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Chapter I 

SUMMARY 

Introduction 

This study serves as a framework for analysis to assist the Revenue 

Resources and Economic Commission in making decisions that will affect 

virtually every citizen of the Commonwealth. Building this framework for 

analysis involves making projections, investigating alternatives, and 

evaluating the results. Final recommendations are not given in this study, 

since they are the prerogatives of the members of the commission. 

The authors are members of the Economic Research Section in the 

Division of State Planning and Community Affairs and of the Research 

Division in the Department of Taxation who have been on loan to the commis

sion. The staff's opinions and conclusions are their own and do not 

necessarily represent the views of the Division of State Planning and 

Community Affairs, the Department of Taxation, or any other offices of state 

government. 

In order to develop a clearer picture of the direction in which the 

state is moving in providing for the wants and needs of its citizens, the 

first chapter of this study presents an introductory overview of the roles 

of the state as· .well as the localities in providing for and financing public 

services, in particular education, health and welfare. Moreover, the first 

chapter serves as a focus for the entire study by sunnnarizing the highlights 

of the study, including the state and local fiscal outlook, and by looking 

at alternative packages for financing present programs and new programs at 

the state level. To insure brevity and readability, several of the technical 

discussions involved with these topics are omitted in this summary chapter, 
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and some of the topics may be discussed out of the sequence in which 

they appear in later chapters. 

The summary chapter is followed by five ma,jor chapters and a 

statistical appendix. Chapter II provides background on state and local 

finance, including information on population, income, measures of fiscal 

effort and capacity, and major features of governmental finance in Virginia. 

Chapters III and IV furnish revenue and expenditure projections for the 

state's general fund and explore ways of increasing revenues. Chapter V 

provides revenue and expenditure projections for local governments, a 

discussion of central city, suburban, and rural finances, and an analysis 

of local revenue systems with special emphasis on the real property tax. 

Chapter VI analyzes new and alternative sources of local revenue, 

including state aid to localities. 

Throughout the study the projection period extends to 1981-82, a seven 

year period from the current fiscal year or three biennia ahead if measured 

from the present biennium. At various points in the study, we present data 

for individual localities. Because of time and space limitations, we could 

not provide figures for each of the 133 cities and counties. Instead, we 

use a representative sample of seventeen cities and counties shown in Chart 

1.1. The selection of sample areas was based on a desire to show effects due 

to size, geographic location, city or county status, and degree of urbaniza

tion. 

The Role of State Government 

Domestic responsibilities have traditionally been viewed by the states 

as their residual powers granted by the United States Constitution. The 

complexities of twentieth century America as exemplified by an expanding 
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economy, increasing urbanization, and the demands of specific segments 

of the population have, however, strained the boundaries of local, state, 

and national governments. At the same time, they have led to a recogni

tion by most people for the necessity of an expanded role of government. 

Problems that once could be solved at the local level have come to require 

state attention, and those at the state level have come to demand federal 

attention. 

In this overview we emphasize the role of state government in 

Virginia while recognizing the complementary roles of the federal and local 

governments. We begin with a brief description of the major roles that a 

state government performs and then turn to the means used to finance these 

activities. We continue with a discussion of three significant expendi

ture areas, education, health, and welfare, in which Virginia's state 

government participates. We use these to illustrate in historical perspec

tive the interplay of the state's roles. We conclude with some observa

tions on the future responsibilities of state government in Virginia. 

Major Roles of State Government 

We can view a state government as having three major roles or strate

gies that are economic as well as political in nature: 

1. To provide services demanded by the citizens.

2. To reallocate resources to those geographic areas where the demand
is deemed the greatest.

3. To redistribute income among the citizens.

A state government will perform these functions simultaneously and in 

concert with efforts to remain reasonably fair to the taxpayers, to adjust 

to rising prices and wages, and to at least not discourage economic growth 

in the state. To finance its efforts, it must rely on a fiscal system that 
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has evolved over a bicentennium. 

Financing State Government 

Under the U. S. Constitution a state has wide taxing powers, as does 

the national government. In fact, the only taxes explicitly placed off 

limits to a state are duties on imports and exports and tonnage taxes on 

ships.l/ Aside from these limitations, a state is free to determine for 

itself its sources of revenue. 

Some states have imposed restrictions on themselves and on their 

political subdivisions by writing prohibitions against certain taxes into 

their constitutions and statutes. The Virginia constitution segregates 

for local taxation only real estate coal and other mineral lands, and 

tangible personal property, except for the rolling stock of public service 

corporations. Furthermore, Virginia's constitution provides that all 

property, except as provided otherwise, is taxable but that all taxes must 

be uniform upon the same class of subjects within the territorial limits 

of the authority levying the tax.�/

Although a state may have great latitude in the taxation area constitu

tionally, in actuality its taxing powers are circumscribed by such considera

tions as history, economics, politics, voters' attitudes, problems of 

enforcement, and competition with other states. For these and other 

reasons, states and localities have come to rely on several major sources 

of revenue--sales, income, and property taxation. 

In 1972-73 the states as a whole derived 17.5 percent of their total 

general revenues from general sales taxes and 18.6 percent from corporate 

1/ See the Constitution of the United States, Article I, Section 10. 

11 See the Constitution of Virginia, Article X, Sections 1 and 4. 
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and individual income taxes. Virginia slightly trailed in the sales tax

area, deriving 12.7 percent of its total general revenues from this source. 

It was slightly ahead in income taxes, for 23.4 percent of total general 

revenues came from this source. Ten years earlier, before Virginia had 

established a sales tax, the states as a whole derived 16 percent of total 

general revenues from the sales tax and 13 percent from income taxes. 

Virginia in 1962-63 received 24.6 percent of total general revenue from 

income taxes. These figures indicate not only that Virginia's state 

government in the last decade has found a valuable new revenue source in 

the sales tax but also that it has continued to rely heavily on the income 

tax. 

Localities in Virginia and nationally have traditionally relied on the 

property tax as their major single revenue source. Comparison of local 

revenues between 1962-63 and 1972-73 indicates, however, that reliance on 

this tax has decreased. In 1962-63 localities nationwide derived 47 percent 

of their total general revenues from the property tax while a decade later 

the tax accounted for only 37 percent. For Virginia for the same years it 

1/ 
was a decrease from 38 percent to 29.7 percent.- This decreased local 

reliance on the property tax does not reflect lower tax rates or diminishing 

property values. On the contrary, it points out the increased importance of 

intergovernmental grants, in particular from the federal government, as a 

source of funds for local governments. 

!/ Total general revenues comprise all general and special fund revenues 
from own sources plus intergovernmental grants. For an explanation of the 
other types of state and local revenues, see Chapters III and IV. These data 
come from u. S. Department of Conunerce, Governmental Finances in 1962-63, 
G-GF63, No. 2 (Washington, D. C.: Government Printing Office, 1964), pp. 22,
31, 33 and Governmental Finances in 1972-73, GF 73, No. 5 (Washington, D. C.:
Government Printing Office, 1974), pp. 31, 33. Virginia income tax data for
fiscal year 1962-63 is from Report of the Comptroller to the Governor of
Virginia for Fiscal Year Ending June 30, 1963 (Richmond: Department of Accounts,
1963), p. 17. 
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Such intergovernmental assistance has been in response to the states, 

which had retained most domestic responsibilities, not having foreseen 

that the demand for and cost of publi� services might one day overwhelm 

their own and their localities' fiscal systems. It reflects a national 

preference to leave the responsibility for implementation where it is, and 

to shift financial resources among the three levels of government to sup

port expenditures. 

State Expenditures 

By 1972-73, total expenditures from all funds (general and special) 

had exceeded $2 billion per year for Virginia's state government. Categories 

with significant amounts of spending were education, health, welfare, 

transportation, administration of justice, resource and economic development, 

and general administration. We have selected the first three functional 

categories to examine the major roles of Virginia's state government because 

they include the largest single expenditure area (education), as well as 

perhaps the most controversial (welfare); comprise over one-half of total and 

four-fifths of general fund outlays; involve significant amounts of inter

governmental assistance; and have had for some years in the case of education 

and health at least some state involvement. 

Education 

A major development in the twentieth century has been the rapid 

increase in the relative importance of state funds to assist in paying the 

costs of elementary and secondary education as well as higher education. 

It was not until 1870 that Virginia mandated a statewide public school sys

tem to be operated by the local governments. Prior to that time citizens 

had opposed government funded education on the grounds that it was "charity" 
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being given by the state, that education should be a church function, and 

�hat education was too large a function for state or local g9vernment to 

assume • .!/ State government involvement at first was minimal. It consisted 

of creating a State School Board composed of the Governor, the Attorney 

General, and the State Superintendent of Public Instruction, who was elected 

by the General Assembly. This board appointed the local superintendent and 

school boards. Thus, there was some early recognition that the benefits of 

education spilled over local boundaries and that there should be some state 

role in the provision of public education. 

In the first three decades of the twentieth century, state outlays for 

education rose significantly, increasing almost fivefold between 1913 and 

1930. This growth resulted from many factors, but one nationwide phenomenon 

was the drop in local revenues because of the Depression and the demand by 

the public that state government fill the gap.:?:/ Since then, the increases 

in state aid to education have not abated. As Table 1.1 shows, there has 

been an enormous rise in the total outlay for education over the last four 

decades. After putting these expenditures on a per capita basis and deflating 

them to constant dollars, the table still indicates a definite and continuous 

effort by state government to stay ahead of population growth and price 

increases and to improve the scope and quality of public education in Virginia� 

In the 1930's and 1940's, the state concentrated on programs to provide 

direct aid to localities for elementary and secondary education and to support 

institutions of higher learning. There were almost no efforts to reallocate 

.!/ James E. Pate, State Government in Virginia (Richmond: Appeals Press, 
1932), pp. 131-132. 

2/ Russell W. Maddox and Robert F. Fuquay, State and Local Government 
(Princeton: D. Van Nostrand Co., Inc., 1962), p. 635. 



TABLE 1.1--TOTAL AND PER CAPITA EXPENDITURES OF VIRGINIA STATE GOVERNMENT, 
BY MAJOR FUNCTIONS FOR GENERAL AND SPECIAL FUNDS, 1929-30 TO 1972-73 

Education!/ Health!?/ Welfare�/ 
Per Capita 

Expenditures in 
Fiscal Year �enditures Constant (1929} Dollar�/ �enditures 

Per Capita 
Expenditures in 

Constant (1929l Dollar�/ Expenditures 

$ 3,919,360 

Per Capita 
Expenditures in 

Constant (1929l Dollar�/ 

1929-30 $ 14,959,587 $ 6.20 $ 1,036,856 $ .40 $ 1.60 

1939-40 21,415,764 8.60 1,264,376 .so 7,065,017 2.90 

1949-50 73,784,499 12.60 22,563,676 4.80 19,693,742 3.80 

1959-60 168,919,546 16.20 43,654,717 5.40 38,430,105 4.50 

1969-70 736,868,104 40.40 129,261,942 9.10 113,532,417 8.00 

1972-73 1,021,726,196 45.30 258,513,283 15.10 217,440,168 12.70 

Includes elementary - secondary and higher education and other education. !.I 

�/ For 1929-30 and 1939-40 includes T. B. sanatoria and other health; for the other fiscal years includes T. B. sanatoria, mental hygiene 
and hospitals, and other health. 

£1 For 1929-30 and 1939-40, includes charities (welfare), hospitals (mental), and corrections; for the other fiscal years, includes only 
welfare aid and services and corrections. 

!J/ These expenditures account for slightly less than half of total expenditures in the first three fiscal years and over half in the last 
three and include both current and capital outlays. They have been adjusted to constant (1929) dollars by the appropriate price index selected 
from the implicit price deflator for the purchase of goods and services by state and local governments, tne consumer price index, and the medical 
care portion of the consumer price index and then placed on a per capita basis. 

SOURCES: 'flte expenditures from 1929-30 through 1969-70 came from Report of the Comptroller to the Governor of Virginia for Fiscal Year Ending 
June 30

1 
19

== 
(llichmond: Department of Accounts, 19�>· The expenditures for 1972-73 came from data collected from the Department of Accounts by 

the Commission on State Governmental Management. 'flle price indexes were found in Economic Report of the President (Washington, D. C.: U. s.

Government Printing Office, 1974), pp. 253 and 300 and U. S. Bureau of the Census, Historical Statistics of the United States, Colonial Times to 
.!2aI (Washington, D. C.: U. S. Government Printing Office), pp. 125-126. The population data came from u. s. Bureau of the Census, Statistical 
Abstract of the United States: 1974, 95th Edition, (Washington, D. C.: U. s. Government Printing Office, 1974), pp. 12-14. 
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resources between various regions or localities across the state. 

