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EFFECT OF BUS IXESS TAXES 0.' IXDt:STIUAL DE\'ELOP)[EXT

IX VIRGIXIA AXD
API'OI:TIOX)IE:-IT OF IXCO) [E FOR TAX PURPOSES

A REPORT OF
THE \'II:GINIA AlJVISOllY LEGI SLATI VE COUl-:CII.

R ICII MOND, VmGlNIA , July 17 , 19 i19.

To:

HONORABLE.I. LI~D~AY AL~HJl"D. JR. , (;(11'( mor of "jryi"ia

and

THE GE':-:ERAL ASSEMBl.Y OF "IRGlNIA:

Various proposals have been made in recent years to the General
Assembly of Virginia for changes ill Virginia 's lHX laws, particularly
those relating to corporations which do busi ness both ill Virgin ia and in
other stall's. Feeling that before action should be taken on a matter of
such great importance hoth to the corporations anti other businesses
affected by these taxes. and upon the State's revenues, the subject should
have careful and thorough consideration and the General Assembly should
han all pertinent information which could be made available to it . the
Assembly adopted . at its HI:)8 Regular Session. Senate Joint Resolution
Xo. 11 and Senate J oint Resol ut ion Xo. 51 which directed study of these
important matters by the Virginia Advisory Legislative Council.

These resol utions were as follows:

SEl-:ATE J OI NT RESOLUTIOl-: :-10 . II
lJirecting the l ' i r fJ in ia .4dt'i,'wry Legi~l(f li l ' e Council 10 Htudy the (/J!1IOI'tion

nlf'lLt of income la.rl','1 fJf jorei"n rorp()/'(/tiu1l.'~ IIndf'l' the /H'I'HI'11t taf
kuc« of l ' il'!lin ia,

Whereas, the attraction of industry to Virginia is a matter of vital
importance to UUI' continued growth and prosperity; and

Whereas, the opinion is widely held that the present provisions of the
tax laws of Virginia regarding the apportionment of the income taxes of
foreign corporations doing business in Virginia are detrimental to the
attraction of new ind ustries to thi s State; now. t here fore. be it

Jt csolved by the Senate of Virg in ia , th e Hou se of Delegates con 
currin z . th at th e Virginia Adv isory Legislative Counci l is directed to make
a study of the present tax laws in Virginia relating to apportionment of
income taxes of foreign corporations doing business in Virgin ia and their
effect 011 the possibility of new indust r ies being established in \'irj{inia.
The Council shall consider the laws and exper-ience of the several states
in this regard, the possibility of adopting other formulas and the effect
thereof. The Council shall seek the coopt ration of the committees on
taxation of the Virginia State Bar and the Virginia State Bar Association
and of the State Chamber of Commerce a nd the Virgi nia Manufacturers
Associa t ion in making its study. All agencies of the State shall assist the
Council in its study, The Council shall complete its study and make its
rcccmmendaiions to the Governor and Gene ral Assembly of Virginia not
lutcr than Juuuarv 1, 19r)!l.
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SEKATE JOI:<"T RESOLUTION NO. 51
Directing a study of tlte effect of certain tacee upon existing fwd 1,o!cntifll

industrial development in Vtm inia.

whereas, the basis of taxation by this Commonwealth upon persons
operating warehouses, distribution centers, and other business establish
ments wherein goods. merchandise. and other products an' assembled
or stored for sale or distribution within or within and without this Stall'.
either in the form in which so assembled or stored or as a component part
of other products. mav be discriminatory insofar as such goods . mer-chan
elise or products are sold or distributed without this State. thus making
Virginia relatively less attractive to certain types of business than other
jurisdictions: and

Whereas. the continuing prosperity of Virgi nia depends in part on
maintaining a competitive position with other jurisdictions ill attracting
and holding industry; now. therefore, be it

Resolved br the Senate of Virginia . the House of Delegates concurrhur.
That the Virginia Advisor)" Leg isla t ive Council is directed to study the
effect of the present Vtrgtnia statutes on capital and other taxes as they
affect ( 1) existing and potential industrial development in this State and
(2) war-ehousemen and distributors of products. goods or merchandise.
especially t hose a large percentage of whose sales 01' distribution is to points
outside of the State. Agencies of the State- shall assist the Council 011 it"
request . The Counci l sha ll complete its study and make a re port containing
its findings und recommendations to the Coverer and the General Assembly
not later than J uly one, nineteen hundred nnv-nme.

