
REPORT 

of 

THE REVENUE RESOURCES AND ECONOMIC COMMISSION 

to 

THE GOVERNOR 

and 

THE GENERAL ASSEMBLY OF VIRGINIA 

SENATE DOCUMENT NO. 13 

COMMONWEALTH OF VIRGINIA 
Department of Purchases a·nd Supply 

Richmond 
· 1.e1-4- ' '15



REVENUE RESOURCES AND ECONOMIC COMMISSION 

Senate Appointees 

George S. Aldhizer, II 
Broadway, Virginia 

Leray S. Bendheim, Chairman 
Alexandria, Virginia 

J. Harry Michael, Jr.
Charlottesville, Virginia

Gubernatorial Appointees 

Sam T. Barfield 
Norfolk, Virginia 

John L. Knapp 
Charlottesville, Virginia 

Raymond Munsch 
Richmond, Virginia 

Staff Members 

From Department of Taxation: 

Barry E. Lipman 
Nancy D. Beistel 
Robert T. Benton 
John A. Garka 

From Division of Legislative Services: 
E. M. Miller, Jr.
Jill M. Pope

House of Delegates Appointees 

George W. Jones 
Bon Air, Virginia 

Joseph A. Leafe 
Norfolk, Virginia 

Stanley A. Owens 
Manassas, Virginia 

Owen B. Pickett 
Virginia Beach, Virginia 

Lester E. Schlitz 
Portsmouth, Virginia 

. Carrington Williams, Vice-Chairman 
Fairfax, Virginia 

From Division of State Planning 
and Community Affairs: 

Robert J. Griffis 
Richard D. Brown 
Sue A. Dawson 
William P. Dickinson 
Gail V. Tatum 

Special Consultants on Taxation of Motor Vehicular Rolling Stock 

Charles J. Gallagher George E. Hoffer 
Virginia Coamonwealth University Virginia Commonwealth University 



Introduction • . . . . •
Recommendations • • . • 

Property Tax Reform 
Other Tax Issues 

TABLE OF CONTENTS 

Part I: Property Tax Reform 
Promote Taxpayer Understanding 
Improve the Quality of Appraisal and Assessment Functions 

Assessment-Sales Ratio Study • •  
Assessment Cycle • • • • • • • . 
Training of Assessment Personnel 

Course Outline 
The Basic Program 
The Advanced Program 
Cost of Programs 

Appraisal of Public Service Corporation Property . 
Improve Assessment Review and Appeal Procedures 
Measures for Property Tax Relief· • •  

Local Income Tax Alternatives 
The Indiana Plan 
The Iowa Plan . 
Future Plans 

Part II: Other Revenue Issues 
Recommendations • • • • •

Treatment of Retirement Income 
The Present Law • • . . • • • • •
The Retirement Income Credit Concept of Relief 
Tax Relief in Other States . . • • •
Tax Equity and Revenue Impact of the Credit Concept 

for Virginia • . • • . • • • • • • • . • . •
Reform of the Federal Retirement Income Credit 
Conclusion 

Rolling Stock Taxation 
Background 
Recommendation 

Local License Taxes 
Background 
Recommendation 

Alternative Revenue Sources • 
Inheritance and Gift Taxation 

Present Structure and Revenues of the Virgin_ia 
Inheritance Tax . • • • •  

Comparison of Death Taxes in Virginia·and Other 
States 

Structure • • • • • •  
Receipts • • • • • • •  

Economic Effects of the Inheritance Tax . 
The Virginia Gift Tax • . . • . . .
An Analysis of 1973-74 Inheritance Tax Returns 

Page 

1 
2 
2 
3 
4 
4 
9 
9 

11 
13 
13 
14 
16 
18 
18 
19 
21 
22 
22 
25 
26 
27 
27 
27 
27 
29 
31 

33 
37 
39 
39 
39 
42 
44 
44 
45 
46 
46 

46 

47 
47 
54 
54 
56 
57 



TABLE OF CONTENTS (Continued) 

Alternative Inheritance Tax Exemption Levels 
and Rates • • • • • • • • • • • 60 

Inclusion of Life Insurance in the Base • • • • 68
Lifetime Exemption Under the Gift Tax . • • • • 69
Elimination of the.Virginia Dividend Exclusion 71
Effect of Federal Changes on Virginia's Tax Structure 74

Issues for Further Study . • • • • • • • • • • 76
Additional ColIDDents by Sam T. Barfield 78
Final Statement of Stanley A. Owens . 79
Partial Dissent by Owen B. Pickett 91
Appendix • • • • • • • • • • • • • • • • • • • 92

Exhibit 1: A Bill to Require All Localities to Assess at 
100 percent of Fair Market Value • • • • • • • • • 93

Exhibit 2: A Bill to Require Assessors to Enter Appraised 
Value and Assessment Calculations on Property Record 
Cards • • • ·• • • • • • • • • • • • • • • • • • • • • • • 96

Exhibit 3: A Bill to Provide Public Disclosure of Certain 
Assessment Records • • • • • • • • •. • • • • • • • • • 97

Exhibit 4: A Bill to Amend and Reenact Notice of Increased 
Real Estate Assessments • • • • • • • • • • • • • • • • 98

Exhibit 5: A Bill to Allow �ocalities to Require Annual 
Applications for Exempt Property • • • • 100

Exhibit 6: A Bill to Require Inventory of Certain Tax 
Exempt Property • • • • • • • • • • • • • • • • . • • 101

Exhibit 7: A Bill to Require Annual Assessment-Sales Ratio 
Studies By the Department of Taxation • . • •  

· 
102

Exhibit 8: A Bill to Provide for Classification of 
Land Books • • • • • • • • • • • • • • • • • • • 104

Exhibit 9: A Bill to Provide Continuing Education for 
Assessment Officers . • • • • • • • • 105

Exhibit 10: A Bill to Repeal the Rolling Stock Tax on 
Intrastate Common Carriers • • • • • •  ·�· • • 

. 
106

Exhibit 11: A Bill to Limit the Rate of Local License Taxes 110
Exhibit 12: Attorney General's Opinion on the Separate Tax 

Classification of Real Estate Owned by Public Service 
Corporations • • • . . • • • •. • • • • • • • ·. • • • • • 114 

Exhibit.13: Amendment in the Nature of a Substitute for 
Senate Bill No. 59 • • • • • • • • • • • • • • • • . • • 117 

Exhibit 14: Letter from J. Frank Alspaugh, Director, 
Division of Industrial Development, on the Elimination 
the Virginia Dividend Exclusion . • • • • • • • • • • • 119



-1-

Introduction 

The Revenue Resources and Economic Commission became a permanent 

legislative commission by act of the 1974 General Assembly. The commission 

was established to study the Commonwealth's tax structure and sources of 

revenue, to evaluate local revenue sources, and to recommend the proper 

division of sources of revenue between the state and local governments. 

The major area of concern for the commission in 1974 has been real 

property tax reform. During its 1973 session, the General Assembly assigned 

the Governor's Office the responsibility for an in-depth study of this 

tax. The result was Reforming the Virginia Property Tax, a report made 

available to the General Assembly in 1974. This study examined the following 

seven topics: 

(1) the assessment-sales ratio study,

(2) the roles of the state and local governments in property tax
administration,

(3) property tax review and appeal procedures,

(4) property tax exemption and relief policies,

(5) assessment and taxation of public service corporation property·,

(6) Virginia's constitutional debt limits for localities based
on property assessments, and

(7) constitutional.and statutory limitations on property tax
reform.

The final recommendations emerging from this study have come under 

intensive review by the Revenue Resources and Economic Commission. In 

order to solicit citizen input, the colllllission sponsored in Richmond an 

educational semin�r on property tax reform as well as public hearings in 

Richmond, Roanoke, Norfolk, and Alexandria. Utilizing public comment and 

staff research, the comnission has formulated a set of property tax reform 

recommendations for consideration by the 1975 General Assembly. Chief 
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among these are measures to promote public understanding of the property 

tax and to improve the quality of appraisal and assessment functions. In 

addition, the commission recommends further study of review and appeal 

procedures as well as general property ta� relief. Details of these 

recommendations are contained in Part I of this report. 

The eommission has also concerned itself with other fiscal issues 

such as: 

(1) changes in the inheritance and gift taxes,

(2) exclusion of retirement income from the state personal income
tax,

(3) elimination of the dividend exclusion from the state personal
income tax,

(4) changes in the taxation of rolling stock of motor carriers,
and

(5) tax relief for the disabled.

In October, a hearing was held in Richmond at which public comment was 

invited on.these and other tax issues aside from the property tax. The 

commission's recommendations on these issues are contained in Part II of 

this report. 

Rec011111endations 

The Revenue Resources and Economic Commission recommends the following 

measures for legislative actio� by the 1975 General Assembly. {Proposed 

legislation is contained in the Appendix.) 

Property Tax Reform 

(1) All localities shall be required to assess at 100 percent of
fair market value and to proportionately lower their nominal
tax rates beginning January 1, 1976. Public service
corporation property, currently assessed under the provisions
of the Bemiss Bill (Section 58-512.1 of the Code of Virginia),
will be assessed and taxed as a separate class of property
until 1986.
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(2) Each assessor shall enter the fair market value on the property
record card and calculate the assessment from that figure.

(3) Each taxpayer shall have the right to examine the property
record card for his or any other properties and to see the
calculations upon which his own appraisal and assessment are based.

(4) Notification shall be given to taxpayers whenever an
assessment is changed. The notice shall include the new
appraised value of the property, the new assessment, and the
local ratio upon which the assessment is based.

(5) A locality may require the submission of annual exemption
applications, giving information on current property use and
ownership, as a condition for retention of tax exempt status.

(6) Localities shall inventory all properties exempt or immune
.from inclusion in the taxable base (other than roads, streets,
or highways) and report such properties on the land book
with a general identifying description of the property,
name and address of owner, fair market value appraisal, and
the assessment and the tax as if the property �ere not exempt.

(7) The Department of Taxation shall be required by law to prepare
assessment-sales ratio studies on an annual rather than
biennial basis. ·Further, all localities shall classify the
properties in their land books using classes developed by
the Department of Taxation in cooperation with appropriate
local officials.

(8) The Department of Taxa�ion shall develop and administer a
mandatory training program for state and local assessment
personnel.

Other Tax Issues 

(1) The rolling stock tax on intrastate common carriers of property
shall be repealed. In its place, such vehicles will become
subject to the local personal property tax along with other
carriers of property. This change would redress the dual,
discriminatory system presently used.

(2) A temporary ceiling shall be placed on all local license tax rates
to preclude further increa�es in the inequity of local license
taxation while study continues. This ceiling shall not allow
tax rates to increase over the rates in effect on December 31,
1974 and shall last until December 31, 1976. This regtriction
w!ll allow the Commission additional time to analyze the issues
and to finalize its recommendations to the 1976 session of the
General Assembly.
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Part I: Property Tax Reform 

The real property tax is the largest single source of revenue for 

locali;ies in Virginia, accounting for approximately 45 percent of their 

locally raised revenue. Certain localities rely on the tax more heavily than 

others with its significance varying from 29 percent to 82 percent of 

locally raised revenues. In rural areas where commerce and industry are 

not a large segment of the tax base, the real property tax plays an 

especially important role. Because of this importance its retention seems 

assured. Therefore, our comments emphasize remedial efforts to make the 

present tax a more equttably administered one. 

For the 1975 session of the General Assembly, the commission has 

attempted to pinpoint those recommendations in the Governor's Property 

Tax Reform Study which·would promote taxpayer understanding, improve the 

quality of appraisal and assessment functions, improve assessment review 

and appeals procedures, and provide property tax relief. 

Promote Taxpayer Understanding 

The best method of assuring equitable property taxation is the 

promotion of widespread public u,nderstanding of property assessments. 

Unless the public is informed of the assessment ratio in use and the 

manner in which it is applied, an individual property owner will have 

difficulty relating the amount of-his assessment to the value of his 

property. It is even more difficult for him to make the adjustments 

necessary to compare his assessment with those of other properties. This 

problem is often compounded by the fact that many assessors apply the 

ratio mentally and never formally decide on the full value of a piece of 

property. Thus, even if a property owner gains access to his property 

card, he is no nearer to the full appraisal put on his property. 
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If local assessments were made at 100 percent of appraised value, the tax

payer would be in a better position to identify an incorrect assessment and to 

insist upon equitable treatment. For this reason, the commission recommends 

that all localities be required by statute to assess at 100 percent of appraised 

value beginning January 1, 1976. Assurance of adherence to this requirement 

could be tested annually by the assessment-sales ratio study conducted by the 

Department of Taxation. Technically, it would not be necessary for the local 

ratio to register exactly 100 percent as measured by this study. This is especially 

true for those °localities that do not assess ·on an annual basis since their 

ratio of assessments to sales' prices will decline over the assessment cycle 

until the next general reassessment. 

The move to full value assessments will increase the property tax base 

of almost every locality in the state. To prevent this adjustment from becom

ing a tax burden on citizens of the Commonwealth, the commission also recommends 

that during 1976 each locality be required to lower its stated tax rate on 

real property in proportion to the increase in its assessment ratio. For example, 

a jurisdiction using a 1975 assessment ratio of 50 percent, as measured by the 

sales ratio study, would be required.to halve its stated tax rate with the change 

to a 100 percent ratio in 1976. Thus, if the locality taxed at a rate of $2.00 

per $100 of assessed valuation for 1975, it would initially adjust its rate to 

$1.00 per $100 of appriased value at the beginning of 1976. Afterwards, if the 

locality desired to raise taxes, it would be able to do so by expressing the 

increase in.terms of the $1.00 rate applicable to 100 percent assessment. 

In making this recommendation, the commission realizes that the lower 

nominal rates produced by 100 percent assessment would subsequently be applied 

to that portion of public service property now assessed under provisions 

of the Bemiss .Act (Section 58-512.l of the Code of Virginia). This 

Section provides for a gradually decreasing fraction of public service 
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corporation property to be assessed at 40 percent until 1986 when all 

public service property will be assessed at the prevailing local ratio. 

Thus, to avoid loss of local revenue from the application of a lower tax 

rate to that portion of public service property assessed at 40 percent 

or to prevent the loss of revenues to some localities with repeal of 

Section 58-512.1, the commission further reco�nds that public service 

corporation property assessed under the Bemiss Act be assessed and taxed 

as a different class of property until 1986. At that time the assessment 

ratio between public service and other types of property will be equalized 

at 100 percent. In the opinion of the Attorney General, this could be 

accomplished by legislation similar to that contained in a bill attached 

to the appendix of this report. (See Appendix Exhibits 1 and 12 for 

proposed legislation and Attorney General's opinion, pages 93 and 114.) 

Example: To show how the mechanics of this reconnnendation 
would work, assume that a given locality in 19.75 
is assessing real estate at a 20 percent assessment 
ratio and levying a tax equal to $5.00 per $100 
of assessed valuation. Under these conditions, 
the effective tax rate (the nominal tax rate times 
the local assessment ratio) for locally assessed 
properties is $1.00 per $100-of appraised value. 
For public service corporation property assessed 
at 40 percent, the effective tax rate is equal to 
$2.00 per $100 of full value as shown below. 

1975 Tax Year 

Local and Pl:lblic Service 
Corporation Properties Assessed 
at 20 Percent of·Full Value 

Nominal Tax Rate 

$5.00 per $100 of 
assessed valuation 

Effective Tax Rate 
($5.00 X 20%) 

$1.00 per $100 of 
full value 

Public Service Corporation 
Properties Assessed At 

40 Percent of Full Value 
Under the Bemiss Act 

Nominal Tax Rate 

$5.00 per $100 of 
assessed valuation 

Effective Tax Rate 
($5 .00 X 40%) 

$2.00 per $100 of 
full value 
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Under the Commission's recommendation, the 
locality in question would be required to move 
to 100 percent assessment as of January l, 1976. 
To do this, it would raise its assessment ratio 
by a factor of five from 20 percent to 100 per
cent and reduce its nominal rate proportionately 
from $5.00 to $1.00. Initially, this would set 
the 1976 nominal tax rate at $1.00 per $100 of 
assessed valuation or exactly equal to the 1975 
local effective rate as shown above. For public 
service corporation property asses·sed at 40 per
cent, however, a nominal rate of $1.00 would 
result in a 1976 effective rate of $.40 per 
$100 of full value or a reduction of $1.60 from 
the 1975 effective rate of $2.00 per $100 of 
full value.· To prevent this reduction, these 
properties would be treated as a separate class 
for tax purposes with the tax rate frozen at the 
1975 nominal rate. In.terms of the example, this 
means that public service corporation property 
assessed at 40 percent would represent a separate 
class of property to be taxed at a rate of $5.00 
per $100 of assessed value. This in turn would 
result in a 1976 effective tax rate for these 
properties equal to $2.00 per $100 of full value, 
the same as the effective rate for 1975. 

1976 Tax Year 

Local and Public Service 
Corporation Properties Assessed 
at 100 Percent of Full Value 

Effective Tax Rate 
Nominal Tax Rate ($1.00 X 100%) 

$1.00 per $100 of $1.00 per $100 of 
assessed valuation full value 

Public Service Corporation 
Properties Assessed At 

40 Percent of Full Value 
Under the Bemiss Act 

Nominal Tax Rate 

$5.00 per $100 of 
assessed valuation 

Effective Tax Rate 
($5.00 X 40%) 

$2.00 per $100 of 
full value 

As shown above, therefore, the effective rate of 
property taxation remains unchanged after the 
shift to 100 percent assessment. The only 
difference in the two procedures is that the 
locality will use one nominal tax rate for 1975 
while for 1976 it will use two nominal rates 
(one for properties assessed at 100 percent and 
one for.public service properties assessed at 
40 percent). Moreover, since public service 
corporation property assessed at 40 percent is 
to be taxed at the 1975 nominal rate, the difference 
between the effective rates on the two classes of 
property remains unchanged. This discrepency, 
however, will disappear with completion of the 
Bemiss Act adjustment in 1986. Until that time, 
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the Commission feels that the nominal rate on 
that portion of public service corporation 
property currently assessed at 40 percent should 
be frozen at the 1975 rate. Only in those cases

where the local effective rate on properties 
assessed at 100 percent exceeds the effective 
rate for public service corporation property 
assessed at 40 percent should the nominal rate 
for public service corporation property be 
altered. If this occurs, the latter rate should 
be raised only to the point where the effective 
rates for the two classes of property are equal. 

Full disclosure of information to promote public understanding of the 

property tax also necessitates legislative passage of a requirement that 

local assessors enter the fair market appraisal on property record cards 

and calculate the assessment from that figure. Furthermore, any taxpayer 

should have the right by law to examine the property record card for his 

or any other properties he may wish to compare and to see the working 

papers or calculations upon which his own assessment is based. In 

conjunction with these measures, there should also be a requirement that 

notification be given to taxpayers whenever an assessment is changed. This 

provision was part�ally assured by enactment of Senate Bill No. 147 

(Section 58-792.01 of the Code of Virginia) which required a mailed notice 

of any change in assessment. To str.engthen this legislation, however, 

the commission feels the notice of assessment changes should also include 

the new appraised value of the property as well as the local ratio upon 

which the new assessment is based. In addition, it should be stipulated 

that the notification of a.ssessment changes be mailed directly to property 

owne.rs. (Proposed legislation incorporating these provisions is included 

in the Appendix of this report, pages 96, 97, 98, and 99.) 

The amount of property taxes collected in a locality depends upon the 

size of its tax base and its effective tax rate •. 'While the public may be 

aware of changes in tax rates, it is usually less aware of changes in the 

size of the property tax base.
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Governments have traditionally exempted partic�lar properties from 

taxation with the ·intent of encouraging certain uses of land, relieving 

the property tax burden for various classes of taxpayers, reducing the 

regressivity of the property tax, etc. As additional parcels are exempted 

(i.e., as the tax base is eroded), the bu�den on owners of taxable properties 

increases. The owners of these taxable properties pay in full for the 

relief given owners of tax-exempt properties. 

Although Virginia has consistently maintained a conservative attitude 

toward real property exemptions, by 1973 the total value of exempt properties 

(including governmental holdings) for.the state had reached an estimated $11 

billion or 18 percent of total real property value. Revenue losses from these 

exempt prQperties were estimated to total more than $137 million in 1972. 

In order to more fully monitor the effect of exemption practices and 

to systematize procedures for granting exemptions, .the commission proposes 

legislation that would (a) require localities to inventory all properties 

exempt or immune from inclusion in the taxable base and {b) allow localities 

to require the submission of annual applications as a condition for 

retention of tax exempt status. (See proposed legislation; pages 100 and 101.) 

Improve the Qualicy of Appraisal and Assessment Functions 

Assessment-Sales Ratio Study 

The cximmission has found that if assessments are poorly made in the 

first place, no amount of review and adjustment will .correct them. A· first 

step in insuring high quality technical work is the development of a 

measure of the acc�racy of assessments. Since 1962, the Department of 

Taxation has prepared biennial assessment-sales ratio studies to show the 

actual, overall ratio of real property tax assessments to sales and the 

resultant overall effective tax rate in each locality. 
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With the 1973 assessment-sales ratio study now under way, the depart

ment has begun to perform the study annually rather than biennially. This 

step will help relieve inequities caused in the past by the time lags 

between studies. For instance, if� county had raised its assessment ratio 

in early 1974, the biennial approach would not recognize the change until 

the 1975 study was published in 1977. This lag would affect the assessment 

of public-service corporation property and the distribution of state school 

aid funds. Therefore, the commission feels that annual rather.than biennial 

assessment-sales ratio studies are needed and that they should be required 

by statute rather than-be left to the discretion of the Department of 

Taxation. (Proposed legislation is included in Appendix Exhibit 7, pages 

102 and 103.) 

In 1971 and 1973 the department has.made an effort to improve the 

statistical quality of the study by i?creasing sample sizes, giving more 

thorough instructions to field men, and screening unusual sales. A further 

and major improvement would be to develop the overall assessment ratio by 

weighting the median ratios in each class of property with the amount of 

assessed valuation in that class. This currently is not possible because 

most local land books are not classified, and there is no uniform system 

of classification generally accepted thrcughout the state. Therefore, the 

commission has instructed the Department of Taxation, in cooperation with 

local commissioners of the revenue and assessors, to develop a classification 

system of real p_roperty for incl us ion on local land books. The number of 

classes developed will probably fall between the five currently used by the 

department (residential single family, residential multi-family, agricultural, 

commercial-industrial, and public service corporat_ion) and the thirteen 

recommended in the Governor's Property Tax Reform Study (residential improved, 
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residential unimproved, apartment, agricultural improved, agricultural 

unimproved, commercial improved, commercial unimproved, industrial improved, 

industrial unimproved, horticultural, open space, forest, and public service 

corporations). Of course there would be no restrictions on any additional 

classifications a locality might wish to compile for its own purposes. 

(Proposed legislation is included in Appendix Exhibit 8, page 104.) 

A third concern about the quality of assessment-sales ratio studies 

was brought up in the public hearings on the property tax held by the 

commission. Several people felt that the sales price of many properties 

was inflated by such items as the val�e of personal property and changes 

for credit reports, surveys, appraisals, inspections, title examinations, 

title insurance policies, title recordation, attorneys' services, processing 

services imposed by lending institutions, and other settlement services. 

These citlzens believed that such amounts were often erroneously included in 

the figure used for recordation tax purposes. Since recordation tax receipts 

are the source of sales data for the ratio study, such a practice would 

obvi?usly affect its accuracy. While the commission accepts the findings of 

the Governor's Property Tax Reform Study that there is no evidence of consistent 

overstatement of value, the commission is concerned about these charges and 

recommends more careful administration by filing attorneys and clerks of 

the court. 

