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THE COMMONWEALTH'S REVENUE STRUCTURE 

REPORT 
OF 

TIIE REVENUE RESOURCES AND ECONOMIC STUDY COMMISSION 

Richmond, Virginia 
· December 31, 1969

To: HONORABLE MILLS E. GODWIN, JR., Governor of Virginia

and 
THE GENERAL ASSEMBLY OF VIRGINIA 

I. INTRODUCTION
Change and the impact of change dictate the contents of this Report. Within 

the past decade, tremendous improvements and alterations have affected all phases 
of the Commonwealth's economy, programs of services for the public provided 
by State government, and the tax structure utilized to finance such programs. 
Population growth, the shift of population to urban centers, inflation and expanded 
government activity contribute to . a constant pressure on the State's revenue 
resources. 

It has been the task of this Commission to examine these factors and to review 
the present status of the State's revenue resources to determine basically ( 1 ) 
whether this pattern of· change and: pressure has rendered present resources in
adequate to meet the demands upon them and (2) whether the present revenue 
and tax structure as it has developed under pressure is equitable in nature. These 
are two fundamental questions among the many assigned to this Commission· by 
the General Assembly in 1968 when it created this Commission by adopting Senate 
Joint Resolution No. 15. That Resolution states: 

SENATE JOINT RESOLUTION NO. 15 
Creating a commission to study the sources of revenue which are avail

able to the State, to provide for its composition and to prescribe its 
powers and duties. 

Whereas, Virginia is presently involved in an expanding economy which 
affects every facet of her social, cultural and educational composition; and 

Whereas, there has been latinched under the leadership of Governor Mills E. 
Godwin, Jr., a great program of advancement and progress in almost every sphere 
of human endeavor, including particularly, public education, higher learning, 
mental health and mental institutions, parks and recreation, highways and indus
trialization; and 

Whereas, urban growth has been rapidly accelerated in various sections of 
the Commonwealth requiring increased demands for services to an ever-growing 
population; and 

Whereas, the need for continued State expenditures, including a continuation 
of our prodigious program for capital improvements as well as the ordinary and 
regular costs of operations, presents a special and urgent governmental problem 
in which increased demands are · constantly exceeding anticipated and forseeable 
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Whereas, ,it .is necessary in the public interest and essential to the continued 
growth and prosperity of Virginia that present sources of revenue as well as new 
and additional sources be studied, examined and explored, that ways and means 
be developed to produce adequate funds to meet the ever-expanding and growing 
requirements of the Commonwealth, and foster the continued constructive growth 
and efficient administration thereof; now, therefore, be it 

Resolved by the Senate, the House of Delegates concurring, That a Commis
sion is hereby created to be known as the Revenue Resources and Economic Study 
Commission, which shall consist of fifteen members, of whom four shall be ap
pointed by the President of the Senate, four shall be appointed by the Speaker of 
the House of Delegates, and seven shall be appointed by the Governor. Insofar 
as practicable, all segments of the economy and all interests concerned shall be 
afforded representation upon the Commission. 

The Commission shall make a study and report upon the following matters: 
(a) The present system of taxation and the various sources and areas of

existing revenues. 

. (b) Whether or not these sources are adequate under present rates or require 
revision upward or downward. 

( c) To explore additional and new potential sources of revenue.

. (d) To ¢xamine all existing taxes and potential taxes with 'the determination 
of achieving the committed objectives of State Government in a manner designed 
to prevent undue burdens upon our taxpaying citizens. 

(e) To develop solutions to the increasing revenue problems of Virginia in
a manner so as to en::ourage the business, economic and industrial expansion of 
the State. 

'(f) To generally review, study and explore the continuing need for increased 
State expenditures that the orderly progress and growth of the Commonwealth 
may be furthered, and productive governmental responses to the needs and interests 
of all inhabitants of Virginia may be facilitated. 

(g) To canvass the experience of other states of the United States and
examine all relevant provisions of their law, as well as Virginia law to determine 
whether or not existing laws are adequate to meet present and future needs and 
make such recommendations for modification or change as may be. requisite. 

(g) (af .'to study the present system of assessment of public service corpora
tion property; to consider. whether or not this should be a function of the Depart
ment of Taxation; and :yvhether public service corporation easements should be 
subject to ta:icatiqn: as an. interest in real estate. 

. (h) "(o report .on any related matters which the Commission deems appro
priate, including particularly the sales, use and titling tax laws of the Common
wealth. The CommissionJs also directed to make a study and report on the returns 
to the localities of moneys derived from the.Virginia Retail Sales and Use Tax to 
determine the equity of such distribution. 

The members of the Commission shall receive no compensation for . their 
services, but shall be paid their necessary expenses incurred in the performance 
of their duties. The Commission may employ such secretarial, technical, clerical, 
professional and other assistance as may be required . 

. For the purpose of carrying out its study, the sum of twenty-five thousand 
dollars is hereby appropriated from the contingent fund of the General Assembly. 

All agencies of the State and the governing bodies of all political subdivisions 
of the State shall cooperate with and assist the Commission upon request. 
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The Commission shall conclude its study and make its report to the Governor 
and the General Assembly not later than September one, nineteen hundred sixty-
nine. · ·· · 

In examining the fundamental issue raised by this Resolution ·concerning the 
adequacy and fairness .of our present revenue structure, the Commission was par
ticularly aware of the enactment of the general sales and ·use tax effective Septem
ber 1, 1966 at the rates of two percent for the State tax and one percent for the 
local option tax and the increase in the State rate to three percent effective July 1, 
1968. Certainly, a prime consideration in any evaluation of the revenue structure 
must be the impact of this major new revenue source. 
. While the 1966 and 1968 Sessions of the General Assembly initiated major 

changes in out revenue picture through adoption of and increases in the sales tax, 
this action did not mean an end to change. The General Assembly in 1969 again 
initiated a major alteration in our revenue structure through proposed amendments 
to _our ·State Constitution's provisions on borrowing for capital outlay purposes. 
The proposed amendments which concern general obligation and revenue bond 
financing have yet to be finally adopted and must be agreed to by the next General 
Assembly and approved by the people. While the proposed provisions on general 
obligation bond financing definitely do not presage a shift to the financing of all 
capital outlay projects through borrowing, it is anticipated that approval of these 
proposed amendments would mean that the public has permitted the State govern
ment to utilize another new revenue source for the purpose of financing major 
capital outlay projects of Statewide importance. The impact of the $81 million 
bond issue authorized this past Session and of the proposed Cot;tstitutional amend
ments on borrowing must be examined along with existing sources such as 'the 
sales and income taxes before a full appreciation and analysis of the State's 
revenue structure can be properly developed and prepared. 

II. ORGANIZATION AND WORK OF THE COMMISSION

· In accordance with Senate Joint Resolution No. 15, the following individuals
were appointed to the Commission-

From the Senate: 
Senator Leroy S. Bendheim ............................................................................ Alexandria 
Senator Edward L. Breeden, Jr ........................................................................... Norfolk 
Senator Garland Gray ................................................................................................... Waverly 
Senator George M. Warren, Jr ................................................................. , ............... Bristol 

From the House of Delegates: 
Honorable Edward E. Lane .......................................................... : ............... : ..... Richmond 
Honorable Willis M. Anderson .......................................................................... Roano�e 
Honorable Robert E. Gibson .......................................................................... Chesapeake 
Honorable Carrington Williams ..................... : ....................................................... Fairfax 

By t:qe Governor: 
Dr. Thomas C. Atkeson, Chancellor Professor of Taxation, College of 

William and Mary, Williamsburg 
. Mr. Lawrence H. Camp, Chesapeake Corporation, West Point.
Mr. W. Wirt Shapard, Fidelity National Bank, Halifax · 

Mr. J. Cleveland Lucy, Board of Supervisors, Brunswick County, Law-
renceville 

Mr. C. H. Morrissett, State Tax Commissioner, Richmond 
Mr. Herbert C. Moseley, 13ank of Virginia, Richmond 
Mr. Richard D. Robertson, American Safety Razor Division, Philip 

Morris. T.nc., Staunton 
The Commission elected Senator Bendheim to serve· as Chairman and Mr. 
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Lane to serve as Vice-Chairman. �t requested Mr. T. Edward Temple, Director 
of the Division of State Planning and Community Affairs, Mr. John L. ·Knapp, 
Chief of the Research Section of that Division, and Dr. Lorin A. Thomp·soil, 
Chap.cellor of George Mason College, to serve as consultants. 

At the outset, the Commission authorized the Chairman to appoint working 
committees to investigate specific areas outlined for investigation by the study 
Resolution. Of particular value and interest was the work accomplished by the 
committees on research and tax matters. 