Exercising the aut hority conferred upon it by the Gen eral Assembl y in
Senate J oint Resolu t ion No. :~2 to consolidate into single studies such cog
nate studies as might be referred to it, the Council combined these two
studies and assigned them to Senato r E . E. Willey as Chairman of a Com
rmttee to make the initial s tudy and repor t back to it. Selected to serve with
Senator Will e~' on the Committee were the following: David Carpenter. At~

tomey at Law. Ar lington ; Roy B. Davis, former member of the Honse of
Delegates. Pact's; Ralph n. Dougla ss. Smi th -Douglass Fertilizer Company.
Norfolk; \\' . Gibson Harri s. At to rney at Law, Richmond. C. H. :\Iol' r i!o\sett ,
State Tax Commissioner. Robert J . Parks . Smithfield Packing Company.
Smithfield ; Lo uis C. Purdey, In dustr ial Commissioner, New port Newa:
J ohn F . Rixey, Attorney at Law and member of t he House of Delega tes,
Norfolk; Sydney Small . Vice-Pres ident. Norfolk and Western Railway.
Roanoke ; Eu gene B. Sydnor, J r., member of the Senate of Virginia.
Rich mond: R. 0 , Van Dyke, Tazewell: Erwi n H. Will. Vi rginia Elect r ic
and Power Company, Richmond ; J, W. Wood. Sr.• Colonial Stores, Nor folk :
Landon R. Wyatt. member of the Senate of Virginia. Danville and Wilbur
Winfree, Glamorgan Pipe and Foundry Company. Lynchburg.

At its organization meeting. t he Committee elected Senator Sydnor as
Vice-Cha irman. John B. Boatw r ight • •Jr . and G. :\1. La psley served as
Secretary and Recording Secretary. respect ively. to t he Committee..

The Committee held a public heari ng which was widely advertised
throughout the State at which it solicited the views of business men
concerning possi ble ta x changes which might be advantageous. It sub
sequently formed itself into subc~mmitt('Cs dealing with t he th ree major
phases of its study-the apport ionment of .corpor~te mccme for tax
purposes. ca pital and other ta xes as they affect ind ustrial deve lopment, and
ta xat ion of warehousemen a nd distr ibutors of products. goods and mer
chandise. These subcommittees then pursued their several studies in more
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detail, conferring with those particularly concerned in each field, and
reported to the full Committee, which in turn made its report to the
Council. The Council, having considered the report of the Committee,
now submits the following recommendations, for the reasons hereinafter
set forth:

SUMMARY OF RECOMMENDATIONS

1. Virginia should change its present formula for apportionment of
corporation income for tax purposes to a three factor formula similar to
that in effect in a majority of the other states; and should collect such
taxes from all corporations of the classes to which the State income tax law
applies where such corporations derive income from Virginia sources.

2. The rate of tax on capital of trades and businesses not otherwise
taxed should be reduced from 75\: to 65(' on every $100 of actual value.

3. If and when a general retail sales tax is imposed, the State license
tax rate applicable to wholesale merchants should be reduced and a limit
should also be imposed on the localities' power to levy local license taxes on
wholesale merchants.

APPORTIONMENT OF CORPORATE INCOME FOR TAX PURPOSES

In connection with the phase of the study relating to apportionment of
corporate income derived from interstate business for income taxation
we have considered both the recommendations which have been made
for changes in the apportionment formula and the effect of such changes
on the corporations which would be affected thereby and on the State's
revenues.