Assessment Cycle 

Virginia law currently requires periodic reassessment of real property 

at a minimum of every four years in cities and every six years in 

counties. Provision is made for adjustments and additions resulting 

from division of parcels, zoning changes, and new construction between 

reassessment periods but not for changes in value demonstrated by sales. 
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The four and six year reassessment cyci'e is unrealistically long in 

view of present inflation levels-and changing patterns of property values. 

Certain areas of Virginia are experiencing rapid economic growth which is 

reflected by increasing property values, while other areas are stagnant or 

declining with adverse effects on values. As a result, increasing disparity 

and inequity have developed in property valuation among and within taxing 

jurisdictions. This problem is compounded by the fact that public service 

corporation properties, mineral lands, and personal property are assessed 

on an annual basis in �11 jurisdictions. In addition, s�veral jurisdictions, 

primarily the larger urban areas, have professional staffs and assess 

property on an annual or continuous basis. 

In addressing this issue, the Governor's Property Tax Reform Study 

recommended that all jurisdictions be required to move to an annual 

assessment program following their next periodic reassessment. Recognizing 

that it would be difficult as well as costly for some localities to move 

rapidly to annual assessment, the study recommended that computer-assisted 

mass appraisal be investigated with consideration of substantial state 

financial assistance. 

In reviewing this recommendation, the Revenue Resources and Economic 

Commission not only recognizes the inequities inherent in long reassessment 

cycles but also expresses concern about the substantial costs of rapid 

movement to annual assessment programs. In attempting to deal with these 

r.oncerns, the commission recommends no legislative action at this time 

but urges that within the next six years all localities move to a 

reassessment cycle not exceeding three years and thereafter work toward 

annual reassessments. 
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Training of Assessment Personnel 

Recognizing the importance of well trained assessment personnel and 

the strong link between trained assessment personnel and an equitable 

administration of the property tax, the Revenue Resources and Economic 

Commission recommends establishment of a mandatory training program for 

all assessment personnel in Virginia. The commission deferred action on 

·proposals to establish a system of certification for appraisers and to

establish a program of incentive pay to assessors exceeding basic requirements.

In response to a request from the commission, the Department of Taxation

has prepared the following course outline and cost estimates for this

training program.

Course Outline 

The wide differences in professional training and skill among Virginia's 

assessors and the differing requirements throughout the various localities 

of the Commonwealth appear to suggest implementation of a dual approach to 

the training program. The department recommends that there be a two level 

program of instruction, the first a basic program geared to fundamentals 

with the second aimed at ·the more experienced assessor. The first program 

would be for personnel who have had little or no formal training in the 

assessment field and would begin by. stressing basic principles while evolving 

into an intermediate level program. The second program would emphasize 

certain specialized and more technical areas of the �ssessment profes-sion. 

In addition, this second program could be designed to meet all of the 

requirements for full certification by the International Association of 

Assessing Officer� (IAAO). By meeting the standards for full accreditation 

by the IAAO, this program could lead to the designation of Certified 

Assessment Evaluator (CAE), which indicates full professional qualification. 
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The Basic Program 

The basic program would be aimed at meeting the needs of beginning_ 

appraisers and those persons who maintain assessments between general 

reassessments. The format would be a five day school (Monday - Friday) 

of instruction and discussion that would improve the basic knowledge of 

Virginia's assessors. The following is a partial list of the major 

topics to be covered: 

(1) classification of real estate and buildings;

(2) development of square foot rates to value;

(3) constitutional, statutory, and case law provisions concerning
assessments;

(4) special assessment plans (e.g., land use, etc.);

(5) basic elements of the three approaches to value (the income,
market, and replacement cost approaches);

(6) proper methods of maintai�ing equity i� assessments between
general reassessments; and

(7) special regional assessment topics, etc.

The program would be conducted by the Department of Taxation with 

the instructors coming from department personnel, commissioners of the 

revenue, local assessing officers, and outside experts. To direct the 

training program a position of Supervisor of Instruction would b.e created 

in the Division of Real Estate Appraisal and Mapping. This person would 

be a competent appraiser whose primary responsibility would be to plan, 

organize, and conduct these courses and to represent the department in all 

educational activities in the·property tax field. When not occupied in 

the training program, this person would be available to commissioners of the 

revenue and other local assessing officers to assist them with unusual 

assessment problems. 
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In order to make use of existing facilities, increase the convenience 

to the participants, and hold class size to manageable limits, the 

department recommends that this basic course be held in centrally located 

facilities provided by several community colleges and universities around 

the Commonwealth. It can reasonably be assumed that total attendance for 

this course would be about 150. An equal distribution among seven 

locations would result in a class size of approximately 20 to 25 

participants at each location. 

An examination of the schedules of the commissioners of the revenue, 

who are expected to make up a large percentage of the enrollment, indicates 

that September and October would be the preferred time for this program. 

The department recommends, therefore, that the first session begin in 

the second week in September and continue each week until completion. The 

program would extend over approximately two months. 

The course would use standard texts and reference material, for example 

the IAAO's The Assessing and·Appraisal Process. The IAAO has a large 

amount.of instructional material that would be valuable for distribution 

to the assessors to help them in performing their jobs. Upon completion 

of the program, the participant would be issued a certificate indicating 

the participant's active role in the educational process. 

The Commonwealth, through the Department of Taxation, would fully 

fund this program including outlays for travel, food; and lodging for 

employees of state and local governments in Virginia who attend. Others 

who wish to attend this program would be allowed to do so but would be 

required to pay a fee designed to cover their pro rata share of the 

cost of instruction, supplies, and facilities. 
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An estimate of the cost of this program for fiscal year 1975-76 is 

given below. 

Supervisor of Instruction 

Salary 

Expenses 

Expenses of Participants 

150 students at $28.00 
per diem (5 days per student) 

Outside Instruction 

Fees and expenses 

Other Instruction-Costs 

In-house personnel expenses 

Teaching aids, sup.plies and texts 

$15,000 

5,000 

21,000 

3.000 

3,000 

5.000 

Total 

If funded, this program can begin in September, 1975. 

The Advanced Program 

$20,000 

21,000 

3,000 

8,000 

$52,000 

The second part of this continuing education program woul_d b_e for 

assessment personnel who have had a background in assessment courses and 

who have had some exposure to.IAAO/VAAO (Virginia Association of Assessing 

Officers) course materials. 

This advanced program could best be implemented by expanding and 

funding the Virginia Assessor's Institute, which is now sponsored by the 

VAAO and the Institute of Government of the University of Virginia. The 

present Virginia Assessor's Institute has an annual course program for 

increasing_ the professional capacity of advanced assessors. This program 
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would be expanded to meet all of the requirements for full certification 

by the IAAO. These standards along with accreditation by the IAAO could 

lead to the CAE degree, indicating full professional qualification. 

There are several IAAO certified instructors among the local assessing 

officers in Virginia who could teach the course. 

The program's courses would follow an IAAO approved program and would 

deal with specialized topics.· Traditionally, this program has taken place 

in the latter part of June, and there seems no reason to modify this time 

frame. The Supervisor of Instruction would be responsible for the 

development of the program in consultation with the appropriate authorities 

of the Institute of Government, VAAO, _and IAAO. 

As with the basic program, the advanced program would be fully funded 

by the Commonwealth through the Department of Taxation. Travel, food, ·and 

lodging expenses of participants who are employees of _state and local 

governments in Virginia would be paid by the department. Others who desire 

to attend would be permitted to do so but would be required to pay a fee 

designed to cover their pro rata cost of instruction, materials, books, etc. 

An estimate of the cost of this program for fiscal year 1975-76 is 

given below. 

Cost of Instructors 

Expenses for Instructors 

Expenses for Students 

150 students at $40.00 per 
diem.(5 days per student) 

Instructional Material and Supplies 

Institute of Government 

(mailings, Newcomb Hall fee, 
and secretarial assistance) 

$2,500 

2,000 

30,000 

4,000 

4,500 

$43,000 

Because of the preparation needed to implement the course, the first session 

would begin in June, 1976. 
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Cost of Programs 

The total cost of both the basic program and the advanced program 

would be $95,000 in fiscal year i975-76. The depa7tment estimates the 

cost of the program would increase by approximately seven percent per 

annum over the.next few years, mainly due to inflation. Thus, the program 

would cost approximately $102,000 in fiscal year 1976-77 and $109,000 in 

fiscal year 1977-78 or a total of $211,000 in the 1976-78 biennium. 

There is a possibility. that the federal government would fund a part 

of the cost of this program under the Intergovernmental Personnel Act (IPA), 

which is currently administered by the State Division of Personnel. 

The above proposal differs in some areas from the program prepared 

by ·the Jacobs Company for the Governor's Property Tax Reform Study. The 

higher cost of the Jacobs·' program in the second and third year is mainly 

due to a more intensive training program and its higher estimate of 

enrollment. The lower cost of the Jacobs' program in the fourth and 

following years is due to the decrease in the level of training. in its 

program. In contrast, the cost of the department's program would not 

decrease because it would be a continuing education program. The Department 

believes that a continuing education program is important, especially if 

there is a possibility of requiring certification within the next few years. 

�ppraisal of Public Service Corporation Property 

The State Corporation Commission presently appraises public service 

corporation property on the basis of original cost less depreciation except 

for land which i� appraised at current market value. This procedure was 

reviewed by consultants to the Governor's Property Tax Reform Study who 

found the methodology to be effective as it is applied in Virginia. In 

making this observation, however, the consultants felt that the system 
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might be strengthened by the use of additional appraisal techniques such 

as the.unit valua�ion approach. In addition to depreciated cost, the 

unit value method i�corporates income capitalization plus stock and debt 

value to arrive at appraisal value. Passage of Senate Bill 398 would 

allow the implementation of this method in Virginia. 

The Revenue Resources and Economic Commission has .examined the 

-possibility of using alternative methodologies to appraise public service

corporations. However, the commission finds that the unit valuation

approach often involves subjective judgments in selecting income capital

ization rates and in compensating for market fluctuations in the value

of stock and debt. In addition, the commission questions the applicability

of the unit value method to Virginia since it calculates full value for

property tax purposes by appraising each company as a going concern. Such

an appraisal would include the franchise value of the concern which is

currently segregated for taxation by the state. If adopted, therefore,

the unit value method could raise constitutional problems in that it

subjects the franchise component of public service corporations to double

taxation. For these reasons, the commission cannot concur in the

consultants' recommandation. In its view, the cost-less-depreciation

approach currently used by the State Corporation Commission produces stable

and reliable results and should not be changed.

Improve Assessment Review and Appeal Procedures 

The procedure for review and appeal of property tax assessments is 

as important as any facet of property tax administration. Currently in 

Virginia, an aggrieved taxpayer is afforded three avenues of appeal. He 

may first appeal to the local assessing body and then to the local equal

ization board. Finally, if still not sa.tisfied, he may appeal his case 

to the circuit court. 
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The first step in.the review process, a hearing before the local 

assessing body, is provided for by Section 58-792.01 of the Code of 

Virginia. This section requires assessing officers to send a notice to 

each taxpayer whose property is revalued, informing him of changes and of 

his right to appeal his assessment. In the past a large percentage of 

property owners never received the required notification because the 

addresses in the land book applicable to their properties were those of 

mortgage or finance companies which administered their mortgages and 

received their tax bills. However, the 1974 General Assembly required 

such companies to forward notification to the property owner. 

Once the land book is prepared, property values can be changed only 

by an equalization board or a court. Equalization boards are usually 

appointed by the local circuit court at the request of the governing body. 

Unfortunately, members of these b�ards are frequently unfamiliar with 

appraisal technique and property values throughout the locality. Because 

of the inequitable assessment patterns often set by such boards, governing 

bodies have been reluctant to establish them • 

. Where equalization boards do not exist, the taxpayer must take his 

case directly to the circuit court. This course of action is expensive 

as well as time consuming, frequently_requiring extensive expert testimony 

and legal documentation. 

The commission feels a more effective review and appeal procedure 

would promote equitable treatment among property owners, better under

standing and acceptance of assessments, and consistent administration 

throughout the state. Because of these considerations, ::he commission 

wishes to study further proposals to establish permanent local boards of 

assessment review and a state board of assessment appeal. The composition 
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of the boards, the responsibilities assigned to them, and their relation

ship to the courts and other state agencies must be defined before 

legislation can be introduced. 

Measures for Property.Tax Relief 

At its public hearings, the c oDDDission heard two main areas of 

concern: rising tax burdens and unresponsive state and local government. 

Spokesmen for several groups expressed a desire that the General Assembly 

address the question of. immediate property tax relief before considering 

long-term administrative reform. The.fear was voiced that reform might 

be a back-door approach to higher taxes. 

There are various programs for property tax relief which operate at 

the state or local levels. "Circuit breaker" plans. are provided in a 

number of states to give property tax relief through state funding. These 

programs range from those that provide almost nominal relief to a limited 

number of senior aitizen homeowners to. those that cover households with 

incomes up to $15,000 without regard to age or whether the qualified 

household owns or rents. A typical "circuit breaker" plan for elderly 

homeowners was proposed and defeated at the 1974 session of the Virginia 

General Assembly. House Bill No. 807 required that the eligible homeowner 

be at least sixty-five, have income of no more than $5,000, and have a 

net worth of no more than $20,000, exclusive of his home. The maximum 

relief provided would have been $275. A companion proposal, House Bill 

No. 800, provided the same relief for elderly renters with the same 

stipulations on income and net worth. All relief would have been funded 

by·th� state government. The annual cost of the two bills would have 

been approximately $7.5 million. 
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In considering "circuit breaker" proposals, the method of extending 

relief (i.e. tax credits, direct payments, or both) is as important as 

the amount of relief offered. Because of the possible combinations, the 

commission wishes to review further the proposals in this area to determine 

program costs as well as the nature and number of beneficiaries. 

An alternative to the circuit breaker approach is a switch to non

property taxes. Two measures currently under study by the commission are 

the Indiana and Iowa plans which limit the property tax through use of a 

local income tax. These programs are outlined below. 

As an interim measure� the commission favors the requirement of public 

hearings during the local budgetary process to explain increases in 

assessments without proportionate decreases in the property tax rate. Such 

a measure is not intended to limit the right of local governments to increase 

tax collections but rather to assure ·taxpayer awareness of these increases. 

Local Income Tax Alternatives 

Although the income tax is a major source of revenue to localities in 

ten states, at the present time it is not available to local governments in 

Virginia. Eventhough the advantages or disadvantages of local income taxes 

have often been considered, the standard discussion has usually been on a

general level while the features of existing local income taxes vary widely. 

In contrast to this approach, the commission is examining the specific plans 

that two states have enacted to combine a local income tax with the property 

tax. These are Indiana's "CAGIT" (County Adjusted Gross Income Tax) plan 

·and Iowa's school foundation program plan.

The Indiana Plan 

In July, 1973., Indiana implemented a program that attempts to provide 
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counties an alternate source of revenue to finance governmental services 

at the local level, while at the same time attempting to lower their 

reliance on the property tax. This CAGIT program allows counties on a 

local option basis to impose a local income tax on adjusted gross income 

at one of three resident rates: 0.5 percent, 0.75 percent, and 1 percent. 

Nonresidents who work in a locality that imposes the tax are subject to a 

0.25 percent rate on their adjusted gross income derived from that locality. 

If both home and work counties impose the tax, then the taxpayer is subject 

only to the tax levied by his home locality. nie base of the local option 

income tax is the same as the state base. This conformity allows both 

bases to be collected by the Indiana Department of Revenue. The Indiana 

individual income tax rate is a flat two percent of adjusted gross income. 

The purpose of this local option income tax was not only to give 

counties an alternative source of revenue, but also to allow localities 

to grant a significant amount of property tax relief without decreasing 

local governmental services. Depending upon the tax rate adopted, the 

locality must apply a specific percentage of its income tax revenue to 

property tax relief while the remainder is placed in the locality's 

general fund. Because part of the revenue from the local option income 

tax is used for the general fund, actual revenues to the locality would 

tend to increase over time, 

The CAGIT plan limits a CAGIT locality's total property tax 

revenues to the 1973 amount minus the property tax replacement credit� 

(i.e., the amount of CAGIT revenue required to be used for property tax 

relief), Thus, as revenue from the local income tax increases, property 

tax collections must decline. It should be noted that the effective 

_rate of the property tax will decrease over time because total property 

tax collections will decline even as assessed values rise to reflect 
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increased market value. The localities that choose not to adopt CAGIT 

have their total tax rate frozen to the 1973 level. This would not, 

however, place a limit on total collections; although the tax rate is 

frozen, the assessments are not. 

The schedule and percentage of CAGIT revenues that must be used for 

property tax relief are shown below. 

Year and rate 

First year 

0.5% rate 

0.75% rate 

1.0% rate 

Second year 

1.5% rate 

1.75% rate 

1.0% rate 

Third and all subsequent years 

1.5% rate 

0.75% rate 

1.0% rate 

Percent of CAGIT revenue 
used for property tax relief 

50 

66 2/3 

75 

50 

31 1/3 

50 

50 

33 1/3 

25 

As of July 1, 1974, a total of 36 of Indiana's 92 counties had 

adopted the local income tax plan. Counties that wish to adopt the tax 

or to increase the existing rate of tax may do so only i!. the local 

county council so acts prior to April 1 of that year. 

An additional feature of Indiana's new tax package is that revenue from 
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an increased state sales and use tax is being used to finance a Property Tax 

Relief Fund • .!/ This fund is used to reimburse .!1!, localities for a 

20 percent credit allowed against local taxpayers' property tax liabilities. 

A taxpayer's tax liability is defined· as the property tax payable in a given 

year plus the amount by which the tax due has been reduced because of the 

application of county adjusted gross income tax revenues or federal revenue 

sharing funds to the extent such funds were included in the determination 

of the total county tax levy for the tax.year. 

The Iowa Plan 

The Iowa plan for decreasing the reliance on the property tax 

takes a slightly different approach, but the general concept is the same 

as for Indiana. A local option income tax is made available to school 

districts to increase the quality of the educational facilities and is 

an alternative to increasing property taxes. 

The Iowa state school foundation program enacted in 1971 allows 

school districts to levy each year, for the school general fund, a 

foundation property tax of $.54 per one hundred dollars of assessed 

valuation on all taxable property in the district. Besides the foundation 

property tax levy, the district can levy an additional school district 

property tax. The districts are also entitled to receive state aid equal 

to the difference between the amount of foundation property tax collected 

in the district and the district cost or the state foundation base, which

.ever is less. 

1/ Indiana increased their sales and use tax rate from 2 percent 
to 4 percent in May, 1973. At the same time, Indiana exempted food 
products for home consU!Dption from the tax base. 
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If a school board wishes to spend more than is permitted under this 

law, the board in an effort to increase the level of education may hold 

a referendum on whether or not to finance the excess costs by a school 

district income surtax of a specified rate. If the higher budget and 

income surtax are not approved by the voters, the school board must reduce 

its proposed expenditures. 

The surtax rate is determined by dividing the excess amount needed 

by the total amount.of state individua� income tax collected in the 

district. The quotient is the surtax rate to be imposed on the state 

iudividual income tax. 

Future Plans 

In the coming year the commi�sion plans to look into these local 

income tax alternatives and to examine the merits and disadvantages of 

each. The ex_amination will hopefully determine whether these types of 

proposals could be instituted in the Commonwealth. 
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Part II: Other Revenue Issues 

Although the Revenue Resources and Economic Commission spent a 

great deal of time analyzing the property tax, the commission still 

considered a number of other important revenue issues • .  The following 

section contains the recommendations of the cOIIIIIlission to the General 

Assembly on these other revenue issues. These recommendations are not 

listed in any order of priority, but are simply presented along with 

supplementary background material and analysis. The next section 

examines a number of alternative revenue sources that could be utilized 

to meet any unanticipated revenue demands. The final section presents 

the issues that the coIID!lission wi'll study in the coming year. 

Recommendations 

Treatment of Retirement Income 

The Present Law 

Currently, retired persons and their surviving spouses receive 

individual income tax relief by having a certain portion of their retire

ment benefits excluded from taxation. Prior to 1974, the exclusions 

were as follows: 

1. The first $2,000 of retirement benefics received by civil
service retirees and the first $1,000 received by surviving
spouses of civil service retirees (after cost recovery).

2. The first $2,000 of retirement benefits received by military
retirees and .the first $1,000 of benefits received by the
surviving spouses of'military retirees (with no cost recovery
and an age sixty restriction on both exclusions).

3. That portion of the first $2,000 of retirement benefits,
other than civil servic� and military retirement benefits,
that exceeds social security benefits for persons age
sixty-five or over (after cost recovery).
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4. Total exclusion of Virginia Supplemental Retirement System
{VSRS) benefits to retirees and surviving spouses (after 
cost recovery).

Legislation approved at _the 1974 session of the General Assembly 

expanded these provisions somewhat but at the same time restricted 

relief to lower and middle income retirees (see Senate Bill No. 57, 

which is Chapter 682, 1974 Acts of Assembly). The current law pro

vides the following retirement income exclusions: 

1. A $3,000 exclusion for civil service retirees and $1,500 for
their surviving spouses (after cost recovery).

2. A $2,000 exclusion for military retirees age sixty and over
and a $1,500 exclusion for iheir surviving spouses (with no
age restriction for surviving spouses and no cost recovery
provision for either group).

3. A $2,000 exclusion for retirees from private industry and a
$1,000 exclusion for their surviving spouses (after cost
recovery).

All of these exclusions are to be reduced by the amount that adjusted 

gross income (AGI) exceeds $12,-000. Benefits received by VSRS retirees 

and survivors remain totally excludable. 

It is apparent that there is a lack of uniformity in the treatment 

accorded the various classes of annuitants by the current law. While 

military and private retirees receive the same maximum exclusions of 

$2,000, the maximum permissable exclusion for civil service retirees 

is $3,000, or 50 percent greater. The following example demonstrates 

how the notion of horizontal equity is violated by current law.!/ 

Consider four single men over age sixty (but less than sixty-five) each 

with retirement income of $10,000, with itemized deductions of $2,000, 

and a personal exemption of $600. Based on the present rate schedule, 

1:./ Horizontal equity refers to that portion of the generally 
accepted "ability to pay" theory of taxation that calls for individuals. 
with the same income to pay the same tax. 
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their state income tax liability would be as follows: 

Retiree 

Federal civil service 

Military 

Private industry 

VSRS 

Virginia Income 
Tax Liability 

$102 

140 

140 

None 

Similarly, a lack �f uniformity is apparent in the treatment of sur

viving spouses. The survivors of military and civil service retirees 

each receive maximum exclusions of $1,500� but surviving spouses of 

retirees from the private sector only-receive a maximum of $1,000. A 

further disparity exists in that military retirees must have attained 

the age ·of sixty to be eligible for relief while no such restriction 

is placed on the other classes of annuitants. 