Special acknowledgement is made for the excellent contributions of Dr: 
Atkeson, a most diligent and faithful member of the Commission. Dr. Atkeson, with· 
the assistance of some of his students, prepared several memoranda which were 
most helpful to the Commission in its consideration of such basic units of our tax 
structure as· the individual and corporate income taxes, the inheritance and gift 
taxes, and the sales and use taxes. Dr. Thompson's counsel and ability to draw 
on past experience · gained through work with similar studies was of much 
assistance. . 

. '. . . 

Members of the Research Section, headed by Mr. Knapp, of the Divisio:Q. 
of State Planning and Community Affairs served as the staff for the working com.,. 
mittees as well as for the Commission. The research which they conducted was at 
all times of the highest professional quality and an invaluable aid in .our delibera., 
tions. The basic research document which Mr. -Knapp. and members of hi.s staff 
produced for the use of the Commission is being pllcblished for the purpose of 
providing information. This document is labeled the Staff Report to the Revenue 
llesources and Economic Study Commission, and, as stated therein, is the product 
of �e work of the aµthors and does not necessarily .represent the views of this 
Commission or the Division of State Planning and Community Affairs .. · 

The Staff Report examines alternative possible changes in the State's revenue 
structure and · the impact of such changes on revenues. It -does not pretend to be 
�omplete .but does cover a variety of items ranging from the br9ad-based taxes such 
as the income tax to the more limited revenue sources such as ·the inheritance or 
liquor tax. Much of the data in the Staff Report is in· the nature of estimates. an·d 
projections. As always such figures should be used with care. · · ·: -
· · By publishing the Staff Report, the Commission hopes to provide to the
public, and particularly the General Assembly, information which will,be of use
in evaluating tax matters which may be of concern to them. Nothing in that Report
should be viewed as, or purports to be, a recommendation for action by the Legis
lature or change in the State's tax structure.

The . work of the committees progressed into 1969 simultaneously with the 
preparation of the Staff Report and much valuable background data. The advent 
of the SpeciaJ Session of the General Assembly on revision of the Constitution 
in February, however, had inevitable impact on the Commission's work. First, the 
Session pre-empted the time of the members of the Commission who are members 
of the Senate and House of Delegates. As a consequence, eight of the fifteen 
members of the Commission were unable to devote appreciable amounts of time 
to the many problems of the Commission until the late spring of 1969. 

Second, the work of the Session and resulting proposals ( 1) concerning bond 
financing referred to ea_rlier and (2) relating to tax matters such as the proposals 
concerning property taxation, classifications of real property for tax purposes, 
potential exemptions from real property taxation for older homeowners and poten
tial provisions for service charges on exempt classes of property in lieu of property: 
taxation, all have direct relevance to this study and· possible impact on the State's 
revenue structure, its adequacy and fairness. 

Thus, at the midpoint of our deliberations, we faced a possibly changing tax 
and revenue structure. 

4 



.. ·. Keeping these matters in mind, the Commission pursued its investigations 
and scheduled a series of public hearings to ascertain the views, suggestions and 
concerns of the public throughout the State. Four public hearings were scheduled
and held as follows: . · 

Norfolk-June 9, 1969 
Alexandria-June 23, 1969 
Roanoke-June 30, 1969 
Richmond-July 28, 1969 

Each of the hearings was publicized well in advance of the date to provide an 
opportunity for all who wished to present their views about tax and revenue 
matters to the Commission. Many presentations dealing with a variety of tax 
matters were presented at the hearings. The viewpoints expressed and recom
mendations offered were helpful. to the Commission in placing the technical aspects 
of taxation into perspective. These views and suggestions are summarized briefly
in the next section of this Report. · · 

Following additional committee work, the Commission as a whole met fre
quently to develop this final Report and recommendations. The basic conclusions 
we have reached are set forth in Part IV below. 

III. PUBLIC HEARINGS

The many subjects presented and discussed at the public hearings may be 
grouped into proposals for modifying the State tax structure, proposals for strength
ening the tax base of local governments by extending the subjects of taxation 
and proposals for increasing the amount of State aid to localities. 

A. State Tax Structure

Suggestions for increasing the rates on the individual income taxes for taxable
income above $10,000 were made in several presentations. Most of those making 
presentations on this subject suggested conforming the Virginia individual income 
tax to the federal individual income tax by increasing the standard deduction from 
five to ten percent with a $1,000 maximum and making all exemptions equal 
$600 for the taxpayer, his spouse and each dependent. One proposal was made 
to allow deductions for the full amounts spent on college t1i1ition, medical and 
dental expenses. 

· There were other proposals to tax income received· from all State and muni
cipal bonds and dividends from Virginia corporations which are now exempt. One 
proposal. suggested that such dividends be handled in the same way as under 
'federal tax law. Unrelated business income of charities, fraternal and eleemosynary 
organizations was suggested as a proper source to be subject to the income tax. 
Suggestions for increasing State taxes on liquor and tobacco products were alsb 
made. 

Several persons recommended modifying the State sales tax. There were 
: some who advocated the exemption of food and nonprescription drugs from the 
State sales tax or the establishment of an income tax credit to offset part of the im
pact of the sales tax on such items as food. Others recommended extension of the 
sales tax base to include services not now taxed. Some suggestions proposed that 
sales taxes be extended to professional services. One proposal was to modify the 
present motor vehicle sales and use tax by allowing a deduction for the value of the 
trade-in from the sales price and increasing the rate of the tax from two to three 
percent. 

A number of suggestions were made that the inheritance and gift taxes in 
Virginia would be suitable subjects for increased rates of taxation. Generally 
speaking, such suggestions were that there should be larger initial exemptions but 
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higher rates as the aniounts subject to the inheritance and gift taxes increase. 
There was _some discussion also that life insurance proceeds to a named btmeficiary 
should be considered· in the same manner as the basic estate for tax purposes. This 
concept, however, was contested by many. 

B. Local Taxation and State Aid to Localities

Many speakers asserted that local governments with their expanding responsi
bilities have found it increasingly djfficult to obtain adequate funds from local 
sources :of taxation .to finance the growing· requests for more and better .govern
mental services. The .recommended solution of some was to increase the amount 
of State support for education and transfer more fiscal responsibility for welfare to 
the- federal government. It was suggested that all welfare costs should be borne 
by the State· and federal governments rather than in part by local communities. 

·As a so�rcidor financing local services,.the recommendation was made several
times in the public hearings that provision be made to permit local income taxes. 
-Such a tax would be in the nature of a piggy-back tax on the State income tax.
There were suggestions, also, that in the event that a local income .tax is impracti
cal, that a local payroll tax be levied on employees. Other suggestions were made
to extend authority of local governments to tax the tangible personal property of
manufacturing corporations, except machinery :and· tools now taxed by localities.
The tangible personal property referred to is now included in capital subject to
State tax.· · · ·· 

Local ·cigarette taxes · were proposed as a sour9e of ·,revenue for localities.
Some city governments already impose cigarette taxes under . authority of their
charters.

Another proposal was to extend the local sales tax · to non-professional
services.

. In · the hearing in Alexandria, where Northern Virginia's needs for rapid
transit are. mQst.topical, a suggestion was made by a number of witnesses to permit
local ·govefll.ments to levy gasoline taxes of three cents on top of the present gaso
line taxes. Two cents would go to the local government and one cent to the State.
It was suggested by some that the State's one. cent could be used to help finance
major irivestmerits in the development of a rapid transit system. Another tax sug
gestion made was that a two percent local tax on new automobile sales be autho
rized and that the revenues therefrom be dedicated to the Northern Virginia Transit
district. . .

In the Hampton Roads area where there is great interest in the State Ports
Authority, a recommendation was made that the annual registration fees of cor
porations throughout Virginia be doubled and that the proceeds of such revenue
be devoted to the State Ports Authority. · ·· 

Many city spokesmen favored a revision of the tax distribution system.!elating
'to the localities' share of the State sales tax. The request was made that the am,ounts
returned to· the localities from the State sales tax should equal the amounts ob
taiiied through the local one percent.

The subject of real estate taxation by local governments was also mentioned
in a .number of presentations. The practice in Virginia of allowing local govern
_ments to fix the ratio of �ssessment value to true value (sales value) of teal estate
was criticized. There were also discussions pertaining to the ways in which land
and improvements should be taxed by local governments. Some felt that taxation.
· of these two items at different rates would improve local property taxation. Others
expressed the opinion that land should be assessed according to· its present use,
rather than according to its "highest and best" use.
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The assessment of public service properties by the State Corporation Com
mission was supported by a number of proponents. Others expressed the view 
that public service properties should be assessed locally or by the State Department 
of Taxation rather than by the State Corporation Commission. This dispute grows 
out of the disparity in the true rates of taxation between real estate and public 
service properties in many localities. 