The Council recommends that the State adopt the formula for ap
portionment of income which is in effect in the majority of the other
states of the Union-the so-called "Massachusetts Formula". We are
aware of the fact that this will initially result in a loss of revenue to the
State and that it will adversely affect some existing corporations now
doing business in Virginia. We believe, however, that from a long-range
viewpoint the loss in revenue will be more than overcome by business
development which will be stimulated by the change and that the adverse
effect on certain corporations can be offset materially by other changes
in the tax laws.

At the outset, the Council would like to call attention to the fact that
Senate Joint Resolution No. 11, which is the directive under which the
study was made, does not correctly state the problem. The resolution
directs "a study of the present tax laws in Virginia relating to apportion
ment of income taxes of foreign corporations doing business in Virginia
and their effect on the possibility of new industries being established in
Virginia." Obviously, there can be no income tax applicable only to
foreign corporations. Such a tax would be considered as fatally dis
criminatory. Accordingly, any change in the formula which may be made
will affect Virginia corporations and foreign corporations now doing
business in Virginia as well as new corporations which might desire to
establish branches or to do business in this State and the Council has
carefully borne this fact in mind in making its investigations.

The apportionment formula under which Virginia now collects income
taxes from corporations which do a portion of their business in Virginia
and a portion in other states has been on the statute books unchanged for
thirty-three years. However, of recent years, with the adoption by more
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and more states of the so-called Massachusetts Formula, and especially
since the State of North Carolina made this change in 1957, there has
been increasing criticism of Virginia's formula and growing pressure for
a change. We do not think that this criticism has been ent irely well
founded or that the supposed inequ ities of the Virginia formula have been
so burdensome as has been claimed by some critics. We feel that the charge
that Virginia is a "high-tax state" does not accord with the facts . Our
income tax rate, for instance, is lower than that of our neighbor to the
South and the total burden of taxes on a business operating in Virginia,
when the low local rates of taxes on physical properties arc cons idered, does
not unduly in fluence new industry against Virginia as a location.

Nevertheless, Virginia 's formula is at variance with those of a
majority of the states. This formula is set forth in § 58-131.1 of the
Code of Virginia and provides for taxation of income from that portion of
the interstate business of a corporation which the corporation shows on
its books by separate accounting as being Virginia business; or if the books
of the corporation do not show Virginia business separately, the tax is on
the proportion of the entire net income of the corporation which the fair
market value of the real estate and other physical assets in this State
and the amount of total gross receipts in this State bears to the aggregate
of t hese factors both within and without this State. However , the law
further recognizes that there could be cases under which the formula
would appeal' to bear inequitably upon certain corporations and provides
for an alternative method of allocation to be allowed by the Department of
Taxation when a corporation can show that the above allocation formula
is unjust in its application.

In contrast to the Virginia formula , the formula as set forth in the
Uniform Division of Income for Tax Pur poses Act, which was approved
and recommeded for enactment by the National Conference of Commis
sioners on Uniform State La ws in 1957, apportions all business income by
mu lti plying t he income by a f raction , the numerator of which is the
property factor plus the payroll factor plus the sales factor and the de
nominator of which is three. It will be readily apparent that the most
significant difference between the proposed formula and the present
Virginia formula is the inclusion of sal aries, wages and other compensation
as one of the deter minants in the apportionment of income for tax
purposes.

As noted above, a simil ar formula is in effect in a majority of t he
States and tho formula has the endorsement of the American Bar Associa
tion.

The formula cannot be wisely adopted in Virginia in its original
language, and it mu st be suitably revised to meet Vi rginia conditions ,
but the fundamental principles can be adhered to.

It is obvious that any change in t he existing Virginia formu la would
be nefit some cor porations and might adversely affect others. The vast
major ity of Vir gin ia corporations do no interstate business and accordingly
would not be affected one way or another. However , of the corporations
affec ted, many arc am ong the largest taxpayers in the State. The Com
mittee accordi ngly selec ted 656 corporations and sent questionnaires to
them req uesting that they compute their tax according to the new formula .
An analysis of t he r eplies to these questionnaires follows :



QUESTIONNAIRES SENT TO 656 OF THE CORPORATIONS

APPORTIONING A PART OF THEIR INCOME TO VIRGINIA
Total number of questionnaires mailed to corporations .