Gradually programs evolved whose objectives was to place proportionately 

more resources in the poorer than in the rich�r regions of the state; 

these included for elementary-secondary education the Salary Equalization 

Fund, the Minimum Educational Program Fund, and finally the first version 

of the Basic School Aid Fund, which essentially provided relatively more 

funds to the localities with the lowest fiscal capacity as measured by 

real property values. 

The most significant changes occurred in the 1960 1 s with the introduc

tion of the state sales and use tax in 1966. Quantitatively, Table 1.1 

summarizes the period as per capita outlays in constant dollars almost 

trebled. Several specific changes do, nevertheless, merit attention. The 

proceeds from one percentage point of the sales tax were to be distributed 

on the basis of school age population. This was a definite attempt to 

reallocate financial resources from the prosperous urban and suburban 

localities with their shopping centers to the poorer localities. (A comple

ment to this was the 1 percent local option sales and use tax that all cities 

and counties adopted). The community college system began in an effort to 

bring low cost higher education to all regions of the state. This too 

represented some reallocation of resources as the poorer regions of the state 

had their own institutions of higher learning for the first time. It was 

also at this time that the federal government began to make large categorical 

grants with a primary goal being to increase the educational opportunities of 

disadvantaged students. 

Since 1972-73, the most significant development has been the consolidation 

of much aid to elementary-secondary education into the Standards of Quality 

program. This program mandates a minimum level of expenditure per pupil ($680 

per pupil in 1975-76) and provides aid to a locality in an inverse relation-



-11-

ship to its fiscal capacity as measured by its real property values, income, 

and taxable sales. Again, the result is a greater proportion of state funds 

flowing to a poorer locality or region of the state than to a rich one. 

Thus, we see a definite expansion in the roles of Virginia's state 

government in the area of education since 1900. For years the state only 

aided the localities directly in their efforts to provide public education. 

Over the last quarter century, the state has also worked to equalize inter

regional differences in educational opportunity by using revenues from the 

richer areas primarily collected through the income and then the sales tax 

to fund programs designed to aid the poorer areas. In so doing, the state 

has probably had some indirect impact on the distribution of income, for 

its programs have benefitted the many lower income persons in these poorer 

areas. 

Health 

As with education, government in Virginia did not become involved with 

maintenance of the public health until the second half of the nineteenth 

century. By 1860 county government could require any person to be vaccinated 

at the county's expense.1/ With the discovery of germ theory by Louis Pasteur

in 1866, public health programs could be based on prevention as well as 

curing. By 1872 a State Board of Public Health had been created and authorized 

to adopt rules and regulations to prevent the spread of contagious diseases. 

In 1908 the state established a Department of Public Health for educational 

and publicity purposes while the local governments employed either full health 

units or at least a sanitary officer to monitor the local health situation. 

1/ Hening's Statutes at Large, IX, p. 371, in Pate, State Government
in Virginia, p. 223. 
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Since then, there have evolved such centralized programs as the collec

tion of vital statistics, disease control, sanitation, sanitary engi

neering, diagnostic laboratory services, industrial hygiene, and health 

education as well as growth of local health services. 

As Table 1.1 indicates, the 1960's had the most significant expansion 

in health services. Two programs stand out. One was the large increase 

in funding for the local health services program in the latter part of the 

decade. The state had shared in the funding of this program for years and 

in the early 1950's had begun to predicate its participation on local 

ability to pay as determined by real property values. Here again was an 

effort by the state government to reallocate resources from the richer to 

the poorer regions of the state. The other was the introduction of medicaid, 

a federal program with state financial participation, in 1968. Medicaid 

programs are designed to benefit public assistance recipients and certain 

medically needy persons and therefore complement the redistribution of income 

efforts made through the welfare system of transfer payments. 

As with education, we see in the health area continuing growth in 

services once state involvement began. We also can observe similar efforts 

to undertake the two and even the three major state roles simultaneously. 

Welfare 

Until the Depression of the 1930's, the welfare or public assistance 

function was almost entirely a local responsibility. The basic approach had 

evolved from the English Poor Law of 1601 and relied on county poorhouses 

and distribution of money and groceries to the poor. Although there was a

State Board of Charities and Corrections created in 1908, the state viewed 

its responsibility as one of providing institutions for the insane and 

criminal and of providing aid to such groups as the-blind and veterans. 
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With the Depression, local governments were unable to meet the demands 

of the unemployed for welfare assistance. People realized that such problems 

spilled over both local and state boundaries. Passage of the Federal 

Social Security Act of 1935 mandated public assistance programs to help the 

elderly, the disabled, and the families with dependent children and called 

for some degree of state administration over them. Funding for these pro

grams was to come predominantly from the federal and state governments. 

Since then, these programs have grown and have been redefined but have con

tinued to make up the predominant share of public assistance in Virginia. 

In fact, much of the growth in the scope of welfare in the 1960's found in 

Table 1.1 reflects state efforts to upgrade the three programs and sharp 

increases in the number of persons applying for aid to families with depend

ent children. In January, 1972, the state assumed the local share of the 

assistance costs for the three programs plus aid to the blind, and in 

January, 1974, the federal government assumed the total program and admini

strative costs for aid to the elderly, the disabled, and the blind. These 

changes indicate an increased awareness that the economic and social costs 

produced by needy persons cannot be contained in a locality or a state and 

that only the state and federal governments with their more progressive tax 

systems centered around the income tax can effect a redistribution of income 

through transfer payments. 

Future Roles for Virginia's State Government 

We have suggested three major roles for a state government. From our 

brief analysis we can make several observations for Virginia: 

1. The state government has made a definite and continuing effort
to expand the scope and the quality of services provided to the
public with a definite upsurge occurring in the 1960's.

2. It has attempted and has probably achieved some reallocation of
resources between the various regions of the state,



3. There has been an effort, particularly by cooperating with the
federal government, to redistribute income from higher to lower
income persons.

Acceptance of the suggested roles in Virginia has evolved over the years 

and has been the response to public demands created by economic expansion 

and stagnation, urbanization, and population growth as well as many other 

social and political factors. Each of the three has had varying degrees 

of importance in the past, and we shall not try to say here which one 

should have precedence in the future. 

As we look ahead, we do hope that this discussion will help the reader 

to begin to understand the expected and then the actual results from 

continuing present programs or substituting new ones. In either case, we 

must issue several caveats: 

1. The demand for public goods and services has consistently grown in
the twentieth century, and there is little likelihood that this
trend will abate significantly in the near future. Thus, if present
state programs are to meet future needs, they must be flexible enough
to handle expansion, or new and better programs must be forthcoming.

2. Continuation of the existing federal-state-local mix of programs and
roles reflects the present political consensus. Any attempt to
modify the mix will require a shift in that consensus.

3. Within a state only the state government can reallocate resources
from the richer to the poorer regions or from localities with large
capacity and limited burdens to those with liJnited capacity and
fiscal overburden. Any programs that imply such reallocation must
therefore look to the state government for resolution.

4. Any efforts by the state government to redistribute income must
recognize that the dominant vehicles for redistribution will continue
to be the federal personal income tax and federal transfer payments.
over the last quarter century, the system led by this supposedly
powerful combination has had only limited success in bringing about a
redistribution of income across all income levels. It has had major
impact only at the very low end of the income scale • .!/

1/ Richard A. Musgrave and Peggy B. Musgrave, Public Finance in Theory 
and Practice (New York: McGraw-Hill, Inc., 1973), pp. 655-657. 
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We devote the remainder of this chapter to a summary of the study's 

highlights, including the fiscal outlook of the state and the localities, 

and to alternative packages for financing present and new programs. 

Significant Features of the Study 

State Fiscal Outlook 

Our discussion of the state fiscal outlook concentrates on the general 

fund. Even though the general fund currently represents less than half of 

total state revenues, it is the focus of most of the legislative appropria

tion process and therefore receive a large amount of attention. Moreover, 

much of the revenue outside of the general fund comes from the federal 

government or represents state taxes earmarked for highways. 

Revenue Projections 

Baseline general fund revenues are projected assuming no change in 

the present tax structure and rates. The projections are based on the 

relationship of revenues to predictive variables for each of the major 

sources. For example, projections of individual income tax receipts 

are based on projected changes in personal income. 

During the 1960's general fund revenue growth received several one

time stimulants such as the adoption of individual income tax withholding, 

the new sales and use tax, and changes in administrative procedures re

sulting in an acceleration of collections. Furthermore, the 1960's were 

a time of economic prosperity with only a minor recession in 1960-61 and 

the beginning of another in the last few months of the decade. Price 

inflation, which usually stimulates revenues, was quite moderate in the 

first half of the decade, but accelerated toward the end. The combined 
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effect of these factors was a sharp rise in general fund revenues, 

particularly in the second half of the decade. Instead of growth of 

about 20 to 22 percent per biennium, revenues rose by 41 percent in

1966-68 and by 46 percent in 1968-70. 

In the 1970-72 biennium revenues increased not quite 20 percent, 

reflecting the impact of the recession and slow recovery in 1970-71, 

some slowdown in the rate of inflation, and the 1968-70 base for calcu

lating the relative change being swollen by one-time windfalls. Revenues 

for the 1972-74 biennium rose 32.8 percent, resulting primarily from a 

continuation of the rapid economic expansion that began in the second 

half of 1971-72 and lasted into 1973, the high rates of inflation 

in 1973 and early 1974, increases in the corporate income tax rate 

from 5 to 6 percent and the individual income tax rate from 5 to 5.75 

percent over $12,000 of taxable income adopted at the 1972 session of the 

General Assembly, and the introduction of federal general revenue sharing 

in 1972-73. 

The official estimate for the 1974-76 biennium shows a gain of 25.7 

percent in large part because of the high rates of inflation that continued 

from 1974 into 1975 and the economic recovery from the 1974-75 recession 

that is expected to begin in mid-1975. Our projections for the next three 

biennia show gains of 30.2 percent in 1976-78, 27.8 percent in 1978-80, 

and 30.0 percent in 1980-82. Thus, even with the two rate hikes in 1972, 

general fund revenues will not show percentage gains in the late 1970's 

and early 1980's as high as those experienced in the last two biennia of 

the previous decade. 

Among the various sources of revenue, the individual income tax will 

continue to be preeminent. It presently accounts for two-fifths of general 

fund revenues and is expected to represent one:half by 1980-82. Although
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the sales and use tax will continue to rank second in importance, its 

share of the total is expected to drop from 27 percent in the current 

biennium to 25 percent in 1980-82. 

The baseline forecast assumes that federal general revenue sharing 

will cease at the end of 1976. Nevertheless, the likelihood is great 

that the program will be extended until 1982 and that it will provide 

about $45 million per year to the general fund. 

Furthermore, the forecast assumes that individual income tax con

formity to federal law will continue with the 1974 standard deductions 

and not produce any revenue losses. The federal Tax Reduction Act of 

1975 increased the standard deductions for 1975 only but created no 

fiscal problems for Virginia because of Senate Bill No. 645, which passed 

at the 1975 session of the General Assembly and froze the standard deduc

tions at their 1974 levels for the present calendar year only. If the 

Tax Reduction Act provisions are allowed to expire, the federal standard 

deductions would revert to their 1974 levels, and Virginia would again 

conform without facing any revenue declines. If, as anticipated, the 

Congress continues into 1976 and beyond some version of the higher 

standard deductions allowed under the Act, the expectation would be for 

the state to offset any revenue shortfall. 

Expenditure Projections 

We first make baseline projections of maintenance and operating 

expenditures (current outlays). These forecasts assume no change in the 

scope or quality of programs but do allow for growth in population-work

loads and for price increases. Forecasts of future population-workloads 

for specific functions (e.g., enrollment in elementary and secondary schools) 
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were obtained from the appropriate state agencies. The workload 

figures are crude estimates, and we take full responsibility for them; 

they should not be confused with more detailed figures used in the 

regular budget process. Table 1.2 summarizes actual appropriations for 

the current biennium and projected baseline expenditures for the future. 

Through the next three biennia elementary-secondary education, higher 

education, public welfare, and medicaid are expected to account for about 

three-fourths of operating expenses. For elementary-secondary education, 

enrollment is projected to decline slightly throughout the projection 

period. However, the annual rate of inflation will more than offset the 

enrollment decline and will cause outlays to rise. In other words, the 

number of students will decrease, but the cost per student will increase. 

In higher education, expenditures will increase as enrollment grows in all 

types of institutions. The rate of growth of enrollment is, however, pro

jected to be lower than in recent years. Public welfare outlays will increase 

more gradually than they have in recent biennia. One factor is the complete 

federal takeover on January 1, 1974, of the program and administrative costs 

for old age assistance, aid to the permanently and totally disabled, and 

aid to the blind. Another is that caseloads are expected to rise in the 

major, nonfederalized programs but at lower rates than in the past. A 

factor contributing to growth in public welfare outlays is the anticipated 

expansion of services under Title XX of the Social Security Act. Outlays 

for medicaid will grow at a fairly constant rate as the number of recip-

ients increases at an average annual rate of 6 percent. In the other 

functional categories, the population served is projected to remain 

nearly constant (mental health) or to increase in proportion to general 
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population growth (e.g., public health, vocational rehabilitation, and 

resource and economic development), which is expected to be 1.3 percent 

per year through 1980 and 1.2 percent per year thereafter. 