Several speakers favored the taxation of public service easements. Speakers 
opposing this suggestion appeared at several hearings and outlined the complexities 
and the difficulties that would be encountered in the administration of such a 
proposal. 

In recent years, many localities have utilized local taxes on utility subscribers 
as a source of additional revenue. Public utility services which have been made 
subject to such taxes are telephone, electric power and Hght, gas, and in some 
instances water. It was suggested that other competitive forms of fuel be similarly 
taxed. Other speakers recommended that ceilings be placed on the imposition of 
local utility consumer taxes and emphasized their support of the recommendation 
for a ten percent ceiling in the 1963 Report of the Commission on State and Local 
Revenues and Related Matters and suggested that where present localities had 
exceeded the ten percent rate that these rates be adjusted downward as rapidly as 
possible. 

IV. BASIC FINDINGS AND RECOMMENDATIONS

As we pursued our investigations, reviewed the many suggestions received 
at the public hearings, considered the numerous written presentations submitted 
directly to the Commission and individual members, and held extensive discussions 
on the results of research done for the Commission, we became convinced that 
there is a basic need for a careful, thorough review of the revenue and tax struc
ture of the Commonwealth to determine its adequacy and fairness and that srich 
a review will require more time and should be conducted at a point in time when 
that structure is relatively stable. We wish to place special emphasis on the need 
to examine the tax structure as it affects the taxpayer and in terms of the fairness 
of the distribution of the overall tax burden. 

We have concluded that the coming interim following action on the proposed 
Constitutional amendments will provide the ideal time for such review and that this 
Commission should be continued for that purpose. 

Up to this time, the sales tax's impact has still been very new and difficult to 
evaluate insofar as it affects the relative equities of our various tax sources vis-a-vis 
the taxpayer. The pending Constitutional issues contribute further to the unsettled 
nature of our tax structure. We believe that the proposed revisions will have a 
beneficial effect on our tax structure and that the results of the votes on these pro
posals are very germane to our study. 

We believe that these major tax revisions, recent and proposed, will constitute 
the bulk of the tax changes for the Commonwealth through the coming biennium. 
It is our belief that neither the outgoing nor incoming administrations will propose 
extensive tax programs or new t�xes and we know of no sentiment in the General 
Assembly to undertake major tax programs or extensions. Indeed, it appears that 
there is much feeling in the Commonwealth at large that the time is appropriate 
for a respite from major general revenue program changes or increases. 

Such a respite will provide a proper time for a continuation of this study and 
a fair and full evaluation of the present tax structure. · ·. · · 

Moreover, as the review of comments submitted. at the public hearings in 
Part III of this Report and the detailed catalogue of _tax sources carried in the 
published Staff Report suggest, there are many specific and complex tax matters 
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this· Commission has been requested to investigate ·and 'has initiated study on but 
has not had time to investigate completely because of the intervening . Special 
Session. The coming interim will be a time during which the voluminous back.:. 
ground data gathered for the Commission by its staff can be analysed · and refined 
to lead to specific recommendations. Thus the coming interim will provide neces
sary additional time as well as a more stable revenue and tax picture conducive 
to further study. 

Therefore, we recommend: 
· A. That, apart from giving favorable consideration to the proposed Constitu:

tional amendments· affecting finance and taxation, the General Assembly 
refrain from enacting major new tax programs during the coming bi
ennium. 

B. That this Commission be continued with directions to pursue its studies
and utilize the background information and research developed for it to
date for the purpose of completing the assignments given to it by Senate
Joint Resolution No. 15 and with particular emphasis on those matters
relating to the equities of present tax resources vis-a-vis the taxpayer.

V. CONCLUSION

The Commission submits herewith a Joint Resolution to provide for its con
tinuation. The Resolution appears in the Appendix. 

We wish to express again our appreciation to our consultants, Mr. Temple 
and Dr. Thompson, and to Mr. Knapp and the members of his staff, all of whom, 
worked long and hard on this study. We commend the Staff Report to you as an 
informative, comprehensive survey of State tax sources with the stated reservation 
that the publication of this source material is for the purpose of providing informa
tion only and in no way indicates any suggestion or recommendation on the part 
of this Commission that any change or increase in any tax is indicated at this time. 

Respectfully submitted, 
t Leroy S. Bendheim, Ch�irman 
*Edward · E. Lane, Vice-Chairman
tWillis M. Anderson
tThomas C. Atkeson
Edward L. Breeden, Jr.

**Lawrence H. Camp 
***Robert E. Gibson 

Garland Gray 
J. Clevelan4 Lucy
C. H. Morrissett
Herbert C. Moseley

. tRichard n; Robertson 
W. Wirt Shapard

tGeorge M. Warren, Jr.
tCarrington · Williams

tSee Minority Report of Senator Bendheim, Mr. Anderson, Dr. Atkeson, Mr. Robertson, 
Senator Warren and Mr. Williams and Additional Statement of Mr. Williams, beginning 
at page 9. 

*See Additional Statement of Mr. Lane, page 9.
**See Additional Statement of Mr. Camp, page 9.

***See Additional Statement of Mr. Gibson, page 9.
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ADDITIONAL STATEMENT Of EDWARD E. LANE 
I am signing this Report with the reservation that I believe that the present 

Commission should not be continued but that it should be concluded and a new 
commission appointed at a later date should this appear advisable. Considerable 
time will elapse before the proposed Constitutional revision, which involves 
matters of finance, can become law. The type of study and commission which will 
be most desirable depends, in part, on the outcome of the votes on the proposed 
Constitutional revisions. 

ADDITIONAL STATEMENT OF LAWRENCE H. CAMP 
I am in agreement generally with the Majority Report, but I must qualify my 

approval by the following comments. 
While it is true that the call of the Special Session of the General Assembly in 

1969 made it impossible for the Commission to complete the assigmnents enum
erated in Senate Joint Resolution No. 15, I am strongly of the opinion that the 
Commission should have resolved some of these issues to its satisfaction and 
submitted appropriate recommendations in this Report. 

I fully concur that the studies begun by this Commission should be com
pleted by a commission appointed at a subsequent date. However, I do not agree 
with the provision of the proposed Senate Joint Resolution that an effort should 
be made "insofar as possible to preserve the present membership of the Com
mission." In my opinion, much will be gained by the appointment of new members 
who will have available to them all of the material assembled by the present 
Commission, but who will be free to take an entirely fresh· took at the issues 
under consideration. 

ADDITIONAL STATEMENT OF ROBERT E. GIBSON 
I>ue to the comprehensive study made of State tax sources, time did not 

permit a thorough study of local taxation and state aid to localities and the existing 
equities of the present tax structures. 

However, in order to give relief to localities, I strongly support the propqsal 
that welfare costs be borne by the State and Federal governments rather than local 
communities. · · 

Also, there should be advanced a program under the State Department of 
Taxation to bring about uniform local taxation within the respective boundaries 
of the counties, cities and towns with emphasis upon appraisals and assessments so 
that there will in fact be a true local effort to meet the needs of the various 
localities. 

Some of the localities that are clamoring for more revenue on a state level 
are not in fact implementing uniform and fair local assessment and taxation within 
their boundaries. 

MINORITY REPORT · 
OF' 

Leroy S. Bendheim, Willis M. Anderson, Thomas C. Atkeson, Richard 
D. Robertson, George M. Warren, Jr. and Carrington Williams.

INTRODUCTORY STATEMENT 

All members of the Commission are in agreement on Part I, Introduction 
Part II, Orga�iz�tion and Wor� of .the _Commission and Part III, Public Hearings:
of the Commiss1on report. This mmonty report, however, proceeds to include a 
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discussion of the Commission's work, summarizes the findings of the staff report 
and discusses some of the implications of tax changes. The minority is not recom
mending change in the State's tax structure. To do so would be improper and 
encroach upon the duties of the General Assem�ly. 

The minority report herewith differs from that of the majority in that the 
members of this group feel that they are obligated to present and discuss the 
:findings of the entire Commission's deliberations and summarize them. The minority 
,group believes, further, that the public interest will be served best by discussing tax 
matters openly and fully. In making such information available, it is hoped that 
State taxes, and their impact on all taxpayers, will be better understood. 

The staff report, which is being printed as an independent document, presents 
the economic factors which underlie the State's· revenue structure and shows in 
some detail how changes in the provisions of many of the State's major sources of 
revenue would affect the amount of General Fund revenue during the 1970-72 
biennium and thereafter. 

