sales from July 1,
2009 - June 30, 2010, and 1% for sales from July 1, 2010 - June 30, 2011. On and after
July 1, 2011, sales of construction materials will be exempt if the site meets the
requirements of the statute.
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To qualify for this exemption, the taxpayer must notify the Department in writing
before the first month it uses the exemption. This notification must provide the date the
taxpayer intends for the 18 month investment time period to begin.

In addition, the taxpayer must notify the Department in writing when the $100 million
investment requirement has been met. If the investment requirement has not been met at
the end of the 18 month investment period, the taxpayer must notify the Department in
writing. The running of the period of limitations for assessment of taxesis suspended
for the time period beginning with notice to the Department before the exemption is
used and ending with notice that the investment requirement has or has not been met.

South Carolina Code 812-36-2120(67) also fully exempts, effective November 1, 2009,
the sale of construction material used in the construction of a new or expanded single
manufacturing facility where the taxpayer invests at least seven hundred fifty million
dollarsin real or personal property or both comprising or located at the facility over a
seven-year period and creates at |east three thousand eight hundred full-time new jobs at
the facility during that seven-year period. This exemption only appliesto taxpayers that
notify the Department prior to October 31, 2015 of their intent to utilize the exemption.

6. CONTRACTS WITH THE FEDERAL GOVERNMENT

South Carolina Code 812-36-2120(29) exempts from sales and use tax tangible personal
property purchased by a person under written contract with the federal government that

€ Becomes part of real or personal property owned by the federal government or
€ Transfersto the federal government, pursuant to a written contract.

The exemption does not apply to purchases of items which do not transfer to the federal
government, such as tools. Purchases made by contractors under contracts with stete,
county, and municipa governments are not exempt from sales and use tax. Further,
South Carolina Regulation 117-314.11 (see also South Carolina Revenue Ruling #04-9)
provides that purchases by a construction subcontractor for usein afederal government
construction project in South Carolina are exempt if (a) the subcontractor has awritten
contract with the general construction contractor that in turn has awritten contract for
the project with the federal government and (b) the subcontractor is an agent for the
general contractor. In addition, purchases by a subcontractor of the subcontractor for
usein afederal government construction project in South Carolina are not subject to the
sales and use tax if the general contractor that has the written contract with the federal
government has specifically granted his agent the authority to appoint a subagent that
can bind the general contractor. The agency agreements with the subcontractors (as
agents or subagents) must be in writing to meet the exemption requirement. See South
Carolina Regulation 117-314.11 (see aso South Carolina Revenue Ruling #04-9) for
the conditions that must be met for a subcontractor to be an agent for a general
contractor.
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7. RESEARCH AND DEVELOPMENT MACHINERY

South Carolina Code 812-36-2120(56) provides an exemption from sales or use tax for
machines used in research and development (i.e., machines used directly and primarily
in research and development, in the experimental or laboratory sense, of new products,
new uses for existing products, or improvement of existing products). South Carolina
Revenue Ruling #08-3 provides that for a machine to qualify for this exemption more
than 50% of its total use must be for direct use in research and devel opment, as defined
in the exemption.

“Machines’ includes machines and parts of machines, attachments, and replacements
used or manufactured for use on or in the operation of the machines, which are
necessary to the operation of the machines, and are customarily so used. (See Business
Property Tax, Chapter 4, Section 5 which addresses a property tax exemption for
facilities engaged in research and development.)

8. TECHNOLOGY INTENSIVE FACILITY

South Carolina Code 812-36-2120(65) (@) exempts computer equipment used in
connection with atechnology intensive facility from the sales and use tax. South
Carolina Code 812-36-2120(66) exempts electricity used by atechnology intensive
facility that qualifies for the exemption in South Carolina Code §12-36-2120(65), and
equipment and raw materialsincluding, fuel used by such facility to generate,
transform, transmit, distribute, or manage electricity for usein the facility.