Domestic corporations .
Foreign corporations .

Total number of corporations responding to questionnaire .
Corporations for which application of proposed

formula would cause no material change of tax
Corporations for which application of proposed

formula would cause a change in tax .

Total number of corporations for which application of pro-
posed formula would cause a change in tax .
Domestic corporations .
Foreign corporations .

656
285
371

249

6V

180

180
38
H~

Of the 180 corporations reporting changes in tax: Amount
13~ reported decreases in tax $2,128,351.6~

·18 reported increases in tax 610,072.22

Net decrease in tax (loss to State) $1,5 18,279..16

It thus appears that three out of every four (7:~.3:~~o) of the re
sponding corporations would have a tax decrease and the average amount
of the decreases would be $16,123.88. One out of every four of the corpora
tions would have an increase in taxes under the proposed formula by an
average of $12,709.8'1.

The Council recommends that the State adopt the three-factor formula
for the reasons which are hereinafter set out :

Jt would remove any possibility that the apportionment formula
might be considered as discriminatory by a corporation which is con
sidering operating in Virginia rather than in some other state. We are
advised by those who have had experience with the reasons for which
corporations select sites for new plants or operations that the tax factor
is rarely the major determining factor in making a decision; but it is
considered and may be the decisive factor if the other elements arc nearly
equal. Certainly, other states which have changed their formulas have
advertised this fact widely in their effort to secure new industrial develop
ment and the Council be'lieves that this change would greatly facilitate
the activities of those State agencies and other organizations which are
seeking to attract new industries for this Commonwealth.

We further feel that this change is desirable because it will make
our law more nearly uniform with those of a majority of the other states
and would thus tend to simplify the accounting problems of many large
corporations ,... hich do business in more than aile state, Th is appears to be
a sound approach from the point of view of the theory of tax legislation
and it will be another indication of the desirable business climate of
Virginia.

The Council believes t hat the indicated loss in revenue is not of the
greatest importance, The maximum estimate of net loss in the case of all
corporations affected (not merely those responding to the questionnaire)
which the Committee received was 32,000,000,00 a year. The experience
in other states, particularly Korth Carolina, which has made a similar
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change in recent years, has shown t hat the losses rarely were as great as
anticipated. To the extent that the change in the formula accelerates Vir
ginia's industrial development, the revenue loss will be reduced and the
Counci l strongly feels that in the long run the change will prove to be of
financial benefit to t his State.

Futhermcre, there have been rece nt decisio ns of t he Supreme Court
of the United States which apparently have broadened the State's ability to
tax those corporations which are actually engaged in income-producing
activities in the State but which have no physical facilties within the
State such as have previously been thought necessary to sustain a state's
jurisdiction to tax. Other states have exercised this right to tax and
more will do so un der these new decisions. We recommend that Virginia's
tax laws be so amended as to permit Virginia also to tax such corpora 
tio ns on their income-producing activities in Virgin ia. While it is proba ble
that t his will not prove a very large reve nue sou rce , we fee l t hat to some
extent it wi ll decrease the anticipated loss of revenue from the change
in formu la .

The Council is aware that there a re corporations now in Yirginia
whic h have ma de much contribution to the revenues of this State and
which will be adversely affected by the proposed change and it has been
urged that action not be taken which will adversely affect existing cor
potations merely on t he chance that other corpo rations will be induced to
come into t he State. The Council, however, fee ls that t he overall welfa re of
the State is paramount and, in addition, that the proposed change dealing
with the taxation of inven tories will benefit the group which will be
adversely affected by the proposed change in formula and will accordingly
offset to some extent such adverse effect.

TAXES ON CAPITAL NOT OTHERWISE TAXED

Secti on 58-411 of th e Code of Virginia defines capita l of a trade or
business Ior tax purposes as including inventory, excess of bills an d
accounts receivable over bills and acco unts payable, money on hand and on
deposit and all other taxable perso nal property of any kind whatever with
t he exception of certain specific items which a re excluded by § 58--112.
Such capital is taxed at a rate of 75(0 on every $100 of actual value by ~

58-·118 of the Code. Th is rate has not been changed for thirty yea rs.
By far the greater part of t his tax is pai d on the inventories of manu
factu r ing concerns.