After obtaining baseline projections, we rework the data to yield 

forecasts that allow for increases in maintenance and operation expendi

tures because of improvements in scope and quality. These are defined 

as new programs or expansion of old ones. For example, an increase in 

state aid to elementary-secondary education would be an expansion in 

scope and quality. Scope and quality expenditures grew by roughly 6 

percent annually between fiscal 1968 and fiscal 1974 and, on average, 

we anticipate a similar growth rate for our forecast period. 

Projections of current outlays without allowance for capital out

lays are unrealistic, particularly if one allows for increases in scope 

and quality. Two sets of projections are made for capital outlays. The 

first assumes that only baseline maintenance and operation expenditures 

will be made. The second assumes that such expenditures will be 

increased to allow for changes in scope and quality. Both sets are 

projected by assuming that capital outlays will represent about 6.3 

percent of current outlays. 

Revenue-Expenditure Gaps 

We have discussed the method for deriving the baseline revenue 

projection and four projections of expenditures. Combining them yields 

the results presented in Table 1.3. Chart 1.2 displays graphically the 
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TABLE 1.3.--SUMMARY OF GENERAL FUND REVENUES AND EXPENDITURES, 
1976-78 TO 1980-82 BIENNIA 

(Millions of Dollars) 

1976-78 1978-80 1980-82 

Baseline revenues $3,882.2 $4,960.0 $ 6,448.7 

Expenditures 
Baseline 3,563.6 4,068.3 4,600.9 
Scope and quality 3,891.7 4,883.5 6,122.3 
Baseline plus capital outlay 3,788.1 4,324.6 4,890.8 
Scope and quality plus capital 

outlay 4,136.9 5,191.2 6,508.0 

Gap 
Baseline +318.6 +891. 7 +1,847.8
Scope and quality 9.5 + 76.5 + 326.4
Baseline plus capital outlay + 94.1 +635.4 +1,557.9
Scope and quality plus capital 

outlay -254.7 -231.2 59.3 

SOURCE: Tables 3.7 & 4.20, pp. 342, 346. 

"gaps: (revenues minus expenditures) that are projected. In the next 

three biennia we project in all but one case positive gaps or surpluses 

for each of the first three concepts. For the scope and quality gap 

in 1976-78 we have a small negative gap or deficit of -$9.5 million. 

For the fourth and broadest concept, scope and quality plus capital out

lay, we forecast deficits in each of the next three biennia, -$254.7 

in 1976-78, -$231.2 in 1978-80, and -$59.3 in 1980-82. 

The gaps forecast are projections based on reasonable assumptions 

but are, of course, subject to error. Such a residual measure is 

particularly sensitive to estimating errors, since a small change in 

projected revenues or expenditures will have a magnified impact on the 

gap. In addition, the short-run forecasts are generally more accurate 
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CHART 1.2 

GENERAL FUND REVENUE EXPENDITURE GAP- BIENNIUMS 1976-78 TO 1980-82 

GAP

MILLIONS Baseline Gap 

Scope and Quality Gap 
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11111111111111111111 
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.i-----.... + 1,200 

·-----+ 1,000 
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-400 -400

Note: Gap equals projected revenues minus projected expenditures. 
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than the long-run forecasts. 

Another note of caution in evaluating the gaps is that the 

methodology for the expenditure projections has an upward bias. 

It assumes that all current expenditure programs will continue at 

baseline levels or will be expanded for improvements in scope and 

quality. There is no allowance for new priorities that would lower or 

eliminate expenditures on some programs. Moreover, there is no provi

sion for new, lower cost methods of fulfilling program requirements. 

In our previous efforts to determine the fiscal outlook for the state, 

Fiscal Prospects and Alternatives, published in 1971, and Fiscal Prospects 

and Alternatives: 1974, published in 1973, we have found that the scope 

and quality plus capital outlay expenditure forecast best approxi-

mates the actual general fund budget of the Commonwealth. Using this 

concept in 1971, we projected for 1972-74 expenditures of $2,384.0 million 

and a $321.3 million deficit with the tax structure and rates existing at 

the time. The budget proposed to the 1972 session of the General Assembly 

called for $2,495.2 million in appropriations and income tax rate hikes of 

$215 million to make up the anticipated shortfall in revenues. The 

General Assembly pared appropriations to $2,375.6 million but still had to 

increase the corporate and individual income tax rates enough to cover a gap 

estimated at $85 million. With the introduction of federal general 

revenue sharing in late 1972, and the willingness of the 1973 session of 

the General Assembly to appropriate some of those monies, appropriations 

rose to $2,450.4 million for 1972-74. In 1973, we projected for 1974-76 

scope and quality plus capital outlay expenditures of $3,048.4 million 

and a surplus of +$44.5 million. The budget approved by the 1974 session 
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of the General Assembly had $2,974,3 million in appropriations and no tax 

increases. Adjustments at the 1975 session increased total appropria

tions to $2,990.9 million. 

New Revenue Sources and Borrowing 

If the scope and quality plus capital outlay gaps are accurate, 

there are three ways to make up the deficits--reduce expenditures, 

raise taxes, or borrow for capital outlay. If there were in addition 

a desire to undertake large, new programs, these two would require 

additional revenue. We discuss below alternative means of raising more 

revenue and the state's borrowing potential. 

New Revenue Sources 

Table 1.4 summarizes the revenue potential of modifications in 

several general fund revenue sources. Since nearly three-fourths 

general fund is expected to come from two sources--the individual income 

tax and the sales and use tax--significant demands for more revenue 

would require raising one or both of them. 

Under the individual income tax, one issue requiring resolution 

will be continued conformity to the federal structure. If, as seems 

most likely, Congress extends to 1976 and beyond the higher stan-

dard deductions allowed for the current year under the Tax Reduction 

Act of 1975, revenues would decline 3 percent per year. The alterna

tives proposed by President Ford and the House Ways and Means Committee 

prior to the passage of the 1975 Act would each cause a 6.2 percent 

annual loss. One way to offset any decline would be to.adjust the rates. 
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TABLE 1.4 •• pROJEC'fEll REVENUES •11(1,1 AL1l:RHATIVE, 
CHANGES lN REVENUt: STRUC'fURE AND/OR RA'!'ES, 

1976-78 JIU:NNlUM 

_.,._...,,_ ____________________ M.i.,l��!!._nf llollara) 

Revenue Source 

CORPORATJONS--lNC(JtE TAX 
Present structure; prt'sent 6X rate 
Present structure; 71 rate 

INDIVIDUALS Al\D FIDUCIARIE�--INC<lHE TAX 
Pres:ent structur�: 

PresPnl rntea 
Rate schedule A 
Rate schedule B 
Rate vchedule C 
ltate schedule D 

Structure baaed on the Tax Reduction Act of 1975: 
Present rates 
Rate schedules E, F, G, and H 
Rate schedule J 
Rate schedule K 
!late &chedule L 
Rate schedule H 

Structure bnsed on Preaf.dent Ford'• plan: 
Present rates 
Rate schedule I 
Rate schedule N 
Rate schedule 0 
Rate schedule P 
Rate schedule Q 

Structure baaed on the lbuse Vaye and Hean• 
Cocuittec: plan: 
Pre&<'nt rates 
Rate schedule I 
Kate schedulf' N 
RRte ochedult' 0 
Rate schedule P 
Rate schedule Q 

Projected 
Revenue 

$ 133.9 
162.6 

810.2 
886.6 
901.7 
928.6 

1,013.6 

785.9 
810.2 
866.2 
944.7 
955.5 
�89.!; 

760.0 
lll0.2 
906.0 
938.3 
955.5 

1,026.5 

760.0 
810.2 
906.0 
93!1.3 
955.5 

1,026.5 

1976-77 
Change from 
freal'nt Tax 

+28.7 

+76.4 
i'Jl.5 

+118.4 
+203.4 

-32.3 

+56.0 
+134.5 
+145.3 
+179.7 

-66.7 

-t'J5.8 
+128.l 
+145.3 
+:116.3 

-66.7 

i95.8 
+12P.l 
+145.3 
+216.3 

Projected 
Revenue 

$ 155.0 
180.8 

977.6 
1,047.0 
1,060.7 
1,085.1 
1,162.4 

94S.3 
977.6 

1,028.4 
1,099.8 
1,109.6 
l, 140.9 

917.0 
977.6 

1,064.6 
1,093.9 
l, 109.6 
1,114.1 

9li.O 
977.6 

1,064.6 
1,093.9 
l, 109.6 
1,174.1 

1977-78 
Chanr,,• from 
.!:!:.'l!.."� 

+25.8 

-+(;9.4 
+83.1

+107.5
+1114.8 

-29.3 

+50.8 
+122.2 
+132.0 
+163.3 

-60.6 

-ffl7.0 
+116.3 
+132.0 
+196.� 

-60.6 

+87.0 
+116.3 
+132.0 
+196.5 

Taxation of 100 percer,t o( all capital gains 

Elimination of the Virginia dividend exclusion 

An additional $10 to $15 million in each fiscal year 

An additlohal $3. to $5 rni Ilion in uch fiacal year 

TAX CRt:lllT TO ca-:PENSATE FOR Snl.ES TAX 00 FOOD 
(l:XCLUDL'iG U>CAL OPTWX) 
S22 credit per exC01ption 
$22 credit pc,· exeu,ption but limited to AGI 
oi under $10,COO 

$22 c•:<'dit p<'r exemption but limited to AGI 
of under $7,000 

STATE SALES AND USE TAX (EXCLlllllNG LOCAL OPTION) 
Pre•ent structurei present rate 
Prrsent otrut'ture; 41 rate 
Excluding ioud purchases; present rate 
Excluding food purchas.-s; 4% rate 
Excludini; food and nonprescription drugs; present rate 
Excludinll food and nonprescription crugs; 47. rate 
Adding selected services; present rate 
Adding selected aervic<'�; 41 rate 

INIIF.P.ITAIICE TAX 

l'resent structure; present ratea 
Present structure: 

RRte schedule l 
Rate schedule 2 
Rate schedule 3 
Rate schedule 4 

. Present structure wf.th inclusion of in�urancc; 
present ratea 

TOBACCO PRODUCTS TA.'< 
Present structure; present rates 
PrcRf'nt structure; S cent r:ite; no chnngc 111 sales 
Present struct.ure; 5 cent rate; 57. drop in aalea 
l'rest'nt structure: 5 cent rale; 1� drop ln ailles 
PreR<,fll structure; 5 ,:�nt rate; 207. drop lu salea 

-103.l 

-55.l 

-39.8 

486.4 
637.0 
378.4 
493.0 
371.2 
483.4 
529.8 
694,8 

21.9 

24.3 
25.5 
25.4 
23.S 

u.o

19.l 
38.2 
36.3 
34.4 
30,6 

-103.! 

•55.l 

-39.8 

+150.6 
-108.0 

"6.6 
-ll5.5 

-3.0 
-f43.4 

+208,4 

+:!.4 
+3.6 
+3,5
+1.6 

+l.l 

+19,l 
+11;2 
+15.3 
+11.5

-104,5

-55.8 

-40.3 

552.7 
736.9 
420.6 
560.8 
411,8 
549.0 
605.8 
807.7 

23.0 

27.1 
29.2 
29,0 
2s.a 

24.9 

20.5 
41.0 
38.9 
36,, 
32,8 

-104.5 

•55.8 

-40.3 

+184.2 
•132.1 

+8.1 
-140.9 

-3.7
+53.1

+255.0

-f4.1 
"6. 2 
of6.0 
+2,8

+l.9 

+20.s 
+18.4 
+16.4 
+12.3 
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TABL! I .4 •• PROJF.CTED REVENUES t'llCII ALTEIUIATIVI 
CHANGES IN REVENUE STRUC'l'UIIE AND/Ok RATES, 

!976•78 BU:NNillM 
.Q!!.11 tonR of llnll nu) (Cunt lnuNI) 

1976-77 
Projected ChanRe 

1977-78 
from ProJ•cted Change froa 

----------"R"'c""ve_n"'u=c_§Sl,u_r_c_e __________ _ Revt"nue Preaent Tax Revenue Present Tax 

AJ.COIKlLIC BF.VERACES STAtE TAX 
Prrsent structure; prcocnt 147. rate 

Present structurt•; 157. rate 

BEER AND BEVERACE t:XCISE TAX 
Present structure; present rates 

Present structure; 2S'Z increase 111 rates 

CROl.'N TAX ON SOfT i'RINl;S 
Averaae per capit� rrvenue of states with the tax 

PARI•MunJEL BETTING .\ND l.llTIERlt' 
Pari•mutuel bettin� 

Lottery 

:n.2 33,0 

33.2 +2,0 :,s.1 +2.1 

24.2 26.6 

29.2 +5.0 32.8 -+6.2 

10,4 +10,4 12.0 +12.0 

From two ra�ing facilttirs the state could expect about $3 
aillion in the first yrar of operation, $7.5 million after 
two or three yeara, and around $10 million after five years. 
Only the $3 million fir,ure mi&ht be achieved in the next 
biennium, 
Estimated receipts for a year range between $12 million and 
$20 mUiton depending on the degree of public acceptance. 