In order to qualify for these exemptions, the taxpayer must:

1. Invest at least $300 millionin real or persona property, or both, at the facility
over a5 year period,

2. Create at least 100 new jobs at the facility during that 5 year period, and the
average cash compensation of at least 100 of the new jobsis 150% of the per
capitaincome of the state according to the most recently published data
available at the time the facility’s construction starts; and

3. Spend at least 60% of the $300 million on computer equipment.
The terms “technology facility” and “computer equipment” are defined as:

1. “Technology intensive facility” - afacility at which afirm engagesin the design,
development, and introduction of new products or innovative manufacturing
processes, or both, through the systematic application of scientific and technical
knowledge. It includes North American Industrial Classification Systems
(“NAICS’) Manual codes 5114 (database and directory publishers), 5112
(software publishers), 54151 (computer systems design and related services),
541511 (custom computer programming services), 541512 (computer design
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services), 541710 (scientific research and development services) 9271 (space
research and technology), or afacility primarily used for one or more activities
listed under the 2002 version of the NAICS codes 51811 (Internet Service
Providers and Web Search Portals.) See South Carolina Code 8§12-6-
3360(M)(14)(b)

“Computer equipment” - original or replacement servers, routers, switches,
power units, network devices, hard drives, processors, memory modules,
motherboards, racks, other computer hardware and components, cabling, cooling
apparatus, and related or ancillary equipment, machinery, and components, the
primary purpose of which isto store, retrieve, aggregate, search, organize,
process, analyze, or transfer data or any combination of these, or to support
related computer engineering or computer science research.

These exemptions have certain notification requirements to be followed by the taxpayer.
The exemptions apply from the start of the investment in, or construction of, the
facility. Once the Department certifies that the taxpayer has met the investment and job
requirements, all subsequent purchases of, or investments in, computer equipment,
including to replace originally deployed computer equipment or to implement future
expansions, qualify for the exemption, regardless of when the taxpayer makes the
investments.

9.

QUALIFIED RECYCLING FACILITY

South Carolina Code 812-36-2120(50) provides an exemption from sales and use tax for

*
*

¢

Recycling property used at the facility

Electricity, natural gas, propane or fuels of any type, oxygen, hydrogen, nitrogen
or gases of any type, and fluids and lubricants used by the facility

Tangible personal property which becomes, or will become, an ingredient or
component part of products manufactured for sale by the facility

Tangible personal property of, or for, the facility which is, or will be, used (1)
for the handling or transfer of post consumer waste material, (2) in, or for ,the
manufacturing process, or (3) in, or for, the handling or transfer of manufactured
products

Machinery and equipment foundations used or to be used by the facility.

The requirements to qualify for this exemption include a minimum level of investment
for the recycling facility of at least $300 million by the end of the fifth calendar year
after the year in which the taxpayer begins construction or operation of the facility.
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Further, the facility must manufacture products for sale composed of at |east 50% post
consumer waste material by weight or volume. The definitions of the terms “recycling
property,” “qualified recycling facility,” and “post consumer waste material” are
defined in South Carolina Code §12-6-3460.

10. CLEAN ROOM ENVIRONMENT

South Carolina Code 812-36-2120(54) exempts from sales and use tax the sale of
clothing and other attire required for working in a Class 100 or better clean room
environment, as defined in Federal Standard 209E.

11. SALE OF BUSINESS

South Carolina Code 812-36-2120(42) exempts from sales and use tax the sale of
depreciable assets used in the operation of a business pursuant to the sale of the
business. This exemption only applies where the entire businessis sold by the owner
pursuant to awritten contract and the purchaser continues its operation. Purchases of
real property, inventory for resale, and intangibles are aways exempt.

Under South Carolina Revenue Advisory Bulletin #01-1, the sale of a business will
qualify asthe sale of the entire business when:

1. Thetaxpayer sells all the assets of the legal entity (other than a single member
limited liability company or a grantor trust which isignored for tax purposes) or

2. Thetaxpayer sellsal of the assets of a“discrete business enterprise” that is
contained within the legal entity.

The Department further determined that whether ataxpayer has sold a discrete business
enterprise is determined under the principles relating to a unitary business as set forth in
the case law of the South Carolina courts and the United States Supreme Court. If the
business being sold is not unitary with other businesses of the taxpayer, the taxpayer
will be considered to have sold a discrete business enterprise and will qualify for the
exemption.

12. COMPUTER SERVICES AND SOFTWARE

South Carolina Code §12-36-910(C) provides that sales and use tax does not apply to
data processing. As used in this statute, “data processing” means the manipulation of
information furnished by a customer through all or part of a series of operations
involving an interaction of procedures, processes, methods, personnel, and computers.
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The term aso means the electronic transfer of, or access to, that information. Examples
of data processing include, without limitation, summarizing, computing, extracting,
storing, retrieving, sorting, sequencing, and the use of computers.