The Retirement Income Credit Concept of Relief 

In order to eliminate some of the existing inequities and to pro

mote further conformity to the federal tax structure, the Revenue 

Resources and Economic CoDDDission recoDDDends that the present retire

ment income exclusion concept of tax relief be replaced by the retire

ment income tax credit concept adopted by the federal government. The 

federal retirement income credit dates back to 1954, when Congress 

enacted it as a part of maj'or tax reform.legislation. Prior to 1954, 

social security and railroad retirement benefits had ·been fully tax 

exempt; however, benefits received from other retirement programs had 

been fully taxable once cost recovery stages were exhausted.!/ 

!/ Joseph A. Pechman, Federal Tax Policy, (Washington: The 
Brookings Institution, September, 1966), pp. 85-86. 
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The objective of the credit was to provide comparable tax relief 

for those with social security and railroad retirement.benefits and 

those with income from other retirement plans. To achieve this goal, 

Congress took two steps. First, it set the base of the credit at an 

amount equal to the maximum social security benefits payable in 1954 

subject to reduction by actual social security or railroad retirement 

benefits paid to the individual. A further reduction for retirees 

under age seventy-five was to be made if earned income exceeded the 

amount that social security regulations had set as the limit for 

meeting the requirements of its test of retirement. The earned income 

restriction was not applicable after the individual reached age 

seventy-five, once again conforming to social security treatment • .  For 

individuals under the age of sixty-five, retirement income was defined 

as any pension or annuity income (other than military pension income) 

received from public retirement systems. For retirees age sixty-five 

and ·over, retirement income included any taxable pension or annuity 

and income from interest, dividends, and rents. If it did not exceed 

maximum social security benefits after the downward adjustments, retire

ment income became the base for the credit. As the .second step, Con

gress decided that the actual tax relief provided by the credit would 

be at the marginal rate applicable to the first $2,000 of taxable 

income. 

In 1954, the first bracket rate was 20 percent, maximum social secu

rity benefits were $1,200, and the earned income restriction was $900. 

Since 1954, the credit has been modified several times. Shortly after 

the credit was adopted, retirement income was redefinea for individuals 

under age sixty-five to include military pensions. In 1956, the earned 

income restriction was increased from $900 to $1,200 and eliminated 
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after the individual reached age seventy-two instead of age seventy

five. These changes were the direct result of similar changes in 

social security regulations that were enacted in 1954 but after the tax 

reform legislation had already been passed by Congress. The base of the 

retirement income credit was increa,sed in 1962 from $1,200 to $1,524, 

the.maximum social security benefits payable at that time. In 1965, 

when federal tax rates were reduced, the credit was also reduced from 

20 to 15 percent so that relief would be at the average of the marginal 

rates applicable to the first $2,000 of taxable income. Included in 

the same bill that reduced the credit ·were provisions to increase 

by 50 percent the maximum credit base for married taxpayers who file 

joint returns. This increase was intended to compensate for the 50 

percent supplementary social security received by a husband on behalf 

of his wife.!/ In recent years maximum social security benefits have 

exceeded $1,524, and the earned income restriction for recipients of 

these benefits is now $2,400; however, Congress has made no other 

revisions to the federal retirement income credit to reflect these 

changes. 

Tax Relief in Other States 

When compared to the income tax relief granted to retirees in 

neighboring states, Virginia's current provisions are generally more 

generous. North Carolina and Kentucky both offer partial exclusions, 

and only West Virginia extends more relief than the Commonwealth. 

West Virginia taxpayers who are age sixty-five and over receive a 

!/ Joseph A. Pechman, Federal Tax Policy, pp. 86-87. 
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$4,000 exclusion for retirement benefits from any source and a total 

exclusion for state pensions. Maryland also utilizes the retirement 

income exclusion concept of tax relief, but it bases the exclusion on 

the annual statewide average of social security and railroad retirement 

benefits paid to persons age sixty-five and over. The maximum exclusion 

is then reduced by actual social security or railroad retirement payments 

tha� the individual has received during the year. Thus, the Maryland 

exclusion is much the same as the base of the federal retirement income 

credit. 

Several other states also provide_ income tax relief patterned 

after the federal retirement income credit. They include California, 

Indiana, and Oregon. It is worth noting that although these three 

states use the same base for the credit as used for federal tax purposes, 

they offer only a portion of the federal relief by basing their credit 

on their state individual income-tax rates. California limits the tax 

credit to 1 percent of the credit base instead of the 15 percent granted 

by the federal government. A 1 percent credit is consistent with the 

California rate schedule, since the first $2,000 of California taxable 

income is subject to that rate. Indiana grants a state retirement 

income credit equal to two-fifteenths of the allowable federal credit. 

Two-fifteenths is equivalent to relief at a tax rate of 2 percent, 

which is the flat state individual income tax rate in Indiana. 

Oregon applies a variation of the federal concept. A retirement 

income credit equal to 25 percent of the permissable federal credit 

may be claimed.· This amount is also consistent with the notion that 

relief should·be granted at the first bracket rate, since the first 

$500 of Oregon taxable income is subject to a.4 percent tax rate. In 

addition to the credit, retirees receive a variety of exclusions,but 
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with a number of restrictions placed on eligibility for them. Paymeuts 

received by retirees from the Oregon public retirement fund are totally 

excludable. 

The Equity and Revenue Impact of the Credit Concept for Virginia 

Using either the exclusion concept or the credit concept of tax 

relief may be viewed as a "tax expenditure," for that decision is no 

different from the decision to create a government program designed to 

provide financial assistance to retired taxpayers. While the govern

ment program would explicitly appear on the expenditure side, the tax 

expenditure does not appear anywhere ·and is therefore subject to far 

less scrutiny from policymakers and the general public. Furthermore, 

the tax expenditure does not grant relief to persons. with too little 

income to file a tax return; the program could be specifically designed 

to aid that group. Finally, either type of relief reduces the revenues 

available for other functions in the same manner that budgetary outlays 

for the government program would •. !/ Recently more and better data have 

become available indicating that relief granted by the current retire

ment income exclusions will cost the state from $9 to $12 million per 

year in individual income tax revenues. or $4 to $5 million more than 

the relief under the old law.II Any application of the federal retire

ment income credit to Virginia would reduce substantially the revenues 

1/ Edward M. Fried, Alice M. Rivlin, Charles L. Schultze, and 
Nancy H. Teeters, Setting National Priorities: The 1974 Budget 
(Washington: The Brookings Institution, 1973), pp. 49-57. 

Y When the General Assembly passed Senate Bill No. 57, the 
Department of Taxation indicated that on the basis of limited informa
tion the modifications in the exclusions would not change individual 
income tax revenues. Since that time improved data have been acquired 
from the Social Security Administration, the Internal Revenue Service, 
the Civil Service Commission, and the Department of Defense. All reve
nue estimates in this section rely on these recently acquired statistics. 
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lost by the state. If Virginia were to adopt the full federal retire

ment income credit, the annual cost is estimated at approximately $4 

million, or less than half the current cost.!/ If only a portion of 

the credit were adopted, the cost would be a proportional part of $4 

million (i.e., 75 percent of the credit would cost $3 million, 50 per

cent of the credit would cost $2 million, and so on). 

The credit concept would increase the equity of the tax relief 

granted to retirees. As mentioned earlier, the notion of horizontal 

equity is clearly violated by the current law in that retirees with 

equal retirement income must pay different amounts of tax. The concept 

of vertical equity. als_o continues to be viola;ed, although the current 

·1aw did improve the previous treatment by imposing an income constraint

on tax relief.£/' Without a concrete provision for actual social secu

rity or railroad retirement payments·received by the individual as part

of the eligibility requirements for relief, some retirees could be

receiving larger amounts of nontaxable income than others. In addition,

the current law does not prohibit individuals with more than one kind

of pension from claiming more than one exclusion. The progressive nature

of the individual income tax rate schedule compounds the vertical equity

pr�blem since a retiree whose total income places him in one of the

higher marginal brackets receives more relief than one who is· in' a

lower bracket. Finally, the current law is discr:lminatory against mili

tary retirees, since they are the only class of retirees upon whom an

!/ Estimates of the cost of the retirement income credit for 
Virginia are based on an Internal Revenue Service sample of federal 
individual income tax returns filed by Virginians for ::i",e 1970 and 
1972 tax years. Excessive sampling variability within AGI classes was 
noted in some instances. 

1:./ Vertical equity is the other half of the ability-to-pay 
theory of taxation·and means that persons with higher incomes should 
pay a higher tax. 
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age constraint is placed. 

Table 1 shows several alternative applications of the credit con

cept and their effects on the various classes of retirees. The table 

assumes retirement income of $5,000, which includes social security 

benefits up to $1,300, for each of the four retiree classes. Option 1 

assumes that Virginia would permit retirees to claim the full federal 

retirement income credit against their state income tax liability. 

Options 2 through 5 assume that only a portion of the federal credit 

would be granted at the state level •. For each of the options, the 

amount of the credit could not exceed the retiree's actual Virginia 

individual income tax liability. This constraint conforms to the 

federal limitation when the credit exceeds th� tax liability. 

Since federal civil service employees do not contribute to the 

social security system as part of their retirement plan, three assump

tions are made about them in Table 1. The first is that civil service 

retirees receive no social security benefits. The second is that civil 

service retirees receive the minimum social security benefit payable 

because of limited employment outside the federal government. The final 

one is that federal civil service retirees receive the same social 

security payments as the other classes of retirees because of extensive 

outside employment. Given these three alternative sets of circumstances, 

Table 1 demonstrates how the federal credit concept would equalize 

relief. The greatest tax relief would go to those retirees who receive 

little or no social security benefits. The same tax relief would be 

granted to all retirees when social security payments are equivalent. 

In any case, all retirees would receive up to $1,524 of nontaxable 

income, whether it is social security benefits or pension and annuity 

income. Since the base of the credit would be the same no matter what 



Retiree 

TABLE 1--A conPARISON OF Tl!E EFFECTS OF VARIOUS APPI.ICATIONS m· THE FEDEML RETIRENl;NT INCO)IE 
CREDIT TO CURRF.NT PROVISIONS FOR INCOME TAX Rt:LU:F TO RETIREES!!.' 

Tox Liability Current Law-- Alternative Proportions of the Feder.ti 
Without Exclusion Conce2tk/ Retirement Income Credit A!!!!li•d to Virginl.a!c:I 

Exclusion Income Tax Incom:: Tax Oet ion I QE:tion 2 �ion 3 oction 4 

or Credit Relief Liabl lltt &lli1 !,!ability .!!.illtl Liability Relief L111hll !ty Rrl id l.iabil i tr 

Federal Civil Service 
$42.00!!.I $42.00!!.I s�2.oo!!.I S42. oo!!'With no social security benefits 51,2.00 $1+2. 00 0 

L9. so!!! 
$ 0 

19. so!!.1 
$ 0 

. 19.So!!/ 
$ f) $ 0 

With minimum social security beneff ts 19.50 19. 50 0 0 0 0 11.97 · 7. 53 
With same social security benefits as 

16. oo!!I 16.oo!!I 16.00!!.I other sectors 1-;.oo 16.00 0 0 0 () r,. 72 9. 28 

Military 16.00 16.00 0 16. oo!!I 0 16.oo!!/ 0 16. no!!/ n 6.72 9.28 

Private Industry 16.00 16.00 0 16.ore!I 0 16.oo!!/ 0 1&.00!!/ 0 6. 72 9.28 

VSRS 16.00 16.00 0 16. oo!!I 0 16.oo!!I 0 16.oo!!I I) 6.72 9. 28 

!./ Assumes each retiree is single and age 65 or over. Each claims the minimum standard deduction of $1,300, the $600 per�onal exemption, and the $1,000 t•xemptlon 'ror age. 
All retirees have total income of $5,000, which includes social security benefits of $1,300. As further a�ternativcs, fudcrlll c!vil servict" retirees .1re af:sum,!d tP 
receive either no soclal security bene{lts or the current minimum benefit of $1,125, 

'121 Senate Bill No. 57, passed by the 1974 Ceneral Assembly. 

!:.I

3 

4 

5 

Assumes Virginia would ado2t: 

Full federal retirement income credit 

75'7. of Option 

50'7. of Option 

20% ?f Option 

13.3% of Option 

Equivalent to relief at a naxin10m credit 
state income tax rate of: available: 

15.0 '7. $228.60 

11, 25% 171.45 

7.5 % 114.30 

3.0 % 45. 72 

2.0 % 30.40 

�/ Actual computations vield a credit that is greater than state income tax liability. Federal provisions, however, rcquin.• that the credit be limited to the amount of 
tax liability if it is smaller than the credit. It is assumed that Virginia would extend the same treatment. 

Oetfon 5 

.Rr�l if'( Llabl lit)' 

S)ll,110 $11.60 
7.96 11. 54 

t,.47 ti. 53 

t. .�7 11. 53 

� .� 7 11.53 

4.47 11. 53 

. 
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po�tion of the federal credit were adopted, there would be a restora

tion of horizontal equity to tax relief. Enhancing vertical equity would 

be a reduction in the amount of the credit as social security and rail

road retirement payments increase, elimination of the potential to claim 

more than one exclusion, and an inability to take advantage of the 

progressive rate schedule. 

Adoption of any portion of the federal credit would eliminate the 

age discrimination in the current law. On the other hand, relief would 

increase as age advances because of the progressive decline and final 

disappearance of earned income restrictions and because of the federal 

definitions of retirement income for individuals under age sixty-five 

that limit relief to those with pension or annuity income from public 

retirement systems .(i.e., federal, state, local, and military retirees). 

While each of the options presented in Table l would either maintain 

or reduce for most retirees the amount of relief currently available, the 

relief granted by Options l, 2, and 3 would be at rates equivalent to more 

than the maximum Virginia individual income tax rate of 5. 75 percent, 

Only-Option 5, which would provide relief at the 2 percent rate :imposed 

between $0 and $3,000 of state taxable income, is consistent with the 

treatment at the federal level and in the three credit states, 

Reform of the Federal Retirement Income Credit 

The House Ways and Means Committee has recently considered various 

tax reform proposals. One of these measures would restructure the 

present federal retirement income credit and convert it to a tax credit 

for the elderly • .!/ The proposed credit would be available to all 

1./ Joint Committee on Internal Revenue Taxation, Tax Reform Bill 
of 1974, Tentative Decisions of the Ways and Means Committee Corresponding 
to Sections of Draft Bill, (Washington: u. S. Government Printing Office, 
Novembe� 18, 1974), p. 3. 
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taxpayers age sixty-five or over regardless of whether they receive 

retirement income (pensions, annuities, interest, dividends, rents) 

or earned income. Individuals under age sixty-five would also qualify 

for the credit if they received public retirement pensions. 

The committee has tentatively decided the rnaxiJD1.ma base of the 

credit should be increased to $2,500 for single persons who are age 

sixty-five and over and for married couples who file joint returns but 

with only one spouse who is age sixty-five or over� Married couples 

who have both reached age sixty-five would receive a credit based on 

a maximum amount of $3,750. The present law provides single taxpayers 

a credit based on· a max:lmum amount of $1,524; married tmcpayers receive 

a credit based on a rna:1mm amount of $2,286 when only one spouse re

ceives retirement income or based on up to $3,048 when both receive 

retireaent income. 

The credit base is currently limited to the amount of retirement 

income if that ammnt is less than the rna:dmm credit base after sub

tracting social security or railroad retirement pa,rnents and making the 

earned income adjustments. The restructured provisions would continue 

to require that the rnax:lmum credit base be reduced by actual social 

security or railroad retirement payments to the individual. However, 

the constraint OD. earned income that is imposed by the present °law would 

be replaced with an income phaseout designed to limit relief to low and 

middle income elderly taxpayers. For single persons, the phaseout 

would reduce the credit base by $1 for every $2 of AGI in excess of 

$7,500. For married couples, the credit base would be reduced in the 

ssme 1118111l1!r when AGI eicceeds $10,000. 

If these provisions are enacted by Congress, it is obvious that 

benefits to some retirees would be increased, and relief would be 
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extended to some individuals who do not currently qualify for the 

retirement income credit. There are not sufficient.data available 

to estimate how much the current average credit would increase or 

to determine the size of the enlarged sector that would qualify for 

the proposed credit. Therefore, it is difficult to estimate the 

revenue impact of the proposed provisions. 

Conclusion 

The collllllission recommends that the federal retirement income credit 

concept of tax relief be adopted in Virginia. Such a concept would 

bring more horizontal and·vertical equity to the relief granted retirees. 

Moreover, under current federal provisions the cost of the relief could 

be reduced from its current level by percentages ranging from about 

50 percent under Option 1 to about 95 percent under Option 5. 

Rolling Stock Taxation 

Background 

The rolling stock of motor carriers of property in the Common

wealth is taxed ad valorem in one of two ways - through a state adminis

tered and collected rolling.stock tax or through a locally administered 

and collected personal property tax. 

Sections 58-618 to 58-626.1 of the Code of Virginia provide for 

a rolling stock tax of one dollar per hundred dollars of assessed value 

on intrastate common carriers in lieu of local personal property taxes. 

P�oceeds from this State Corporation Commission (SCC) administered tax 

are prorated to the localities·based on the mileage traveled over 

regular routes by each subject carrier • .!/ In 1973, there were sixteen 

.!/ Data limitations prevent the inclusion of miles traveled 
over irregular routes. 

_______________
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motor carriers operating under intrastate common carrier freight 

certificates; these carriers paid $100,258 in rolling stock taxes.!/ 

The owners of all other trucks, whether in for-hire or private use, 

are subject to personal property taxes, which are administered and 

collected in the locality of domicile. 

The rolling stock tax recently has come under criticism from 

several sources. Some truckers assert that it constitutes differential 

treatment for one class of motor carriers, the intrastate coDlllon 

carrier. Fueling the charge of differential treatment is the procedure 

whereby most intrastate common carriers operate under more than one 

authority. For example, if a motor carrier operates under an intra� 

state common carrier certificate, then the entire fleet of that firm 

is exempt from local personal property taxes and subject to the rolling 

stock tax. This situation could exist even though only a very small 

portion of the carrier's total operation may be as an intrastate 

common carrier. These critics argue that if the fleets of the intra

state common firms were subject to the local personal property taxes, 

the tax bill of these firms would be higher; therefore, the intrastate 

common carriers enjoy a competitive advantage. 

Criticism also comes from some commissioners of revenue. These 

commissioners feel that the rolling stock tax is preempting them 

from a source of revenue an� that repeal of this tax in favor of 

local property taxes would increase local revenues. Finally, the SCC 

views the tax with disfavor. Since the tax yielded only about $100,000 

in 1973, several parties within the SCC view it as a nuisance. 

!/ "A Statement of Rolling Stock and Taxes for the Year 1973 
for Motor Vehicle Carriers," State Corporation Commission, Common
wealth of Virginia, 1973. 
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Investigating these criticisms, the Revenue Resources and 

Economic Study Commission employed two consultants in 1973 to examine 

the relative merits of the rolling stock tax and the personal property 

tax as a means of taxing the rolling �ock of motor carriers of 

property .Y The study was COlllllli.ssion to investigate the equity 

and efficiency of the present dual system. 

The consultants found weaknesses in the present system. 

Significant differences were found to exist across the state in the 

assessment and collection of personal property taxes on motor 

carriers of _property. While urban areas generally used fixed deprecia

tion schedules in assessing rolling stock, rural areas used a variety 

of assessment methods. Some commissioners of revenue indicated that 

they used no specific schedule but rather negotiated assessments or. 

relied on published data. Some of these data proved to be nonexistent. 

Consequently, assessment of rolling stock varies significantly through

out the Commonwealth. 

·Many local commissioners of revenue complained that staff size

precluded their determining what rolling stock was actually domiciled 

in their locality and thus subject to personal property taxation. 

Several commissioners related that a number of vehicles were escaping 

local taxation entirely. They noted that when they approached carriers, 

they were told that the vehicles in question were do�ciled elsewhere. 

and paid taxes there. These commissioners felt that carriers were 

playing one locality against the other. 

ll C. J. Gallagher and G. E. Hoffer. "A Comparative Analysis 
of the Rolling Stock Tax and the Personal Property Tax: Virginia, 
1972." Revenue Resources and Economic Study Commission, 1973. 

_______________
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All commissioners of revenue questioned said that they would 

welcome the opportunity to tax intrastate common carriers in the 

same manner that they currently assess all other private and for-hire 

carriers. Most commissioners recognized, however, that subjecting 

intrastate common carriers to local tangible personal property ta:tes 

would yield little additional revenues. The consultants estimated 

that the localities would collect up to an additional $300,000 annually 

if the rolling stock of intrastate common carriers of property were 

subject to local personal property taxation. 

Recomnendation 

Because of the problems and inequities that have been found to exist 

in the procedures currently used to tax motor carriers, the commission 

recommends that the rolling stock tax as it applies to intrastate common 

carriers of property be repealed. In its place, the commission recommends 

that these vehicles become subject to the local personal property tax. 

Using data. supplied by the applicant on bis registration card, 

the Division of Motor Vehicles (DMV) would notify each local commissioner 

of revenue of all vehicular rolling stock domiciled in his locality 

with the exception of any vehicle defined in the Code of Virginia as 

a pick-up truck not used for-hire. This would exempt all privately used 

trucks weighing less than 3-1/4 tons from the listing that the commissioner 

of revenue receives. 

In add�tion to reporting the situs of each vehicle, DMV would 

report the purchase price of the vehicle when it was purchased new. 

DMV could obtain this figure either by requiring this data upon annual 

application for registration or by determining this price from the 

"Blue Book". Upon receiving this cost data, each commissioner would 
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then apply his locality's depreciation schedule and tangible personal 

property tax rate and bill the owner of the rolling stock. Each 

taxpayer would remit payment to this local commissioner. All funds 

collected would remain in the locality. 

This method of assessment would be more efficient and more 

equitable than the current one. It would redress the dual, discrimina

tory system that the CODmlonwealth presently uses. All rolling stock, 

except smaller, privately used vehicles, would be taxed in a similar 

manner and would be subject to local taxation. Any firms or individuals 

who presently escape local ad valorem taxation by playing one locality 

against the other would be unable to continue this practice. Any 

vehicle with a current Virginia registration would pay local property 

�axes to some political subdivision of the Commonwealth. 

With intrastate common carriers of property subject to local personal 

property taxation, it is estimated that localities would receive up 

to $300,000 in additional revenues annually. Whereas 279 localities 

receive distributions under the rolling stock tax, only 29 localities 

would receive property taxes from these carriers. They would be the 

29 localities in which those carriers with intrastate common carrier 

certificates domicile rolling stock. Although elimination of the 

present rolling stock tax would deprive over 200 localities of some 

revenues, the amounts lost would be small, for in 1973 the total dis

tribution to all localities was approximately $100,000. Almost 50 per

cent_ of the localities losing revenue would l�!'ie under $225 annually 

while no locality would lose over $2,100 annually. 

To facilitate determining a situs for every Virginia registered 

vehicle, the commission further recommends that DMV be enjoined from 

issuing Virginia registrations unless the applicant specifies a 
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domicile for his vehicle. This requirement is currently made of all 

applicants with in-state addresses; no less should be expected of 

out-of-state applicants. (See the proposed legislation as Exhibit 

10 in the Appendix.) 

The current recommendation is similar to one introduced and 

rejected at the 1974 session of the General Assembly. That proposal 

provided for uniform assessment at the state level of all vehicular 

rolling stock in the Commonwealth with the exception of pick-up or 

panel trucks not used for-hire and trailers having a gross weight 

of less than 1,500 pounds and the taxation of all such rolling stock 

at the loca1 level-under. the personal property tax. The coDllllittee 

amendment in the nature of a substitute that did pass at the 1974 session 

of the General Assembly required DMV to report the situs of any truck or 

trailer to the commissioner of the revenue in each locality before 

issuing the registration or certificate of title. Motor vehicles and 

rolling stock of intrastate common carriers and public service corpora

tions, however, were exempted from this requirement (see Chapter 4 7, 

1974 Acts of Assembly). The new commission recommendation would sub

stantially expand the effects of that act. 