Note: For a aW1111ary of the methodology, aee notea to Table 3.46. For additional detall 0 aee the diacusaion of each 
aource in Chapter III. 
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Table 1.5 provides four alternatives, Rate Schedules E, F1 G, 

and H, that just eliminate the impact of the Tax Reduction Act 

changes. The table then gives four others, Schedules J, K, L, 

and M, that not only resolve the conformity issue but also 

produce additional revenues ranging from about $50 to $160 

million per year. 

An increase in the state sales tax rate from 3 to 4 

percent would produce another $150.6 million in 1976-77 and 

$184.2 million in 1977-78. Making the sales tax applicable to 

selected services not presently taxed would expand the base 

by nearly 10 percent and lead to additional revenues of $43.4 

million in 1976-77 and $53.1 million in 1977-78. If food for home 

consumption and nonprescription drugs were excluded from the 

sales tax base, revenues would decline by about one-fourth, or 

$115.5 million in 1976-77 and $140.9 million in 1977-78. Applica

tion of the 4 percent rate to the lowered base would come within 

$3 to $4 million per year of offsetting this loss. 

An alternative form of relief for the sales tax paid on 

food and nonprescription drugs would be an individual income tax 

credit. It would avoid the administrative costs and difficulties 

that exclusion would involve. In the next biennium a $22 credit 

per exemption for Virginia residents would cost $103 to $104 

million per year. Limiting the credit to eligible persons with 

adjusted gross incomes under $10,000 would reduce the cost to about 

$55 million per year. A $7,000 income constraint would further 
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TABLE 1.5-RATE SCHEDULES TO OFFSET THE REVENUE LOSS UNDER 
THE TAX REDUCTION OF 1975 AND TO RAISE ADDITIONAL 

REVENUE UNDER THE TAX REDUCTION ACT OF 1975 

Present Rate Schedule 

Net Taxable Income Rate 

$ 0 -$ 3,000 
$ 3,001 -$ 5,000 
$ 5,001 -$12,000 
over -$12,000 

2% 
3% 
5% 

5.75% 

Alternative Rate Schedules to Offset Revenue Loss 
Under the Tax Reduction Act of 1975 

Schedule E 

Net Taxable Income 

$ 0 -$ 2,000 
$ 2,001 -$ 5,000 
$ 5,001 -$12,000 
over -$12,000 

Schedule G 

Net Taxable Income 

$ 0 -$ 3,000 
$ 3,001 -$ 5,000 
$ 5,001 -$12,000 
$12,001 -$20,000 
$20,001 -$30,000 
over -$30,000 

Rate 

2% 
3% 
5% 

5.75% 

Rate 

2% 
3% 
5% 
6% 
7% 
8% 

Schedule F 

Net Taxable Income 

$ 0 -$ 3,000 
$ 3,001 -$ 5,000 
$ 5,001 -$12,000 
over -$12,000 

Schedule H 

Net Taxable Income 

$ 0 -$ 3,000 
$ 3,001 -$ 5,000 
$ 5,001 -$10,000 
$10,001 -$25,000 
$25,001 -$50,000 
over -$50,000 

Alternative Rate Schedules to Raise 
Additional Revenue Under the Tax Reduction Act of 

Schedule J Schedule K 

Net Taxable Income Rate Net Taxable Income 

$ 0 -$ 3,000 2% $ 0 -$ 3,000 
$ 3,001 -$ 5,000 3% $ 3,001 -$ 5,000 
$ 5,001 -$12,000 5% $ 5,001 -$10,000 
$12,001 -$20,000 7% $10,001 -$25,000 
$20,001 -$30,000 8% $25,001 -$50,000 
over -$30,000 9% over -$50,000 

Schedule L Schedule M 

Net Taxable Income Rate Net Taxable Income 

$ 0 -$ 3,000 2% $ 0 -$ 2,000 
$ 3,001 -$ 5,000 3% $ 2,001 -$ 5,000 
$ 5,001 -$12,000 6% $ 5,001 -$12,000 
over -$12,000 8% over -$12,000 

Rate 

2% 
3% 
5% 

6.75% 

Rate 

2% 
3% 
5% 
6% 
7% 
8% 

1975 

Rate 

2% 
3% 
6% 
7% 
8% 
9% 

Rate 

2% 
3% 
6% 
8% 
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reduce the cost to $40 million pe1; year.Y Rate Schedules J through M

would produce the additional revenue necessary to offset these varying 

costs. 

There are other ways to raise small amounts of additional revenue 

mentioned in Table 1.4 that would also improve the horizontal or verti

cal equity of the tax structure. These include taxation of 100 percent 

of capital gains, elimination of the Virginia dividend exclusion, and 

changing the present inheritance tax rate schedule. An alternative to 

the present system of retirement income tax relief might not produce 

more revenue but could lead to a more equitable approach than the one 

provided by the existing array of exclusions. 

Borrowing 

It is not necessary to finance all capital outlays from general fund 

revenues; general obligation borrowing could be another source. Under 

the present constitution, limitations for general obligation borrowing 

have been liberalized to allow more borrowing. Under a conservative 

interpretation of the constitutional formula, the following maximum amounts 

of borrowing could be authorized: 

Year 

1976 

1978 

1980 

Millions of Dollars 

$268.0 

87.7 

126.3 

SOURCE: Table 4.25. 

1/ We follow conventional terminology in calling the proposal a 
"credit." Actually, it would not be a credit, since all eligible persons 
would be entitled to the full amount regardless of their tax liability. 
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Thus, the new debt provisions will permit large new borrowings in 

the next three biennia if the General Assembly and the voters wish to use 

the maximum authority. Only in the 1976-78 biennium, however, could the 

maximum debt that could be authorized ($268.0 million) completely substi

tute for general fund revenues as a method of financing projected capital 

outlays ($245.2 million with $224.5 million in baseline capital outlays 

and $20.7 million in scope and quality capital outlays). In the last two 

biennia, maximum debt authorizations would cover only about 30 percent of 

projected capital outlays. Of course, any new authorized debt would have 

to be serviced out of general fund revenues. We project the following 

amounts for debt service in the next three biennia if the maximum amount 

of general obligation borrowing were authorized: 

Biennium 

1974-76 

1976-78 

1978-80 

SOURCE: 

Millions of Dollars 

$27.4 

62.1 

80.7 

Table 4.26. 

Local Fiscal Outlook 

State and local finances are closely intertwined--localities are 

limited to revenue sources pe.rmitted by the state, and many of their 

expenditure programs depend upon state aid in the form of cash transfers or 

services rendered. In order to obtain some idea of future requirements at 

the local level, we make projections of local revenues and expenditures to 

complement the state's general fund projections. 
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Local Revenue Projections 

We project local baseline revenues from own sources by using a 

methodology similar to the one developed for projecting state general 

fund revenues. For state transfers from the general fund, we use figures 

developed for that fund, and we use a variety of techniques for other 

types of federal and state aid. 

According to our projections, local revenues will grow at an 

average annual rate of 8.2 percent during the next seven years. This 

compares with an annual growth rate of 13.8 percent from 1967-68 to 

1972-73. The major reason for the difference is that the projections 

make no allowance for increases in tax rates which contribute to revenue 

growth in the earlier period. Separating revenues into their two major 

components, we project a 11.4 percent average annual increase in local 

sources and a 6.1 percent annual increase in state and federal transfers, 

which include federal general revenue sharing. 

Local Expenditure Projections 

The basic projection methodology is the same as for general fund 

outlays, but we merge current and capital outlay expenditures because of 

a lack of detailed data. From 1974-75 to 1980-81, total baseline plus 

capital outlay expenditures are projected to grow at an average annual 

rate of 6.0 percent. During this time, education, public welfare, 

police and fire protection, and sewerage and sanitation will remain the 

major expenditure items and will account for nearly three-fourths of 

total expenditures by fiscal year 1981-82. Scope and quality changes 

are allowed for by assuming a 4.2 percent average annual increase in 
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the baseline projections of outlays financed from own sources in fiscal 

year 1973-74. 

Local Revenue-Expenditures G�ps 

Negative baseline gaps are anticipated for 1974-75 and 1975-76 and 

positive baseline gaps are projected for each year of the projection 

period thereafter. With allowance for scope and quality changes, however, 

all projected gaps show negative amounts (see Table 1.6 and Chart 1.3). 

These estimated gaps for local governments are subject to the same limi

tations as previously mentioned with respect to the state's general fund. 

The projected gaps assume no borrowing--a rather unrealistic premise 

if one considers the past behavior of Virginia local governments which 

have regularly borrowed for capital outlays. If local governments increase 

their debt at a rate consistent with past growth (about 8.4 percent annually), 

then the following amounts will be available from borrowing in each fiscal year: 

Less Allowance Amount 
Fiscal Year Borrowing for Debt Service Availabl�/ 

(Mil.) (Mil.) (Mil.) 
1975-76 $213.0 49.9 163.1 

1976-77 $230.9 73.3 157.6 

1977-78 $250.3 98.3 152.0 

1978-79 $271. 3 124.8 146.5 

1979-80 $294.1 153.2 140.9 

1980-81 $318.8 183.3 135.5 

1981-82 $345.6 215.5 130.1 

a/ Although debt service costs would come from current outlays, we 
have assumed that they would have the effect of reducing total funds 
availabe for financing a negative gap. 

SOURCE: Table 5.13. 



Revenues 

Expenditures 
Baseline plus capital outlay 
Scope and quality plus capital outlay 

Gap 

Baseline plus capital outlay 
Scope and quality plus capital outlay 

SOURCES: Tables 5.10 and 5.12. 

TABLE 1.6--SUMMARY OF LOCAL GOVEBNMENT REVENUES AND EXPENDITURES 
FISCAL YEARS 1973-74 TO 1981-82 

1973-74 1974-75 

$2,349.0 $2,574.3 

2,405.9 2,671.2 
2,425.6 2,751.3 

- 56.9 - 96.9
- 76.6 -177.0

(Millions of Dollars) 

1975-76 1976-77 

$2,825.7 $3,206.1 

2,893�3 3,133.0 
3,048.7 3,369.4 

- 67.6 + 73.1
-223.0 -163.3

1977-78 

$3,379.9 

3,328.1 
3,689.0 

+ 51.8
-309.1

1978-79 

$3,695.7 

3,497.1 
3,971.8 

+198.6
·-276.1

1979-80 1980-81 1981-82 

$4,035.6 $4,424.3 $4,828.6 

3,667.7 3,850.3 4,024.9 
. 4,268.8 4,591.9 4,923.2 

+367.9 +574.0 +803.7 
-233.2 -167.6 - 94.6

I 

I 



CHART 1.3 
GAP 

I MILLIONS LOCAL GOVERNMENT REVENUE EXPENDURE GAP-FISCAL YEARS 1973-74 TO 1981-82 
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Such borrowing could substitute for the use of current revenues for 

capital projects. 

Another factor to consider is that the baseline revenue projections 

allow for no new taxes and no changes in the structure or rates of 

existing taxes. An increase in the rates on major tax bases (i.e. 

property taxes, gross receipts taxes, the 1 percent local option sales 

tax, etc.) would offer a substantial increase in local revenues even if 

these rates were only raised by a modest amount. Also, any new federal 

and state aid would be additional sources of revenue not included in 

the baseline revenue projections. 

The fiscal projections in this study are for all local governments, 

and the estimates are done on an overall, not an additive, basis. The 

projections therefore do not necessarily indicate the financial outlook 

for a particular city or county. In fact, based on information in this 

study and other reports, it appears that the fiscal outlook for large 

central cities is not as optimistic as for loc�l governments in general. 