The applicability of sales and use tax to the sale or purchase of computer software
depends upon the form of the software sold. Computer software sold and delivered to a
purchaser in atangible form, such as magnetic tape or diskette, is subject to sales and
use tax. See Citizens and Southern Systems, Inc. v. South Carolina Tax Commission,
280 S.C. 138(1984). In South Carolina Revenue Ruling #96-3, the Department
concluded that computer software sold and delivered by electronic means is not subject
to sales and use tax since it does not meet the definition of tangible personal property.
See South Carolina Revenue Ruling #06-9 for a discussion of the taxability of

mai ntenance contracts and South Carolina Revenue Ruling #05-13 for more information
on the taxation of computer software, hardware, and maintenance contracts.

13. RECONDITIONING AIRCRAFT OWNED BY OR
LEASED TO THE FEDERAL GOVERNMENT OR
COMMERCIAL AIR CARRIERS

South Carolina Code 812-36-2120(52) exempts from sales and use tax parts and
supplies used by persons engaged in the business of repairing or reconditioning aircraft
owned by, or leased to, the federal government or commercia air carriers. This
exemption does not extend to tools and other equipment not attached to the aircraft or
that do not become a part of the aircraft.

14. GOODS SHIPPED FROM SOUTH CAROLINA

South Carolina Code §12-36-2120(36) provides that when tangible personal property is
sold within South Carolina and the seller is obligated by contract to deliver it to the
buyer or to an agent of the buyer at a point outside of South Carolinaor to deliver itto a
carrier or to the mails for transportation to the buyer or to an agent of the buyer at a
point outside this state, the sales and use tax does not apply provided the property is not
returned to a point within South Carolina. The most acceptabl e proof of transportation
outside South Carolinais (1) away-hill or bill of lading made to the seller’s order and
calling for delivery, (2) an insurance receipt or registry issued by the U.S. Postal
Department, or aPostal Department Form 3817, or (3) atrip sheet signed by the seller’s
delivery agent and showing the signature and address of the person outside this state
who received the goods delivered. The tax applies when tangible personal property
pursuant to asaleis delivered in South Carolinato the buyer or to an agent other than a
carrier even though the buyer may subsequently transport the property out of South
Carolina.
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15. INTERSTATE AND INTERNATIONAL COMMERCE

South Carolina Code 8812-36-2120(13), (20), (21), and (40) exempt from sales and use
tax railroad cars, locomotives and their parts; vessels and barges of more than 50 tons
burden; shipping containers and chassis, including all parts and components sold to
international shipping lines which have a contractual relationship with the South
Carolina State Ports Authority and are used for the import or export of goods to or from
this state; and fuel, lubricants, and supplies for use or consumption aboard shipsin
intercoastal trade or foreign commerce.

South Carolina Regulation 117-321.1 provides that the exemption in South Carolina
Code 812-36-2120(13) for supplies used or consumed aboard ships in intercoastal trade
of foreign commerce does not apply to (1) sales of materials used in fulfilling a contract
for the painting, repair, or reconditioning of vessels, barges, ships, or other watercraft
and (2) sales of fishing craft, tugs, vessels, or other watercraft not used in trade or
commerce between South Carolina ports and ports of other states or foreign countries.

Ship chandlers sell marine supplies to operators of al kinds of watercraft and to others.
South Carolina Regulation 117-309.7 provides that sales by ship chandlers of fuel,
lubricants, and supplies for use aboard ships plying on the high seas engaged in trade or
commerce between South Carolina ports and ports of other states and foreign countries
are not subject to the tax. All other sales made by ship chandlers, not for resale, are
taxable except for tangible personal property delivered to a ship from a bonded
warehouse in the custody and under the supervision of United States Customs officials,
who deliver such properties aboard ships to alocked compartment on which a custom
sedl is placed, which seal by Federal rule cannot be broken until the vessel has passed
the 12-mile limit.

16. BROADCAST EQUIPMENT

South Carolina Code 812-36-2120(26) exempts from sales and use tax the sale of all
supplies, technical equipment, machinery, and electricity to radio, television, and cable
television systems for use in producing, broadcasting, or distributing programs. For the
purpose of this exemption, radio stations, television stations, and cable television
systems are deemed to be manufacturers. See South Carolina Regulation 117-328.