THE COMMISSION'S WORK. 
. The Commission, in undertaking its work, realized the far reaching effects of 
taxation on the lives of all citizens of the Commonwealth. Moreover, the Resolu
tion creating the Commission outlined a wide range of matters to be considered 
during a period in which the legislative members of the Commission were involved 
in a Special Session for revision of the State Constitution. This situation required 
that the Commission limit the scope of its inquiries and studies to those portions 
of its total assignment which it deemed most pressing and which could be com
pleted before the Session of the General Assembly in 1970. 

The research staff has prepared a most valuable report which includes a 
review of the historic changes in population and economic development in the 
State, recent State taxes, their impact on taxpayers and the State's revenue and 
projections of revenue from the existing tax structure for the next five biennia. 

The requests for new and improved services have been increasing more 
rapidly than prospective St.ate revenues. This growth may be illustrated by the 
ratio of General Fund Revenue to personal income payments, In 1958-60 this 
ratio was ·3.0 percent; in 1962-64, 3.5 percent; and in 1968-70, 4.9 percent. 
Almost all of this relative increase has come from the State's general sales and 
use tax. With the enactment of the sales tax in 1966, the State coIIllil,itted itself 
to a statewide system of community colleges, to expansion and strengthening of its 
four-year colleges and universities, and to improving and strengthening its pro
grams in mental health and many other State services in which the level of service 
is less satisfactory than the same services in other states. The . budget for the 
State for the next biennium, 1970-72, includes no recommendation for increasing 
present State taxes. The increase in tax revenues resulting from general economic 
growth is estimated to be about 20 percent for 1970-72 over budget projections 
for 1968-70. 

The undersigned are aware of the increasing complexity of the many aspects 
of change in the economic, social, political and cultural life of the Commonwealth. 
The tempo of ·these developments has been and will be accelerated by increasing 
urbanization and the consequent changes in the styles of·life among our ·citizens. 
The increase in the State's general fund revenues for 1966-68 over 1964-66 was 
41 percent. The increase in budget projections for 1968-70 over 1966-68 was 35.7 
percent. The initial M & 0 requests fqr 1970-72 were about 50 percent larger than· 
corresponding appropriations for 1968-70. General fund revenues as projected in 
the budget.increased 91 percent between 1964-66 and 1968..:10. About·one third 
of this increase was from economic growth. Most of the remaining two thirds was 
from the State's general sales and use tax; ·· · 
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The budget requests for the biennium 1970-72, however, proposed further · 
increases in the amount and kind of State services. The present Commission had 
as one of its principal assignments that of indicating how and where additional 
revenue could be obtained if the General Assembly deemed· such revenue to be 
necessary. Since the Cc;:m1mission's role was not to recommend priorities among 
the many claimants for State revenue, it had no way of knowing whether additional 
revenue would be recommended. The undersigned feel that the studies under
taken and the earnest effort made provide a body of information which will in
dicate where additional_ revenues may be obtained if needed, and where matters 
of equity can be considered. The undersigned are aware of the fact that tax 
increases or decreases do not affect the different groups of taxpayers uniformly. 

Among the more sensitive issues as regards revenues in Virginia is the way in 
which capital outlays are to be funded. During the present. biennium ( 1968-70), 
the voters approved a .bond issue of $81 million for capital outlays among the 
institutions of higher e<;Iucation and mental hospitals. This, of course, was a one
time measure and cannot be repeated again under the provisions of the present 
constitution for several bienniums. One of the separate matters to be considered 
in the forthcoming meeting of the General Assembly on the new proposed con
stitution. is that of funding capital outlays. Is it the wish of Virginians to fund 
capitlll improvements by general obligation and/or revenu� bonds in ad,dition to 
general fund appropriations? 

The minority believes that thorough consideration of all revenue resources -and 
their impact upon the ways in_ which the total fiscal obligations of the State are met 
will shed light on the, provision in the proposed constitution regar!fing the use 
of the State's bonding power to provide funds for capital improvements. The staff 
report deals with the present State taxes, their provisions and how such provisions 
compare with practices in other states. The following table summarizes estimated 
revenµe · yields from those sources of taxation which now contribute substantially 
to the General Fund or which pose problems of equity either in terms of present 
practice or when compared to other states and the nation. Full discussion of these 
matters will be found in the staff report. The summary table is presented here as a 
matter of information .. The undersigned wish to emphasize that no increases in 
taxes ar'e recommended and· the presentation of this information is solely for · the 
convenience of the readers. More complete and adequate explanations occur in the_ 
staff report. 

The order in which the several tax considerations· are presented follows the-
order used in the Comptroll�(s reports. 

· 
. 

Projected Revenues from Present and Alternative Changes 
in Tax Structure, 1970-72 

Public Service Corp. Taxes 
Present Tax 
20% increase in effective rates 

Capital Not Otherwise Taxed 
Present Tax 
Increase from .30¢ per 

$100 to 65¢ per $100 
Individual Income Tax 

Present structure, 
present rates 
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(Millions cif Dollars j 
Projected 

$ 70.8 
84.9 

$ 9.2 

20.0 

$671.6 

Change from 
· Present Tax

$ 
+ 14.1

$ 

10;8'. 

$- --



Proposed structure IV, 
Rate Schedule C 

Proposed Structure IV, 
Rate Schedule D 

Present Structure, 
Rate Schedule C 

Present Structure, 
Rate Schedule D 

Corporate Income Tax 

Present Structure & Rate 
6% Rate 

Inheritance Tax 

Present structure 
Proposed structure new rates 

Gift Tax 

Present structure & rates 
10 % increase in effective rate 

Alcolwlic Beverages State Tax 

Present Structure & rates 
Increase froni 10% to 14% 

Tobacco Products Tax 

Present Structure & rates 
Increase from 2� to 5¢ 

per pack on cigarettes 

Soft Drink Tax (estimate) 

Present Structure & Rates 
1¢ cap. tax (16 oz. or less) 

(syrups and dry mixture) 

3% Sales & Use Tax (excluding local option) 

Present Tax 
Adding consumer expenditures 

now excluded 
Adding all services now excluded 
Adding selected services now excluded 
Adding ABC store sales 
Excluding food purchased from stores 
Excluding food and non-prescription drugs 

Tax Credit to compensate 
for tax on food & non-prescription 
drugs. $9 exemption per person 
$9 credit for adjusted gross 

incomes of $5000 or less 

12 

(Millions of Dollars) 

Projected 

758.3 

786.2 

731.3 

758.2 

$110.8 
133.0 

$ 29.3 
32.3 

$ 1.4 
1.6 

$ 33.7 
47.2 

$ 27.8 

55.6 

$ 0 

25.4 to 33.2 

$482.2 

885.8 
827.4 
516.9 
492.4 
368.4 
360.6 

-80.0

-29.7

Change from 
Present Tax 

+ 86.7

+ 114.6

+ .59.7

+ ·86.6

$ 
+ 22.2

$ 
+ 3;0

$ 
+ 0.2

$ 
+ 13.4

$ 

+ 27.8

$ 

+25.4 to +33.2

$ 

+ 403.6
+ 345.2
+ 34.7
+ 10.2
-113.8
-121.6

80.0 

29.7 



Motor Vehicle Sales and Use Tax 

Present structure & rate 
Change to 3 % with allowance 

for trade-ins 
Change to 3 % with allowance for 

trade-in with inclusion of federal 
excise tax in the tax base 

Retail Merchants License Tax 

Present Tax 
Restore former retail license tax 

Wholesale Merchants Tax 

Present tax 
Restore 1966 tax 

Special State & Local Tax 

Present State & Local Sales Taxes 
including Motor Vehicle·Sales 
& Use Tax 

Proposed State & Local Sales Taxes 
Proposed Employment Tax 

(Millions of Dollars) 

Projected 

$ 52.4 

61.9 

65.0 

$ 7.7 
42.9 

� o. 

8.8 

$693.7 
$590.8 
$132.4 

Change from 
Present Tax 

$ 

+ 95

+ 12.6

$ 
+ 35.2

0 

+ 8.8

-102.9
+ 132.4

NOTE: Chapter III in the staff report gives detailed discussions of the foregoing 
taxes except capital not otherwise taxed, the soft drink tax, the Wholesale 

. and Retail Merchants qcense Taxes, and the special State and local tax. 

In the ensuing discussion no recommendations are made for the adoption of 
any of the tax changes discussed. As in the preceding table, the purpose is to show 
w_hat changes ( increases or decreases) in State revenue would occur in the event 
that any of the proposals were adopted. 

Public Service Corporations 

If taxes on public service corporations were increased by 20 percent, the yield 
for the biennium 1970-72 would be about $14.1 million. It is the opinion of the 
undersigned, however, that public service corporation taxes should be increased 

· only if the corporate· income tax is increased and by the same proportionate
amount.