Chapter VI covers the principal devices that the state could use 

to assist local governments, and a snyopsis is provided here. Before 

mentioning them, we must discuss the real property tax--the most important 

source of local revenue. In many localities the tax has not been admin

istered in an equitable or efficient manner. Different classes of property 

such as residential, commercial, and farm property have been assessed at 

different ratios, and even within classes, ratios have shown large 

differences. Even today only 19 cities and 9 counties employ full-time 

assessors, and many localities assess only as required by law--every four 
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years for cities and every six years for counties. The Revenue 

Resource and Economic Commission recognized these problems in 

1974 and reconnnended after substantial study nine property tax 

reform bills to the 1975 session of the General Assembly. The 

General Assembly passed these bills within the basic framework recom

mended by the commission. They included: (1) requiring the mainte

nance of an inventory and assessment of all real property exempt 

or immune from taxation; (2) requiring that property owners be 

notified of any changes in assessment; (3) making all property apprais

al cards or sheets, excluding those with confidential information, open 

to public inspection and all working papers for an individual tax

payer open to his inspection; (4) requiring the establishment of a 

training program by the Department of Taxation for voluntary use by 

assessing personnel; (5) requiring the preparation and issuance by 

the State Tax Commissioner of an annual assessment/sales ratio study 

for each major class of property in localities; (6) having the State 

Tax Commissioner establish a real property classification system to be 

placed in the local land books for use in the annual ratio studies; 

and (7) requiring that all real property be assessed at 100 percent of 

fair market value except public service corporation property assessed 

under §58-512.1 (the "Bemiss Act"). Areas that still warrant study 

include: (1) methods to improve the review and appeal procedures at 

both the local and state levels; (2) a shortening of the assessment 

cycle, which is currently six years for counties and four years for cities; 

(3) the imposition of a statewide severance tax on minerals in lieu of

the current property tax on minerals in the ground; (4) the examination 
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of alternatives to the current property based service charge on 

exempt property; and (5) the evaluation of statewide mass appraisal. 

In addition, some attention could be given to property tax relief 

plans for the elderly such as the various circuit-breaker proposals. 

State Aid to Localities 

If the state wishes to increase aid to localities, it can do so 

in a variety of ways that fall under three broad categories--partici

pating in local expenditure programs, revenue sharing, and provision 

of new local tax powers. 

Participation in Local Expenditure Programs 

The state already plays a major role in financing local governments. 

In 1972-73, 36 percent of local funds came from the state government 

either as appropriations of state funds or as federal revenues passed 

through the state government. There are numerous programs receiving 

state aid and many possibilities for expansion. We shall limit our 

analysis to four important areas--education, welfare, health, and high

ways. 

Education 

Education is the largest category of expenditure in local budgets, 

and, statewide, the state government bears about 41 percent of the cost. 

For 1973-74 the major types of state aid were the basic school aid fund, 

the local share of the state sales and use tax, and state paid fringe 

benefits. Together these programs accounted for $9 out of every �10 of 

state aid. For the 1974-76 biennium, on the other hand, a new method 
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for distributing state aid was developed to meet the state consti

titional requirements for funding the actual cost of quality education. 

Major concepts incorporated into this new aid program are: (1) a

new measure of local fiscal capacity which includes local personal 

income and taxable sales in addition to the true value of real estate; 

(2) a new formula that incorporates the new local fiscal capacity measure

and the standards of quality cost per pupil; (3) aid for compensatory 

education that is distributed on the basis of reading test scores; (4) 

incentive grants for those localities that expend more than the stan

dards of quality cost; (5) recognition of differences in local costs, 

particularly as these costs relate to exceptional pupils; and (6) a new 

method of funding teacher fringe benefits at the state level. 

Welfare 

Welfare funding has become more and more a federal and state 

responsibility. On January 1, 1972, the state assumed the local share 

of welfare assistance costs for old age assistance, aid to the permanently 

and totally disabled, aid to families with dependent children, and aid to 

the blind. On January 1, 1974, the federal government took over the 

program and administrative costs for old age assistance, aid to the perma

nently and totally disabled, and aid to the blind. Localities will 

continue to be responsible for their share of public assistance costs for 

the three state-local programs--general relief, foster care and hospitali

zation of the indigent--and some administrative costs. Complete state take

over of local welfare costs would have cnst the state about $11.7 million in 
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1973-74 and would have primarily helped the central cities with 

their high welfare loads.!/ 

Health 

The State Department of Health now operates all local health 

departments with the state bearing the major share of their costs. The 

state share varies from 55 percent to 82 percent of the costs depending 

upon local ability to pay as measured by the true value of real property. 

Generally, the central cities pay larger percentages of cost than rural 

areas. A new method of deriving local shares could be developed which 

would have all localities paying the same share. Ninety percent funding 

by the state in 1973-74 would have required an additional $12.4 million. 

Highways 

Highways are an important cost item to the municipalities and two 

counties that maintain their own systems. Revisions could be made in 

the level and method of funding. A switch from the present 2 to 3 ratio 

of local to state funding to a one to one ratio would have provided about 

$11 million extra in fiscal year 1972-73 for local governments main

taining their own highways. 

1./ This estimate assumes the circumstances that prevailed as of 
January 1, 1974. As of that date the federal government became respon
sible for all administrative and program costs for old age assistance, 
aid to the permanently and totally disabled, and aid to the blind. 
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Revenue Sharing 

The term "revenue sharing" is now popularly associated with the 

federal program, but the concept also applies to state government. In 

Virginia, we already have revenue sharing with the sales and use tax, 

A.B.C. profits, and the wine and spirits tax. Although additional revenue 

sharing could be applied to many sources of revenue, we concentrate on 

the two largest sources, the individual income tax and the sales and use 

tax. An increase in the individual income tax could be shared with 

localities with the amount available depending on the increase in rates. 

Table 1.4 indicates the additional revenues that various alternative rate 

schedules would produce in the next biennium. How to distribute the money 

is the big question with this or any other proposal for revenue sharing. 

Distribution on the basis of taxpayer residence would help the higher income 

localities. A per capita distribution would help lower income localities. 

Distribution by place of primary employment would help central cities that 

have a large number of net in-commuters. 

A 1 percentage point increase in the state sales and use tax could 

be shared with localities in the same way as the existing local share 

(on the basis of school age population) or a new allocator such as place 

of sale could be used. The latter approach would, of course, be preferred 

by central cities and other areas with well developed retail sales centers. 

The amount available for distribution would be about $150 million in fiscal 

year 1976-77. 

New Local Tax Powers 

Local governments receive their taxing powers from the stat�, and, as . 

a consequence, they are subject to several statutory limitations. For 
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example, they are not permitted to levy taxes on income, and they cannot 

impose a sales and use tax exceeding 1 percent. 

If it were felt desirable to expand local tax powers, there are 

several possibilities including, but not restricted to, a local surtax on 

the state individual income tax (a so-called "piggyback" tax), another 

1 percent local option on the sales tax, a local crown tax, a local motor 

fuels tax, and a local motor vehicle sales and use tax. The details of 

these alternatives are shown in Chapter VI. Here, we shall limit discussion 

to the two proposals involving large dollar amounts--a local income tax and 

another 1 percent local option sales tax. We shall also mention the potential 

for replacing or reforming another significant source of local revenue--license 

taxation. 

Local Income Tax 

A local income tax would be a new and significant source of revenue 

for local governments. The tax could take many forms and might even sub

stitute in part for the property tax as in Indiana. The options with the 

greatest administrative feasibility would utilize the present state individ

ual income tax. A local tax could then be administered by the state with 

great savings in costs and convenience. The tax could be a surtax on the 

state tax or could take the form of progressive rates for different brackets 

of taxable income. Neither form would be in any sense a commuter tax, since 

revenue would be returned to the taxpayer's resident community. If a local 

tax took one of these forms and had an effective rate equivalent to a 20 

percent surtax on the state tax on individuals and fiduciaries, it would 

1/ 
rafse about $215 million in 1976-77 and $196 million in 1977-78.- Inci-

J./ The projected changes for 1976-77 include seventeen months of revenues 
because an effective date of January 1, 1976, is assumed with a thirty day col
lection lag. These estimates assume the present Virginia individual income tax 
structure. 



-42-

dentally, if such a tax were adopted by all localities, it would be the 

same as an equivalent state individual income tax increase earmarked for 

distribution to local governments on the basis of taxpayer residence. 

Additional 1 Percent Local Option Sales and Use Tax 

All localities impose a 1 percent local option sales tax that is 

collected by the state and returned to localities on the basis of place of 

sale. As .an alternative to the present system, the limit on the local rate 

could be raised to 2 percent. Assuming all localities exercised the new 

option, the revenue impact would be virtually the same as an additional 1 

percent state levy distributed on the basis of place of sale. Thus, about 

$150 million would be made available in fiscal year 1976-77. 

Changes in Local License Taxation 

The current structure of local license taxes produces inequities that 

make the tax disagreeable to businesses, professions, and occupations and 

can create interlocality differences in the availability of goods and services. 

There are several alternatives that would provide greater equity, reduce 

interlocality discrepancies in tax treatment, and fulfill both the revenue 

and regulatory requirements of local government. The local license taxes 

based on gross receipts could be repealed with replacement revenues coming 

from a local income tax, an increase in the local option sales tax, or a 

state revenue sharing program. If these alternatives are unacceptable, 

localities could retain gross receipts as a tax base, but the state could 

require modifications in the application of the tax. One modification would 

be a state mandated classification system whereby all local tax rates would 

have to reflect the same relative differences as in profitability. The other 
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modification would require that local tax rates be tied to various ranges 

of profitability so that all activities with similar rates of return would 

be taxed equally. To provide for regulation, mandatory guidelines could be 

set forth that would limit license fees for most ordinary market activities 

but would impose no constraint on fees for others. 

At the state level, license taxes are not an important source of revenue, 

and the regulation that they provide is secondary to that of other state 

agencies and the localities. Thus, state license taxes could either be 

completely abolished or abolished in stages with limited fiscal impact. 

Alternative .. Policy Options 

This final section contains a discussion of four alternative fiscal 

policies designed to offset the state's scope and quality with capital 

outlays deficit projected for 1976-78. Tax policy options A and B presume 

the current individual income tax structure while policy options C and D 

presume that Congress will extend the Tax Reduction Act of 1975 with an 

associated 1976-78 biennial revenue loss of $61.6 million. We derive these 

policy options in large part from Table 1.4. We must again note that the pro

jected gap assumes no federal general revenue sharing beyond calendar year 

1976. If extended, revenue sharing would mean another $55 million in 1976-

78 that could substitute for some of the alternatives mentioned here. 

As Table 1.3 indicates, the largest source of the $254.7 million scope 

and quality with capital expenditures deficit is capital outlay projects. 

Since these have an extended life, it would not be unreasonable to borrow 

part or all of the capital funds and pay off the general obligation bonds 

from revenues generated during the useful life of these projects rather than 

attempting to pay for them entirely out of 1976-78 revenues. The maximum 

general obligation borrowing authorization for 1976-78 is $268.0 million. 
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Tax Policy Option A 

Tax policy option A is divided into three suboptions, each of which 

is designed to offset the $254.7 million gap while assuming that both the 

federal and Virginia individual income tax laws return to the taxable 

year 1974 structure on January 1, 1976. Suboption 1 would offset the 

$254.7 million gap by increasing individual income tax revenues $145.8 

million through the use of Rate Schedule A, mentioned in Table 1.4, 

and using a $108.9 million general obligation bond issue, one well 

under the constitutional limit for 1976-78. Rate Schedule A has the 

following brackets and rates; 

Net Taxable Income Rate 

$ 0 -$ 3,000 2% 
$ 3,001 -$ 5,000 3% 
$ 5,001 -$12,000 5% 
$12,001 -$25,000 7% 
$25,001 -$50,000 8% 
over -$50,000 9% 

Suboption 2 would combine the same individual income tax hike as in sub

option 1 with an extension of the sales tax base to selected services. 

Extending this tax to selected services would raise $96.5 million of which 

$64.3 million could be utilized to offset the gap. Under the current law the 

remaining $32.2 million would have to be returned to localities on the basis 

of school age population. Under this option $44.6 million would be raised 

from general obligation borrowing. 

Suboption 3 would utilize the same individual income tax 

schedule as in suboptions 1 and 2, but would eliminate all borrowing 

by extending the sales tax to services, eliminating the Virginia 

dividend exclusion, taxing capital gains at 100 percent, and raising 

the inheritance tax rates according to Schedule 3 in Table 1.4. 

These changes would produce $145.8 million, $64.3 million, $8.0 



-45-

million, $25.0 million, and $9.5 million, �espectively, during the 

1976-78 biennium. This program would fall $2.1 million short of the 

$254.7 million gap. 

Tax Policy Option B 

Tax policy option B would offer a way to offset the gap as well as 

to extend relief for the sales tax paid on food by Virginia residents 

with adjusted gross incomes under $10,000 by extending a $22 individual 

income tax credit for personal and dependent exemptions. This credit 

would cost the state approximately $110.9 million during the 1976-78 

biennium. The revenue required to make up the gap and fund the $22 credit 

would come from an individual income tax increase of $225.9 million pro

duced by Schedule C coupled with a general obligation bond issue of 

$143.4 million. Rate Schedule Chas the following brackets and rates: 

Net Taxable Income Rate 

$ 0 -$ 3,000 2% 
$ 3,001 -$ 5,000 3% 
$ 5,001 -$10,000 5% 
$10,001 -$20,000 7% 
$20,001 -$30,000 8% 
$30,001 -$50,000 9% 
over -$50,000 10% 

Tax Policy Option C 

Tax policy option C is divided into four suboptions, each with a 

different type of policy assumption but each presuming that the provisions 

of the Tax Reduction Act of 1975 are made permanent at a cost of $61.6 

million in individual income tax revenue during the 1976-78 biennium. Sub

option 1 assumes that all capital outlay projects would be deferred so 

that essentially the target is only the scope and quality gap of $9.5 

million given in Table 1.3. Therefore, this policy option would require 

only the offsetting of the $61.6 million lost from the Tax Reduction Act 
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of 1975 structure and finding additional revenues of $9.5 million. 