17. MOTION PICTURE INDUSTRY

South Carolina Code Title 12, Chapters 36 and 62 contain two film industry sales and
use tax incentives designed to promote South Carolinaas afilming location. The
incentive available in Chapter 62 is a sales and use tax exemption for all qualifying
tangible personal property used in connection with the South Carolinafilming by a
“motion picture production company” that is approved by the South Carolina Film
Commission at the South Carolina Department of Parks, Recreation and Tourism (“Film
Commission”). The other incentive is asales and use tax exemption for certain supplies,
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machinery, and electricity used by a“motion picture company” for usein filming or
producing motion pictures in South Carolina. Since the qualifying requirements and
approval process of each incentive differs, the applicable South Carolinalaw should be
carefully reviewed.

A genera overview of each incentiveis provided below.

a. “Motion Picture Production Company” Comprehensive
Exemption

To qualify for the sales and use tax exemption provided in South Carolina Code 812-62-
30 on funds expended in South Carolinain connection with the filming or production of
motion pictures in South Carolina, a motion picture production company must meet the

following criteria

1. The company must be a“motion picture production company” (herein referred
to as“Company”) as defined in South Carolina Code 812-62-20(4). The
Company must be engaged in the business of producing motion pictures
intended for anational theatrical release or for television viewing. It isnot a
Company owned, affiliated, or controlled, in whole or in part, by a Company or
person that isin default on aloan made by the state or aloan guaranteed by the
state.

A “motion picture’ is defined in South Carolina Code §12-62-20(3) as a feature-
length film, video, television series, or commercial made in whole or in part in
South Carolina, and intended for national theatrical or television viewing or asa
television pilot produced by a motion picture production company. It does not
include the production of television coverage of news and athletic events or a
production produced by a motion picture production company if records, as
required by 18 U.S.C. 2257, are to be maintained by that Company with respect
to any performer portrayed in that single media or multimedia program.

2. The Company must intend to spend $250,000 or more in the aggregate in
connection with the filming or production of one or more motion picturesin
South Carolina within a consecutive 12-month period.

3. The Company must complete an application and obtain approval as a certified
motion picture production company from the Film Commission. An estimate of
the total expenditures expected to be made in South Carolinain connection with
the filming or production must be filed with the Film Commission before South
Carolinafilming begins.

The application and certification procedures can be obtained from the Film
Commission at 803-737-0498. Thereis no application fee.
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Important points to remember concerning this exemption are listed below.

€ Once the Film Commission notifies the Department of Revenue that the
Company is approved and meets the qualifying requirements, the Department of
Revenue will issue Company a Form ST-433, “Motion Picture Production
Company Sales and Use Tax Exemption Certificate.” The Company should
provide a copy of the exemption certificate to the retailer to purchase items used
in connection with the South Carolinafilming free of sales and use tax.

€ Thisexemption applies to the 6% state sales and use taxes, the 7% state sales tax
on accommodations, the 6% sales tax on additional guest charges, the 5% rental
surcharge, the 11% sales and use tax on 900/976 tel ephone numbers, and any
local sales and use taxes collected by the Department of Revenue on behalf of a
local jurisdiction.

€ The exemption expires on the date filming or production ends.

€ An approved Company that fails to spend $250,000 within a consecutive 12-
month period isliable for the sales and use taxes that would have been paid had
the approval not been granted. NOTE: Such a Company may be eligible for the
more restrictive sales and use tax exemption applicable to supplies and
equipment discussed in item (b) below.

€ Thisincentive does not apply to the production of television coverage of news
and athletic events.

For more information on this incentive, see South Carolina Revenue Ruling #08-12.

b. “Motion Picture Production Company” Limited
Exemption for Supplies and Equipment

South Carolina Code 812-36-2120(43) exempts from sales and use tax supplies,
technical equipment, machinery, and electricity sold to motion picture companies for
usein filming or producing motion pictures in South Carolina.

The terms “motion picture company” and “motion picture” defined in Chapter 36 of
Title 12 differ from the terms *“ motion picture production company” and “motion
picture” defined in Chapter 62 of Title 12, as discussed above in item (a). The
definitions applicable to this exemption are:

1. “Motion picture company” isacompany generally engaged in the business of
filming or producing motion pictures.

2. “Motion picture’ isany audiovisual work with a series of related images either
on film, tape, or other embodiment, where the images shown in succession
impart an impression of motion together with accompanying sound, if any,
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which is produced, adapted, or altered for exploitation as entertainment,
advertising, promotional, industrial, or educational media.

Important points to remember concerning this exemption are listed below.

€ To receive an exemption certificate for this limited exemption, the motion
picture company must apply to the Department of Revenue on Form ST-10,
“Application for Certificate.” Thereisno application fee. Usualy, avisit will be
made to the motion picture company’s site to determine if a certificate should be
issued.