Loca1 License Taxes 

Background 

The 1974 session of the.General. Assembly directed the Revenue 

Resources and Economic Commission in Senate Joint Resolution No. 33 

to study the license taxes that local governments ar� authorized to 

impose on the gross receipts of businesses, ·professions, and occupations 

and to examine the equity of these taxes. In addition, if any inequity 

were found, the resolution directed the commission to make either recom

mendations for alternate sources of revenue or modifications in the 
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present license tax structure. 

The commission has found that local governments in Virginia impose 

a wide variety of license taxes. Although all local governments have 

the authority to impose license taxes, generally only the cities, incor

porated towns, and suburban counties use them. The commission recognizes 

that there are problems with this tax at the local level. Many ·1ocal

ities have license tax rates that are viewed as being highly discrimina

tory. Finally, some localities appear to use this tax as an attempt 

to regulate certain activities rather than to license them.

The c01lllllission. has begun a thorough study of the issues in license 

taxation that has included receiving the comments of many citizens of 

the Commonwealth at a public hearing in Richmond on October 4, 1974. 

The commission realizes that this area is much more complex than previ

ously believed and that the possible inequities could be potentially 

more serious than previously realized. Because of these unexpected 

complexities the commission is not yet prepared to make recommendations 

that would completely resolve these many issues. 

Recommendation 

In order to not increase the inequity of local license taxation 

the commission recommends that a temporary ceiling be placed on all 

local license tax rates. This ceiling would not allow tax rates to 

increase over the rates in effect on December 31, 1974 and would last 

only through December 31, 1976. The ceiling would of course allow 

the commission additional time to continue its study and finalize its 

recommendations. '.Che commission places the highest priority on an 

intensive investigation of this tax and will present a comprehensive 

analysis and series of recommendations to the 1976 session of the 
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General Assembly. In addition the commission will study the issues 

involved in state license taxation, including the possibility of 

eliminating this form of taxation. (See the proposed legislation 

as Exhibit 11 in the Appendix.) 

Alternative Revenue Sources 

In addition to making the previous recOIIDllendations, the commission 

has studied a number of the Commonwealth's other fiscal issues. Although 

the commission has no more specific recommendations, the commission 

would like to present vari011s alternative revenue sources that could be 

utilized to meet any unanticipated revenue demands. The· revenue. sources 

are not considered in any order of priority. 

Inheritance and Gift Taxation

Present Structure and Revenues of the Virginia Inheritance Tax 

The Virginia inheritance tax applies to the beneficiary shares 

of estates of residents and of nonresidents who come under its coverage. 

Estates consist of real and personal property. The tax levied depends 

on the share of the net estate (gross estate minus deductions and 

exemptions) received by the beneficiary and on the class of the benefi

ciary. There are three classes of beneficiaries. 

Class A beneficiaries consist of the wife, husband, parents, 

grandparents, children, and all other lineally related persons. The 

first $5,000 of the inheritance received by each beneficiary is exempt 

from taxation-and amounts above that are taxable as follows: 

over $5,000 to $50,000 
over $50,000 to $100,000 
over $100,000 to $500,000 . 
over $500,000 to $1,000,000 
Over_ $1,000,000 • • •  · • • •

1 percent 
2 percent 
3 percent 
4 percent 
5 percent 
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Class B beneficiaries are brothers, sisters, nephews, and 

. nieces. They each receive a $2,000 exemption before the inheritance 

is subject to tax. Clasa C beneficiaries are grandnephews and 

grandnieces, f:lJ:ms, associations, corporations, other organizations, 

and those not elsewhere classified. In this class the first $1,000 

of the inheritmtce is exempt. 'The inheritances of class Band C 

beneficiaries are taxable as follows: 

Over $1,000 to $2,..000 �. · •••• 
Over $2,000 ,to $25,000 ..•.•.•.•.•.• 
Over $25,000 to $50,000 •• 
Over $50,000 to $100,000 ·• • 
Over $100 ,000 to $500,000. 
Over $500 ,000 ••••••• 

Class B 

percent 
percent 
percent 

8 percent 
10 percent 

Class C 

5 percent 
5 percent 
7 percent 
9 percent 

12 percent 
15 percent 

Qualifying these rat'es is the state law allying the Virginia in-

heritance tax w:1.th the federa1 estate tax laws in order to take full 

advantage of the federa1 credit for state death taxes. Virginia statutes 

impose a tax equal to the federal estate tax credit if that credit 

is larger than the Virginia inheritance tax. In this manner the state 

can maximize its revenues,. given the federal rate, because the Virginia 

tax assessment will never be less than the maximum federal credit for 

state death taxes. This process of imposing a floor on the tax liability 

is referred to as the "pick-up" statute. 

In fiscal year 1973-74, the revenues from the inheritance tax 

w�re $18.6 million, which represented 1.6 percent of total general 

fund revenues. We must note that the revenues from this source are 

subject to continual fluctt,iation because of the dependence on large 

inheritances for much of the revenue. 

Comparison of Death Taxes in Virginia and Other States 

Structure--Tables 2 through 4 provide infoI:111ation on how the 
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Virginia inheritance tax compares with the death taxes in other states. 

The tables present the types of state death taxes, rates, and exemptions 

in effect as of July 1, 1973.· We note in Table 2 that Virginia is 

among the large majority of states that have both an inheritance tax 

and a "pick-up" statute. The "pick-up" statute is widely used because 

with the present federal structure states can receive additional 

revenues while shifting the cost to the federal government. 

Table 3 outlines the estate tax for each of the seventeen states 

using this alternative. Table 4 reveals that the exemptions that 

Virginia grants for a widow and children are lower than the exemptions 

granted by the majority of other states. A large majority of the 

other states also have more progressive rate structures and higher rates 

than Virginia. In order to clarify the position of the Virginia 

inheritance tax in relation to more progressive schemes, we compare 

it to the North Carolina tax using a class A beneficiary. The North 

Carolina tax exempts the first $10,000 of inheritance for each class 

A beneficiary; the rate structure is as follows: 

First $10,000 above exemption . 
Over $10,000 and to $25,000 • •  
Over $25,000 and to $50,000 • • • • • •  
Over $50,000 and to $100,000 
Over $100,000 and to $200,000 . 
Over $200,000 and to $500,000 . 
Over $500,000 and to $1,000,000 
Over $1,000,000 and to $1,500,000 . 
Over $1,500,000 and to.$2,000,000 . 
Over $2,000,000 and to $2,500,000 . 
Over $2,500,000 and to $3,000,000 . 
Over $3,000,000 • • • • • • • •  

1 percent 
2 peri;ent 
3 percent 
4 percent 
5 percent 
6 percent 
7 percent 
8 percent 
9 percent 

10 percent 
11 percent 
12 percent 

Several differences between the Virginia and North Carolina in

heritance taxes are obvious. First, in Virginia a tax is imposed on 

inheritances that North Carolina exempts from taxation. Second, the 

tax rates are more progressive over a larger number of inheritance 
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levels in North Carolina than in Virginia. Table 5 presents the 

actual tax and the effective tax rates on equivalent inheritances 

in Virginia and in North carolina. The actual and effective rates 

are higher in North Carolina than in Virginia for·all but the three 

smallest taxable inheritances • .!/ The "pick-up" statute comes into 

use in Virginia for class A inheritances at approximately $770,000 

(see Table 5). At inheritance levels above that amount the "pick-up" 

statute has the effect of raising the effective rates above those 

produced by the Virginia structure. 

TABLE 2--TYPES OF S'UD DEA1'll TADS, JULY l, 1973 

"Plclwp" - GIiiy ••••.•••••••••••••••• Ill 

Esratetaxonly ••••••••••••••••••••••• (2) 

Esrate tax and "pickup" tax ••••••••••••.• (7) 

Inheritance tax anly ••••••••••••..•...•• (21 

lnhllritance llx and "pickup" tax ••••••••••• (311 

Inheritance. '"1lte .,d "pickup" taxes ••••.••• (21 

Notax ...............•............ (t) 

� ............... Flara,Gemgla.--ic:D. 

Mmaippi. Nanh Daata. 

Arizmlll, - Yarlc.1 Ohio, Oldaharna<, 1 S. Ca-olina.1 Utah, 
Vermont'. 

Sou1h DllmQ, Wat Virginia. 

Califamia.1 Colarado, 1 eon..cticut, Delaware, 1 Dillrict of 
Columbia.-. Idaho, Ill� Indiana. Iowa, � Kanluc:lcy. 
Lauisiana.1 Maine. Maryland.� Michillll. y-._ • 
MiaG!ri, Montana. Nebrab, N-Hampshire, N-Jlnoy. Nar1h 
Carolina.' Pernylvania. T-.' Tua, Virginia.' Wlllhinglan.1 

WIICCll"llin.' Wyoming. 

0,-, 1 Rhode Island' .• 

--

Source: Commerce 
in Advisory Commission 
State-Local Finances: 

Clearing House, State Tax Reporter, as shown 
o� Intergovernmental Relations, Federal
Significant Features of Fiscal Federalism, 

1973-74 (Washington: Government Printing Office, 1974), p. 296. 

.!/ The greater progressiveness is also present in the rate structure 
for the North Carolina equivalent of Virginia classes Band c. However, 
there are no exemptions in these classes. 
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TABLE 3-STATE E.STATE TAX RATES AND EXEMPTIONS, JULY 1, 1973!;;/ 

..... 

............................ 
............................. 
.............................. 
............................ 
111111& ••••••••••••••••••••••• 
...... •••••••••••••••••••••M 

-..-iL ... , ................ . 
........ ···················· 
... v.ir .................... . 
............. ; .............. . 

0/1111- .•...•....•. ; .....•..••. 
OS ....................... . 
� ...................... . 
............................ 

.... CIIIIIIIIJ ....•.•.•••...•... 

Ullll2 .•..••••.•...• : .••••...•. 
...._a .......... · ........... . 

8Dponr,rof 192SFodonl.-
8D .,.._iof 111215 Fodonl -
415 of 1-18 pon:ant ••••••••• 
8D porcantol 18211 Fodonl -
8D .,....rol 19211 Fodonl -

8D ponr,rof 1s:III F9dnl -
· 1-18 ponr,r •.••.••••••••• 
8D ponr,rol 1926 F«llnl -
:Z.21 ponr,r ...•....•..... 
w...-............. . 

...... 

-...... 
-

$10,IIIIO,CIDO 
111,111111,CIOO 
1D,IIIIO,CIOO 
10,0DO,CIOO 
111,111111,CIOO 

tll,IIIIO,CIOO 
ID,DD0.111111 
1D,DDO.ODO 
10, IIIQ.ODII 
1.,511Q.ODD 

s100.• 
1DD,IIIID 
100.cm 
100.• 
1DD,IIIID 

1oo,ma 
ao.cm 

100.• 
•
• 

:Z.7 ...-,t... . . . . . . . . . . . . &00,CIOO 5/lflll 
MOpormat....... •• •• •• • 1D,DDO.ODO 15,la 
2-10...-.....••••.. , • . 500,IIIID 25,a 
1 ponr,r • • • . . . . • • • • . • • • • 7 111,1111 
..................... ........ --

.... ...-.............. -- ... 
1111--·315"" .. ,..,.. __ ......, .. _y_.,.._ 

lJ Excludes states shmm in Table 3 which, in addition to 
their inheritance taxes levy an estate tax to assure full 
absorption of the 80 percent federal credit. 

J:./ An additional estate tax is imposed to assure full 
absorption of the 80 percent federal credit. 

1/ $20,000 of transfers to spouse and $5,000 to each 
lineal ascendant and descendant and to other specified relatives · 
are sempt and deductible from first bracket. 

4/ - Exemption for spouse is $20,000 or 50 percent of adjusted
gross estate, for minor child, $5,000, for lineal ancestor ·er 
decendrants, $2,000. 

1/ An additional $20,000 for spouse, $7,000 for minor 
child, and $3,000 for adult child. 

6/ - The maximum rate is increased from 10 percent to 15
percent and the exemption from $15,000 to $60,000 applicable 
Jaly 1, 1974. 

11 Entire estate above exemption.

!/ Transfers, not to exceed $40,000, if made to the· 
husband, wife and/or children of the decendent, are exempt 
from tax. 

Source: Commerce Clearing House, State Tax Reporter, as 
shown in Advisory Commission on Intergovernmental Relations, 
Federal-State-Local Finances: Significant Features of Fiscal 
Federalism. 1973-74, (Washington: Government Printing Office, 
1974), p. 296. 



TABLE 4--STATE INHERITANCE TAX BATES AND EXEMPTIONS, FOR -SELECTED CATEGORIES OF HEIRS, JULY 1, 1973

·--- R•l,._.11 ln-oftpOU• 
..... Milt ...... °""' thin ....... ... "*ill .,..... Otlwllllll llreof flnl LMI IC which 

State' Widow chlld chlld or 1ht1r nl1tlv1 mlnorchlld chRd or.,... relllllve breCQt ta;,re19appli. 

,.,,..,,. ... : ....... . .... 
. Ai.a' ........ • .. 

Ari-• ........•.. 
AIIIIMa' .......... 
Clllfoml1'4 •••••••• S S,000 $12,000 $ 6,000 $ 2,000 $ 300 3-14 3-14 8-20 10-24 S 26,000 s 400,000 
Colar8*, .......... 30.000 16,000 10,000 2.000 EGO' 2-8 2-8 3-10 10-19 10,000 li00,000 
c:.-tlcut',f., .••••• li0,000 10,000' 10,000' 3,000 &00 .3-89 2-8 4-10 8-14 110,000 1,000,000 
.,..... •..... .-.... 20,000 3,000 3,000 1,000 None 1-4' 1-a &-10 10-18 60,000 200,000 
Dll1rlct of Columbla1 • 6,000 15,000 6,000 2,000 1,000 1-8 1-8 1-23 &-23 60,000 1,000,000 
Flarldl' • ... • • ... • . 

GeolJla' ........... 
i.:a; HIWIII ....... ,, ••• 20,000 6,000 6,000 liOO l500 1.6-7.1 3.&-9 3.6-9. 1&.000 260,000 

1c1111o• ...... .-..... 10,000 10,000 4,000 1,000 None 2-11 2-16 4-20 8-30 26,000 600,000 
lllinoll ............ 20,000 20,000 20,000 10,000 100 2-1411 2-14 2-14 10-30 20,000 600,000 
Inell .............. • 16,000 6,000 2,000 600 100 1-10 1-10 li-16 7-20 26,000 1,600,000 

I 

1- ............. 40,000 16,000 16,000 Nonei • None11 1-8 1-8 6-10 10-16 6,000 160,000 ·\n 
Kaai ............ 76,000 16,000 16,000 6.000 2001 0.6-2.61 1-6 3-12.6 10-16 26,000 600,000 '4 
KtnlUClcy •••••••• ,, 10,000 10,000 6,000 1,000 600 2-10 2-10 �-18 8-18 20.000 &OD,000 
Loultf .. ,'4 ........ 6,000 &.000 6,000 1,000 600 2-3 ·2-3 6-7 &-10 26,000 26,000 
Maine ............ 16,000 10,000 10,000 600 600 2-B 2-8 8-12 12-18 50,000 260,000 
Mlryllnd1 ......... 160 150 150 150 150 1 1 71!, 71!, 11 .. 

MIMohu1111t1•11 • • · •• 30,000 .. 16,000 16,000 6,000 6,000 1.8-11.8 1.8-11.8 &.li-18.3 8-19.3 10,000 1,000,000 
Miah..,••11 , •••• ,, • 30,00016 li,000 li,000 6,000 Nono 2-8 2-8 2-8 10-16 60,000 760,000 
MIMNOta'•' � .•••••• 30,000 16,000 B,000 1,600 liOO 1.6-10 2-10 8-26 8-30 26,000 1,000,000 
Ml ..... lpp11 ••••••••• 
Missouri 20,00011 6,00011 6,000" 600 1DO' .1 -8 1-8 3-18 6-30 20,000 400,000 
Montana•:::::::::: 20,000 6,000 2,000 600 None 2-8 2-8 4-18 8-32 26,000 100,000 
Ntbratka1 •••••••• ,. 10,000 10,000 10,000 10,000 600 I I I 8-18 11 .. 

Nwldt ........... No tax lmposad 
Ntw Hampohlre •••••• •• •• •• Nona•• None•• .. •• 16 16 .. •• 

NtwJtnev • .••••••• 
NewMexlco1 , • , •• , • 

6,000 6,000 6,000 600' &oo' 1-18 1-18 11 -18 16-18 10,000 3,200,000 

Ntw York' ••••••••• 
ui,ooo2• 6,00021 North Cerollne21 ••• , , 2,000 Nono Nono 1-12 1-12 4-18 8-17 10,000 3,000,000 

North Dakota•, , •• , , • 
Ohlo1.,.,.,,, ••• ,, 
Oklah0ffll1 ......... 
Ore,on1'14, , , • , , , , , Nont Non, Nont 1,000 IOO 2-10 2-1.0 2-11 4-20 211,000 I00,000 

S. lootno• It 11w ond ol llble. 



TABLE ,. - STATE INHERITANCE TAX RATES AND l!XEMl'TIONS, FOR IELl!CTID CATl!OORIEI OF HIIRI, JULY 1, 1171 (Cont'd) 

EK11mptlons Rain fperctntl In case of spouse 
Minor Adult Brothtr Other than Spousaor Adult Brother Other than Slzaolllm L111el at wh!ch 

State' Widow chlld chlld or 1l1ter rtlltlvl mlnorchlld chlld or sister rel1tlv1 bracket top ratt appllel 

Ptnnsylv1nl1. , , , , , , , None21 None21 None11 Nona Nona 8 8 15 15 .. .. 

Rhodt l1l1nd"21 ••••• $10,000 110,000 110,000 S 6,000 S 1,000 2-8 2-8 

South Caroll1112 • , • , , , 
South Dekoia'• , •• , • 16,000 10,000 10,000 .600 100 1ll-4 1ll-.4 
T1nnHse1• ••••••••• 10,ooo'' 10,00026 10.0002• 1,000" 1,000" 1.4-11.6 1.4-11.15 
TexasS.• ••••••••••• 26,000 26,000 26,000 10,000 600 1-8 1-8 
Utah' ••••••••••••• . ... . ...
Virginia' ••• ,, •••••• 6,000 6,000 6,000 2,000 1,000 1-11 1-6 
Washington••• •• , • , •• 6,00017

• 6,000" 6,00017 1,ooo' None 1-10 1-10 
WHt Virginia'' • , •••• 16,000 6,000 6,000 None None 3-13 3-13
Wlsconsln,.21 •••••••• 60,000 4,000 4,000 1,000 600 2" -12ll 2ll-12ll 
Wyoming •••••••••• 10,000 10,000 10,000 10,000 None 2 2 

:All Stallls, 1xc:ep1 dlOII designated bv 11t1rl1k t•), lmpoM also 1n �Ulte 11x ta 111ur1 full 1blarp1ion of Ult BO percent Fldltll crtdit. 
lmpos11 only •n111 ux. 

•exemptions ar, deductiblt ftam tht flnt bracket. 

3-10 8-16 S 25,000 $1,000,000 

4-12 8-20 15,000 100,000 
8.&-20 8.&-20 26,000 600,000 

3-10 11-20 60,000 1,000,000 

2-10 6-16 60,000 1,000,000 
3-20 10-26 25,000 600,000 
4-18 10-30 50,000 1,000,000 
6-.26 10-30 26,000 600,000 

2 8 .. .. 

•community p,oportv pn1lng to tht 1urvivlng apow1 II 1x,mpt, or only on1-half la tax1blt, 1No Htmption Is allowed if b1n1fici1ry'1 shift txcttda tht amount lhDWn In tht HlfflPllan column, but no ta111h1II rldUct lhl value of tht 1moun11 lhown In tht txtmatlon column. In Maryl1nd, It 11 tht prectJee 
, to ell ow I fomlly allowance of 1460 ta• widow If thttl 1,1 lnf1n1 chlldran, and $226 lf thtrl art no Infant chlldr1n, althouth thlrt 11 no provision for such dtduedona In lh1111tu1e •. 
Thi exemption ahown 11 th, total tJClfflptlon fo, aft �1nc111ia felling Into di• pirt1cul1r d11t and 11 tharld bV them proponlonatlly. 

'An addltio."'\11 30 percent 1urt1x l1 lmpos1d. 
10nlv one $10.000 ,ic,mptlon 11 allowed for b1n1flcl1rl11 In One A. which lndudn minor and adult ddldr1n. 
'Rall shown Is for spoUII onlv. A minor chlld 11 uxtd 11 &h1 ra111 applylng ta an adult chlld. IPw1lh r11pec1 10 11xlblt transf1r1 pa11ln9 to I hulblnd or wife of I dtctdent dying an or 1f111 July I, t869, If taxable trantftr txctldl 15,000,000, tht tax on tht HCIII thereof 11 carnputtd 11 &IL Tix rat• on tht 

1111bl1 ,mount up to and Including $5,000,000 are th• t1mt rau, 11 proYidld hw In axctu of tht 1x1mp\lon. 
::e,1a111 011.,. ,hln 81,0001111, dtduc11on ol dtbu ,,. not uxlblt. 
U :=��=�:�!

1

:;::� �, 1!�:�.: ::�:'��ruing upon tht dlalh of pen on, who dlt on or ,fur July 18, 1869. a 14thunu 11 lmpa1tcl In addition to th1 lnherl .. nct 1111. 
U In lddiUon, an l>c.tmptlon to tht Httnt of lht value of 1lngl1 famlly rnldtntlal property ind to the 1xtan1 of 126,000 of the vtlut1 In the ffll of multiple famlly rNkhntJ1I P,GPtf'IY, UMd by I hulband 1nd wlf111 1 

domlcll1, l1 1llowed whoro tho property w• hold by Utom H f•lnt 11non11 or 11non11 bY Ut• ontlrttV, 
::Ttma 11 no 11x on lht 1h1re of any btn1ficl1ry If tht wlua of tht 1har1 l1 ln1 lh1n IJOO. 
It� :�r:::c::::,:.>.!�x=l=��=�w:::o�::�=:: �

an

i::::;. mtKlfflUffl cltductlon for fa,nlty fflllnttnanot ('5,000t Ind Iha lfflOUftl Of ftmlly malnllRlncl tctualhr 1llowtd by tht Problte 
Coon. Tho 1otol po11ibl1 oxompdon 1hor1for1 would bl S3&.0IJO.II1h1r1 11 no 1urvMne widow on1ld1d 10 lh1 , .. mptlon, Utl ,911,.11 ,_,Ion Is 111-1, to Ute olllklron. 111n tddillon, an •••mptlon 11 allowtd for tfla clear mark11 value at on1-h1lf of Iha dtctdtnl11 1111.11, or one-third If dtcldtnl II 1urvlwd by Untal dttctndtnu.. 

"o, 1h1 veru, of the homen11d 111ow1nce, �lchtwr 1, 1r111or. 
::N• 1t• l-d on ipou111, 11nell 11COndon11 ond dooconmnlf, encl ,rr. 3/23n2 p1non1M10 for 10con11eudvevo1n prior IO Utllr 11111 blnhdlY Wlft rnomblrl of 1111-1·1 """""old, 
ti X

1

!::: :�
d 

,0:1.r�i:.::i�:i�:.:,e;';'°,n'��:.t�:•11'1':".:::::::i'o�::.::..�,':,�ty, 1holl bl t110Wl4f, II hot epllon, an lddlUonol •-don af 15.000 lo, - lucll Child. Thi dtlldron sholl 11e1 

... =:,::::.� ::::·:::-•-•Ion P,Ovldlcl for •UC!' dlUdt ... 