Individual income tax Schedule Gin Table 1.5 would offset the revenue 

loss from the structural change. Elimination of the Virginia dividend 

exclusion would produce approximately $8.0 million, but raising the 

inheritance tax by using Schedule 3 would exactly offset the gap. 

Suboption 2 assumes that $100.0 million would either be cut from 

capital outlays or selectively cut from current programs so that the 

overall scope and quality with capital outlays gap would fall to $154.7 

million, but would rise to $216.3 million with the Tax Reduction Act 

loss. Individual income tax Schedule Jin Table 1.5 would offset the 

$61.6 million loss and raise $106.8 million in additional revenue. The 

remaining $48.5 million would come from a general obligation bond issue. 

Suboption 3 presumes the entire $254.7 million gap and the income tax 

loss of $61.6 million for a total of $316.3 million. This gap could be offRet 

by raising individual income taxes through Schedule Jas in suboption 2, 

adding selected services to the sales tax base, which would produce approxi

mately $64.3 million net of the education share, and raising $83.4 million 

through a general obligation bond issue. 

Suboption 4 assumes the entire $254.7 million gap, the Tax Reduction 

Act structure loss of $61.6 million, and a loss of $80.1 million for a $22 

credit for sales tax on food for home consumption. This credit would be 

granted to Virginia resident taxpayers having adjusted gross incomes under 

$7,000. The $396.4 million would come in large part from an individual 

income tax rate increase as outlined in Schedule Kin Table 1.5, which would 

produce the $61.6 million offset and $256.7 million in additional revenues. 

Eliminating the Virginia dividend exclusion would result in another $8.0 million, 

and extending the sales tax base to services would produce an additional $64.3 
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million in net revenues. These steps would fall $5.8 million short of 

raising the required revenue. 

Tax Policy Option D 

Tax policy option D assumes that the full $254.7 million scope and 

quality plus capital outlay deficit and the $61.6 million revenue loss 

from the Tax Reduction Act of 1975 structure would be made up by a 1 

percentage point increase in the state sales and use tax. Under this 

assumption proceeds from 1 percentage point of the sales tax would con

tinue to be returned to localities on the basis of school age population 

while proceeds from 3 rather than the current 2 percentage points would 

be available to support state general fund programs. Under the assump

tions the entire $316.3 million shortfall would be offset by the state 

sales tax rate increase with an additional $18.6 million available to 

fund other projects. 

A second suboption assumes that the state would provide sales tax relief 

to Virginia residents having adjusted gross incomes under $7,000 through 

a $22 credit. The cost of this credit combined with the revenue loss from the 

Tax Reduction Act structure would require $396.4 million in revenues. The sales 

tax rate increase would produce $334.9 million, and individual income tax 

Schedule Gin Table 1.5 would just offset the $61.6 million revenue loss 

caused by the Tax Reduction Act. The two steps would completely raise 

the $396.4 million required. 

General Comments on Tax Policy Options 

Tax policy options A through D contain only a limited number of the possible 

options available to state policy makers. If we assume that the state desires 

to fund the entire $254.7 million scope and quality with capital outlays 

deficit, the decision would have to involve raising the monies through 
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a general obligation bond issue, through tax increases, or through some 

combination of these. Since capital projects are the largest single 

source of the deficit, borrowing is reasonable since it would allow the 

state to more closely match the useful lives and costs of the projects. 

Only the individual income tax and the sales tax have the revenue potential 

to offset a revenue gap of this size. Of the two the individual income 

tax is generally presumed to be the more equitable tax since it is tied to 

the income measure of ability-to-pay. If an individual income tax increase 

were chosen, it could be designed to add significantly more progressivity 

to the tax base while also closing certain loopholes like the Virginia 

dividend exclusion. Alternatively, there is the sales tax, which is viewed 

by many economists as relatively regressive, since they presume that consumers 

bear the burden of the tax and observe that low income taxpayers pay a 

larger proportion of their incomes in sales taxes than do higher income 

persons. The ultimate tax policy options chosen will be affected by federal 

government decisions on extending general revenue sharing and/or the Tax 

Reduction Act. 



CHAPTER II 

BACKGROUND ON STATE AND LOCAL GOVERNMENT FINANCES 

A subject as big as fiscal prospects and alternatives cannot be tackled 

without first laying some groundwork regarding salient features of the state's 

economy and of its existing revenue structure. This chapter develops five 

important topics essential to an understanding of the more detailed analysis 

which follows in later chapters. The topics are population, personal income, 

state and local government finances, intergovernmental relationships, and 

county and city fiscal capacity and effort. 

Population 

In 1974, the Bureau of the Census estimated the population of Virginia 

to be 4,908,000, up from the 1970 census count of 4,651,487. The average 

annual rate of growth over this four-year period was 1.4 percent as compared 

to a 1.6 percent average yearly growth experienced between 1960 and 1970. 

Population growth in Virginia since 1970 is about 40 percent above the 

national growth rate. In that the state's natural increase rate (births 

minus deaths per 1,000 population) is now very close to the national average, 

the higher rate of growth for Virginia is almost totally the result of a 

greater level of net in-migration. 

As for the pattern of growth, the change between 1960 and 1970 was 

familiar since it was a replay of the events in the 1950's. From 1970 to 

1973, on the other hand, the data suggest that new trend� are emerging. For 

example, the latest figures indicate that the rates of growth experienced 

during the 1960's have declined in all areas of the state with the exception 

of rural and small urban centers. In addition, the population of metropolitan 

cities which grew by more than 13 percent during the last decade is now 
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estimated to have declined since 1970. More surprisingly, however, is the 

revitalization of population growth in the rural areas. As shown below, 

this classification which has traditionally shown declines in population 

between census counts is estimated to have grown by 0.9 percent annually 

from 1970 to 1973. 

1960-70 1970-73 

Total Average Annual Total Average Annual 
% Change Rate of Change % Change Rate of Change 

State total +17.6 +1.6 +3.4 +1.1

Urban areas +21.5 +2.0 +3.5 +1.2

metropolitan cities +13.4 +1.3 -0.6 -0.2

metropolitan counties +46.3 +3.9 +8.3 +2.7

small urban areas +7.9 +0.8 +3.6 +1.2

Rural areas -3.0 -0.3 +2.7 +0.9

Note: Grouping of individual cities and counties is shown in Appendix 
Table A. l. 

In looking to the future, Virginia's population is likely to reach 

5,295,400 by 1980 for a total increase of approximately 644,000 from the 

1970 census count (see Table 2.1). The projected 1980 figure will represent 

an increase of almost 14 percent for the decade or an average annual increase 

of 1.3 percent. The rates of population increase projected for the 1970's 

are somewhat less than experienced during the last decade. There are several 

reasons for the slower anticipated rates of growth. Chief among them is 

the generally lower birth rate reflected by Virginia's lower natural increase 

rate experienced in recent years. The overall natural increase rate in 

Virginia for the 1960's averaged 13 per thousand annually, but from 1970-74 

it was only about 9 per thousand. 
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For net in-migration, the rate experienced by Virginia is closely 

related to federal civilian and military activity. About three-fourths 

of total net in-migration during the 1960's was accounted for by Northern 

Virginia and Hampton Roads, two regions heavily affected by the presence 

of the federal government. Another factor significantly influencing in

migration to the state is manufacturing growth. 

In both federal government and manufacturing, the greatest expansion 

occurred in the early and mid-1960's, with much more modest growth in the 

last few years of the decade. Manufacturing employment experienced a slight 

downturn in Virginia during 1970 and 1971 but rebounded and showed signifi

cant gains in 1972 and 1973. During the last year, manufacturing activities 

remained relatively stable with the 1974 level of employment roughly equal to 

that of 1973. Total employment in the federal sector, on the other hand, 

has declined somewhat since 1970. Yet, the civilian portion grew to an all 

time high in 1971 and has declined only slightly from that level. 

Since these activities have a direct bearing on in-migration, we assume 

that net in-migration also tapered off in the last few years of the 1960's 

and is presently maintaining more modest levels than were evident in the 

early 1960's. Thus, with a significantly lower natural increase rate and 

in-migration approximating the average rate of the 1960 to 1970 period, 

population growth for the 1970's is projected at a lesser rate than that 

experienced in the 1960's. 

For the decade of the 1970's, therefore, the population projection for 

Virginia is anticipated to fall within the Census Series E fertility assump

tion range. According to this series, births and deaths will approach 

equality; however, due to a larger proportion of the population in prime 

child-bearing age groups, near zero growth will not be reached until the 

middle of the 21st century. As a result, Virginia's natural increase rate 

is expected to average about 9 per thousand annually for the 1970's. This 
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is the same rate as that experienced from 1970 to 1974 but not nearly as 

high as the 13 per thousand annual rate of the 1960's. Net in-migration, 

on the other hand, is expected to remain at roughly the same average as 

TABLE 2.1--PROJECTED VIRGINIA POPULATION, 1975 TO 1985 

Actual 

1970 (census) 

Estimated 

1971 July 1 
1972 July 1 
1973 July 1 
1974 July 1 

Projected 

1975 July 1 
1976 July 1 
1977 July 1 
1978 July 1 
1979 July 1 
1980 July 1 
1981 July 1 
1982 July 1 
1983 July 1 
1984 July 1 
1985 July 1 

April 1 

Population 

4,651,487,!/ 

4,720,000 
4,765,000 
4,844,000 
4,908,000 

4,971,000 
5,034,000 
5,099,000 
5,164,000 
5,230,000 
5,295,400 
5,359,000 
5,423,000 
5,488,000 
5,554,000 
5,621,000 

,!I The state total for 1970 incorporates corrections in the 1970 Census 
counts made after the release of the official state total of 4,648,494. 

Sources: University of Virginia, Tayloe Murphy Institute, "Estimates of 
the Population of Virginia Counties and Cities: July 1, 1971 and July 1, 
1972," Tayloe Murphy Institute, "Estimates of the Population of Virginia 
Counties and Cities: July 1, 1972 and July 1, 1973," U. S. Department of 
Commerce, "Estimates of the Population of States: July 1, 1973 and 1974," 
Division of State Planning and Community Affairs, "Population Projections: 
Virginia Cities and Counties 1980 through 2000" (March, 1975). 
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that experienced over the decade of the 1960's (4 persons per thousand 

annually). Even though the rapid expansion of federal government activity 

is not expected to be duplicated in the 1970's,the growth of manufacturing 

is anticipated to continue at a great enough pace to maintain the level 

of in-migration at the projected rate. 

The age distribution of the population is an important determinant of 

the size of public outlays. Of particular importance are the number of 

persons of school age (5 to 17) and of college age (18 to 21). 

Birth data are an excellent indicator of future age distributions. 

Thus, by analyzing Chart 2.1, the reader can see a major reason why college 

enrollment spurted upward in the 1960's. Persons who were 18 to 21 during 

that decade were born from 1939 to 1952, a period in which births rose 

sharply. In the 1970's, college enrollment will not be subject to as much 

population pressure. Persons who will be 18 to 21 during the 1970's were 

born from 1949 to 1962, a period in which births did not increase as much 

as during the previous decade. 

The lag time between births and enrollment is very brief for public 

schools, amounting to only five years. The primary school grades are now 

being affected by the downturn in births that began in 1965, and the low 

number of births in the 1960's will have a dramatic effect on public school 

enrollment for the remainder of the current decade, as well as the early 

part of the 1980's. In some years of the 1970's and 1980's public school 

enrollment will be lower than in the 1960's. 