€ Once approved, the Department of Revenue will issue the mation picture
company an exemption certificate on Form ST-9. A copy of this certificate
should be given to the retailer upon purchase of the exempt item.

€ The exemption appliesto al state sales and use taxes and all local sales and use
taxes collected by the Department of Revenue on behalf of alocal jurisdiction.

€ An application or approva from the Film Commission is not needed for this
exemption.

C. Other Incentives

See Business Income Tax, Chapter 2, Sections 24 - 27 for more information on income
tax credits for investments in a motion picture project or motion picture production
facility, an income tax credit for commercial productions, and rebates for a motion
picture production company.

18. AUDIOVISUAL MASTER

South Carolina Code 812-36-2120(55) exempts from sales and use tax audiovisual
masters made or used by a production company in making visual and audio images for
first generation reproduction. The term “audiovisual master” is defined as an audio or
video film, tape, or disk, or another audio or video storage device from which all other
copies are made. The term “production company” is defined as a person or entity
engaged in the business of making motion picture, television, or radio images for
theatrical, commercial, advertising, or educational purposes.

19. CONTRACTING WITH COMMERCIAL PRINTERS

South Carolina Code 812-36-75 provides that certain activities of a person contracting
with acommercia printer for printing do not require a person to register as aretailer
with the Department or require a person to collect or remit South Carolina sales and use
taxes.
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The statute provides that the following activities of a person will not by themselves
create sales and use tax nexus with South Carolina:

1. Theownership or leasing of tangible or intangible property used in printing
contracts at the printer’ s South Carolinalocation.

2. The sale by the person contracting with the printer of property printed at and
shipped or distributed from the printer’s South Carolinalocation.

3. Adctivities performed pursuant or incident to a printing contract by or on behalf
of aperson at the South Carolina premises of the commercial printer.

4. Activities performed pursuant or incident to a printing contract by the
commercia printer in South Carolinafor or on behalf of aperson.

Further, the commercial printer will not be treated as a representative, agent, salesman,
canvasser, or solicitor for the person contracting with the printer by reason of a printing
contract.

20. DIRECT MAIL ADVERTISING

South Carolina Code 812-36-2120(58) exempts from sales and use tax “cooperative
direct mail promotional advertising materials,” and promotional maps, brochures,
pamphlets, or discount coupons for use by nonprofit chambers of commerce or
nonprofit convention and visitor bureaus, delivered by means of interstate carrier, a
mailing house, or a United States Post Office to South Carolinaresidents free of charge,
from locations inside and outside South Carolina.

For purposes of this exemption, “cooperative direct mail promotional advertising
materials’ means discount coupons, advertising leaflets, and similar printed advertising,
including any accompanying envelopes and labels which are distributed with
promotional advertising materials of more than one business in a single package to
potential customers, at no charge to the potential customer, of the businesses paying for
the delivery of the material.

21. DISTRIBUTION FACILITY - NEXUS SAFE HARBOR

South Carolina Code 812-36-2690 provides that owning or utilizing a distribution
facility within South Carolinais not considered in determining whether the person has a
physical presence in South Carolina sufficient to establish nexus with South Carolina
for sales and use tax purposes.

For purposes of this provision, a*“distribution facility” is an establishment where
shipments of tangible personal property are processed for delivery to customers. It does
not include an establishment where retail sales of tangible personal property are made to
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retail customers on more than 12 days a year except for afacility which processes
customer sales orders by mail, telephone, or electronic means, if the facility also
processes shipments of tangible personal property to customers and if at least 75% of
the dollar amount of goods sold through the facility are sold to customers outside of
South Carolina.

NOTE: South Carolina Code 812-36-2690 is repealed for tax years beginning after
June 9, 2010.

22. SALES TAX HOLIDAYS!

a. Backto School Holiday

South Carolina Code 812-36-2120(57) provides for an annual three day “ sales tax
holiday” beginning 12:01 am. on thefirst Friday in August and ending at midnight the
following Sunday.

This sales tax exemption appliesto sales of (1) clothing, clothing accessories including,
but not limited to, hats, scarves, hosiery, and handbags; (2) footwear; (3) school
suppliesincluding, but not limited to, pens, pencils, paper, binders, notebooks, books,
book bags, lunchboxes, and calculators; (4) computers, printers and printer supplies,
and computer software; and (5) bath wash cloths, blankets, bed spreads, bed linens,
sheet sets, comforter sets, bath towels, shower curtains, bath rugs, pillows, and pillow
Cases.