••0....,.1-1 belle 1tx, rntoiurod by lllt onllro n1t11 In ••-ol a 1lngl1 uomptlon 1111,GOOprordCI IIIIGllf 111 bl111lld1rloo ancldeducllblo Iran Ute flnt-lctll;end M lddld- IP, 1111avrtd bV Utt olNlf 
a M lndlvldvol't .,, ... for which IIICh t,onellclaty hll I 1p11illo ... ,...111111. All .......... af Qon f .......... ohlldnn, p ...... .,.....,.,. .. , l!lpO(II .... or IIMII .._... .... ,. IXlfflplld ,, ... 1111 lddll'-I ""' 1n,, 11,IOO family txempllon 11-lllcllly II-•• cloMlfon. 
=�-onclchlldr111111 lncludldln a.. A. wllll one 110.000 .. ..,.•on fo,lhlonllre ...... llnofldlrloo not In CIIN Aarelf-ene ll,DOD._lfonle, 1111andro...._ 
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Inheritance 
·Before Exemption

Cl) 

$ 10,000· 

20,000 

25,000 

50,000 

100,000 

200,000 

500,000 

1,000,000 

1,500,000 

2,000,000 

2,500,000 

3,000,000 

4,000,000 

!_/ The 
state death taxes, 

Source: 

TABLE S••A COMPARISON OF THE VIRGINIA AND NORTH CAROLINA INHERITANCE 
TAXES AT VARIOUS INHERITANCE LEVELS USING CLASS A SPOUSE 

Virginia North Carolina 
Taxable Effective Taxable 

Inheritance Tax Rate(%) Inheritance Tax 
(2) (3) (4) (5) (6) 

$ 5,000 $ 50 0,50 $ 0 $ 0 

15,000 150 0,75 10,000 100 

20,000 200 0,80 15,000 200 

45,000 450 0,90 40,000 850 

95,000 1,450 1.45 90,000 2,750 

195,000 4,450 2,22 190,000 7,650 

495,000 13,450 2,69 490,000 25,550 

995,000 36, 56o!!-1 3.66 990,000 60,450 

1,495,000 68,240 4.55 1,490,000 100,350 

1,995,000 103,920 5.20 1,990,000 145,250 

2,495,000 143,600 5,74 2,490,000 195,150 

2,995,000 187,280 6.24 2,990,000 250,050 

3,995,000 286,640 7.17 3,990,000 369,950 

Effective 
Rate(%) 

(7) 

0 

0,50 

0.80 

1. 70

2.75 

3.82 

5,11 

6,04 

6.69 

7, 26 

7,81 

8,33 

9,25 

"pick-up" tax becomes effective at this level. Tax is based on the federal schedule for credit for 
For North Carolina the "pick-up" tax does not become effective for these sizes of inheritances. 

Tax Codes for the states of Virginia and North Carolina. 
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Receipts--The Bureau of the Census has compiled revenue data on 

tWe death and gift taxes of state governments.!/ Since death taxes 

account for the majority of such collections, the data give an idea 

of the relative effort of the states that levy death taxes. The 1972-73 

per capita and per $1,000 of personal income receipts from these taxes 

are shown below for Virginia and neighboring states: 

U. S. average (excl. D.C.) 

Kentucky 
Maryland 
North Carolina . 
Tennessee 
Virginia 
West Virginia 

Death and Gift Tax Receipts 
in Fiscal Year 1972-73 

Per Capita 

$ 6.84 

4.34 
2.90 
6.79 
7.71 
3.47 
3.11 

Per $1,000 of 
Personal Income 

$ 1.54 

1.22 
.60 

1.81 
2.15 

.82 

.87 

·These data indicate that Virginia's inheritance tax is relatively low

when compared to either U. S. average and third lowest among. the

surrounding states on a per capita basis.

Economic Effects of the Inheritance Tax

There appears to be general agreement among economists that death 

taxes have fewer adverse effects on incentives than do income taxes.'!:/ 

Economists generally measure the effects of a tax by the distortions 

that it causes in the allocation of resources. Income taxes distort 

the allocation of resources because an income tax reduces the return 

from any given enterprise. When the rewards fro� a given effort are 

JJ u. S. Bureau of the Census, State Government Finances in 1973, 
GF 73, No. 3 (Washington: Government Printing Office, 1974), pp. 21 and 50. 

]:_/ Richard A. Musgrave, The Theory of Public Finance, (New York: 
McGraw-Hill, Inc., 1959), p. 248. 
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requced, less of that activity will be undertaken. Whatever distortions 

death tazes may cause, they will be m1n1maJ because death tues are 

paid only after a lifetime of work and accWll11.ation and are likely 

to be given much less weight in decisions to work, save, and invest. 

M1n1m1zing distortions is certainly not the only criteria for a tax 

system; however, it does deserve consideration. 

The Virginia Gift Tax 

The Virginia gift tax operates on a framework similar to that of 

the Virginia inheritance tax. The Virginia gift tax applies to the 

beneficiary shares of all property within the jurisdiction of the 

Comm.onwealth--real, personal, and m:lxed that is passed by gift in any 

one calendar year. The tax levied depends upon the actual value of the 

net taxable gift (total actual value of gift - exemptions) received 

by each beneficiary. As in the inheritance tax there are three classes 

of 'beneficiaries, each with cl.ifferent rates of tax and exemptions. The 

exemptions, classes, and tax rates are identical to those of the inheri

tance tax. The tax is paid by the donor at the end of the calendar year. 

If an individual grants a number of gifts over the period of a calendar 

year to the same individual the gift tax is applied to the total 

value of the gifts to the beneficiary; thus, the tax is based on a 

cumalative actual value for each beneficiary but only over the 

single calendar year. In.fiscal year 1973-74, the revenues from. the 

gift tax were $l.l million. This revenue source is �bject to con

tinual fluctuation. For example, gift tax revenues in fiscal· year 

1972-73 were $1.6 �illion. 

A:n.y thorough discussion of death taxes should consider the interre

lationship of the gift and inheritance taxes. To maintain the existing 

relationship between these taxes, any change in_the inheritance tax 
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would require a corresponding change in the gift tax. If the existing 

relationship of gift taxes vis�l--vis inheritance taxes were not main

tained (e.g., only increasing the inheritance tax rates), taxpayers 

would be encouragei to distribute some part of their future estate 

before death because of the lower gift tax liability. 

The Virginia gift tax is similar in concept to the federal gift 

tax. In both .cases, the liability of the tax falls on the donor, and 

the tax is based on the value of the property transferred as a gift 

minus exempdons. The s:lmilarity ends at this point because there are 

a number of fe.deral provisions that greatly increase the amount of 

exemptions and because the federal gift tax does not distinguish between 

the classes of benefici&ries. 

In computing the federal gift tax base in any one year, the first 

$3,000 of gifts to each recipient is excluded; when a husband and wife 

each contribute half of the gift, the first $6,000 is excluded. In 

addition to this annual exclusion, a $30,000 total lifet:lme gift · 

exclusion is granted to the donor that can be doubled for married 

couples.. This lifetime exclusion may be used at any time at the 

discretion of the donor. The final exemption, one-half of the value 

of gifts made between a husband and wife, may be deducted from the 

amount subject to the gift tax. These adjustments to the total value 

of gifts yield net taxable gifts. After the taxable gift is determined 

for one year, the federal tax is cumulative in the sense that it applies 

each year to the aggregate sum of all taxable gifts made since enactment 

of the present tax.l/ This is at direct odds with the Virginia gift 

1/- The tax liability in any one year consists of the differences 
between 1) the tax on the aggregate sum :>f all taxable gifts made 
since 1932 and 2) the amount of tax on the aggregate gifts made up 
to the beginning of the current taxable year. 
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tax, which is not cumulative over time and which is levied separately 

on the value of the gift to each donee. These numerous adjustments help 

to lower the effects of the high nominal rates in the federal gift 

tax and the high tax imposed by the cumulative provisions • 

. An Analysis of 1973-74 Inheritance Tax Returns 

To examine the inheritance tax structure and to see how the taxable 

base is actually composed, the Department of Taxation has undertaken a 

comprehensive study of. the inheritance tax returns from fiscal year 

1973-74. Table 6 shows the number of ben�ficiaries, taxable amount, 

and total tax collections by class and by tax rate level. The percen

tage distribution of these items is presented in Table 7. Although 

these tables do not include the "pick-up" returns, they do provide in

formation on the source of the bulk of inheritance tax collections. As 

shown in these tables, the distribution of the number of returns was 

skewed toward the lowest size classes. For example, the returns in 

the exempt and first taxable level of each of the three classes com

prised 84.7 percent of the total returns. The tax collections, h� 

ever, were skewed in the opposite direction. The returns at the 

lowest rate level for each class comprised only 13.0 percent of total 

revenue exclusive of the "pick-up". These data confirm the hypothesis 

that most of the returns are in the lower size classes and produce an 

extremely small amount of revenue largely because of the high number of 

small inheritances and the relatively low exemptions •. 

An examination of the "pick-up" returns reinforced the finding that 

a relatively small number of returns produced the largest portion of 

revenues. Our preliminary findings on "pick-up" returns indicate that 

less than 100 returns brought in over $3.2 million in revenue. This de

pendence on larger inheritances points out the main reason for the 
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UBLE 6-IDEIUTAllCE TAXES ErCLUSIVE OF' THE 
"PICIC-uP" FOR FISCAL YEAJl 1973-74 

Class A Beneficiaries 

Number of Beneficiaries Taxable 
at Highest Rate Shown 

Exempt 
1% 
2% 
3'% 
4'7. 
5'7. 

1,698 
11,517 

1,521 
1,044 

59 
14 

15,913 

Amount Taxable 

$ 0 

140,268,077 
99,111,144 

181,894,651 
36,442,560 
26.660.318 

$484,316,750 

-Class B Beneficiaries

Number of Beneficiaries Taxable 
at Highest Rate Shown 

Exempt 
2% 
4'7. 
6'% 
8% 

10% 

988 
3,705 

474 
236 
109 

5 

5,437 

Amount Taxable 

$ 0 

22,.584,620 
15,605,721 
16,479,698 
19,608,650 

5.060.575 
$ 79,339,264 

Class C Beneficiaries 

Number of Beneficiaries Taxable 
at Highest Rate Shown 

· .. Exempt
5'7. 
7'7. 
9'7. 

12% 
15% 

1,043 
3,096 

309 
127 
61 

7 

4,643 

25,993 

Amount Taxable 

$ 0 

16,497,461 
10,774,633 
8,�61,881 

11,521,596 
6.968.461 

$54,324,032 

$618.040.046 

Total Tax Collections· 

$ 0 

1,402,625 
1,982,250 
5,456,833 
1,457,703 
1.333.016 

$11,632,427 

Total Tax Collections 

$ 0 

451,783 
624,212 
988,782 

1,568,692 
506.058 

$4,139,527 

Total Tax Collections 

$ 0 

824,963 
754,222 
770,569 

1,382,597 
1.045.268 

$4,777,619 

$20.549.573 

Note: It must be noted that because of the technique used �o gather the 
.inheritance tax returns, the results include data for a period s:ightly larger 
than the 19�-74 fiscal year. 

Source: The. data were compiled by the Department of Taxation •. 
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TABLE 7-PERCENTAGE DISTRIBUTION OF INHERITANCE TAX DATA, 
EXCLUSIVE OF THE "PICK-UP", FOR RETUBNS, TAXABLE AMOUNTS, AND TAX COLLECTIONS, 

FISCAL 'YEAR 1973-74 

Class A Beneficiaries 

Percentage of Beneficiaries Taxable 
at Highest Rates Shown 

Exempt 
1% 
2% 
3% 
4% 
5% 

6.5% 
44.5 
5.9 
4.0 
0.2 

� 
�l.2% 

Percentage of Total 
Amount Taxable 

0% 
22.7 
16.0 
29.4 

5.9 
4.3 

78.4% 

Class B Beneficiaries 

Percentage of Beneficiaries Taxable 
at Highest Rates Shown 

Exempt 
2% 
4% 
6% 
8% 

10% 

3.5% 
14.3 

1.8 
0.9 
0.4 
o.o

20.9% 

Percentage of Total 
Amount Taxable 

0% 
3.7 
2.5 
2.7 
3.2 
0.8 

12.8% 

Class C Beneficiaries 

Percentage of Beneficiaries Taxable 
at Highest Rates Shown 

Exempt 
5% 
7% 
9% 

12% 
15% 

4.0% 
11.9 
1.2 
0.5 
0.2 
o.o

17.9% 

100.0% 

Percentage of Total 
Amount Taxable 

0% 
2.7 
1.7 
1.4 
1.9 
1.1 

�% 

100.0% 

Source: The data were compiled by the Department of Taxation. 

Percentage of Total 
Tax Collections 

0% 
6.8 
9.6 

26.6 
7.1 
6.5 

56.6% 

Percentage of Total 
Tax Collections 

0% 
2.2 
3.0 
4.8 
7.6 
2.5 

20.1% 

Percentage of Total 
Tax Collections 

0% 
4.0 
3.7 
3.7 
6.7 

...2.d 
23.2% 
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revenue from the inheritance tax fluctuating from one year to another. 

Alternative Inheritance Tax Exemption Levels and Rates 

Before discussing possible changes in the existing law, it must 

be noted that there has been a continuing discussion of possible changes 

in the federal estate and gift tax area for a number of years. To this 

date there has been no action nor has there been any indication that 

action might come in the immediate future. However, the potential for 

change in the federal law does not mean that possible modifications 

in the Virginia inheritance and gift taxes cannot be examined. 

In the follow�ng analysis the Revenue Resources and Economic 

Commission presents four alternative inheritance schedules that would 

increase the progressivity of the inheritance tax. While the commission 

does not make any specific recommendations in this area it would iike 

to point out that the adoption of any of these alternatives could be 

used to meet any unanticipated revenue demands. 

Alternative l is presented in Table 8. The Revenue Resources and 

Economic Study Commission recommended this alternative to the 1974 

session of the General Assembly. It became Senate Bill No. 60, which 

was carried over in the Senate. This bill would double the present 

exemption levels for each of the three classes of beneficiaries. Class 

A beneficiaries would have a $10,000 exemption, class B, $4,000, _and 

class C, $2,000. This doubling of present exemptions would remove the 

tax liability of many small estates that contribute little to total 

revenues. Moreover, the changes in the exemptions would place Virginia 

more in line with the exemption policies of the other �tates. To make 

the t_ax more progressive would also require a more graduated rate 

schedule using a larger number of brackets in each class than the present 



-61-

schedule. In the rate schedule for Alternative 1, the nominal rates 

for class A are greater for all beneficiary shares above $10,000. For 

class B beneficiaries the tax rates do not change from current levels, 

except for the higher exemption, on all beneficiary shares up to 

$500,000 but are higher above that amount. Class C beneficiaries are 

subject to the same tax rates as under present law, except for the 

higher exemption, on beneficiary shares up to $100,000. On shares of 

$100,000 to $200,000 the rate actually declines; on beneficiary shares 

above that amount the tax rate increases. 

If Alternative 1 were adopted, tQe commission estimates that 

revenues from the inheritance tax would increase by approximately 18 

percent over revenues from the current structure. On the basis of 

inheritance tax revenue in 1973-74, this would have meant an increase 

of approximately $3.3 million in that fiscal year. Almost all of 

this increase would be borne by class A beneficiaries. The revenue 

from class C beneficiaries would actually decline slightly because 

of the .slight decrease in their rates • 

. To maintain the existing relationship between the inheritance tax 

and the gift tax, the gift tax rates and exemptions would also have to 

be changed to those in Table 8. In 1973-74 gift tax revenues were 

$1.1 million; therefore, the net effect of these changes would be to 

increase revenues by about $200,000 annually. 

The final provision of Senate Bill No .• 60 is an increase in the 

minimum gross estate necessary to file a return from the present 

$1,000 to $4,000. We must note that in the case of a class C 

beneficiary with a proposed exemption allowance of $2,000,. there is a 

possibility that by requiring no returns on estates of less than $4,000, 



Class A 

First $10,000 

TABtE 8.--PROPOSED CHANGES IN THE INHERITANCE TAX 
ALTERNATIVE 1 

Rate 
(%} Class B 

First $4,000 
over $10,000 and to $25,000 

Exempt 
1 over $4,000 and to $25,000 

over $25,000 and to $50,000 2 over $25,000 and to $50,000 
over $50,000 and to $100,000 3 Over $50,000 and to $100,000 
over $100,000 and to $200,000 
Over $200,000 and to $500,000 
Over $500,000 and to $1,000,000 
over $1,000,000 and to $2,000,000 
Over $2,000,000 

4 

5 
6 
7 

over $100,000 and to $200,000 
Over $200,000 and to $500,000 
Over $500,000 and to $1,000,000 
Over $1,000,000 and to $2,000,000 

8 Over $2,000,000 

Class C 

First $2,000 
Over $2,000 and to $25,000 
Over $25,000 and to $50,000 
Over $50,000 and to $100,000 
Over $100,000 and to $200,000 
Over $200,000 and to $500,000 
OV�r $500,000 and to $1,000,000 
Over $1,000,000 and to $2,000,000 
Over $2,000,000 

Rate 
(%) 

Exempt 
5 
7 
9 

11 
13 
15 
17. 
19 

Rate 
(%} 

Exempt 
2 
4 

6 
8 

10 
12 
14 
16 

I 

0\ 
N 
I 
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the class C beneficiary may be in the position of owing tax but not being 

required to pay it because his share of an estate may be over $2,000 

but less than $4,000. One way to alleviate this problem would be to 

amend Senate Bill No. 60 to require a minimum gross estate of $2,000 

to file a return. The revenue loss of this proposal would be practically 

zero while still relieving the Department of Taxation of administrative 

burden. 

Alternative 2 is quite similar to the first alternative (see 

Table 9). The treatment of class A beneficiaries is almost identical. 

Tax rates on class B beneficiaries ar� slightly higher than those set 

forth in Alternative l on all inheritances above $25,000. This increase 

is generally an additional percentage point of tax. The greatest difference 

between Alternatives 1 and 2 is in class c. The rates are increased 

by approximately 4 percentage points at the $25,000 to $50,000 level, 

and this increase continues over the entire inheritance scale. The 

goal of this schedule is to double the exemptions for each class and 

to increase the tax proportionately for all classes and levels. In 

Alternative 1 the tax on class C beneficiaries did not increase in 

proportion to the other classes. Alternative 2 remedies this situation. 

If Alternative 2 were adopted, the estimated rise in inheritance . 

tax revenues would be approximately 27 percent. This would have meant 

an increase of approximately $5.0 million in fiscal year 1973-74. On 

a percentage basis this increase would be borne equaily by class A 

and class C beneficiaries and to a lesser extent by class B beneficiaries. 

Alternative 3 attempts to simplify the tax to a degree by offering 

wider rate brackets than Alternative l (see Table 10). On the whole, 

it decreases the rates of tax for class A beneficiaries as compared to 
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Alternative 1. It also decreases the rates of tax on class B benefi

ciaries relative to Alternative 1 although on a smaller scale. The 

rates of tax for class C increase. This option is in line with the 

actions of some states that are increasing the rates of tax on class 

C beneficiaries to a greater degree than on those beneficiaries who 

are lineal descendants. 

Adoption of Alternative 3 would increase revenues from the inher

itance tax by approximately 26 percent, or about $4.8 million in 

fiscal year 1973-74. All three classes would share in the increase 

in equal proportions. 

Finally, Alternative 4 is an attempt to moderate the increase in 

tax for class A's relative to the others (see Table 11). Class-A 

receives an exemption of $15,000 rather than $10,000 as in the other 

alternatives. The class B exemption increases to $5,000 from the 

$4,000 granted by the other alternatives while the class C exemption 

remains unchanged from the other alternatives at $2,000. Relative 

to Alternative 1, the tax rates decrease slightly for class A, remain 

almost the same for class B, and increase slightly for class C. 

If adopted, Alternative 4 would increase inheritance tax revenues 

by approximately 12 percent. The increase in revenues would have been 

approximately $2.2 million in fiscal year 1973-74. The larg_es� part 

of the increase would come from class A beneficiaries even though they 

receive a $15,000 exemption. 

It should be noted again that to maintain the existing relationship 

between the inheritance tax and the gift tax, the gift tax rates and 

exemptions would also have to be changed. A modification of the gift 

tax rates and exemptions to those in Alternative 2 and 3 would yield 

approximately $250,000 annually while a change to Alternative 4 would 

yield approx:illlately $100,000 annually. 



Class A 

First $10,000 

TABLE 9.--PROPOSED CHANGES IN THE INHERITANCE TAX 
ALTERNATIVE 2 

Rate 

(%) Class B 

First $4,000 
Over $10,000 and to $25,000 

Exempt 
1 Over $4,000 and to $10,000 

Over $25,000 and to $50,000 2 Over $10,000 and to $25,000 
Over $50,000 and to $100,000 3 Over $25,000 and to $50,000 
Over $100,000 and to $250,000 
Over $250,000 and to $500,000 
Over $500,000 and to $1,000,000 
Over $1,000,000 and to $2,000,000 
Over $2,000,000 

4 Over $50,000 and to $100,000 
5 
6 
7 
8 

Over $100,000 and to $200,000 
Over $200,000 and to $500,000 
Over $500,000 and to $1,000,000 
Over $1,000,000 and to $2,000,000 
Over $2,000,000 

Class C 

First $2,000 
Over $2,000 and to $5,000 
Over $5,000 and to $10,000 
Over $10,000 and to $25,000 
Over $25,000 and to $50,000 
Over $50,000 and to $100,000 
Over $100,000 and to $200,000 
Over $200,000 and to $500,000 
Over $500,000 and to $1,000,000 

,Over $1,000,000 and to $2,000,000 
Over $2,000,000 

Rate 

(%) 

Exempt 
5 
7 
9 

11 
13 
15 
17 
19 
21 
23 

Rate 

(%) 

Exempt 
2 
3 

5 

7 
9 

11 
13 
15 
17 

I 
0\ 
IJ1 
I 



Class A 

First $10,000 

TABLE 10-•PROPOSED CHANGES IN THE INHERITANCE TAX 
ALTERNATIVE 3 ... 

Rate 
{%) 

First $4,000 
Over $10,000 and to $50,000 
Over $50,000 and to $100,000 
Over $100,000 and to $500,000 
Over $500,000 and to $1,000,000 
Over $1,000,000 

Exempt 
2 
3 
4 
6 

7 

Over $4,000 and to $25,000 
Over $25,000 and to $50,000 
Over $50,000 and to $100,000 
Over $100,000 Slld to $500,000 
Over $500,000 and to $1,000,000 
Over $1,000,000 

Class C · 

First $2,000 
Over $2,000 and to $25,000 
Over $25,000 and to $50,000 
Over $50,000 and to $100,000 
Over $100,000 and to $500,000 
Over $500,000 and to $1,000,000 
Over.$1,000,000 

Rate 
_ru_ 

Exempt 
7 

10 
13 
15 
17 
19 

Rate 
{%) 

Exempt 
. 4 

6 
8 

10 

12 
14 

I 

(1\ 
(1\ 
I 



Class A 

First $15 1 000 

TABLE 11--PROPOSED CHANGES IN THE INHERITANCE TAX 
ALTERNATIVE 4 

Rate 

(%) Class B 

First $5,000 
Over $15,000 and to $50,000 

Exempt 
2 Over $5,000 and to $25,000 

Over $50,000 and to $100,000 3 Over $25,000 and to'$100,000 
Over $100,000 and to $500,000 
Over $500,000 and to $1,000,000 
Over $1,000,000 and to $2,000,000 
Over $2,000,000 

4 

5 
6 
7 

Over $100,000 and to $500,000 
Over $500,000 and to $1,000,000 
Over $1,000,000 and to $2,000,000 
Over $2,000,000 

Class C 

First $2,000 
Over $2,000 and to $25

1
000 

Over $25,000 and to $100,000 
Over $100,000 and to $500,000 
Over $500,000 and to $1,000,000 
Over $1,000,000 and to $2,000,000 
Over $2,000,000 

Rate 

(%) 

Exempt 
6 
9 

12 
15 
18 
21 

Rate 

(%) 

Exempt 
3 
6 
9 

11 
13 
15 

I 

0\ 

..... 
I 
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Inclusion of Life Insurance in the Base 

At present, by administrative rul:lng, the proceeds from life insur

ance are taxable only if they go to the estate. If they gq directly to 

a designated beneficiary, they are exempt. 