Capital Not Otherwise Taxed

The Commission was advised that State revenues had been reduced sub
·stantially as the result of lowering the rates on capital not otherwise taxed and by
excluding money in the definition of capital not otherwise taxed. In reviewing this
matter, the undersigned call ·attention to the recommendations of two previous
groups which looked into this matter.

The ,Commission on State and Local Revenue and Expenditures and Related 
Matters in 1963 recommended that ·money be excluded from the definition of 
capital not otherwise taxed on the ground that it is costly to the State's economy. 
The Commission recommended further that agricultural products that must be 
stored or aged for more than one year. before completion or conversion into manu
factured products be taxed only once. It also recommended that the rates on 
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remaining capital .not- otherwise taxed be reduced from 65 cents to 60 cents on 
January 1, 1967, to 5� cents. on January 1, 1969 and 50 cents on January 1,
1971. 

. . ·, '' · 

The Report of the Grants in Aid Committee of the V.A.L.C. in 1965, recom
mended that the rate on capital not otherwise taxed, scheduled for reduction from 
65 cents per $100 of assessed value to 60 cents per $100 .in January 1967, be re
duced to 30 cents. If the rate were restored to 65cents/$100 the tax would pro
duce, at the 1966 rate, $20 million for the biennium, an increase of $10.8 million 
more than ·the present tax. 

The Individual Income Tax 
Proposed modifications in the present structure ·and rates· of the Virginia· 1n..: 

dividual · Income tax would increase the yield. Four alternatives are presented: 
Structure IV, Rate Schedule C; Structure IV, Rate Schedule D; Present Structure, 
Rate Schedule C; and Present Structure, Rate Schedule D. These are described 
in Chapter III in the staff report and are the choices of the· undersigned as shown. 
below. 

Estimated Revenue Impact 
1970-72 

IV-C + $ 86,700,000
IV-D + $114,600,000

. Present-C + $ 59,700,000 ·
Present-D + $ 86,600,0.00

The modifications to the present individual income tax under Structure IV,. 
Rate Schequle C, would _be as follows: 

The standard deduction allowable would be increased from 5 to 10 percent 
up 1:o $1,000 on single and joint returns. Personal exemptions would be reduced 
from $1,000 for a single individual or man and wife to $690 each, and increased 
for children and other dependents. from $300 to $600 per person. Details of 
the structure and rate schedules are_ discussed at length in Chapter III of the staf f 

report. The rates on taxable income would be. as follows: For· the first $3,000,. 
2 percent; $3,001 to $5,000, 3 percent; $5,001 to $10,000, 5 percent; $10,001 
and over, 7 percent. The projected increase in revenue, during the 1970-72 bi--
ennium, under this proposal, is $86.7 million. 

· · 

Structure IV, Schedule D also provides for the 10 percent standard deduction 
and the $600 personal exemption for each person. The schedule of rates would be 
as follows: The first $3,000, 2 p�rcent; $3,001 to $5,000; 3 percent; $5,001 to . 
$10,000, 6 percent; $10,001 and over, 7 percent. The estimated increase in yield 
from these provisions for the biennium 1970-72, is $114.6 million. 

The foregoing changes in the individual income tax structure mean that ·per
sonal exemptions, the standard deduction and minimum standard dy4uction become 
similar to those of the present federal income tax law. This would also simplify 
the preparation of the income tax forms. The change in personal exemptions to 
$600 per person from the present $1,000 for the single individual, $1,000 each 
for husband and wife, and $300 for each dependent would afford little. change 
for families of less than 5 whose taxable income is $3,000 or less. It is also true 
that the change in the standard deduction and a decrease in the personal axemption 
of the taxpayer from $1,000 to $600 would increase the taxes for single individuals 
somewhat. 

Under the foregoing Structure. IV, those with larger incomes would be taxed 
somewhat more heavily than .at present. The plan, on the other band, would pro� 
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vide no increase in taxes, and some relief, to low income families of more than 
four persons. 

Under the present structure, Schedule D, the rates for the first $5,000 of 
taxable income are the same as for Structure N, Rate Schedule C. Taxable in
comes between $5,001 and $10,000, however, would be taxed at 6 percent, 
rather than 5, and taxable income of $10,001 and over at 7 percent. Structure IV, 
Rate Schedule D would provide about $27.9- million more in· revenue for the 
next biennium than Structure N, Rate Schedule C and $114.6 million more than 
the present structure and rates. 

The foregoing paragraphs outline in some detail the proposed changes in the 
individual income tax rates under Structure N, Rate Schedule C, and Structure N, 
Rate Schedule D. Both of these plans change the standard deduction from 5 to 10 
percent and alter the allowances for personal exemptions from the present schedule 
of $1,000 for a single individual or man and wife and $300 for each dependent, 
to $600 for each person. In the event that the present structure of the income 
tax is not changed, substantial increases in the amount of revenue can be obtained 
by using rate Schedules C and D with the present exemptions and deductions in 
the State income tax. In summary, use of Rate Schedule C with the present struc
ture, would continue the standard deductions, allowances and individual exemptions 
as at present, but the rate on all taxable income above $10,000 would increase 
from 5 to 7 percent. In Rate Schedule D, the Rate Schedule changes at $5,000. 
Taxable income between $5,001 and $10,000 would be taxed at 6 percent, and all 
taxable income of $10,001 and over would be taxed. at 7 percent. As is shown in 
the above tabulation, the increased revenue from the present structure, Rate Sched
ule C, for the biennium would be $59.7 million, from Rate Schedule D, $86.6 
million. 

The individual income tax finds greater favor among students of taxation 
than most other taxes since it can be developed on the basis of ability to pay by 
providing lower rates for those with lower incomes and higher rates for those of 
higher incomes. From the stand point of tax administration some saving in adminis
tration costs would result from the reduction in the number of returns with itemized 
non-business deductions if the structure were modified to increase the standard 
deduction. (See Chapter III in the staff report.) 

The Corporate Income Tax 

If the present corporate income tax in Virginia were increased from the present 
rate of 5 to 6 percent it is estimated that revenue from this source during 1970-72 
would be increased by about $22.2 million. 

The minority is of the opinion that if corporate income taxes were raised 
that such a change should be accompanied by a proportionate increase in taxes on 
public service corporations and an increase in individual income taxes. The in
crease from 5 to 6 percent according to the staff study, during the first year of the 
biennium, 1970-72, would be $10.7 million and during the second year $11.5 
million, or a total estimated increase of $22.2 million for the biennium. 

When proposals are made to increase the corporate income tax, there is con-
. siderable apprehension as to the possible effect of such an increase on economic 
development. Perhaps one way of appraising the possible effect of this increase is 
to examine the corporate income tax in the states surrounding Virginia. The 
present effective corporate income tax rate in North Carolina is 6 percent; in West 
Virginia, 6 percent; in Pennsylvania, 71h percent; in Maryland, 7 percent; and in 
the District of Columbia, 6 percent. There is sqme danger inherent in attempting 
to determine the propriety and soundness of a g�ven tax by comparing the rate in 
one state with those of other states. This is a common practice but does not reflect 
the variations in total taxes (state and local) levied on industry in different states. 
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Fpr this reason a co�parison of corporate income tax rates is only partial •.. Geµ
erally speaking, in terms of comparable total tax levies by the state and locaj. 
governments in other states, total combined State and local taxation in Virginia is 
.favorable. It is the opinion of the undersigned that, if the State is in need of sub
stantial amounts of additional revenue, the increases and modifications in the 
present rates of individual and corporate income taxes, and as stated above, and 
an increase in public service corporation taxes of 20 percent (which corresponds 
roughly to increasing the corporate income tax from 5 to 6 percent) are among the 
more appropriate sources of revenue which would meet the general tests of equity 
and ease of administration. 

Inheritance Tax 

.'!f present rates on the Inheritance Tax were raised, and exemptions in
creased, it is estimated that State revenues would be increased by $3 million during 
the 1970-72 biennium. The suggested changes in rates and exemptions are set 
forth in the staff report. 

In comparison with neighboring states, Virginia's inheritance tax rates are 
low, and the $5,000 exemption for Class A beneficiaries (wife, children, etc.) has 
not kept up with inflation. 

The undersigned considered including life insurance proceeds as subject to 
inheritance tax, even though made payable to a named beneficiary, so long as the 
insured retains any incidence of ownership, but concluded that life insurance, pass
ing directly to a named beneficiary, should not be taxable as an inheritance. 

Gift Tax 

If the gift taxes were adjusted in the same proportion as inheritance taxes, it 
is estimated that about $200,000 in additional revenue would be obtained during 
the 1970-72 biennium. 