This sales tax exemption does not apply to (1) asale or lease of anitem for useina
trade or business; (2) sales of jewelry, cosmetics, eyewear, wallets, watches, and
furniture; (3) asale of an item placed on layaway or similar deferred payment and
delivery plan however described; or (4) rental of clothing or footwear.

Before July tenth of each year, the Department is required to publish alist of items
qualifying for the exemption. See South Carolina Revenue Ruling #05-9 for alist of
examples of items that are exempt from sales and use tax during the sales tax holiday
and South Carolina Revenue Ruling #05-10 for answers to commonly asked questions
about the salestax holiday.

! During the 2008 legislative session, the General Assembly established an Energy Star Sales Tax
Holiday. This month-long sales tax holiday would have applied to purchases of certain specific energy
efficient products (e.g., dishwashers, clothes washers, air conditioners, ceiling fans, fluorescent light
bulbs, etc.) and would have taken place every October beginning in 2009, provided revenue growth
forecasts for state government met or exceeded certain levels. However, on May 4, 2009, the South
Carolina Supreme Court ruled in The American Petroleum Institute and BP Products North America Inc
v. South Carolina Department of Revenue, et al., 382 S.C. 572 (2009) that the act authorizing the Energy
Star Sales Tax Holiday was unconstitutional. As such, the Energy Star Sales Tax Holiday has been
eliminated.
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b. Second Amendment Firearm Holiday for 2009°

In 2009 the General Assembly enacted atemporary proviso in Act 23 (Part 1B, Section
89, Proviso 89.135) that provides for atwo day “sales tax holiday” beginning 12:01
am. Friday after Thanksgiving and ending midnight the following Saturday for 2009
only. This sales tax exemption applies to sales of (1) handguns, as defined in Code
Section 16-23-10(1), (2) rifles, and (3) shotguns.

23. COMPUTER EQUIPMENT

South Carolina Code Section 12-36-2120(65)(b) exempts computer equipment used in
connection with a manufacturing facility where the taxpayer invests at |east seven
hundred fifty million dollarsin real or personal property or both comprising or located
at the facility over a seven-year period; and creates at |east three thousand eight hundred
full-time new jobs at the facility during that seven-year period. NOTE: This exemption
is effective November 1, 2009 and only applies to taxpayers that notify the Department
prior to October 31, 2015 of their intent to utilize the exemption.

Computer equipment is defined to mean “original or replacement servers, routers,
switches, power units, network devices, hard drives, processors, memory modules,
motherboards, racks, other computer hardware and components, cabling, cooling
apparatus, and related or ancillary equipment, machinery, and components, the primary
purpose of which isto store, retrieve, aggregate, search, organize, process, analyze, or
transfer data or any combination of these, or to support related computer engineering or
computer science research.”

The exemption applies from the start of the investment in or construction of the facility.
The exemption also sets forth certain notification requirements to be followed by the
taxpayer.

In addition, once the Department certifies that the taxpayer has met the investment and
job requirements, all subsequent purchases of or investments in computer equipment,
including to replace originally deployed computer equipment or to implement future
expansions, shall qualify for the exemption, regardless of when the taxpayer makes the
investments. The Department may assess any tax due as aresult of the taxpayer’s
subsequent failure to meet the investment and job requirements after being granted the
exemption.

2 During the 2008 legislative session, the General Assembly established an annual Second Amendment
Sales Tax Holiday for handguns, rifles and shotguns. However, on May 4, 2009, the South Carolina
Supreme Court ruled in The American Petroleum Ingtitute and BP Products North America Inc v. South
Carolina Department of Revenue, et al., 382 S.C. 572 (2009) that the act authorizing the Second
Amendment Sales Tax Holiday was unconstitutional. As such, the annual Second Amendment Sales Tax
Holiday was eliminated, but during the 2009 |egidlative session the General Assembly subsequently
authorized an identical Second Amendment Sales Tax Holiday for 2009 only.
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INFRASTRUCTURE
INCENTIVE FOR
TOURISM AND
RECREATION
FACILITIES

The Tourism Infrastructure Admissions Tax Act in Article 27, Chapter 21 of Title 12
allows a portion of the admissions tax collected at a qualifying tourism and recreation
facility (“facility”) to be remitted to the county or municipality where the facility is
located and to the Infrastructure Fund administered by the Coordinating Council for
Economic Development (* Council™) for making infrastructure improvements.