There are factors that support a change in this area. To exclude 

a part of life insurance from taxation could be considered arbitrary. 

Other death taxes do not have this exclusion; for example, the base of 

the federal estate tax includes the.proceeds from all life insurance. 

It should be pointed out, however, that there are substantial differences 

in the Virginia inheritance tax structure and the federal estate tax 

structure. Although federal law :Includes life insurance proceeds, it 

does permit many deductions and exemptions that Virginia law does not 

allow. The other factor that supports a change in this area is that 

the state is losing a large amount of revenue by not including all life 

insurance proceeds in the tax base. If life insurance had been included 

in the tax base for the year 1970, the base would have increased by an 

estimated $35.6 million •. !/ Given the assumption that it was subject to 

the overall effective rate of 3.3 percent for the inheritance tax in 

1973-74, the additional revenue would have been approximately $1.1 million 

annually. 

On the other hand, there is reason not to support a change in this 

area. Virginia's �nheritance .tax is based, on the concept, of taxable 

estate. If the decedent had life insurance that was not payable to 

Y This estimate is based on federal estate tax re!·urns filed 
during 1970. See Internal Revenue Service, Statistics of Income, 1969, 
Estate Tax Returns, (Washington: Government Printing Office, 1972), 
p. 11. The Virginia figure was estimated by taking the ratio of Virginia
life insurance in force to U. S. life insurance in force in 1969.
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his estate, then the life insurance proceeds would not necessarily 

constitute part of the decedent's estate, 

Lifetime Exemption Under the Gift Tax 

The present gift tax law allows a donor to take an unlimited 

number of annual exemptions with the amount and number each year 

dependent on the class and number of beneficiaries. The amounts of 

the exemption are identical to those allowed for the inheritance tax. 

The commission has studied the feasibility of adopting a $30,000 

lifetime limit on the amount of annual exemptions that a donor can 

claim before becoming liable for the �ift tax. The primary advantage 

of such a lifetime maximum on annual exemptions is that it would limit 

tax free gifts and increase revenues by a small amount. In addition, 

the constraint would strengthen the inheritance tax by not allowing 

donors to dispose gradually of their estates before they became 

subject to the inheritance tax. 

On the other hand, there are reasons not to change the present 

exemption treatment, The revenue loss caused by the present treatment 

is relatively small, The gift tax in recent years has produced only 

$1 to $1.5 million annually; moreover the adoption of a maximum life

time exemption policy would increase the administrative duties of the 

Department of Taxation. The department would have to maintain additional 

records to keep track of the total exemptions that a donor had claimed 

in the past to determine if the donor could still claim-any exemptions. 

Finally, if a fixed lifetime exemption were granted, the aillount of 

relief given to a donor who distributed his gifts to a class C beneficiary 

would be substantially higher than for a donor who chose to distri-

bute to a class A or c�ass B beneficiary. The result of this provision 

would be radically different from the present inheritance tax law, 
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which taxes gifts to class A beneficiaries less than class B and similarly 

class B beneficiaries less than class C beneficiaries. 

One alternative to mitigate the effects of this last problem would 

be to allow a different maxi.mum exemption for each of the three differ

ent classes of beneficiaries. For example, the limit on lifetime exemp

tions could be set at a total of five annual exemptions regardless of 

class. Thus, if the present exemptions were doubled, the maximum life� 

time exemption would be $50,000 for class A, $20,000 for.class B, and 

$10,000 for class c. For a married couple these amounts could double. 

If a donor decided to apply the exemptions to more than one class of 

beneficiary, the situation could be handled by allowing the annual 

exemption to be granted until the fraction of all classes of exemptions 

used totaled 1. For example, if a donor wanted to distribute gifts 

to all three classes of beneficiaries and used 50 percent of the annual 

exemptions for class A, 25 percent for class B, and 25 percent for 

class C, the respective amounts of the lifetime exemption would be 

$25,000, $5,000, and $2,500. 

Senate Bill No. 59, carried over to the 1975 session of the General 

Assembly in the Senate, embodies the lifetime exemption concept but 

not the specific one studied by the commission. A proposed amendment 

in the nature of a substitute drafted by the Department of Taxation 

reflects that specific �ifeti.me constraint (see Exhibit 13 in the 

Appendix). 

While the commission makes no specific recommendation in this area, 

a maximum lifetime exemption of $30,000 could be used to meet any 

unanticipated revenue demands. As already noted, its revenue yield 

would be small, perhaps approximately $100,000 per year. 
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Elimination of the Virginia Dividend Exclusion 

At the present time the dividends paid by Virginia corporations 

are excluded from income taxation. There are, however, four types 

of corporations and associations that are not subject to the state 

corporation income tax, and the dividends paid by them are not deductible 

by the recipients: 

1. Public service corporations
2. Insurance companies
3. Reciprocal or inter-insurance exchanges
4. Credit unions

National banks wherever located and state banks and trust companies 

in Virginia are not subject to the state corporation income tax, but 

the dividends.paid by them are fully deductible by the recipients. 

For the most part, therefore, the question of exclusion is confined 

to dividends paid out of earnings and profits of corporations engaged 

in manufacturing, mining, merchandising, business service, and 

farming. 

During preconfonnity (all taxable years beginning before 

January 1, 1972), Virginia law provided that if only part of the income 

were assessable - that portion,derived from busil.1ess within the state -· 

then only the corresponding part of the dividends would be deductible. 

For example, if 40 percent of a corporation's income were taxable by 

Virginia, 40 percent of its dividends would be deductible on the 

Virginia individual income tax. The varying percentages of different 

corporations made this a complicated procedure. Conformity attempted 

to. simplify this procedure. If less than 50 percent of the corporation's 

net income is taxable by Virginia, then no portion of the dividends paid 

by the corporation to Virginia residents is deductible. On the other 

hand, if 50 percent or more of ·the corporation's iucome is taxable in 
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Virginia, then all of the dividends paid by the corporation to Virginia 

residents are deductible. 

There are arguments for continuing the present treatment. The 

exclusion of dividends may attract additional investment in Virginia 

corporations and thus encourage their development and growth. The 

present treatment of Virginia corporate dividends may also prevent 

double taxation. That is, if a tax is paid by a corporation on its 

profits and if a stockholder is taxed again when the profits are 

distributed to him in the form of dividends, the original income 

is taxed twice. It should be pointed out that the double taxation 

theory has been subject to much controversy. In effect, this theory 

implies that, if it were·not for the tax at the corporate level, the 

stockholder would receive additional dividends equal to the amount of 

the tax paid in his behalf. If this implication were a fact, it 

could be argued that there is double taxation. It may be a fact in 

extremely rare cases but, as a general rule, would not be the case as 

this tax is viewed by most c:.orporations as just another factor in 

the costs of production. If removed, it could be spread in at least 

three ways - in part as additional dividends, in part in lowered 

prices, and in part to higher wages or _other costs. Thus, there is no 

general agreement as to who pays the tax, for the situation varies 

widely between corporations and within specific corporations may 

vary from year to year depending upon the economics of the situation 

at the tm.e.!/ 

!/ Double taxation arguments apparently assum.; there is no
shifting of the burden of the corporate income tax away from the 
owners of capital. There is considerable disagreement over how the 
corporate income tax is shifted. For a survey of the debate see 
William H. Oakland, "A Survey of the Recent Debate on the Short-Run 
Shifting of the Corporation Annual Income Tax," in Proceedings of the 
National Tax Association, 1969, pp. 525-547. 
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On the other hand, there are reasons to change the treatment of 

dividends paid by Virginia corporations. The exclusion represents 

a departure from the state's conformity to federal income tax law and 

appears to violate the notion of horizontal equity, which calls for 

individuals ·with the same income to pay the same tax. Moreover, the 

$100 dividend exclusion already granted under conformity probably 

mitigates any adverse effects of double taxation. 

Another argument for elimination is that this form of tax relief 

is so limited that it provides little additional incentive to invest 

in Virginia corporations. This view has support from the Division of 

Industrial Development. The division thinks that eliminating the 

exclusion would have little effect on the ability of manufacturers to 

raise capital and generally would create no serious problems affecting 

Virginia's competitive position in attracting new industry.!/ 

A final reason is that exclusion of Virginia corporate dividends 

costs the state $3 ·to $5 million annually.'!:./ This loss can be viewed 

as a tax expenditure. Its objectives and effects are s:illlilar 

to actual expenditures for a program in the budget. Both reduce revenues 

available for other purposes; however, the program would explicitly 

appear on the expenditure side while the tax expenditure does not 

appear anywhere. As a result, the executive branch, the legislature, 

and the public can subject this tax expenditure to less critical analysis 

than _______________an explicit expenditure. Two other differences-between 
the dividend 

!/ See as Exhibit 14 in the Appendix the letter from the Division of
Industrial Development for these and other comments on the taxation of 
dividends. 

!/ This estimate relies on data made available by the Internal Revenue 
Service in Statistics of Income - 1971

1 
Individual Income Tax Returns 

(Washington: Government Printing Office, 1973). 

_______________
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exclusion and an explicit expenditure are that the exclusion is auto

matically more beneficial to high than to low income taxpayers because 

of the progressive rate schedule and that it provides no benefits to 

persons too poor to pay the income tax. 

Elimination of the present Virginia dividend exclusion could be 

used to meet any unanticipated.revenue demands, for such a step would 

yield the state $3 to $5 million annually. The commission recommenda

tion to the 1974 session of the General Assembly to eliminate the 

Virginia dividend exclusion is embodied in Senate Bill No. 61, which 

the Senate Finance Committee carried 'over to the 1975 session of the 

General Assembly. Senate Bill No. 61 did reflect the desire of the 

commission to retain the exclusion from individual income taxation of 

the dividends paid by national banks and state banks and trust companies. 

Effect of Federal Changes on Virginia's Tax Structure 

Beginn:i.ng in 1972, Virginia conformed its individual income tax 

structure in large part to the federal income tax structure. Basically, 

Virginia adopted the ·federal deductions, standard and itemized, but 

chose slightly lower personal and dependent exemptions. The original 

goals of conformity were to provide an equitable tax structure and to 

ease administrative problems for the taxpayer and the Commonwealth 

while minimizing the revenue impact of any changes. For the most part 

these goals have been achieved .• 

One drawback of conformity is the.desire at the federal level in 

recent years to continually change the income tax structure and the 

resulting potential uncertainties that this imposes on the Virginia 

fiscal outlook. A current example of this pr�blem is that in 

November, 1974, the House Ways and Means Committee voted to increase 
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the minimum standard deduction from the present $1,300, for either 

individuals or married couples, to $1,600 for single persons and 

$1,900 for married couples • .!/ Their proposed bill also included an 

increase in the maximum standard deduction from the present 15 percent 

of income up to $2,000 to 16 percent up to $2,300. The passage of 

this tax relief to lower and middle income persons would cause an 

estimated $12 to $15 million annual decline in state revenues. This 

decline would be only partially offset in Virginia by the additional 

revenue produced by the other components of the bill; for example, it 

calls for the gradual elimination of �he oil depletion allowance, 

and at the federal level the revenues gained from this would almost 

equal the revenues lost through the tax relief provisions. In 

Virginia, though, the elimination 9f the oil depletion allowance would 

produce less than $1 million and cause a serious revenue shortfall. 

Other tax reform proposals similar to the bill approved by the Ways 

and Means Committee would have the same result for Virginia - tax re

lief causing a significant revenue decline offset only in part by 

the revenues generated through the closing of various tax loopholes. 

The commission wishes to point out that the Commonwealth has two 

ways to deal with the effects of any changes at the federal level. The 

state cou�d anticipate the federal reform and freeze the present pro

visions of the state income tax law (i.e. $1,300 minimum standard 

deduction and 15 percent up to $2,000 maximum standard deduction) for 

a·specified period of time. The result could be deconformity but no 

!/ The 93rd Congress has not considered the bill. Possible 
action has been deferred to the 94th Congress. 

_______________
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immediate revenue loss and an opportunity to study means of returning 

to conformity. The other option would be to accept the federal reforms 

and the revenue drop and to decide on an alternative revenue source to 

make up the shortfall. 

Issues for Further Study 

The commission feels that a continuing review of the fiscal 

outlook at the state and local level, alternative sources of additional 

revenue, and new programs is essential. The commission will continue 

its work in these areas as it has in the past. In addition to the 

general framewor�, however, the commission would like to list a 

number of specific issues that will receive top priority in the coming 

year. These issues are as follows: 

(1) State and local license taxation

(2) Comparison of the taxation of public service corporations

to private corporations

(3) Taxation of trucks and railroads

(4) Taxation of capital not elsewhere taxed.
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Respectfully submitted, 

Leroy S. Bendheim, Chairman 

Carrington Williams, Vice-Chairman 

George S. Aldhizer, II 

Sam T. Barfield* 

George W. Jones 

John L. Knapp 

Joseph A. Leafe 

J. Harry Michael, Jr.

Raymond Munch 

Stanley A. Owens ** 

Owen B. Pickett *** 

Lester E. Schlitz 

* See Additional Comments .of Mr, Barfield, page 78.

** See Dissenting Statement of Mr. Owens, beginning page 79. 

� See Partial Dissent of Mr. Pickett, page 91. 



-78-

Additional Comments by Sam T. Barfield 

While I approved and signed the report of the Revenue Resources and 
Economic Commission, I wish to make the following comments: 

When the Commission approaches the question of local license 
taxes, it is urged that care be taken not to disturb a source of revenue, 
which is irreplaceable from the locality's standpoint. 

I subscribe to the philosophy of limiting localities from applying 

discriminatory and inequitable taxes to certain ciassifications of 
business. 

I would further urge the Commission not to be too hasty in removing 
State business license taxes, even though this might not be a large 
revenue producer. ·The application of State business licenses serves as 
a policing agency for the locality in their application of the local 
business license. I do not know of too much objection to the State 
business license and according to our local.business population, they 
do not object to it. 
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FINAL STATEMENT OF STANLEY A. OWENS TO BE MADE A

PART OF THE FINAL REPORT OF THE REVENUE RESOURCES 
AND ECONOMIC COMMISSION 

I cannot conscientioudy join in all aspects of the proposed report of 

the Revenue Resources and Economic Commission l:o be sent to the Governor 

and the General Assem.bly. 

I do agree with Item (5) of the introduction regarding assessment and 

taxation of public service corporation property because it more nearly approaches 

fairness and equity for the reason that the Corporation Commission assesses 

primarily on the unit method and these units are fairly easily determined and 

over the years have developed more competence and expertise in arriving at 

fair and equitable values. Also, I think the gross receipts tax is grossly unfair 

because it is not based on ability to pay. This applies on the state level as well 

as the local level. This method of taxation should be completely abolished. A 

business may amass a million dollars in gross receipts but not have enough net 

profit to pay a ta:� based on gross receipts. 

- 1 -
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I .agree basically with Items (1), (2), (3), (4), and (5) regarding

inheritance and gift taxes, exclusion of retirement income from state personal 

income tax, eli:m.ination of the dividend exclusion from state personal income 

tax, changes in the taxation of rolling stock of motor carriers and tax relief 

for disabled. 

I think we should determine.what a basic cost of living is and apply 

it to everybody, which, in my opinion, would be equitable and fair to everybody, 

and those of sufficient industry and ingenuity to earn income over the predetermined 

floor of a decent cost of living should be permitted to do so. This basic cost of 

living, including that of dependents of the taxpayer, would then be deductible 

from income. 

The assessment system, in my opinion, based on almost thirty:.t:wo 

years of observing the operation of it, is not based on equity and fairness and 

should be abolished. 

To try to patch up the iniquitous assessment system would not accomplish 

such purpose but would simply perpetuate the inequities of it because human 

- 2 -
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error is inescapeable. 

I am attaching herewith my �pdated statement previously filed with the 

Co:mm.ission which I would like published as a separate statement under and 

over m.y name, knowing full well that further work needs to be done on many 

aspects of the ideas I promote and with the nagging feeling that if we do not go 

to the income and sales tax method of raising necessary revenue, tied to a 

local piggyback· right and limitation, something equivalent to it will be forced 

on us by the courts. 

I think the money expended in assessments a,. d general reassessments 

is totally wasted for reasons I pointed out in my full statement attached hereto. 

I talked with Senator Bendheim about filing this separate report and as 

I understand it, he thinks I am. under obligation to make my own views known in 

m.y own way. 

Therefore, an updated statement filed with the Co:mm.ission is attached 

hereto as I wish it to appear in the report of the Revenue Resources and Economic· 

Commission to be submitted to the Governor and the General Assembly. My 

report follows. 

The premise of this statement is to equalize the tax burden and make 
- 3 -
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it fair and equitable. Each taxpayer can compare what he pays in real estate 

tax with what the result of this statement will mean in comparison thereto. 

A_s all the members of this Comm.ission are aware. the concept of 

local ad valorem property taxation has in recent years become the object 

· of severe criticism from a growing variety of sources. The use of funds

derived from local property taxation to help subsidize the costs of free public

education and the non-unifonn exemption and assessment policies of localities

are just a couple of the issues hardest hit of recent·criticisni.

This criticism has resulted in nationwide litigation in the public 

education field and the Rodriguez case from Texas has gone all the way to the 

United States Supreme Court. In Rodriguez, the property tax was not invali-

dated on the basis that no applicable Federal Constitutional question was 

involved; however, it was acknowledged that the property tax probal:!ly could not 

adequately be made mathematically .equal in it s application to all groups of

people. The Court fu:-ther stated that any scheme of local taxation requires 

the establisblnent of arbitrary jurisdictional boundaries and that the need for 

refonn is apparent in a taxation system. which may well have relied too long 

-4-
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ancl too heavily on the local property tax. The Serrano case from Cali-

fornia will test substantially the same issues and the decision in this 

case might well be different from the Rodriguez decision because Cali-

fornia requires quality and equality of education just as Virginia does. 

However, Serrano has not yet reached a court of last resort. 

Having served as Com:m.onwealth's Attorney for Prince William 

County for sixteen years, I personally witnessed inequities and unfairness 

associated with local property taxation. During that sixteen years, our 

Board of Supervisors went through five or six general reassessments at a 

cost of thousands of dollars. For instance, Prince William County, during · 

the years 1959, 1965, 1970, and an estimate for 1974 will have'spent 

$96Z, 947. 66. The reassessment for 1974 will be obsolete even before it is 

completed. Moreover, these expenditures can be multiplied over and over 

statewide and some way should be found to eliminate. this intolerable· situation. 

I will not be around long enough to see complete and final reform that this 

Com:m.ission under Chapter 367 of the 1974 Acts of Assembly and the Senate 

Joint Resolution under which we are now working , come to full fruition. 

- 5, -
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There is no such thing as a true expert. I have represented the State 

Highway Department since 1938, and I observed early in the appraising of 

real property -that there were no two "qualified"(?) experts, acting in-

dependently. who would arrive at anywhere near the same appraisal figure. 

As long as we have the assessm.ent and reassessm.ent systeni, local or state, 

it will be shot through with human error. It is just im.possible to make it 

otherwise. This is the ·reason I am. so "addicted" to t:he incmne· and sales 

tax approach in raising revenue. Why has the federal government newer 

resorted to the real estate assessm.ent and levy system.. The answer is 

obvious. 

There was comm.on agreem.ent that inflation and developm.ental pressures 

inunediately render:ed every new general reassessment both_ disproportionate 

and unfair. 

With these thoughts in mind, I have decided that the only way to develop 

a thoroughly p�ortionate, if not equitable source of revenue is thrwgh the 

income and sales tax and the elimination of taxation on real estate. I realize 

that the real estate property tax is the major source of revenue for local 

- � -
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governments and its elimination would call for a major restructuring of the 

State-local tax framework. In fiscal year 1973, total county, city and town 

levies on locally assessed real estate were $437 million and those on public 

service corporations property were $54 million, for a total of $491 million. 

In comparison, State individual income tax collections were $442 million,. 

and State and local sales tax collections were $393 million for a total of 

$835 million. 

From these figures, we can see that the property tax is a huge revenue 

producer and just like everything else in this period of inflation, it is growing 

rapidly. From fiscal year 1957 to fiscal year 1973 real estate property tax 

levies increased at an average ·annual rate of 10%. From fiscal year 1968 to 

fiscal year 1973, the average annual increase amounted to 12. 5%. It is steadily 

becoming a larger percentage of personal income and a bigger burden on the 

taxpayer, especially those living on a fix�d income. In recent public opinion 

polls on taxation, the property tax has consj.stently been shown to be the most 

disliked by the public. 

This presents the dilemma of what to do with absentee landlord with iarge 

7 
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real estate holdings in Virginia, which are not subject to the income or 

sales tax. This might call for radical amendments to our constitution 

and statutes dealing with assessments and taxation. 

The Constitution might provide that as to land holdings owned 

directly or indirectly by a non-resident person, firm or corporation and 

which exceed fifty acres shall be assessed and taxed by the State in a manner 

to be provided by law. · Each such owner would be given a credit against the 

State tax in the amount of the State income tax (especially possible capital 

gain taxes) it paid or its sales tax payments on its own purchases; this 

would insure payment for such owner in one form or another. The classifi-

cation can be as high or as low as is desired and it could be made to apply 

only to unimproved property or property a majority of which is unimproved. 

The State Department of Taxation could make an analysis of land holdings 

that would give you a relatively good idea of how much money is involved. 

As to changes in the Constitution, paragraph (a) of Section 10 of 

Article VII will have to be revised since it is tied to real estate; attention 

might be paid to have the bond limit fixed under Section 9 of Article X. 

- 8 -
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Article X will require num.erous changes: Section 1 will have to 

be rewritten, as will Section 2; Section 3 should be repealed; Section 4 

will have to be rewritten and made applicable to taxation of real estate by 

the state. There are doubtless other sections which will require corrections, 

but those listed appear to be the major ones. 

While I realize that the approach I am suggesting does not get 

entirely away from the assessment problem, it does so to a major degree 

and will provide, as nearly as may be, £or uniformity of assessments. 

Since the tax money will be going to the state without any local tax involved, 

the abuses which led to the state getting out of the real estate tax field in 

1927 and the adoption of the 40% ratio, should not arise again. 

I£ the property tax is to be replaced, we must find some alternate 

tax bases to replace the revenue now generated by the property tax. Those 

bases which distribute the tax burden most equitably according to the ability 

of the individual taxpayer to pay would seem to be the most readily acceptable 

to the majority of taxpayers. 