Projected age distributions for 1980, along with actual age distri

butions for 1960 and 1970, are shown in Tables 2.2 and 2.3. These pro

jections were derived by applying survival ratios to the 1970 population 

with provision for births and net in-migration. 
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TABLE 2.2--AGE DISTRIBUTION OF VIRGINIA'S POPULATION, 1960 TO 1980 

1960 1970 1980 
Actual Actual ProJected 

Number of Persons 

Total 3,954,429 4,648,494 5,295,400 
0 to 4 456,885 392,093 452,918 
5 to 19 1,132,536 1,372,112 1,276,603 
20 to 64 2,083,447 2,518,268 3,098,741 
65 and over 281,561 366,021 467,138 

Percent of Total 

Total 100.0 100.0 100.0 
0 to 4 11.6 8.4 8.6 
5 to 19 28.6 29.5 24.1 
20 to 64 52.7 54.2 58.5 
65 and over 7.1 7.9 8.8 

Sources: U. s. Bureau of the Census, 1960 Census of Population, 
Vol. 1, Characteristics of the Population, Part 48, Virginia (Washington: 
Government Printing Office, 1963), Table 94, p. 315: U. S. Bureau of the 
Census, 1970 Census of Population, Vol. 1, Characteristics of the Popula
tion, Part 48, Virginia (Washington: Government Printing Office, 1973), 
Table 19, p. 48; "Virginia Population Projections by Age, Sex, and Color 
1980," from a report prepared for the Division of State Planning and 
Community Affairs by Research Triangle Park (April, 1975). 

TABLE 2.3--CHANGE IN AGE DISTRIBUTION OF VIRGINIA'S POPULATION, 
1960-70 AND 1970-80 

1960-70 {Actual} 1970-80 {Projected} 
Number ...!... Number _z._ 

Total +694,065 +17.6 +646,906 +13.9
0 to 4 -64,792 -14.2 +60,825 +15.5
5 to 19 +239,576 +21.2 -95,509 -7.0
20 to 64 +434,821 +20.9 +580,473 +23.0
65 and over +84,460 +30.0 +101,117 +27.6

Source: Table 2.2. 
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Personal Income 

Personal income is a good measure of total economic activity. In 

the last ten years (1964-1974), Virginia's total personal income has grown 

at an average annual rate of 9.9 percent, a rate higher than the national 

average of 8.7 percent. Most of the difference reflected an improvement 

in individual incomes, although a portion was due to Virginia's faster growth 

of population. Per capita income, which adjusts for population differences, 

provides a good measure of Virginia's relative gain. In 1964, Virginia per 

capita income was 88.4 percent of the national average; ten years later, it 

was 96.9 percent (see Table 2.4). The Virginia per capita personal income 

annual growth rate during this period was 8.6 percent - significantly higher 

than the U. s. average of 7.6 percent. 

Composition of personal income in Virginia is unlike the nation in 

several respects. The outstanding difference is the relative importance 

of the federal government whose wage and salary payments in 1972 accounted 

for 18.4 percent of all personal income in the CoDDDonwealth compared with 

5.2 percent nationally. This is due to the large number of federal civilian 

employees living in Northern Virginia and the location of several big military 

installations in Virginia of which the naval complex at Norfolk is paramount. 

Wage and salary payments are the principal form of income for both the 

state and the nation, but there is a significant difference in their relative 

importance. Virginians do not derive as much relative income from property 

and proprietorships as the national average. This is the major reason why 

wage and salary payments in 1972 represented a larger percentage of income 

in Virginia (72.7 percent) than nationally (66.7 percent). 

The composition of Virginia's personal income has changed significantly 



TABLE 2.4--VIRGINIA PERSONAL INCOME
2 

TOTAL AND PER CAPITA
2 

Personal Income 
Total ($Mil.) 

Year Va. U.S. % of U.S. 

1950 $4,070 226,214 1.80 $ 
1951 4,763 253,232 1.88 
1952 5,150 269,769 1.91 
1953 5,292 285,456 1.85 
1954 5,338 287,607 1.86 

1955 5,638 308,266 1.83 
1956 6,084 330,479 1.84 
1957 6,349 348,460 1.82 
1958 6,680 358,252 1.86 
1959 7,136 381,890 1.87 

1960 7,426 399,947 1.86 
1961 7,868 415,984 1.89 
1962 8,537 442,078 1.93 
1963 9,099 465,234 1.96 
1964 10,029 497,268 2.02 

1965 10,870 538,690 2.02 
1966 11,859 586,736 2.02 
1967 12,960 629,204 2.06 
1968 14,353 688,978 2.08 
1969 15,733 751,425 2.09 

1970 17,249 808,223 2.13 
1971 18,791 864,989 2.17 
1972 21,015 947,066 2.22 
1973 23,579 1,057,825 2.23 
1974 25,842 1,148,720 2.25 

Note: Includes Alaska and Hawaii for 1960-71, but not in earlier years. 

Va. 

1,228 
1,387 
1,470 
1,488 
1,501 

1,571 
1,634 
1,652 
1,707 
1,806 

1,863 
1,921 
2,042 
2,128 
2,302 

2,464 
2,661 
2,875 
3,149 
3,410 

3,707 
3,981 
4 ,4'10 
4,868 
5,265 

1950 to 1974 

Per Capita 
u.s. % of U.S. 

1,496 82.1 
1,652 84.0 
1,733 84.8 
1,804 82.5 
1,785 84.1 

1,876 83.7 
1,975 82.7 
2,045 80.8 
2,067 82.6 
2,166 83.4 

2,222 83.8 
2,274 84.5 
2,381 85.8 
2,469 86.2 
2,603 88.4 

2,785 88.5 
3,001 88.7 
3,188 90.2 
3,457 91.1 
3,733 91.3 

3,966 93.5 
4,195 94.9 
4,549 96.9 
5,041 96.6 
5,434 96.9 

Source: Survey of Current Business, Vol. 55, No. 4 (April, 1975), p. 19; Vol. 54, No. 8 (August, 1974) 
pp. 32 and 33; Vol. 49, No. 4 (April, 1969), pp. 22 and 26. 

I 
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in the last twenty-two years (see Table 2.5). Since 1950, wage and salary 

payments are a much more important source of income having moved from 68.9 

percent to 72.7 percent of the total. The relative decline of agriculture was 

the major reason for this change, as people switched away from operating 

their own farms to jobs paying wages and salaries. Proprietors' farm 

income fell from 6.4 percent of income in 1950 to 1.1 percent in 1972. 

Another development was the growth of government as a source of income. 

Already big in 1950, it has become larger even though in the last several 

years its relative importance has declined slightly. The gains were due to 

much larger payments by federal civilian government and state and local 

government. The relative importance of federal military wage and salary 

payments was less in 1972 than in 1950, but was greater than in some of the 

intervening years. Increases in federal programs have made transfer payments 

a much more important source of personal income in 1972 (9.7 percent) than 

they were in 1950 or 1960 (both 6.2 percent). 

Several important types of revenue--particularly, individual income taxes 

and sales taxes--bear a close relationship to personal income. Thus, pro

jections of personal income are needed to make revenue projections. The 

method of projecting income is explained in Chapter III. Table 3.3 shows 

actual Virginia personal income adjusted to fiscal years for 1957-58 to 1973-74 

and our projections of personal income through 1981-82. The projections 

anticipate a slightly higher rate of growth for personal income than that 

which was experienced during the early part of the 1970's. 

State and Local Government Finances 

State governments differ in their responsibilities (e.g., in some states 

the state government bears the brunt of financing schools and highways; in 



TABLE 2.5.--PERCENTAGE DISTRIBUTION OF PERSONAL INCOME PAYMENTS BY SOURCE, 
VIRGINIA, 1950 TO 1972

1 
AND UNITED STATES, 1972 

Type of Income 

Total personal income •••••••••••••••••.••••• 
Wage and salary disbursements ••••••••••••• 

Farms ••••••••••••••••.•.••.•.••••••••••• 
Mining .••...•....•..•.•.......•.••...... 
Contract construction ••••.••.••••••••••• 
Ma.nufacturing ••.•.•....••.•..•.....•.•.• 
Wholesale and retail trade ••••••.••••••• 
Finance, insurance, and real estate ••••• 
Transportation, conununications, and 

public utilities ••••••••••••••••••••• 
Services ............................... . 

Government • • • • . • • • • • • • • ••••.••••.••••••• 
Federal, civilian •••.•.••••.••.•..•.•• 
Federal, military •••.•.••.•.••.••.•••• 
State and local ••••••••••.••••.••.•••• 

Other industries •••••••••.•••••••.•••••• 
Other labor income ..•.•.•.....•.•..•....•• 

Proprietors' income ••.••••.•.••.••.•..•••• 
Farm •••••.••.••••.••••.••.••••.•.••.•• 
Nonfarm .•.••••.••.•.•..••••.•..•....•. 

Property income . ......................... .

Transfer payments ••.••.••••.••••.••.•.•••• 
Less: personal contributions for social 

insurance .............................. . 

1950 

100.0 
68.9 
1.3 
1.5 
3.6 

15.1 
10.0 
2.2 

6.5 
5.6 

22.8 
10.4 

8.2 
4.2 
0.2 
1.4 

15.0 
6.4 
8.6 

10.0 
6.2 

1.5 

Note: Details may not add to totals due to rounding. 

Percent of Total 
Virginia 

1960 1970 

100.0 
72. 7

0.8
0.9
4.0

15.8 
10.6 

2.7 

6.3 
7.1 

24.3 
11.4 

7.0 
6.0 
0.1 
2.5 
9.7 
2.6 
7.0 

11.5 
6.2 

2.5 

100.0 
73.1 

0.3 
0.7 
4.3 

14.2 
10.2 
2.9 

5.0 
8.0 

27.5 
12.2 
7.3 
8.0 
0.1 
3.3 
6.5 
1.1 
5.4 

12.1 
8.6 

3.6 

1972 

100.0 
72. 7 

0.3 
0.7 
4.6 

14.1 
10.1 
3.0 

5.1 
8.2 

26.4 
12.0 

6.4 
8.0 
0.1 
3.7 
6.3 
1.1 
5.2 

11.6 
9.7 

3.9 

United States 1972 

100.0 
66.7 

0.4 
0.7 
4.1 

18.8 
11.1 

3.5 

5.1 
8.9 

13.9 
3.4 
1.8 
8.6 
0.1 
4.3 
8.0 
2.2 
5.8 

13.7 
11.0 

3.7 

Source: Survey of Current Business, Vol. 52, No. 8 (August, 1972); Vol. 53, No. 8 (August, 1973), pp. 44 and 
47; unpublished data from the U. s. Department of Commerce, Office of Business Economics. 
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others, these functions are mainly the responsibility of local governments). 

Because of the diversity of state government functions, comparisons of revenue 

burdens involve problems similar to comparing apples and oranges. To get around 

this problem, it is best to compare combined revenue burdens of state and local 

governments. 

In 1972-73, general revenues of all Virginia governments (state and local) 

from their own sources represented 13.8 percent of personal income compared 

with the national average of 16.1 percent •. !/

Since 1958-59 Virginia state and local government revenues have risen 

sharply. In 1958-59, state and local government revenues from Virginia sources 

represented 9.3 percent of total personal income. Since then there has been 

an almost steady rise to 13.7 percent in 1973 (see Table 2.6 and Chart 2.2). 

How does the burden of financing Virginia state and local governments com

pare with other states? Before this question can be answered, it is necessary 

to arrive at a means for measuring burden. This report employs two widely used 

approaches--per capita revenues and revenues per $1,000 of personal income. 

These measures consider only one side of the fiscal equation--the revenue 

side--and a strong case can be made for also considering the amount and 

incidence of expenditure benefits. However, analysis of the expenditure side 

is beyond the scope of this inquiry. 

Per Capita Revenue 

Virginia's general revenue from its own sources�.lwas 83.3 percent of the 

1/ Source: u. s. Bureau of the Census, ·covetrtmerttal Finances in 1972-73, 
GF73,-No. 5 (Washington: Government Printing Office, 1974), p. 50. 

J:../ All revenue except utility revenue, liquor store revenue, insurance
trust revenue, and transfers from the federal government. 
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TABLE 2.6.--VIRGINIA STATE AND LOCAL GENERAL REVENUE 
FROM OWN SOURCES AS A PERCENTAGE OF PERSONA

1 
INCOME,

FISCAL YEARS 1958-59 TO 1972-73 � 

General Revenue Personal General Revenue from 
from Own Sources Income Own Sources as a% 

Fiscal Year ($Mil.) ($Mil.) of Personal Income 

1958-59 620.7 6,680 9.3 

1959-60 685.7 7,136 9.6 

1960-61 745.2 7,426 10.0 

1961-62 792.3 7,868 10.1 

1962-63 886.3 8,537 10.4 

1963-64 968.4 9,099 10.6 

1964-65 1,059.4 10,029 10.6 

1965-66 1,203.7 10,870 11.1 

1966-67 1,343.8 11,859 11.3 

1967-68 1,536.8 12,960 11.9 

1968-69 1,796.0 14,353 12.5 

1969-70 1,985.2 15,733 12.6 

1970-71 2,205.0 17,249 12.8 

1971-72 2,503.3 18,791 13.3 

1972-73 2,881.3 21,015 13.7 

�/ Personal income for the whole year which represents the first part of the fiscal
year, e.g., personal income for calendar year 1972 is compared with general revenue for 
fiscal year 1972-73. 