If afacility meets the requirements of an establishment, the admissions tax will be
subject to the provisions of this law for a 15-year benefit period. The amount to be
remitted to the county or municipality is 25% of the admissions tax collected at the
establishment. An additional 25% of the admissions tax collected at any establishment
must be remitted to the Infrastructure Fund. Preference is given to infrastructure that
benefits the facility. A county or municipality within 5 miles of the facility may also
apply to the Council at the Department of Commerce for funds for additional
infrastructure improvements.

To be an establishment, the facility must be:

1. A major tourism or recreation facility. Thisisasingle tourism or recreational
facility in which an investment exceeding $20 million is made; or

2. A tourism or recreation facility located in a major tourism or recreation area.
Thisis an areadesignated by a county or municipality as a designated
development areathat has one or more tourism or recreation facilities that
collect admissions tax where there is a combined investment of at |east $20
million.

A tourism or recreation facility can consist of atheme park; an amusement park; a
historical, educational or trade museum; a botanical or zoological garden; an aquarium;
acultura center; atheater; amotion picture production studio; a convention center; an
arena; a coliseum; an auditorium; a golf course; a spectator or participatory sports
facility or any similar establishment that collects admissions tax, or an aquarium or
natural history exhibit or museum located within, or contiguous to, an extraordinary
retail establishment.
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A designated devel opment area must be designated as such by county or municipal
ordinance and must include at least one tourism and recreation facility. Such area
includes, but is not limited to, a downtown district, a historic district, a waterfront
redevelopment area, or redevelopment of a closed military facility. The development
areamay not exceed 5% of the total acreage of the municipality or county. A
municipality or county may create more than one designated development area, but the
combined acreage of all development areas may not exceed 10% of the total acreage of
the municipality or county.

To have admissions tax collected at an establishment subject to these provisions, the
county or municipality in which an establishment is located must submit a certification
application on behalf of the establishment to the Department of Parks, Recreation, and
Tourism for approval. The application must be filed within 1 year of the end of the
investment period. The investment period is a consecutive 60-month period in which
the $20 million investment is made. Once certified, the benefits continue for 15 years.

Additionally, the establishment must request that the Council determine whether the
$20 million investment creates a new facility or whether it results in the expansion of an
existing facility. If it is determined to be an expansion, then only admissionstax in
excess of the average admissions tax collected at the establishment for the 24 months
immediately preceding the date the certification application isfiled is subject to this
statute.

South Carolina Code 812-21-6590 allows the Department of Parks, Recreation, and
Tourism to designate up to 4 qualifying facilities as “extraordinary retail
establishments.” Instead of the admissions tax being subject to the Tourism
Infrastructure Admissions Tax Act, aqualifying establishment’s sales tax collected is
subject to the Act. It is not required to collect admissions tax. An extraordinary retail
establishment is a single store located in South Carolinathat islocated in a county with
at least 3.5 million visitors a year or which islocated within 2 miles of an interstate
highway. It must attract at least 2 million visitors a year with at least 35% of those
visitors traveling at least 50 miles to the establishment and it must remit at least $2
million in sales tax each year. Additionally, it must have a capital investment of at least
$25 million, including land, building, and site preparation costs and one or more hotels
must be built to service the establishment within 3 years of occupancy.

Prior to completion of the “extraordinary retail establishment” the entity operating the
establishment and the county in which the establishment is located may request the
Department of Parks, Recreation and Tourism to conditionally certify the extraordinary
retail establishment. The Department of Parks, Recreation and Tourism may grant this
conditional certification based on reasonable projections that the establishment will
meet all requirements within 3 years of issuance of a certificate of occupancy for the
establishment. Conditional certification provides limited benefits to an extraordinary
retail establishment, however, it cannot receive monetary benefits prior to satisfying the
requirements of the conditional certification and the provisions contained in the
definition of a*tourism and recreational facility.”
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If the extraordinary retail establishment obtains conditional certification and complies
with both the conditional certification and the requirements contained in the definition
of a*“tourism or recreational facility” then 50% of the salestax collected by the
establishment will be remitted to the county in which the establishment is located and
no amounts will be remitted to the Infrastructure fund administered by the Council.
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NOTE: Additional phone numbers are available on the Department’s
website at www.sctax.org and www.Sc.qoV.