Senate J oint Resolution Xu rnber 5-1 raises the question as to whether
Virg in ia is not. by this tax. putting herself a t a competiti....e disadvantage
with other states and directs the Council to st udy t his aspect of the ta x.

Virginia 's tax system differs, as to this ty pe of property, from th at
of other states in t hat th e inventories of manufacturers are taxed only at
the State level in Virginia . where as in other states the general rule is that
\,.:~y are taxed by t he localities.

The Council recommends that no drastic change be made with respect to
t he form or manner of the taxation of business capital , which includes
inventories : it does feel, however. that there a re certain groups of tax
pa yers who pay a larger amount of in....entory taxes in Virginia than t hey
would pa y if th eir bus inesses were located in some of the nearby states and
the Council recommends that t he State capi tal tax be r educed by 10c per
$100, t hat is to say, from 75t;' per $100 to 6il¢.

Being aware that t he proceeds of t he tax on inventories accou nt for so
large a percentage of the revenues derived by the State f rom t he tax on
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cap.ita l not otherwise taxed, a nd that the la rge tobacco compa nies pay a
cosidcrable proportion of this tax, the Committee reques ted the Depart
ment of Taxation to determine from these companies how the tax system
of Yirginia operates comparatively with those of two of the other states
which are important in the raising and processing of tobacco. These
companies were most cooperative in supplying information from which
It was learned that in Korth Carolina the taxation of leaf tobacco
inventories is a local matter ; as a result, in some places there will be paid
a higher rate of tax on leaf tobacco stored for aging t han in Virginia,
whereas in other places the tax will be lower. In Kentucky throughout
the state, there is a much lower rate of taxation applying to leaf tobacco
inventories. It was also learned th at the rate of cigarette manufactu re
as indicated by the internal revenue service collections from taxes on
cigarettes increased. over a decade, at a considerably more rapid rate in
Xort h Carolina and in Kent ucky than in Virginia. It is impossible to say
what bearing, if any. the different rates of tax applicable to leaf tobacco
inventories in the three states had on this fact.

The Counc il does not believe that Virginia can adjust its ta x system
to meet the competition of all other states in all respects without disastrous
effects on the Commonwealth's reven ues. However, it believes that some
adj ustm ent s from t ime to ti me may be made a nn in t his instance we
recommend a reduct ion in the rate of capital ta x in the expectation tha t ,
am ong other things, t his will benefit to a la rge extent the same group
of taxpayers who may be adversely affecte d by the adoption of the th ree
factor formula for apportionment of income for tax purposes which is else
where recommended. The Council also believes that a reduction in the rate
of the capital tax will help materially in attracting new manufacturi ng
plants of all classes.

It has been suggested that an adjustment in t he tax base in t he case
of leaf tobacco inventories might be ma de because of the fact that leaf
tobacco is held in warehouses for several years pr ior to manufacture and
thus is sub jected to the levy each year . We would call attentio n to t he
fact th at leaf tobacco inventories in Virginia are assessed for taxat ion by
t he usc of a formula, fixed admini st rati vely, which recogn izes the
peculiarities of the tobacco industry.

TAXATIOX OF WH OLE SAL E ~IERCHAXTS

In consideri ng t he phase of the study re lat ing to t he State whole
sale merchants' license tax and its effect u pon the develo pmct of industry in
Virg inia the Counci l caref ully conside red t he facts ava ilable to it relative
to t his U1 X and its effect on Virgini a business, and conferred with persons
especially informed on and concerned with this tax.