As Dr. John L. Knapp has so aptly stated, "Elimination of the tax 

- 9-
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would ope� a gaping hole in local government finance that would be difficult 

to fill by either expanding existing local revenue sources or cutting local 

expenditures. In rural localities where the tax makes up 60% or more of 

locally raised .revenue, other revenue bases of sufficient size do not exist, 

and in urban areas, the required increases in local reve:nae sources would 

be very large11
• 

Increasing the existing rates on income and sales taxes to replace 

the revenue presently derived from the property tax seems to be a feasible 

alternative to property taxation. Some limited �e of pi ggy-back income 

tax authorized to localities might be indicated. This would give localities 

flexibility to supplement their. local budgets for individual local purposes such 

as school frills if they see fit, or other purposes. 

Economists have estimated that the tax revenue presently attributed 

to real property taxation can be replaced by increasing the sales tax to 7% and 

restructuring income tax rates to begin at 4. 5% on the first dollar of taxable 

income and range to 8. 5% on taxable income over $15,000. It has been estimated 

that a one percent increase in the sales tax rate coupled with a 90% increase 

in income tax collections via a local individual income tax would also replace 
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the revenue now generated by local property taxes. 

The elimination of local real property taxation will require both 

statutory am.endments to Title 58 and constitutional amendments to Article 

VII and Article X of the Virginia Constitution. Chapter 15 of Title 58 entitled 

Real Estate Assessments and consisting of Sections 55-758 through 58-828 

could be repealed. Chapter 19 dealing with local boards of equalization and 

Chapter 21 of Title 58 dealing with delinquent taxes on land and tax titles 

could also be repealed if the real estate tax is eliminated. However, these 

changes are only the ones that are readily apparent at first glance. Other 

changes througl:Dut the body of the Code of Virginia would be necessary upon 

the elimination of the property tax and an increase in the rate of sales and 

income taxes. 

The effects of such a change in the basic tax structure of the 

Commonwealthare patently far-reaching and I do not recommend that_ such

changes be initiated without through in-dep�l- !'"!xdy to determine the 

feasibility of such action. However, that is the charge this Revenue 

Resources and Economic Commission is now undertaking. 

- 11-.
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Evidence has shown that the property tax is in disfavor with the 

public and is based on an unscientific method of periodic assessment. 

Recent increases in property assessments and tax rates have made 1:he 

property tax a barrier l:o home ownership for some citizens. It is esl:i-

mal:ed that the income tax which is based on self-reporting is about 98% 

honest. Also, the sales tax has proved able to reach the large majority 

of sales. 

The duration of the search for suitable alternatives to the property 

tax will probably go on for a long time, probably beyond my lifetim.e, and 

.· prove l:o be very complex and controversial. However, I believe that the 

evidence presented to this Commission mandates that we continue our 

in-depth study of the feasibility of l:he elimination of the local property tax, 

a search for alternative bases of taxation and a study of the effects of the 

use of such bases on the taxpayers of the Commonwealth. 

The local real esl:al:e tax field is so filled with inequities that 

medication cannot help ii:. Surgery is 

what this stal:ement proposes. 

_ 12 _ 
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Partial Dissent by Owen B. Pickett 

I have reviewed the draft copy of the Report to the Governor and 
General Assembly by the Revenue Resources and Economic Commission and 
return herewith the signature page of the report which I have signed, 
although I do not concur with the recommendation in the report that public 
service corporation property be assessed and taxed as a separate class 
of property until 1986. 

While we have undertaken a program to simplify and improve the 
assessment and collection of property taxes, this recommendation would 
have us start making exceptions at the very onset of a new program; which 
does not appear to me to'be desirable, inasmuch as there are other 
alternatives for resolving this problem. The assessment and collection 
of taxes on public service corporation property already requires too much 
time of the State ana local governments and it is my recommendation that 
public service corporation property be assessed and taxed by each locality 
the same as other property is assessed and taxed in that locality. 

With the foregoing exception, I approve the draft copy of the Report 
of the Commission. 
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IICXBIBIT 1 

3 A 31LL to amend and reenact SS 58-512.l and 58-7&0 of the 
4 Code of Virginia, relating to assessments and rates of 

· 5 taxation. 

b 

7 Be it enacted by the General Assembly of Virginia: 

a 1. That iS 58-512.l and 58-760 of the tode of Virginia are

9 amended and reenacted as follo�s: 

lJ § >B-512.1. increase in assessed valuation.---A.& Any

11 increase in the assessed valuation of any public service 

12 corporation property in any taxing district shall be made by 

13 ap�lication of the local assessment ratio prevailing in such 

14 taxing district for other real estate as determined by the 

1.5 most recently published findings of the Department of 

lb Taxation; provided, however, that on January one, nineteen 

17 hundred sixty-seven, one twentieth, and.on each subsequent 

18 January one for nineteen years an additional one twentieth, 

19 of the assessed valuati.on on January one, nineteen hundred 

2) si<ty-six, (reduced by forty per centum of the value of the

21 amount, if any, by which total retirements since.January 

22 one, nineteen hundred sixt�-six, exceed total additions 

23 since that date), shall be assessed by application of the 

24 local assessment ratio as provided above, and the remainder 

25 sh1II continue assessed by application of the forty per 

26 centum assessment ratio as heret ... ?;,;,:-g administered. 

27 Thereaft�r ·�e whole shall be assessed by application of the 

1 
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1 local assessment ratio as provided above provided however, 

2 such property will be assessed at its fair market value at 

3 th� time of each assessment.

4 �l!I.E.twithstanding anY erovjsjon of subs�!L.A., when the 

s as���sment of Pt.Sle.e..t1:'t-.i.1!..iUl:t..taxjng si.istrjct is ma�_a.t_�

&. b.Y.!li!ce_d percent fair market yatue as eroyided in 2 58..=1£D..&. 

1 tta state corporation couiss;on shal I certify ;ts

s a.:iu.ssment to· sucb taxing district tor imposition of the

9 1o;at tax rate, Begjnnjng January one, nineteen hundce..d 

lJ .:u:.untx-six, al I pub! ic secy ice corporation proeerh in_:t.u 

11 �rocess of egyaf ization oyer a twenty-year eer;ost_as. 

12 e..t..!Utisied in subsectjon A,, sbatl be defjned ��e.afJl:t.e. 

13 ltam of taxation all.d. shall constitute a clas:u.1.lcatjon tor 

1� 1o;a1 taxation separate from other classifications of 

1s eLaeertx, such eropertY in tbe process of equal ;zat.utn

1& s.hl.lli toe such period as eroyided for io subsection A.

11 £2otjnue to be assessed at forty perce�1-.t.1:m_:!Ai.L-ma� 

1s ��1.1.l.e...and taxed at the nominal rate applicable to eublic

1; �t.:£.ice core5ll.a.:t...i.9.D...Pt9Pectx for the taxable year oioei�en 

2) hYn£��eventv-fix.e..�-e.I.D..lt:1Ae�s howeveLs-11l.a1-iUl�Q..U.ni.:u.

21 city or town may increase any such nominal rate, if the 

22 effective rate for such separate class of public service corporation 

23 property·is lower than the effective tax rate applicable for other 

24 classifications of property in that locality so that the effective 

25 rate on the separate class of public service corporation prepertv 

26 is never less than the effective rate on all other classe·s .of propertv. 

27 ,�- On request of any local taxing district in connection 

28 with any reassessment of property representatives of the 

State C�rporation Commission shall consult with 
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1 re�resentatives of the district with regard to ascertainment 

2 and equalization of values to help assure uniformity of 

3 ap?raisals and assessments in accordance with the provisions 

4 of this section. 

5 s 58-7&0. What real estate to be taxed;assessment at 

b on2 hundred percent fair market value. --All real estate, 

7 except such as is exempted by law, shall be subject to s�ch 

8 annJal taxation as may be prescribed by law. 

9 8,eg;nning Januux one, oioeteen hundred seyentx-six, 

lJ �11-�ssessments of real estat@ �hall b� made at one_lJ..uD£��g 

11 �L£eot fair market value. AnY county or city, which Pciac 

12 �-�anyarx one, nj�teen hundred seyentx-six aea�a-ii�e� 

13 m�ltiple gr percentage to fair market value in order to 

1� ��� the assessed value of ecaeerty, shall lower the ca�

15 of tax leyx by sY£b,_an amount that the aggregate real a��t� 

lb tax payable would _egual the amount. of tax as..,!oul.d be palfble

17 2.Li2r to assess��t one hundred eecciat faic !!!A!.� 

18 lli.11.1.� 

19 # 
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EXHIBIT 2 

� A >ILL to amend the :ode of Vir�inia by addin� a section 
3 numbered s�-bl7.l, relating to property record cares. 

4 

�e ii enacted oy the General Assembly uf �irginia: 

ti 1. Tnat the Coae of Virginia is amenaed bY aa�ing a section

7 nun o e red· !> 8 -B l 7 .• 1 as f o I I ow s : 

0 i �6-817.1. Property record cares; required data.--Any 

� coJnty or city ass�ssor or otner officer charyed �ith the 

lJ assessment of real estate wno maintains property record 

ll cards snail include thereon the appraised value of the 

12 property and i�provements, if any, and the calculations used 

13 in aeter�ining the assessed value of such property �na 

14 im�rovements. 

1S 
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EXHIBIT 3 

j A 31LL to amend the Code of Virginia by aading a section 
� numbe:red 5c-79l.U2, providing for public disclosure of 
� certain assessment records. 

7 be it enacteo oy the General A::;sembly of Virginia: 

u 1. Tnat the �ode of Virginia is a�enoed by aoding a section

=:- n�noered 53-7:12.:)2 as follows: 

l .J § 58-7�2.Jl. Public disclosure of certain a�sessment 

11 re:::oras.-A. Neitwithstanding tt"1e provisions of § 5o-<t6, al I 

12 oroperty r•cord cards, within the custoay of a county or 

1� city assessor or otner officer charged with tne assessment 

1 � cf r ea I estate • s t1 a I I , du r i n g the norm a I ei f f i c e hour s of:_ 

1� su:::n official, be open for inspection by any person de:siring 

1� to revie� s�ch cards. 

1 7 �. Any person, �hose real property has been asscssea 

lo for tal(ation, snal 1, upon rt:q;..est, be al lu1,ed to examine the 

1; worKing papers used by any such acscssing official in 

2J arrivinQ at tne appraised and assessed value of s�ch 

21 oerson's land and improvements-thereon, if a.nY. 

22 Ii 
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EXHIBIT 4 

j A �ILL to amend and reen�ct § 56-792.01, as amended, of the 
4 Code of Virginia, relating to nctice of increase in 
3 real estate assessments. 

7 be it enacted by tne �eneral Assemoly cf �ir�ini�: 

d 1. ·That § 58-792.01, as amended, of the Code of Virginia is

9 am3nded and reenacted as fol lows: 

§ 56-792.Jl. Notice of increase in 

11 assessment.--whenever in any county, city or town there is a 

12 reassessment of real estate, or any change in the assessed 

13 value of any real estate, notice shall be given b:, mail to 

14 ea:n landowner to whom tax bills are sent, as snown by the 

15 land books of the county, city or town whose assessment has 

lb been increased. Such nctice shall be sent by postpaio mail 

17 at least fifteen days prior to the date of a hearing to 

1� orotest such increase to the address of the landowner as 

l 7 snown on such I and books. The govern in3 bociy of the coufftY, 

20 city or to"n shal I require the officer of such county, city 

21 or town cnarqed witn the assessment cf real estat� to send 

22 su:n ·notices or it shal I provide funds or services to the 

23 

24 

,_::> 

persons �aking such reassessment so tnat such persons can 

se�a such notices. 

Every notice snal I, among otner matters, sho� tne 

2:> ma;;isterial or ether ah;trict, if any, in t,;hict: tne real 

1 
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l estate is located, the-�m��ft'l:-�fta-�� new-�����ed 

i aa�Lai��� vaiue of land-ft"�-�tne new-a��e��ec_a��Lal��9-

j value of improvements_�-10[_��-������-llai�-2.i-�£�o.._li 

� aiLiiu.�u1-!.L.�m-lh�-£��L���g-ll.al��-�a£_1h�-����m�n�l� 

5 �fil�l�Q���-1��all1� . It shal I furtner set out the 

� tine and place at wnich persons may appear oefore the 

off ice rs maKing such reassessment or chanye and present 

b oojections t�ereto. 

� Any-pe��ft-1��all1._, �ho receives_a tax-�+���-�ft-ceha��

l; ef_�lll_ag�����g_t� the-&�fte��-mrn.iu._of_lh� real property 

11 ���U-l�lla!U.-�S!Qcue�l!ll:i., shall transmit such notice to

12 su:n owner if that address be known immediately on receipt 

13 tn�reof. -�-���Q_iu_lb.ls-��&..:rr.i�.u.a.-�1�a��-�hall_m��IL.i. 

1� �����U-�l:!.2._l�_if..��LaLll�-��io.9.-Q.L_�����:!ln�-1.!J.i._L�£1 

15 �L��g_r_l�-�i_a�lh£L�-

lo 
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EXHIBIT 5

3 4 31LL to amend tne Cede of Virginia bY aodiny a �ecticn 

4 numbered 5!!-14.1, relating to annual applications for 

5 exenpt property. 

b 

7 6e it enact�d oy the General As�emoly of Vir�ini�: 

b 1. That the Coae of Virginia is amended by ac�in� a section

, n:.rnoereo :'>'3-14.1 as fol lows: 

lJ § 56-14.l. Annual application for exempt 

11 �roperty.--The governing body of any county, city or Lown by 

1� lo:al ordinance may r�quire any organization or association 

1, ow�ing r9al Property exempt under § So-12 et. se4. tc 

14 an:1ually file an application with the commissioner .of tne 

15 revenue as a requirement for retention of tne exempt status 

1� of t�e property. Such application shal I show tne o�ner�hiP 

17 and usage of swch property. 

lo n 
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EXHIBIT 6 

� A 31LL to amend the Code of Virginia by adding a �ecticn 
4 nu�bered 5�-14.1, relating to certain tax exsm�t 
� informati�n. 

b 

7 oe it enacted by the �eneral Assembly of Virginia: 

6 1. That the :o�e of Virginia is amended cy aoding a �ect.ion

-J nunoered !>B-14.l as fol lo,;s: 

l;) § SB-14.l. Tax exemption information.--The county, 

ll city or town assessor or other officer charged �ith tne 

12 assessment of real estate shal I regularly inventory and 

1, assess all tax exempt r eal property and all such prooerty 

14 imnune from real estate taiation within his county, city or 

lj to�n, excluding streets, niyh�ays and ether r�adways. SuLh 

lb official snail identify such property by a general site 

17 descrioti�n indicati�y t�e owner thereof and report sucn 

lo information on the land booK along witn an aopraisal of the 

li fair market value of such oroperty, t�e total assessed 

2J valJation for each type of exemption and a computation of 

21 total tkx �nicn would be due if sucn pro�erty �ere net 

22 ex��Pt. A total of such assessed valuations and a 

2:. conp�tation of the oercentase suc-n exe:r.it and immune 

24 or�perty represents in relation to al I property bSSEssed 

2:i witnin tht county, ciiy or t'l,,n snail be puolistied ..1r.nu .. llY 

2o by sucn lucal assessing official. 

?. 7 ;, 
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EXHIBIT 7 

j A 3ILL to amend the Code: of Virginia bY adding a section 
:+ n:.Jmbered 5&-33.1, providing for the col le::tion and 
5 publication of certain real property tax data. 

b 

7 be it enacted by the General Asse:rnoly of �irsinia: 

S 1. That the Code of Virginia is amenoed by addiny a section

g nunoered 58-33.l as fol lows: 

10 § 59-33.1. Collection and publication of proµerty tax

11 data.--A. The Commissioner annually shal I .make ano issue 

12 conprenensive assessment sales ratio st�die� of the average 

13 level of assessmentJ the degree of assess�ent uniformity and 

14 ovarall compliance with assessment requirements for edch 

15 major class of real property in each county, city and town 

lo in the Commonwealth. In order to determine the degree of 

17 assessment unifurmity and compliance in tne assessment of 

1� major classes of property within each county, city ana town, 

li tna Commissioner shall comp�te measures of central tendency 

20 and dispersion in accorcance with apprcpriate standara 

21 statistical analysis techniques. 

22 c. Tne Commissioner shall construct anc maintain his

2.:S sy:stem for the collection and analysi� of real property tax 

24 fa::ts so GS to enable him to ma�e intr�-jurisdictional 

25 conparisons as wel I as intercounty, int�rc.ity anti intertown 

2� conparisons based on property tax and assessm�nt sales ratio 

27 :iata. 

1 
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1 t. The Commissioner shall publ isn annual I� the finoin9s

2 of the assessment sales ratio studies. 

3 u. The county. city or town assessor or other officer

� cnarged �itn the assessment of real estate �hat I post 

5 an�ually in his office the assessment sates ratio stuaies as 

b ou�li�hed by the Commissioner. 

7 � 
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EXHIBIT 8 

A BILL directing the State Tax Commissioner to establish 
classifications for real property. 

Be it enacted by the General Assembly of Virginia: 

1. § 1. The State Tax Commissioner shall establish a

classification system of real property appropriate for the 

inclusion on local land books. Such classification shall be 

placed on local land books or shall be organized in a manner 

appropriate for identification by the Commissioner in conducting 

the annual sales-ratio study for the year nineteen hundred seventy

six and each year following. The commissioner of the revenue of 

any county, city or town may divide these categories of classi

fications into lesser included classifications should he deem 

such classifications desirable. 

# 
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EXHIBII 9 

� A 31LL to amend the Code of Virginia bY adding a section 
j numbered 58-33.1, so as to provide a continuing 
4 education Program for assessing off.icers. 

5 

b &e it enacted by the General Assembty of Virg inia: 

7 1. That tne Cede of Virginia is amended by adding a section

8 nuTibered 58-33.1 as follo�s: 

9 § 58-33.1. tontinuing-eaucation program for assessinq 

lJ off icers.--There shall be established within the Department 

11 of Taxation a Program of continuing education for county, 

11 city or town officers responsible for the assessment of real 

13 estate. Suen program shall be composed of a basic course 

1� em�odying the fundamental instruction essential for the 

15 e�Jitable assessment of real estate and an advanced course 

lb designea basically to �eet the requirements for full 

17 certification by the International Association of Assessing 

1� Officers. Attendance in the program shall be mandatory for 

li all such assessing officials. Such offic�als shal i be 

2J reimbursed for the actu&I expanses incurred by th�ir 

21 attendance at such program. 

22 n 
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EXHIBIT 10 

2 A 31LL to amend and reenact§ 58-bl8 of the Code of 
3 Virqinia; and to amend the Code of Virginia by adding 
4 in Chapter 12 of Ti�le 58 an article numbered 11.1, 
5 consistinq o f sections numbered 58-b2b.2 through 
b 58-626.4; and to repeal § 46.1-32.1 of the Code of
7 Virginia, the amended, added and repealed se�tions
8 relating generally to the rolling stock of certain
9 motor vehicle carriers.

10 

11 6e it  enacted by the General Assembly of Virginia: 

12 1. That§ 58-618 of the Code of Virginia is amended and 

13 reenacted, and that the Code of Virginia is amended by 

14 adding in Chapter 12 of Title 58 an article numbered 11.1, 

15 co�sisting of sections numbered 58-626�2 through 58-626.4, 

lb as follo�s: 

17 § 58-618. Reports of carriers.--Every certificated 

18 motor vehicle carrier operating in this State_�-���R-ln 

19 lb.a b�sjness of 11.iLns.e.llL.11.ng people, shall report annually 

20 on or before the first day of March to the Commission: 

21 lll All of its rolling stock, owned or operated as of 

22 tna beginning of the first day of January next preceding, 

23 which shall include all busses, trucks, tractor trucks, 

24 trailers and semi-trailers and all other equipment which it 

25 is reasonably proper to class as rolling stock and which has 

26 bean, is now or shal I be .used�.sti.��-�L-lOd..l!.i.kl.L� in the

27 tr1nsportation of persons-e�-p�o�e��� on the public highways 

28 of the State. 

29 (21 The total vehicle miles traveled by the rolling 

1 
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stock of such carriers in this State during the twelve 

months endinq )ecember thirty-first next preceding. 

(3) The total vehicle miles traveled by the rolling

stock of such carriers both within and without this State on 

such operations as are related to this State, whether the 

saue be in the course of business conducted wholly 

intrastate or whether in the course of business conducted 

partly within and partly outside this State, during tne 

twelve months ending December thirty-first preceding.

111.�m.L

��nLL.f.L22.ft.L1�-1i.�2.D-.2!. 

.li2:12L-�h1'-JJL,�L�.t.:L-ill2-1L&il� 

L-!!C.ilC....::.=eLl'-.e....UlsiJ .. L.i.he t j m.e._ili_gti9.l.D.i .. Le.1il.�&.s..e. 

itJ!.m.-1.be m1nuf a�!.U . ..ll.....Si.UJ.il...in£!Y.il!Ul....&.!!:t-l.£'-ll�.!2Li.e.s_9L. 

22t.i.2D�-at.:t.a.�d-12-1hi.-m.212L-�Jl.ui.1L.£iL.Li.e.L_5Lt-1L�il.e.L� 

b.lLLll'-�ln9.J.nL�m...£.hi.!.S..e..Lu.Ll.il!lnL1lLib..e..-S.1ill-2L 

a..._!!t!_o tor Yml£1.e.�l.!.Li.e.L.!!.a --E :lJU.:t_.m�.U.LUhil.1.e. 

d.e.�s.n.e.d-1SU..-1b..e.-1Lin�:t.a:t.lfill_gl_e..t.2e..e.L1:t_�e.i._a_2�1La 

�L-2iD.e.l_tL�-Il21-Y�.e..L2L-2�Li1.e.d-�L-hlL.e.�-

C . .a.-!.f.Ull=.l.Le._Q.L_e.i.Ml_U."k" • --S IJ il I I . .b..e._llti�e.U:�iD.1 

12_1n.e.-21.2�1�n�_Q.i_i-!t.�l=ll2..Qill.-._ 

Q...._!!f.u1s.::.�e.-2.L-e.�1-1�1s....not useg-2L-Q.e.e.t.a��-i�L 

bl�!£==l_aJ.£k�_Q.L_2an.e.l_.i.LYkt�sL&L-2a.ft.Li�.L.b.:t-1b.e. 