The gift tax is primarily a complement to the inheritance tax designed to 
prevent avoidance of the inheritance tax by the donor making gifts during his life
time which might otherwise be subject to the inheritance tax. Some .protection is 
afforded the inheritance tax by the presumption that any gift within three years of 
death is presumed to be in contemplation of death and therefore subject to the in-. 
heritance tax. (See staff report.) 

Alcohol Beverages Tax 

If the present 10 percent sales tax on liquor were increased to 14 percent, 
revenue would be increased by $13.4 million in the next biennium, if present sales 
levels continue. 

· Inasmuch as many believe that liquor sold in ABC stores is not taxed, the
undersigned suggest that signs be posted in ABC stores stating that the retail price
on liquor includes a 10 percent sales tax. There were proposals to impose State and
local sales taxes on alcoholic beverages sold in State stores. Since there are a
number of counties without ABC stores such a plan would deny such localities the
proceeds of 1 percent from local liquor sales. The undersigned believe that addi- .
tional revenue from liquor sales can be obtained more readily by increasing the
mark-up on ABC sales. About two thirds of ABC profits are returned to localities
on the basis of total population.

Tobacco Products Tax 

Additional revenue could be derived by increasing the present tax on cigarettes 
and other tobacco products. The existing tax of 2� cents on cigarettes if in
creased to 5 cents would produce an estimated $27.8 million during the biennium 
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1970-72, This assulij.es $.at sales volume would continue as at present. In the staff 
report the practices of all other states with regard to taxing cigarettes is shown in 
Chapter III. 

Soft Drink Tax 

There are six states which currently impose a.tax on soft drinks. These _states 
are Louisiana, Missouri, North Carolina, South Carolina, Tennessee aµd West 
Virginia. The tax in the states of Missouri and Tennessee is a business license tax. 
Missouri's tax is composed of both a license fee and a per gallon or pound in
gr�dient inspection fee. Tennessee's tax is based on the draught arm in the case of 
soda fountains and soft drink stands; the gross receipts in the case of manufacturers 
and bottlers; and the population of the counties served in the case of wholesalers 

· and jobb_ers. The tax in the states of West Virginia, Louisiana, and South Carolina
is . a per bottle tax.

·west Virginia, for example, levies a stamp tax on the sale, use, handling or
distribution of all bottled soft drinks, soft drink syrups, and all dry soft drink 
mixtures whether manufactured within. or outside of the state. Exempt from this 
tax are syrups used by bottle manufacturers, drinks and syrups transported through 
the state, and bottled drinks or syrups manufactured "in the state but sold to pur
ch�sers outside the state. It is estimated that the revenue in Virginia from a soft 
q.rink tax sim;lar to that in West Virginia would yield from $25.4 to $33.2 !Dillion
bienni�ly based on doubling the annual 1969 estimated yield. 

· · 

The Sal�s Tax 

. G�neral · sales taxes structured in various ways were imposed by 15 Virginia 
cities during the 1964-66 biennium as general revenue measures. The items exempt 
were. few.· In 1966, the general sales tax enacted by the State also had few exemp
tions. The local sales taxes imposed during 1964-66 were modeled after-the sales 
tax prepared for consideration by the General Assembly in 1960. The most con
troversial items included in the State and local sales tax base in Virginia are food 
and non-prescription drugs. Prescription drugs have been exempted from the be
ginning. There have been continuous efforts by some to amend the sales tax laws 
in Virginia to exclude food and non-prescription drugs. Taxes on food arid drugs 
are more burdensome to low income families than to others with greater means

'. 

Sales taxes, according to many, are regressive in that they affect the poor 
more heavily than those whose incomes are average or above. While this is true; 
all· of the taxes· paid by low income families, including sales taxes, fall far short of 
meeting the cost of governmental services received by them, such as education. 

Sales taxes were enacted in Virginia mainly to provide more adequate funds 
for public schools, community colleges, four-year colleges and universities, _mental 
hospitals and mental hygiene clinics. Such funds were, and are, essenti� to· enable
Virginia to provide a level of services in education and mental health comparable 
to. other states. In this connection, attention is called to the fact that if foc:id and 
non-prescription drugs are exempted from the general sales tax base more than 
one-fourth of the revenue from both State and local sales taxes would disappear. 
Thus, if present sales tax laws were amended to exempt food and non-prescription 
drugs, the amount of revenue lost to the State would be about $121.6 million for 
the biennium. Since one-third of the State's 3 percent sales tax goes t_o localities, 
local governments in 1970-72 would receive $40.5 million less from the State an(:} 
their local sales tax yield would decrease by another $40.5 million. The estimated 
total loss to the State and localities combined, would be $162.1 milliot;t f9r the 
biennium. 

CI:ianges in items included or excluded in the State's general sales and use tax 
would affect the yield from the existit;i.g sales and use tax for the next biennium_ as 
follows: 
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liem 

Estimated Revenue Impact 
1970-72 

Including selected Services Now Excluded 
Excluding food and non-prescription drugs 
Enacting a tax credit or payment of $9 per person on 

income tax to compensate for sales tax on food 
and non-prescription drugs. 

+ $ 34. 7 million
- $121.6 million
- $ 80.0 million

The present State sales tax in Virginia does not include every type of good 
or service sold at retail sale but is comparable with most general sales taxes. The 
principal item excluded from the present general sales tax, artd other special sales 
taxes, is prescription drugs. 

H selected sales, now excluded, were added, $34. 7 million of additional 
. revenue for the biennium would be realized. Included are such activities as beauty 
and barber shops; auto parking; auto services not now taxed, . auto repair shops; 
motion pictures; amusements; recreation services; shoe repair; miscellaneous per
sonal services; laundry, dry cleaning, pressing and alterations; and miscellaneous 
repair services, such as watch repair, re-upholstery, locksmiths, lawn mower repair 
and so on. (See staff report.) 

In a few states sales and use taxes are applied to many goods and services 
such as utility consumption, professional fees and the like. If such inclusions were 
applied in Virginia they would interfere with certain taxes already imposed. Tele
phone and telegraph services, gas, electricity and water are now taxed by local 
governments. If these taxes were pre-empted by the State, an important source of 
revenue would be eliminated from local governments. Such a measure would 
disrupt the balance between State and local taxation in Virginia. Automobiles are 
now taxed under the Motor Vehicle Sales and Use Tax. Separate discussion is 
offered below with respect to the modification of this tax. When the Motor Vehicle 
Sales and Use Tax was imposed, the General Assembly felt that the proceeds from 
the titling tax on motor vehicles should not go into the General Fund but be avail
able to the Department of Highways. 

The most lively issue in the sales tax field in Virginia has been the proposal 
that food and drugs be exempted from the sales tax. As alreii.dy indicated, this has 
been proposed in two forms. According to the staff study, the loss in State reve
nues, during 1970-71, by excluding food purchased from stores and non-prescrip
tion drugs would be $58.2 million, and in 1971-72, $63.4 million or approximately 
$121.6 million for the biennium. Localities would lose an additional $40.5 million. 
If modifications were made in the base of the sales tax to include selected services, 
as defined in the Staff Report, Table 3.34, the net increase yield in sales from 
1970-71 would be $16.6 million and for the following year $18.1 million, or a. 
total of $34. 7 million for the biennium. In addition, if a 4 percent additional tax 
without the local option were levied on ABC sales, it is estimated that the in::reased 
yield from this source would be $13.4 million. These two sources would provide 
increased revenue for the biennium in the amount of about $48.1 million. 

Income Tax Credit to Partially Offset Impact of Sales Tax on 
Food and Non-prescription Drugs 

In the Commission's studies, the various income tax credit ideas used by 
states as an offset or credit for the sales tax on food and drugs, were considered. 
(See the Staff Report, Chapter III.) Such plans provide the taxpayer with a ·credit 
of from $8 to $10 for himself, his spouse and each dependent from his income tax. 
In: the event that the credits so allowable exceeded the liability for income taxes, 
the taxpayer receives a payment for the difference. 

In addition, those with no income tax liability nor liability for filing a return 
could apply for, and receive, such payment.. The research st'aff· estimates that the 
number of such persons, many of whom would be members of a taxpayer's family, 
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would approximate 500,000. Il the refund of $9 per person were applied to all 
tax returns and to eligible persons . without taxable income, this would decrease 
revenues by $80.0 million in 1970-72 biennium. The number of refund applica
tions from the State income tax would increase by some 200,000 or more, beyond 
the present number of returns. If adopted, safeguards would need to be developed 
to prevent abuse. Also, there would be an increase in administrative cost for such 
a program. Such a payment is to reimburse the taxpayer, in whole or in part, for 
that portion of the sales taxes estimated to have been paid on food and non
prescription drugs. The main objective of this proposal is to provide some measure 
of tax relief to those with low personal incomes. 