The Council recognizes that wholesa le merchants in Virginia a re in
some respects at a competitive disadvantage compared to similar businesses
in certain of the adjoining States. But it must be pointed out that the
State license tax on merchants in Virginia is expressly declared by the
statute to be in lieu of a State properly tax on the capital of merchants
(Code of Va ., § 58-337). Therefore, no State ca pital tax is imposed on the
ca pital of merchants in Virginia . In Maryland and in the Distri ct of
Columbia there is no State Or District licen se tax wh ich is comparable
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to the Virgin ia State license tax on wholesale merchants; in North Carolina
there is a State tax of 5¢ per hundred dollars of sales, and a limit is
imposed on the localities' power to tax these businesses. Tennessee levies
a tax measured by capital invested, rather than by sa les or purchases.
West Virginia. however, does levy a tax measured by sales at a rate which
is higher than the Virginia rate effective in 1959.

Local wholesale merchants license taxes in many cities are high in
Virginia. and combined with the State levy represent a real burden to
many wholesalers, particularly in fields such as grocertos and tobacco
products where a la rge volume of business is conducted at a small margin
of profit. And yet it must be pointed out here also that local license taxes
on mer chants are a lmost always in lieu of a local property tax on the
capital of merchants.

It is true that all the adjoining' States and the District of Columbia.
with the exception of Kentucky, impose taxes on retail sales, which are
collected by the merchants. But these arc passed on to their customers
as taxes. whereas the Virginia license tax is not passed on to the customers
as a tax.

The competitive feature has become more impo rtant with improved
highways and increased usage of truck t ransportation. The maximum
economic range for service from a distribution warehouse in the wholesale
groce ry field, for instance, is stated to be a 250-mile radius. On this basis,
a wholesaler located in washington or it s vicinity could serve customers
throughout the whole of Virginia except the fa r Southwest; and a ware
house in Br isto l, Tennessee could be within ceonomic range of t he greater
pa rt of the State. In neither instance would there be a license tax com
parable to the Virginia license tax.

F igu res set for th elsewhere in this repor t showing the wholesale
merchants' license tax collections in Virg in ia for a number of years do
not indicate th at t here has boon any r educt ion in the volume of wholesa le
business in Virg inia. But allegations of specific instances have been
brought to our att ention of choice of locat ion outside of Virginia by la rge
distributing businesses which might otherwise have come to this State.

Also, there is a tendency on the part of manufacturers and pro 
cessors, especia lly in the field of food and grocery prod ucts, to establish
their plants. for reasons of convenience and economy . in proximity to
important distribution centers. To t he extent, if an y, that the wholesale
merchants' license ta x militates against the attraction of wholesale dis
tributors and chain store warehouses to Virg inia . it correspondingly
diminishes the probabilit y of t he att ract ion to this State of new manu
facturers who might des ire to locate in proximity to important distribution
centers.

The wholesale license tax has become inc reasingly important as a
source of revenue for t he Commonwealth. This is shown by the following
tabulation , showing collectio ns 1'0 1' the years 19·1 5 t hrough 1958.
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STATE WHOLESALE )IERCHAXTS LlCEXSE S : TAXES AXIl

PEXALTIES A:-ID ISSUAXCE FEES ASSE SSED BY CO)I

)I1 SSIONERS OF THE REVEXUE DURIKG THE FISCAL

YEARS INDICATED

Issuance
Fee,

Total Taxes
and Pena lti es

F iscal Yea r
Ending June 30

Total Taxes
Pena lti es and

Fee,
19t5 s 692,G87.9il $ 1.88.').2:1 $ 69-1 ,.t73.20
1916 7&1,261.91 2,183 .30 7R:J.-.-17.-11
1917 1,01 3,771.17 ~ .;) ;)ROO 1 , 016 , :·t~9 .17

19 18 1,226 . ;:.; ~ rdq 2,662.00 1,229,1 97 .81
l!1l!J* 1,812,511.:!9 2,76!J.7ri 1,KIG.281.01
1!)GO l,821.·1 27.H!J 2,928.2;' 1.~2..t,: :Hj6.1 ·1