PHONE NUMBERS:

Contact Center — General INfOrmation .........cccccveeevieeviere s (803) 898-5000
Income Tax:
BUSINESS INCOME TAX ....cevieieeiiesieesieeeesieesieeaesseesseeeesseesseesesseesneensesneesseenes (803) 898-5786
INAIVIAUEl INCOME TAX ... .eeieeiiiiieiieeie et (803) 898-5838
WIthROIAING ... s (803) 896-5786
Property Tax:
Property Tax EXEMPLiONS.......cccoveiieeceece e (803) 898-5482
Feein Lieu Of Property TaXeS ......ccvuireererieneeseeie e (803) 898-5701
ManufaCturing ProPErtY ........ccceieereeieseese e see s eee e e (803) 898-5472
PErsSONal PrOPEITY .......ooiiiieieeie et (803) 898-5827
S [y 0o [ LS N I - (803) 898-5744
Infrastructure Incentive for Tourism and Recreation Facilities.............cccecuveeeee. (803) 898-5557
SERVICES
COopIES Of TAX REIUIMNS ..ottt st sne s (803) 896-1164
Compliance and Recovery Section (formerly Problems Resolution Office)........ (803) 896-1100
TaXPAYEr AGVOCELE..........eeeerteeieeie ettt sttt beeae e sreeeesne e (803) 898-5444
Telecommunications Device for the Deaf .........cccoveevviceevecie e (803) 898-5656

NOTE: Tax forms, advisory opinions, publications, and other tax information are
available on the Department’ s website at www.sctax.org.
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TAXPAYER SERVICE CENTERS

Charleston..........ccceveeevceesecce e 1 Southpark Circle, Suite 100..................... (843) 852-3600
Columbia (Main Office) .................. 301 GervaisS Stre€t.......cooeeeeeeenieeieeeenieene (803) 898-5000
Florence ......cccovveevecceseese e, 1452 W. Evans Street ........ocvevveeeeveeriennnnns (843) 661-4850
Greenville ..o 211 Century Drive, Suite 210B .................. (864) 241-1200
Myrtle Beach ........cccccovvevveciniieene, 1330 Howard Parkway ...........ccceevevuereerienennne walk in only
RoCK Hill.....ooiiiiiiieieee 454 S. Anderson Rd., Suite 202.................. (803) 324-7641

FAX NUMBERS

Charleston Taxpayer SErViCe CENEN .......ooovveeieeie e se e (843) 556-1780
Columbia Taxpayer SErVIiCe CENtES ........coiiieererieree e (803) 898-5915
Florence Taxpayer SErViCe CENLES ........coueiiiiereeiesieeseesieseesreesre s ste e sreesreeneens (843) 662-4876
Greenville Taxpayer SErVICE CONEN .........ooiiireereee e (864) 232-5008
Rock Hill Taxpayer SErViCe CENLEN .......cccvveereeieseeseeesee e eee e sae e s sse e (803) 324-8289

OTHER STATE AGENCIES/OFFICES

Coordinating Council for Economic Development ..........ccccceveevevceeseeneseeseeennn. (803) 737-2024
Department of Archives & History (Historic Rehabilitation) ......... (803) 896-6174 or 896-6199
Department Of COMMIEICE.........civeiieieereeiesee e ee e ee e re e saeeeesreenreeneens (803) 737-0400
Department of Health and Environmental Control.............ccoooeeiiieninii e (803) 734-5000
Department Of INSUFBNCE...........oieeiieiieseee e ee et ste e e nre e (803) 737-6120
Department of Labor, Licensing and Regulation ............ccoceverivneneninseenenens (803) 896-4300
Department of Parks, Recreation and TOUMSM.........cccoveveieereeieseesesieeseeseeeeens (803) 734-3512
Department Of SOCIal SENVICES........oiiiiieie e e (803) 734-6179
Employment Security Commission (Unemployment).........cccceeceeeeereeieseenennens (803) 737-2400
FIHIM COMMISSION......eiiiiiiiiieeee e sttt sreesee e (803) 737-0498
SECTEtArY Of SLALE......cueeiieeeeiieeee et e st e e e naeenes (803) 734-2170
State Treasurer (College Investment Program) ........ccoceveeeeneeneninseeseesesseeeens (803) 737-6880
Workers Compensation COMMISSION ........cciverieeeeneesieseesreessesseesseessesessseessessenns (803) 737-5700

OTHER FEDERAL AGENCIES

INternal REVENUE SENVICE..........ocieie ettt (800) 829-1040
Social Security AAMINISIFALION. ........coiiiiiriereeee e e (803) 929-7635
Department Of Lalor.........ccoviieiieeceese et (803) 737-5700
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