The revenue impact.of two variations follows: 
Revenue Impact 

Inca.me tax credit of $9.00 per exemption:· . per ·annum · · 

;:1970-71 
1971-72 
1970-72 

$39,600,000 
40,400,000 
80,000,000 

Income tax credit of $9.00 per exemption 
per annum limited· to adjusted gross 

incomes of $5.000 or less 
1970-71 
1971-72 
1970-72 

$14,700·,ooo 
15,000,000 
29,700,000 

The unciersigned gave· extensive consideration to ways of granting relief from
the sales tax and to the various alternatives mentioned above. Several states, such 
as Indiana, Iowa, Colorado, and Hawaii, grant an income tax credit to give relief 
from the sales tax. In the case of Indiana; the income tax credit is $8.00 per 
exemption; in the case of Colorado, it is $7.00. Most states which allow income 
tax credits include those taxpayers who would not otherwise file an income tax 
return· or be liable to. pay any income tax. The undersigned realized that all classes 
of income taxpayers recognize their obligation to support the public schools, col
leges, mental institutio�s, and other necessary services and that the sales tax falls 
more heavily on the lower income groups than others. Sales taxes fall on transients, 
as well as permanent residents. All who pay sales taxes help to support public 
services. 

if the base of the· ·present sales taxes is narrowed· to exclude food and non
prescription drugs, the State· and the localities must either reduce the budget for 
services heretofore regarded as essential or increase other taxes. This may be done 
by in::reasing the rates· ori existing taxes or shifting the tax to some other subject. 
It is essential to emphasize that there are no other alternatives. 

An alternative to a narrower-based sales tax is to increase the rates on the 
individual income tax. Il each individual income tax bracket were raised by an 
additional 1 percent, an additional $218.9 million would be available for the 
biennium, 1970-: 72. T_he impact on the lowest income group would be less, on 
average, than the sales taxes on food and non-prescription drugs from the present 
sales tax. Increasing present income tax rates by 1 percent in each bracket is 
estimated to produce $218.9 million for the biennium as compared to a loss of 
$121.6 million by exempting food' and non-prescription drugs (excluding local sales 
tax losses). · · · 

The undersigned call attention to the possibilities of rearran�ing the impact 
of taxation on various groups of taxpayers. As shown above, the losses which 
would result from exemption of food and non-prescription drugs from the sales tax 
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base, or by adopting tax credit and/ or refund on the individual income till to 
reduce the impact of the sales tax on food and drugs, could be offset by .increasing 
the rates of other taxes. The choices are numerous, but the acceptability of the 
alternatives should be carefully considered by the General Assembly. In short; 
there are ways of recapturing losses in tax revenue from some sources by increasing 
the rates of impost on others. 

Motor Vehicle Sales and Use Tax 

If more revenue for highways is deemed necessary, the undersigned recom
mend for consideration that the Motor Vehicle Sales and Use tax be changed from 
2 percent to 3 percent, with a full allowance for the vehicle traded in. It is· esti
mated that such a change would yield $9.5 millions of additional revenue during 
1970-72. 

This recommendation would make the Motor Vehicle Sales and Use tax con
form to the principle of the general sales and use tax. The advantage of uniformity 
between two taxes which are basically the same is clear; if this change were 
adopted, there should also be less chance for abuse through the manipulation of 
prices on motor vehicles. 

Retail and Wholesale Merchants License Tax 

The Commission was advised that in the case of capital not otherwise taxed, 
that State revenues were reduced substantially by elimination of the retail and 
wholesale merchants license ·taxes. 

The Commission on State and Local Revenue and Expenditures and Re
lated Matters in 1964 recommended that the wholesale license tax in Virginia be 
reduced from 13¢ to 10¢ per $100 of purchases on any amount over $10,000 on 
January 1, 1965, and from 10¢ to 5¢ on January 1, 1967. 

In 1964, House Joint Resolution No. 94 directed the V.A.L.C. to make a 
study. and report concerning grants-in-aid to localities and other related matters. 
Among the recommendations of the V.A.L.C. to the General Assembly in 1966; 
was to eliminate the wholesale and retail merchants license taxes beginning in 
January, 1967. 

In the deliberations of the 1964 Commission, discussion was frequently given 
to the desirability of reducing the State retail merchants tax in the event a con
sumers sales tax was adopted. 

In 1966, following the recommendation of the Grants-in-Aid Report, it was 
recommended that the State retail merchants tax and the State wholesale merchants 
tax be discontinued beginning January 1, 1967. Other business and professional 
license taxes remain but the former base has been sharply reduced. 

Pari-Mutuel Betting 

The Commission makes no present recommendation regarding taxes on pari-
mutuel betting. 

The subject is moot until the proposed Constitutional Revision, S.J.R. 24, is 
considered and approved by the next session of the General Assembly, and if 
approved, submitted to public referendum. _If pari-mutuel betting should thereafter 
be permitted in Virginia, basing the estimates on a comparable state, such as, Dela-: 

ware, it is estimated that the tax would produce about $7,500,000 in revenues per 
year, after race tracks are in full operation. 
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.Proposal for a 1 Percent State Sales Tax and 1 Percent 
Local Option Sales Tax on All Consumption and a 1 Percent 
Payroll Tax-on All Covered Employment. 

One suggestion received by the Commission for reform of the tax system would 
repeal the present sales and use tax and the motor vehicle titling tax while impos
ing a 1 percent State tax and a 1 percent local option on all consumption expendi
tures. In addition the proposal would add a 1 percent employer tax on payrolls of 
workers covered by the unemployment compensation insurance program (so-called 
cov�red employment). 

A tax ,on all consumption expenditures involves numerous ad�inistrative 
problems. It is unrealistic to assume that collections could approach 2 percent of 
total consumption expenditures. Furthermore, the equity of imposing such a tax 
is doubtful. :Included in total consumption are outlays for medical and hospital 
services, prescription drugs, insurance, and rent. 

'f4e employer tax on covered employment has many drawbacks. The tax 
would be in addition to · existing state taxes on business such as the corporate 
income tax. It would be selective since the self-employed,.firms with less than four 
employees, and certain employment sectors (e.g., railroads and government) are not 
within the unemployment compensation insurance program. The above criticisms 
apply to the.tax if we assume it is borne by the employer.· If it is shifted to the em
ploy�e then 'it :would be an income-type tax in addition to the existing State income 
tax on individuals l:!,lld fiduciaries. It would not apply to· employees of the types of 
firms previously mentioned, and it would fail to reach residents employed outside 
,of the State-, The folJowing table summarizes the elements in this proposal. 

. :COMPARISON OF TAX PROPOSAL TO PRESENT ' 
TAX STRUCTURE, 1970-72 BIENNIUM 

' Tax Proposal 

State and local 
Sales Tax 

Employment Tax 
. Total 

Difference 

$590.8 million 
132.4 million 

$723.2 million 
+ $ 29.5 mi11ion

Present Tax Structure 

State and local 
Sales Tax 

Titling Tax 
Total 

$641.3 million 
52.4 million 

$693.7 µ1illion 

·For the sake of developing figures, if we were to assume that 2 percent of all
consumption expenditures could be collected and that the employment tax were 
practical, then it is estimated that this tax package would produce $723.2 million 
in the 1970-72 biennium for the State and local governments. This includes $590.8 
million from the sales tax ($295.4 million to the State and $295.4 million to the 
localities) and $132.4 million from the employment tax. The Staff estimates that 
the present sales and use tax plus the automobile titling tax will produce $693.7 
mi.Ilion for. the State and localities in the 1970-72 biennium. This includes $641.3 
million in saies tax receipts ($481 million to the State and $160.3 million to the 
localities) and .$52.4 million from the titling tax. The local governments end up
with $320.6 million since one-third of the State Sales and Use Tax is redistributed 
on 'the basis of school-age population. 

T�e proposed tax package, assuming all of its premises were accurate, would 
provide $��..S million in additional revenue over the present revenue system in the 
1970-72 biennium. Distribution of the local share of the consumption tax would 
be based solely on place of purchase rather than by a combination of place of pur
chase i3nd location of school-age population as is done now. Total revenues to· 
localities ·would be reduced by $25 .2 miJlion since taxes subject to sharing and 
locai option would be lower. 

The projected $29,5 million revenue increase for both State and local govern
ments from this tax proposal is assumed only on the perfect workability of the new 
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taxes-an assumption which the undersigned feel is inaccurate. In addition, the 
impracticality of a tax on total consumption and on covered employment along 
with the change of the distribution of the sales tax from the present mechanism 
dictate th� undersigned's disapproval of this tax proposal. 