1%1 2,049.039.;)2 2.9·12.7f) 2,0;;1,9 82.27
1!l:'j2 2.:~09. 1 ;)3,;;1 3, 182.00 2.:n 2.33 ;:).51
19;;:1 2,,107,21·1.19 3 .2;:)2.:)0 2, 110,·166. 69
1ft.") I 2.417,o:n .:10 :1.:H ;;.2;"") 2.120,:U6.;,;)
19S3 2,-12-1, 1:10.36 3,4 12.23 2.-127,872.61
1~J:16 2.6:18.1 8.~) . 19 3,5;)8.2;; 2.6.11,7.13.7-1
t fl;j7 2 ,776.Z;"",O.16 3 ,62-1.00 2,77 9,87 -1 .-16
Hl'iH ~ ,81(),.19I.t :3 3,67!I .GO ~,8H,170.6 :~

• Rate increase enacted by Gen era l Assembly of 1918 (Act s 1948, c. 15D)

Compi led from Report s of the Department of Taxat ion .

The General Assernblv has already taken specific action looking to the
relief of wholesale merchants. In I D56 it changed the tax rate measured by
purchases in excess of S10,000 a year from the 20r rate which ha ft been
ill effect since l!l·I!1 to the former rate of t :k 011 cvcrv ~ 100 of purc hases.
T h is cluuurc, which went into effect on Jnnun rv 1, 1 !J '~l 9, was a reduction of
:~;;..-;- in till' "ate, and it will cause a considerable loss of J'("'CIlIJe. Wo do
not f eel that the Commonwealth can afford to go furthe r a t this tim,': but
if and when :1 general retail sales tax is imposed by the State we believe
that its imposition should be accompanied by a reduction in the State
license tax on wholesale merchants to a rate comparable to the rate in
Nor-th Carolina , to wit, five cents per $100 of sales.

Of COUl'SP, it is common knowledge that the State tax is in many cases
not the only license ta x paid by wh olesale merchant s. All of the cities and
some of the counties impose local license taxes on wh olesale merchant s
measured hv volume. and in some localities the critical need for loca l re ve
nues has ('ai.sed t he im posit ion of such U1WS at rates that a re higher than
the rate of the Stat" levy. It would not benefit the wholesalers for the
State tax to be reduced if the reduction were to be added to the local rates.

We are not unmindful of the need of local units of governments for
funds to meet the steadily increasing demands for local services. But one
of the major reasons why there may be an increase in State taxa t ion ut
sometime in t he future is tho possible need for incre ased State ai d to t he
localities. and any revenue loss to the localities by a lim ita ti on on thei r
power to I('v) wholesale merchants' license taxes would be more than made
up by increases in State aid.
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We, therefore, recommend th at, if and when it is possible for the
State license ta x rate to be further reduced, a limit be set on local license
laxat ion of wholesa le mercha nts so that no loca l license tax rate would
exceed the maximum to be fixed by State law,

The Council is indebted to the Staff of the Depar tment of Taxation an d
to the other individuals and cor porations who assisted by prov idin g infor 
mat ion and advice during t he course of thi s st udy, It al so expresses to the
members of the Committee its appreciat ion for t he contribu t ion of t heir
t ime and thought to as sist th e Council in it s delibe ra t ions .

Rcspect f' ullv submitted,

,JOH:\" 11 . DAXIEL, Chairman

C. w. CLEATOX

JO HN WARREN COOKE

HARRY B. DA\"IS

CHARLES R. FE. "\\"ICK

TO)! N. FROST

J . Il. HAGOOD

CHARLES K. IIt:TCIIEXS

BALDI\"IX G. LOCHEI:

11'. TAYLOE )!UHI'HY

)!OSBY G. PERROII', JH.

EDWARD E. WILLEY
J. J . \\"ILL IA)!S, JR

STATEMENT OF SENATOH ROBER T Y. BUTTON

This repor t refers to Sect ion :>R-·H 1 of the Code of Yirgtn ia. but does
not recomm end any change or amendment of that Section. I have doubted
for some t ime the wisdom of including "all money on hand and on deposit"
as ca pita l 1'01' taxat ion, and I reserve the righ t later, if I am so advi sed at
t hat time to do so, to sponsor an amendment to Section 58- 111 omitti ng
pa ragraph :~ t herefrom. wh ich is the language quoted above. I raise no
other objections to the report as drafted.

ROBERT Y. BUTTON

1 !
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