2 
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l owner thereof to.L.1he_tunrnut iPo ot-ll.J!R�LU-:LIU..-litb.u.b 

2 no direct compen�1l211�!_be 1ece�.&-

3 E. "Situs".�Pomiciliarx 1.Q.r pure2�_g_t_taxatjon

4 pursuant to the proyjsions of t ss-834. 

s f.a-."I ca i I e.r.!!&=b.ll.L.Y;Wlltle w i tbQYL..!!U2:t.i�lt-e.a'.�L 

& h�tiD9 a gross wejaht greater than two tho�a.ruL-e.Q.Y.D.sts.i 

_7 �i_sj9ned f gr ,uulDg prppi,J..a who 11 Y OCL.lll-.!Uill-llJ:..U.k1.U.L8 

8 and for being drawn bY a motor vehicle, 

9 t ss-&2&.3a.-J2.Llties of :t..b&._t..ml�l2.o.e.r._Qi_.t..b.e._�lvlsl2n 

10 ot-tlJ!.12t vehicl� asses.:iJ11�A.1.-lll2:t.su:._�bl£!1t�a..r..r.le.r.a_an� 

11 :t.LLi!i..t....--Ibe comm�sjoner of :t...b.e PivisiJuL.�19.tor Yehl�l�

12 snlJ.J..a_before issuance of aox reaistratjon_g_.r. certifis&a:t.�_oi 

13 :t..lt!e for any motor vehicle carrjer or :t..r.a..ller, exceet-A 

14 e.i;�-yp or panel truck not used or operated for biC!it.L-�ln

1s .:tb: cpst of such auucr vebicte carrb.L,_u_.:t..u.l!er and ill 

lb �s. an or befR� Januarx one of eac�L� 

11 t2ll!l!��oner of_:t.ne_�ivision of Motor Yebi£l��llal.L.i20ta.r.Q 

18 tlle cost of sych-DIJllor vehicle carrier or_:t..r.Li!lt.r.-12 

19 1oca1;tx entered as the situs of such carrle.L.2.L..:t..r.al�L£-

2� �J!lln_cece;yln.!l..such cost-!..t.211L�-'°mm1ss12ne..r._2i_11:te 

21 �itlsioo oi tl.Qt2.r._l£.i.hic1es, tpe commiss�_g_t_���.uuL� 

22 P1-�focalitx_sh�1!..siil.1�e..1he�.!!LQ..u.Dl-Pi-1a�.u.� 

23 tbaLeon bx aee.lY..iD..!l..i.he local de�.l.a.:t.lon_sS&lle.Qu.le...!Jl_�ukb 

2 4 £2J.lj!ti;Lh.L!ill.!l.!i..:t.h� if} er o P r i U.LU..LL.lll-2Lb.lL.t.�e.�&.1 l�e 

2s £2�niY�_£l��-o.r._:t.2WJ1&--1lli.-&.gmmlssl2�L-gt_1h�-L��nY�-�htll 

26 1h�tlil.L�-�ners of SJ.W1_£ill.iil_2r._1£.a.lu..t_g_i_tb.� 

21 am2.u.a1_21-l.i.x..sLue_1t1e.r.eoJ1.&_��en.u.e�-.r.�£Al�ei_b.Y_tn� 

28 £fl.am�ne.r._of �be revenye_trom the-1.A�a..1i211_g_1-!!!.tlRL 

3 
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1 u11ic I e :'ca c.Lli.u._n_tra i I e cs, R.Y.U.M.@o·t 12 �e e c ov; s i 2nL2! 

2 :tbis.sectiAP• shall be deposited io the treasurx of his 

3 Uii.2.lU.iY.LUYJill...ll_c.iu.a._ 

4 1..2.D-6�&.�---er.2�e�uce_1Rr jydjcial...c.1vlew.--Aox pec�An 

s &s.3.Li@vea by the a�essmeot upder the e�ions of tbl� 

& u.UcJe sha 11 bt-11..lU.llilJL.t.!!_m;ew theu.2L1L1.11Lmannu

7 iu.��crjbed by law LRL focal leyjes est 21:1141 et.sea.).._ 

8 2. That S 46.1-32.1 of the Code of Virginia is repealed.

9 3. That the provisions of this act shall be effective on

10 and after January one, nineteen hundred seventy-seven. 

11 # 
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EXHIBIT 11 

2 A �ILL to amend and reenact § 5o-Lbb.1, as amended, of the 
3 Cooe of Virginia, relating to local ;icense taxes. 

4 

5 6e it enactea by the G�neral Assembly of �irginia: 

b 1. That§ 5S-2�6.1, as amended, of the Code uf Virginia is

7 amended and reenacted as fol lows: 

� § 58-266.1. Cities, towns and counties may impose local

9 I i ::: ens e ta x e s ; I i :n i t a t i on o f a u t ho r i t y • --_fi.s. l he c o u n c i I o f 

10 any city or to�n, and tne governing body of any county, may 

11 levy and provide for the assessment and collection of city, 

12 to�n or county I icense taxes on businesses, trades, 

13 professions, occu�ations and c�II ings and upon the perjons, 

14 firms and corporations engaged therein within the city, town 

15 or county, whether any license tax be imposed thereon by the 

16 St3te or not, subject tc the fol lowing limitations: 

17 ll) "'o city, town or county shal I levy any I icense tax

1� in any case in which the levying of a local I icense tax is 

l� orohibited bY any general law of this State, or on a�y 

20 ouolic service corporation except as permitted by other 

21 provisions of law, nor shal I this section be �onstrued as 

22 reoealing or affectiny in any way any general la� limitin� 

23 tne amount or rate of any local I icen�e tax. 

24 (2) i�o city, town or count:,. shal I impo::.e upon or

25 collect from any person any tax, fine or 'otne, penalty for 

2� selling farm or do�estic products or nursery �ro�ucts, 

.1 
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i or�amental or other�ise, or for tne planting of nursery 

l products, as an incident to the saie tnereof, witnin the 

3 li�its of any such town, county or city out�ide of Lhe 

� re�ular market nouses and sheds of such city, county or 

5 to�n; orovidea, such products are qrcwn or produced by such 

b person. 

7 (3) NO city, town or county snal I require a license to

o oe obt�ined for the privilege or right of printing er

� ouol ishing any newspaper, or for the privileqe br rignt of

lJ operatinq or cooducting any raaic or televisiun broadcasting

11 st3tion or service, any municipal cnarter provisiuns to the

ll co�trary notwithstanding.

13 (4l No city, town or county shal I levy any licen�e tax 

}� on a manufacturer for the rrivilege of manufacturing ano 

15 selling goods, wares and mercnandise at whole�ale at �he 

1� ol3ce of manufacture, whether the same be measured �Y qross 
\ 

17 re:eipts or otherwise, any city or town charter provi�ions 

lo to the contrary notwithstanding; pruvioed, that any city, 

13 to�n or cuunty whicn im�osec such a tax prior to January 

2 J first, nineteen nunored sixty-four may continue it unti I 

21 Ja�uary fir&t, nineteen hu�dred sixty-nine �t tne s�me or 

22 redJced rates. 

z, (Sl whenever any county imposes a county license tax on 

2� �erchants, the sa�e snail be in lieu of a c��nty property 

25 tax on th� capital of �ercna��s, as defined by § 55-833. 

151 NO citt, town or county shal I levy a tax upon d 

2/ wnolesaler for the privilege cf sel I ing goods, wares dno 

?� merchandise to ether persons for resale unl�ss saia 

2 
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1 wholesaler has a definite place of business or store in saio 

2 city, to"'n or county, but the foregoing snai I not be 

� co,strJed as Prohibiting any city, town or county from 

4 im:>osing .. local ! icerise tax on a peddler at wholesale who 

5 is subject to a State I icense tax under article 10 {Sec. 

b 53-340 et seq.} of this cnapter.

7 (�a) Notwithstanding any provision of law, general or 

d special, no city, town or county shal I levy any I icense tax 

j up�n any person, firm or corporation for engaging in the 

lj business of renting, as the owner of such property, real 

11 oroperty other than hotels, motels, motor lodges, auto 

12 coJrts, tourist courts, trailer parks, lodging houses, 

13 rooming houses ·and boarcingnousesi provided, nowever, that 

14 anf county, city or town having such a license tax en 

15 January one, nineteen hundred seventy-four, shall not be 

lb orecluded from the levy of such tax by the provisions of 

17 this s�bsectjon. 

lil (7} Any county I icense tax imposed hereunder slial I not 

19 ap:>ly within the limits of any town located in such county, 

2J wnere sucn to"'n now, or hereafter, imposes a town license 

21 ta� on the same Privilege; provided, however, that if the 

22 goierninq b6dy of any town within a county, whicn county has 

23 a oopulation of at least fourteen tnousana six hundred fifty 

2� but not in excess of fourteen tnousand seven hundred, snal I 

25 :>r:,vioe tnat a county I icense tax shal I aµply within the 

2b linits of such tohn, then such license tax ruay oe impose� 

27 within such town. 

2� l9} before iss�ing any licen�e to oo bu�aness as a tour 

3 
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l guide o� tourist guid•, the cit¥ council or the board of 

2 supervisors may require �hat an applicant take and pass an 

3 exaaination to determine the fitness of such perso� as to 

4 his knoMledge of the history of the city or the county and 

5 of the.historical and touri�t attractions located the-rein. 

b (9) �ro•s receipts for license tax purposes shall not

7 include any aaount paid to the State or an� county, city or 

8 to�� for ,the Virginia retail sales or use t•x� tor any local 
. . 

� sales ta• or an» local excise tax on cigarettes. 

10 ll.&--fiQ 1oca1 11cense tax. imposed pursuant to tbe 

11 eroyisjons of tnis section, shall be greater than such rate 

12 a�led bx such citx, to�n or countx on December 

13 tbirtx-ooe, nineteen hundred seveot»-four, Aox citx, town or 

14 co�ntx, increaslng such tax after December thirtx-one, 

ts nl.ullen hundr_ed seyenh-{QYt• but prior to the dtecllll. 

lb date of this subsectiQn, to a rate greater than the; fevx 

11 aeet·icable on such date, shai1 rof I ba¢k such taxes··to th� 

1a �cember thirtx-one, nineteen hundred seyentv-four rate and 

19 r.e.tund anx,a,rount in excess ther� 

20 !he prpyislons of this subsection shall cease to be of

21 a.nx._force or effect on December tbich-ooe, nineteen nuodreg, 

22 SJL�=:alx, unless extended bY the veD.1..Lil Assemblx �f 

23 ilts.inia, 

24 # 
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EXHIBIT 12 

OFFICE OF THE ATTORNEY "GENERAL 

SUPREME: COURT BUILDING 

1101 EAST BROAC STREET 

RICHMOND, VIRGINIA 23219 
B0-4•770•2.071 

December 9, 197� 

The Honorab1e Leroy s. Bendheim 
Member, Senate .. of Virginia 
Post Office Box 156 
Alexandria, Virginia 22313 

My dear Sena.tor Bendheim: 

W':l.�tAM P. BAGWELL.JR, 
A, P WOOODQQF 
WAL":'EA H. R"fLANCI 
.JAMES C. "ULP 
H!:WIV M. MASSIC..,Ht. 
F'ACOi:RICK S F'ISHE:111 
sTu,RT .. OUNN 
RICHARD K, c. suntl:Jltl.AND 
JOHN YI. CREWS 
D. PATJ:lleK LACY, JR. 
ROBERT 11.:, SHEPNEWQ,JA. 
GILBERT W. HAITH 
BURN� MILU::Jlt, C1 
DAVIO T. WALKER 
WALTE:R A. MARSTON, JR. 
t.lNWOOO T,WCLLS.JR, 
KATH!:AINE I., GOOI.Sa'I' 
WILBURN C. OIIILlNG. JR. 
KAR£N..,C. KINCANNON 
CHARL'CS II. TRl8!-E 
GILMAN P: ROSERTS,JA, 
.I. THOMAS STEGC;t 
JONN J. BEM.�JA. 
TMONAS F'. HANCOCK.JR •. 
STACY F'. GA•llltETT, m 
.JOSEP" 0, F'ELTCHLlll 
JAME.S E-..00"1: 
JAMES £..R'l"AN.Jlt. 
JOHN II. PUIIC�..111. 
rAANCIS ..... CMEIUrr. JR. 
W, TMONAS HUOSQN 
JAMU W. MQ��ER 
PAUi. L.GDIGOYl:NS 
WAI.ff" L PENN. m 
WILt.lAN LUSSNCf 
MICHAEL. N. WCISE 
N.STUAIIIIT aATl:llrAII 
ALAN MATZ 
VALENn,iaa w. SOUTMALL..Jlt
..llM L,M C .. IN 
MARY 'YANCCY SNNC&Jt 

.-....sToUtT AftOMIC'l'S • ..,.� 

This is in response to your recent· .request f'or- my 
opinion on the constitutiona.lity of' separate tax classi
fication of real estate owned by public service corpora
tions. Specifically, you ask whether the General Assembly 
may provide for the assessment of public service corpora
tion property under§ 58-512.l of the Code of Virginia 
(1950), as am.ended, through 1986, while requiring that all 
other.real property be assessed at fair market value as of 
January l, 1976. The proposed legislation would provide 
for a proportiona.l.decrease in the nominal tax rate for 
all real property assessed at fair market value, and a 
higher ta.x rate. on thatolublic service corporation property
which is assessed at 40,;, thr.ough 1986 under § 58-512.1. 
The legislation would not change the existing relationship 
between the effective rates applicable to the property of 
public service corporations and the effective rates appli
cable to other real estate in the loca.lity. 

The United States Constitution does not pre-hibit 
state legislatures from making reasonable separate classi
fications of the property of public service corporations 
for purposes of' taxation. Atlantic Coast.Line R. Co. v. 
Doughton, 262 U.S. 413 (1923)� Unless, on the facts, a 
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T"ne Honorable Leroy s. Bendheim 
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December 9, 1974 

particular cla.ss·ification is shown to be U.'lreasona.ble, it 
is not·prohibited by the United States Constitution. See 
a.lso CitS of Richmond v. Comm., 188 Va. 600, 50. S.E .• 2d-.
°551r(l94 ) • L"'l the present instance ., I am. unaware of any 
facts which would render the classification unreasonable. 

Article X, Section 1, of the Constitution of Vir-
gi�ia provides in relevant part: 

"All taxes shall be ievied and collected 
.under general laws and shall be uniform 
upon the same class of subjects within 
the territorial li.�its of the authority 
levying the tax ••• 

*** 

"The General-Assembly may define and 
classii'y taxable subjects." 

The General Assembly has classified public service corpora
tion property separately for tax purposes. See§§ 58-512.1, 
58-514.2.

Section 58-512.1 was designed "to equalize gradually, 
over a period of twenty years, the assessment of all public 
service corporation property with the respective ratios in 
force in localities where.the properties are located." Soutnern 
E,y_. v. Comm., 211 Va. 210, 218, 176 S.E.2d 578 (1�70). This 
section does not violate the constitutional requirement of 
assessment at fair market value as this requirement has been 
interpreted by the Virginia Supreme Court. See �.y opinion to 
the Honorable Peter K. Babalas, dated Ma.i�ch 30, 1973, and 
found in the Report of the Attorne�- General (1972-1973) ., 

p. 3'77. Section 58-512.1 does not violate the constitutional
requireri�ents of uniformity and equality. Southern Ry. v.
Comm., sttPra. See City of Ric:t,.mond v. Comm., supra, and ·m

4
.,

opinion to the Hc:iora.ble J. Samuel Glasscock, dated June l', 
19711-, and fou.:."1.d in the Report of the Attorney General (1973-
1974), p. 388. 

The legislative proposal about which you inquire is 
intended to end the practice in Virginia localities of assess
ing real property at a fraction of.fair market value and apply
ing a higher tax rate. It is also intended to preserve the. 
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The Honorable Leroy s. Bendhei� 
Pa.ae 3 

;::, 
I 

December 9, 1974 

gradual equalization of tax rates applicable to public ser
vic·e corporations with those which apply to real estate rates. 
generally. Because the classification of which you inquire 
is constitutional in the context of assessments in rela.t:i.on 
to fa.ir market value, a.nd because it would not change the 
existing relationship between the effective rates applied 
to the property of public service corporations and other 
real estate in the locality, the proposal about which you 
inquire is constitutional. 

5:4o 

With kindest regards, I remain 

Sincerely yours, 

d,,J.,.,,,. � 
Andrew P. ?I.ill er 
Attorney General 
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EXHIBIT 13 

AMENDMENT IN THE NATURE OF 

A SUBSrrmTE FOR SENATE BILL NO. 59 

A BILL 

To amend and reenact§ 58-219, as amended, 
of the Code of Virginia, relating to 
gift taxes. 

Be it enacted by the General Assembly of Virginia: 

1. That § 58-219, as amended, of the Code of Virginia be amended

and reenacted as follows: 

§ 58-219. Classification of beneficiaries; ez;emptioas and

rates of tax. <.!.) For the purposes of this chapter, the 

classification of beneficiaries, their exemptions and the rates 

of taxation shall be as follows: 

Claas A. The father, mother, grandfathers, grandmothers, husband, wife, 
children by blood or by legal adoption, stepchildren, grandchildren and all other 
lineal ancestors and lineal descendants of the donor shall constitute Class A. 

Except as provided in paragraph (b) hereof, so 

much of such property as has the actual value of five thousand dollars and 
so passes to or for the use of any Class A beneficiary shall be exempt from 
taxation hereunder. 

So much of such property as shall so pass to or for the use of a Class A 
beneficiary shall be subject to a tax of one per centum of the actual value of so 
much thereof as is in excess of five thousand dollars and is not in excess of fifty 
thousand dollars; to a tax of two per centum upon so ·much thereof as is in 
excess of fifty thousand dollars and is not in excess of one hundred thousand 
dollars; to a tax of three per centum upon so much thereof as is in excess of one 
hundred thousand dollars and is not in excess of five hundred thousand dollars; 
to a tax of four per centum upon so .much thereof as is in excess of five hundred 
thousand dollars and is not in excess of one million dollars; and to a tax of five 
per centum upon all in excess of one million dollars. · 

Claas B. The brothers, sisters, nephews and nieces of the whole or half blood 
of the donor shall constitute Class B. 
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Except as provided in paragra"Dh (b) hereof,--��

much of such property as has the actual value of l wo thousand dollars and 
so passes to or for the use of any Class B beneficiary shall be exempt from 
taxation hereunder. 
. So much of such property as shall so pass to or for the use of a Class B 

beneficiary shall be subject to· a tax of two per centum of the actual value of so 
much thereof as is in excess of two thousand dollars and is not in excess of 
twenty-five thousand dollars; to a tax of four per centum upon so much thereof 
as is in excess of twenty-five thousand dollars and is not in excess of fifty 
thousand dollars; to a tax of six per centum upon so much thereof as is in excess 
of fifty thousand dollars and is not in excess of one hundred thousand dollars; to 
a tax of eight per centum upon so much thereof as is in excess of one hundred 
thousand dollars and is not in excess of five hundred thousand dollars; and to a 
tax of ten per centum upon all in excess of five hundred thousand dollars. 

Class C. Grandnephews and grandnieces of the donor and all persons other 
than members of Classes A and B and all firms, institutions, associations and 
corporations shall constitute.Class C. 

Except � · prov:l.clecr in· pa;agraph · (b) hereof, so 

1 • • much of such property as has the actual value of one thousand dollars and 
so passes to or for the use of any Class C beneficiary shall be exempt from 
taxation hereunder. 

So much of such property as shall so pass to or for the use of a Clll!iS C 
beneficiary shall be subject to a tax of five per centum of the actual value of so 
much thereof as is in excess of one thousand dollars and is not in· excess of 
twenty-five thousand dollars; to a tax of seven per centum upon so much thereof 
as is in excess of twenty-five thousand dollars and is not in excess of fifty 
thousand dollars; to a tax of nine per centum upon so much thereof as is in 
excess of fifty thousand dollars and is not in excess of one hundred thousand 
dollars; to a tax of twelve percentum upon so much thereof as is in excess of one 
hundred thousand dollars and is not in excess of five hundred thousand dollars; 
and to a tax of fifteen per centum upon all in excess of five hundred thousand 
dollars.; 

(b) The exemptions provided herein shall not be

applicable to any gift if the donor thereof has. 

made gifts during his lifetime totaling thirty 

thousand dollars in value. 

2. This Act shall be effective for all gifts made on and after

.Janu#y 1; 1976. 
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EXHIBIT 14 

COMMONWEALTH OF VIRGINIA 

GOVERN·OR"S OFFICE 

J. FRANK ALSPAUGH 

DIRECTOJt 

July 29, 1974 

Mr. Barry E. Lipman 
Director of Research 

DIVISION OF INDUSTRIAL DEVELOPMENT 

STATE OFFICE BUILDING 

RICHMOND. VIRGINIA 23219 

PHONE (804) 770-2660 

!>ate Received by Research Divisiaa; 

JU1. 8 1 1974 · 

Virginia Department of Taxation 
State Office Building_ 
Richmond, Virginia 23219 

Dear Barry: 

I am happy to reply to the questions you raised in your recent con
versations with Ed Holm and Peggy Ware. I see no serious problem affecting 
our competitive position in attracting new industry if the General Assembly 
repeals the part of the tax law which permits dividends of certain Virginia 
corporations paid to Virginia individuals and corporations to be excluded 
from taxation. 

First, there are very few manufacturing firms headquartered in 
Virginia which would have subsidiaries here paying dividends to the parent. 
Second, since the federal government excludes 85 percent of domestic inter
corporation dividends from taxation and Virginia tax iaw conforms with the 
federal, we are talking about an extremely small portion of dividends that 
would be affected. State tax officials have assured us that additional 
taxes paid by corporations will be small if the change is made. Third, as 
I understand the proposal, the real effect of this change will fall on 
individuals. 

With regard to future capital issues, I think the proposed change 
would have little effect on manufacturing operations in their process of 
raising new capital. I do believe, however, that it might impair capital 
issues of Virginia utilities and banks since a large number of Virginia 
citizens own shares in these corporations. I am sure that such companies 
follow the deliberations of the General Assembly closely and will bring 
their own individual cases to members of the General Assembly if they are 
strongly opposed to the change. 

Since the Revenue Resources and Economic Study Commission will be 
studying dividend taxation, there are two related problems confronting our 
industrial·development progratn which I would like to call to your attention. 
The first problem concerns the taxation of a Domestic International Sales 
Corporation, known as a DISC. The federal government devised the Domestic 
International Sales Corporation to encourage United States companies. to 
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expand their production facilities and payrolls within the U. S., rather 
than overseas. From a federal income tax standpoint, a DISC effectively 
pays federal tax on 50 percent of its income. Under present.Virginia law, 
a DISC effectively pays state tax.on 100 percent of its income. Under 
Senate Bill 61 introduced at the last session of the General Assembly a 
DISC would effectively pay a state income tax on 150 percent of its income. 
None of these percentages take into consideration certain exclusions that 
are provided under state and federal tax laws. 

It is my understanding that an amendment to Senate Bill 61 was pre
sented to Counsel for the Finance Committee. 11ie Amendment called for a 
DISC to be treated as it has in the past under Virginia law; that is, it 
would effectively pay 100 percent of the usual tax. In my opinion, this 
is the least that should be done. Since such an amendment was proposed, 
.I think it would be the proper spirit for Virginia to give a DISC the same 
proportionate tax break that the federal government does and reduce this 
tax to an effective 50 percent, particularly in view of our aggresive.and 
successr.il international program. Any revenue loss would be negligible if 
Vixginia conf�d to -the federal treatment of DISCs. 

I mentioned one other problem which puts Virginia at a serious 
competitive disadvantage. When we seek to attract corporate headquarters 
from the New York area, including New York, New Jersey, and Connecticut, 
we are faced with the fact that the large multi-national corporations pay 
very little attention to our invitations because we tax 100 percent of the 
dividends received from overseas sources. 'l1lis is the same as the federal 
government's treatment. New York and Connecticut, while having a higher 
corporate income tax rate than Virginia,' and in some instances a city income 
tax as well, ·and New Jersey give substantial dividend exclusions on divi
dends which come from foreign sources. 'l1lis makes our effo:i:'ts to attract 
such corporate headquarters fruitless. These companies would be prime 
corporate citizens for our ·state. However� we have had modest success in 
attracting some of the administrative support facilities of corporate 
headquarters.· Perhaps the Revenue Resources and Economic Study Commission 
can study the feasibility of changing the law to make our State more 
attractive to corporate headquarters. Particular attention should be paid 
to the taxing procedures of North Carolina and Maryland, who represent our 
cl�sest competition, when we are promoting such areas as northern Virginia, 
Richmond, and Norfolk.for corporate headquarters locations. 

I hope my comments will be helpful. 

Sincerely, D.. � 

�F·';r--
J. Frank Alspaugi.

ams 