SUMMARY 

Depending on the amount of additional revenue, if any, that. the General 
Assembly deems necessary to carry out its responsibilities for the biennium 1970-
72, modifications of any one or more of the following State taxes would increase 
or decrease revenue. The amount of change from each modification for the biennium 
is shown in the table on pages 30-33. The staff report also discusses other alterna-
� 

1. Increasing the present public service corporation taxes by 20 percent cor
responding to an increase in the corporate income tax.

2. · Changing the rate on capital not otherwise taxed.
3. Individual Income Tax: Changing the standard deduction and allowances

for exemption, and increasing rates on adjusted gross incomes above
$5000 and/or $10,000.

4. Increasing present corporate income tax from 5 to 6 percent.
5. Expanding the sales and use tax base to include selected services.
6. Excluding food and non-prescription drugs from the sales tax base.
7. In lieu of excluding food and non-prescription drugs froni the sales tax,

allowing a tax credit on the individual income tax to compensate for the
sales and use taxes on food and non-prescription drugs.

8. Allowing income tax credit only for those with adjusted gross incomes of
$5000 or less.

9. Increasing automobile titling tax from 2 percent to 3 percent with allow-
ance for trade-ins.

· · 

10. Increasing the rates on inheritance taxes for larger amounts, and reducing
the rates on more modest inhedtances and bequests. ·

11. Ad justing gift tax rates to correspond to changes in the inheritance tax
if it is modified.

12 .. Increasing the amount of tobacco products tax per pack of cigarettes. 
13 ... Increasing the special sales tax on alcoholic beverages from the present 10 

percent to 14 percent. 
14. Imposition of a tax on soft drinks, syrups, and dry ingredients used to

make them.
15. Re-imposition of State retail and wholesale merchants license taxes.
16. Enacting proposed special State and local sales taxes and special employ

ment tax.

CONCLUSION 

We regret to find ourselves unable to concur in the position of the majority 
of this commission. We do not believe that because a tax increase in the next 
biennium is not being sought or requested is sufficient reason to support deferral 
of available information that can become most helpful in dealing with the :financial 
and fiscal problems of the State now and in the future . 

. Accordingly, we are led to the· inevitable conclusion that not to fully report 
and discuss the results of our studies over a period of almost two years would be a 
dereliction of duty we owe to the General Assembly. 

*ADDITIONAL STATEMENT OF CARRINGTON WILLIAMS

Christmas is a bad time for blunt talk about money, particularly with a na

*While I concur m the Minority Renort, I believe we. should go further and therefore 
submit this Additional Statement. 
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tional tax mood of "Buy now, pay later" (with more inflation). With all deference, 
the majority report puts off the evil day, just as the Federal Government has been 
doing. Moreover, Virginia can no.t manufacture money or credit, as the Federal 
Government does. 

The majority recommends against any present tax increase, which is what 
everybody wants to hear; but this overlooks the fact that it was Virginia's failure 
in past years to look ahead adequately which brought about the need for the sudden 
rise in taxes since 1966. Had the sales tax been adopted twenty years ago, public 
services could have been improved and expanded at a steady rate, and at less real 
cost before the fraud of inflation took its toll. 

Unfortunately, public demands for government services do not level off; they 
keep climbing. We need to tell the people that if they want these services, they 
have to pay for them; that with present population increases the conservative pro
gram of expansion of the last four years can not be continued on existing revenues, 
nor by borrowing under the proposed Constitutional changes. 

Therefore I believe that: 
. 1. This Commission should not recommend any overall increase, decrease, �r 

holding operation on State revenues; that decision is for the Governor-elect and the 
General Assembly. 

2. We need to give more taxing power to the localities; whether they use it
is up to them. I say this as a strong believer in State and local governments' powers 
and responsibilities, and in the need for a community approach to problems. The 
financial plight of our cities is increasingly critical; therefore we should recommend: 

a. Authorizing localities to levy, if they wish, a local payroll tax, provided it is
divided between the place of work and the place of residence on an equitable 
basis; or

b. Authorizing them to levy a local income tax, or a "piggy-back" tax to be
added to the State income tax, and returned to the locality which levies it. 

3. If the.State is not willing to give local governments more taxing power
1 

or
more revenue, then it should assume more responsibility for welfare, roads, and 
public school costs: 

. · 4 .. Virginia has traditionally been, and still is, a low tax State. Its tax struc
ture has generally been very fair. However, with inflation of incomes and prices, 
and the sales tax, I think we should suggest the following shifts in the tax load: 

a�. Add one or more ··additional, higher income tax brackets, to maintain a 
truly graduated income tax, since the present $5000-5 % top tax bracket has not 
kept up with rising incomes. 
. b. To give relief. only where_ .really needed from the sales tax on food and 
non-prescription drugs, p�l.ow. an income tax credit or refund of approximately $9 
per dependency credit, hmited to taxable incomes of $5000 or less, on a graduated 
basis. .. . · . 

5 .. The foremost revenue needs of State Government are in education and 
transportation, with welfare and Medicaid -now coming up fast. We are getting the 
education system under control, and welfare is under review, but transportation is 
a hodge-podge. To meet its staggering needs for the 1970's (our Highway Coµi
mission forecasts a $1.1 billion overall shortage in highway funds alone), we should 
recommend that the General Assembly plan now either to: 

a. Raise that money, plus the State's share for mass transit (of particular
importance to N.orthern Virginia and the Urban Corridor); or

b. Supplement the Special Fund from the General Fund, and/ or use gasoline
taxes ·. for other types of transportation as interdependent parts of an overall 
transport system; or

c. Reduce the transportation program to fit our pocketbook.
6. There should be a permanent State and Local Revenue Commission, sup

plemented perhaps by a. Citizens' Tax Advisory. Commission. Their recommenda
tions will, if based on facts, be of inestimable help to the General Assembly. 
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A good ex�mple is the sales tax. Admittedly the sales tax on food_ and nonprescription drugs is a burden on some, and an emotional irritant to many; yet it is ironic that the greatest demand to remove this tax comes· from the urban areas, which have the greatest needs for additional State money-and the highest incomes. Many overlook the fact that · no way has yet been devised to give more · public services for less public revenue. We are already paying heavily for .our current misguided practice of fighting wars without paying for them; this: :financial fancy-work will cost us more dearly yet. A continuing tax study· group should help to improve our perspecti�es and programs, just as the Governor's Budget Advisory Group has done. 
APPENDIX Senate Joint Resolution No ....................... .. 

Continuing the Revenue Resources and Economic Study Commission. · Whereas, the Revenue Resources and Economic Study Commission created in1968 by Sen·ate Joint Resolution No. 15 has initiated a broad and comprehensive survey of the State's present revenue and tax structure but has been unable to complete its investigations because of the time necessarily devoted to the 1968 Special Session of the General Assembly by many of its members and inevitably lost· to the Commission; and Whereas, the 1969 Special Session had· the further substantive impact qn the Commission's work of proposing amendments to the Constitution affec�ing. both the :financing of capital outlay projects through the issuance of bonds and the present. system of taxation; and Whereas, in order to be able to evaluate fully the Commonwealth's revenue and tax structure with particular attention to the equities involved in the imposition of various taxes and their respective burdens on the taxpayer; it is necessary that the outcome of action by the next General Assembly and the people with respect tci the proposed amendments be known and that the revenue and tax structure of the State achieve relative stability; and Whereas, the coming biennium portends to be an appropriate time for the completion of the Commission's study and a period relatively free from major new tax and revenue programs; now, therefore, be it ·. Resolved by the Senate, the House of Delegates concurring, That the·RevenueResources and Economic Study Commission be continued for the purposes of com�pleting the work assigned to it by Senate Joint Resolution No. 15 of the 1968Session of the General Assembly and of evaluating the Commonwealth's tax structure with particular emphasis on the equities of that structure as it affects thetaxpayer. ·
The Commission shall consist of fifteen members, of whoin four shall be appointed by the President of the Senate, four shall be appointed by the. Speaker .of the House of Delegates, and seven shall be appointed by the Governor, insofar as possible to preserve the present membership of the Commission. The members of the Commission shall receive no compensation for. thei� · ·services, but shall be paid their necessary expenses incurred in the perforrilarice of their duties. The Commission may" employ such· secretarial, technical, clerical, pro--fessional and other assistance as may be required.  · ·

· , The Cortmi.ission may continue its work in advance of final actiori oil the ·pending amendments to the Constitution, but in any event shall be reactivated as :soon as final action on such amendments has been taken. · . · 
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For the purpose of carrying out its study, the sum of twenty-five thousand 
dollars is hereby appropriated from the contingent fund of the General Assembly. 

All agencies of the State and the governing bodies of all political subdivisions 
of the State shall cooperate with and assist the Commission upon request. 

The Commission shall conclude its study and make its report to the Governor 
and the General Assembly not later than September one, nineteen hundred 
seventy-one. 
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