Sources: U. S. Bureau of the Census, Governmental Finances in 19--, selected editions 
(Washington: Government Printing Office); Survey of Current Business, Vol. 54, No. 8 
(August, 1974), pp.32 and 33; Survey of Current Business, Vol. 55, No. 4 (April, 1975), 
p.19.
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CHART 2.2 

VIRGINIA STATE AND LOCAL GENERAL R EVENUE 

FROM OWN SOURCES AS A PERCENTAGE OF PERSONAL INCOME 

FISCAL YEARS 1958-59 TO 1972 -73 
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national average in 1972-73, which placed it thirty-seventh in rank (see Table 

2.7). Although the state's national position was low, when compared with 

neighboring states Virginia's per capita revenue was higher than in Kentucky, 

West Virginia, North Carolina, and Tennessee. Only Maryland and the District 

of Columbia exceeded Virginia. 

The preceding measure was of general revenue which includes other revenues 

in addition to taxes. Table 2.8 shows Virginia's rank for per capita taxes. 

Virginia's relative position for per capita taxes changed considerably when 

compared to the above measure of general revenue from own sources. The state's 

figure was 83.1 percent of the national average, and it ranked thirty-first. 

Compared with neighboring states, Virginia's per capita taxes were higher 

than in North Carolina, Kentucky, West Virginia, and Tennessee. 

Revenue Per $1,000 of Personal Income 

The above comparisons have used per capita amounts and do not take into 

account fiscal capacity to pay. A popular device for relating revenues to 

capacity is to compute revenues per $1,000 of personal income. Such a measure 

adjusts for the fact that Virginia's per capita income is about 3 percent 

below the national average. 

Revenues from its own sources per $1,000 of personal income were 87.2 

percent of the national average in 1972-73, and the state ranked forty-third 

(see Table 2.9). Using this measure all neighboring states except the District 

of Columbia and North Carolina made a greater revenue raising effort than 

Virginia. 

A similar measure using taxes rather than all revenues shows a slightly 

different picture. As shown in Table 2.10, Virginia's tax load of $112.70 per 

$1,000 of personal income was 87.0 percent of the national average and placed 
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TABLE 2.7--PER CAPITA AMOUNTS OF STATE AND LOCAL GENERAL REVENUE 

F�OM OWN SOURCES. FISCAL YEAR 1972-73 

Rank 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 

Exhibit: 

State 

New York 
Alaska 
Nevada 
California 
Hawaii 
Connecticut 
Minnesota 
Massachusetts 
District of Columbia 
Wisconsin 
Michigan 
Maryland 
Washington 
Wyoming 
Delaware 
Vermont 
New Jersey 
Illinois 
Colorado 
Oregon 
Arizona 
Pennsylvania 
North Dakota 
Montana 
Iowa 
Nebraska 
Kansas 
Rhode Island 
South Dakota 
Florida 
Louisiana 

New Mexico 
Ohio 
Utah 
Maine 
Indiana / 
VIRGINIA 
Georgia 
Idaho 
Missouri 
New Hampshire 
Texas 
Oklahoma 
North Carolina 
Kentucky 
West Virginia 
Tennessee 
Mississip.pi 
South Carolina 
Alabama 
Arkansas 

United States Average 
Median State 

Amount 

$1,073.56 
1,013, 72 

918.89 
895.30 
882.26 
840.31 
832.05 
824.06 
812.58 
812.57 
799.39 
785.81 
781.82 
779.86 
775.74 
759.77 
758.21 
717 .01 
716 .13 
705.09 
696.52 
683.20 
680.64 
667.50 
667.36 
662.86 
659.67 
648.02 
643.02 
634.20 
621. 76
619.54
611.33
608.50
605.57
600.14
598.89
585.29
577 .64
576.59
561.52
555.07
550.41
526.57
525.69
523.22
522.21
518.07
515.25
496.56
458. 77

719 .18 
662.86 

Percent of 
U.S. Average

149.3 
141.0 
127.8 
124.5 
122.7 
116.8 
115. 7
114.6
113.0
113.0
111.2
109.3
108.7
108.4
107.9
105.6
105.4

99.7 
99.6 
98.0 
96.8 
95.0 
94.6 
92.8 
92.8 
92.2 
91. 7 
90.1 
89.4 
88.2 
86.5 
86.1 
85.0 
84.6 
84.2 
83.4 
83.3 
81.4 
80.3 
80.2 
78.1 
77.2 
76.5 
73.2 
73.1 
72.8 
72.6 
72.0 
71.6 
69.0 
63.8 

100.0 
92.2 

Source: U. S. Bureau of the Census, Governmental Finances in 1972-73,
Series GF73, No. 5 (Washington: Government Printing Office, 1974), p.45. 
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TABLE 2.8--PER CAPITA AMOUNTS OF STATE AND LOCAL TAXES, FISCAL YEAR 1972-73 

Rank 

1 
2 
3 
4 
5 
6 
7 

8 

9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 

Exhibit: 

State 

New York 
California 
Connecticut 
Massachusetts 
Nevada 
Hawaii 
District of Columbia 
Wisconsin 
Minnesota 
Michigan 
New Jersey 
Maryland 
Vermont 
Illinois 
Delaware 
Pennsylvania 
Washington 
Arizona 
Colorado 
Rhode Island 
Wyoming 
Oregon 
Iowa 
Montana 
Kansas 
Maine 
Nebraska 
South Dakota 
Alaska 
Florida / 
VIRGINIA 
Ohio 
Missouri 
Indiana 
Utah 
North Dakota 
New Hampshire 
Louisiana 
Idaho 
New Mexico 
Georgia 
North Carolina 
Texas 
West Virginia 
Kentucky 
Oklahoma 
Tennessee 

South Carolina 
Mississippi 
Alabama 
Arkansas 

United States Average
Median State 

Amount 

$893.61 
738.84 
727.21 
713.88 
687.59 
683.52 
664.44 
664.35 
649.51 
635 .11 
630.51 
628.56 
618.23 
613.03 
586.14 
581.34 
574. 71
556.75
542.92
542.09
534.31
532.78
529.65
527.26
517.09
514.32
503.27
495.84
494.05
491.25
479. 71
475.42
472.68
469.57
469.29
469.15
453.55
449.02
447.39
438.31
433.25
425.32
418. 77
415.99 
403.94 
393.38 
391. 76
391.04 
381.67 
351.48 
341.94 

577 .08 
514.32 

Percent of 
U.S. Average

154.8 
128.0 
126.0 
123.7 
119.1 
118.4 
115.1 
115.1 
112.6 
110.1 
109.3 
108.9 
107.1 
106.2 
101.6 
100.7 

99.6 
96.5 
94.1 
93.9 
92.6 
92.3 
91.8 
91.4 
89.6 
89.1 
87.2 
85.9 
85.6 
85.1 
83.1 
82.4 
81.9 
81.4 
81.3 
81.3 
78.6 
77.8 
77.5 
76.0 
75.1 
73.7 
72.6 
72.1 
70.0 
68.2 
67.9 
67.8 
66.1 
60.9 
59.3 

100.0 
89.1 

Source: U.S. Bureau of the Census, Governmental Finances in 1972-73,
Series GF73, No. 5 (Washington: Government Printing Office, 1974), p.45. 
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TABLE 2.9--STATE AND LOCAL GENERAL REVENUE FROM OWN SOURCES 
PER $1,000 OF PERSONAL INCOME. FISCAL YEAR 1972-73 

Percent of 
Rank State Amount U.S. Average

1 

2 
3 

4 
5 

6 

7 

8 

9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 

36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 

Exhibit: 

Vermont 
New York 
Alaska 
Minnesota 
Wisconsin 
Nevada 
North Dakota 
Wyoming 
Hawaii 
California 
New Mexico 
Louisiana 
South Dakota 
Washington 
Arizona 
Massachusetts 
Utah 
Oregon 
Maine 
Montana 
Mississippi 
Michigan 
Colorado 
Maryland 
Connecticut 
Iowa 
Idaho 
Nebraska 
Florida 
Georgia 
Pennsylvania 
Delaware 
South Carolina 
Kansas 
Kentucky 
Oklahoma 
West Virginia 
Alabama 
Tennessee 
Rhode Island 
New Jersey 
Texas / 
VIRGINIA 
Arkansas 
North Carolina 
Illinois 
Indiana 
New Hampshire 
Missouri 
Ohio 
District of Columbia 

United States Average 
Median State 

$207.01 
203.66 
200.20 
193.63 
193.04 
188.17 
184.35 
184.27 
182.60 
180.66 
180.51 
177 .58 
175.09 
174.09 
172.87 
170.64 
167.75 
167. 72
167.62
167.40
166.46
163.12
161.86
161.50
157.41
156.34
155.63
153.89
153.21
152.82
152.71
152.45
151. 55

149.47 
147.57 
146.65 
146.62 
146.40 
145.62 
145.28 
144.80 
140.83 
140.70 
140.40 
140.17 
139.31 
138.13 
135.83 
134.43 
134.19 
129.36 

161.36 
156.34 

128.3 
126.2 
124.1 
120.0 
119.6 
116.6 
114.2 
114.2 
113.2 
112.0 
111.9 
110.1 
108.5 
107.9 
107.1 
105.8 
104.0 
103.9 
103.9 
103.7 
103.2 
101.1 
100.3 
100.1 
97.6 
96.9 
96.4 
95.4 
94.9 
94.7 
94.6 
94.5 
93.9 
92.6 
91.5 
90.9 
90.9 
90.7 
90.2 
90.0 
89.7 
87.3 
87.2 
87.0 
86.9 
86.3 
85.6 
84.2 
83.3 
83.2 
80.2 

100.0 
96.9 

Source: U. S. Bureau of the Census, Governmental Finances in 1972-73,
Series GF73, No. 5 (Washington: Government Printing Office, 1974), p.50. 
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TABLE 2.10--STATE AND LOCAL TAXES PER $1,000 OF PERSONAL INCOME, 

FISCAL YEAR 1972-73 

Rank 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 

Exhibit: 

State 

New York 
Vermont 
Wisconsin 
Minnesota 
California 
Massachusetts 
Maine 
Hawaii 
Nevada 
Arizona 
Connecticut 
South Dakota 
Montana 
Pennsylvania 
Michigan 
Utah 
Maryland 
Louisiana 
Washington 
New Mexico 
North Dakota 
Oregon 
Wyoming 
Iowa 
Colorado 
Mississippi 
Rhode Island 
Idaho 
New Jersey 
Illinois 
Florida 
Kansas 
Nebraska 
West Virginia 
Delaware 
South Carolina 
Kentucky 
North Carolina 
VIRGINIA� 
Georgia 
Missouri 
New Hampshire 
Tennessee 
Indiana 
Texas 
District of Columbia 
Oklahoma 
Arkansas 
Ohio 
Alabama 
Alaska 

United States Average 
Median State 

Amount 

$169.52 
168.44 
157.83 
151.15 
149.09 
147.83 
142.36 
141.46 
140.81 
138.12 
136.22 
135.01 
132.23 
129.94 
129.60 
129.37 
129.18 
128.24 
127.97 
127.70 
127.06 
126.73 
126.24 
124.08 
122. 71
122.64
121.53
120.53
120.42
119.11
118.67
117.17
116.84
116 .57
115.19
115 .02
113.39
113.22
112. 70
112. 38
110.21
109. 71
109.25 
108.08 
106.25 
105.78 
104.81 
104.65 
104.36 
103.62 

97.57 

129.47 
122.63 

Percent of 
U.S. Average 

130.9 
130.1 
121.9 
116. 7
115.2
114.2
110.0
109.3
108.8
106.7
105.2
104.3
102.1
100.4
100.1

99.9 
99.8 
99.0 
98.8 
98.6 
98.1 
97.9 
97.5 
95.8 
94.8 
94.7 
93.9 
93.1 
93.0 
92.0 
91. 7
90.5
90.2
90.0
89.0
88.8
87.6
87.4
87.0
86.8
85.1
84.7
84.4
83.5
82.1
81. 7
81.0
80.8
80.6
80.0
75.4

100.0 
94.7 

Source: u. S. Bureau of the Census, Governmental Finances in 1972-73,
Series GF73, No. 5 (Washington: Government Printing Office, 1974), p.50. 
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it thirty-ninth in rank. Among neighboring states, Virginia's effort exceeded 

that of Tennessee and the District of Columbia. 

In rather widely publicized work for the Southern Regional Education Board, 

Kenneth E. Quindry uses taxes per $1,000 of personal income as a basis for 

developing estimates of state and local net unutilized revenue potential. This 

figure is derived by multiplying the "average rate" per $1,000 of personal 

income for each of fourteen tax sources by the state's personal income. The 

actual collections are subtracted from the hypothetical yields for each tax to 

give collections above or below average for each source. These amounts are then 

summed to show the net unutilized potential, a figure estimated by Quindry 

to be $474,831,000 in 1972-73 for Virginia . .!/

Another way to derive an overall estimate of revenue potential is to take 

the difference between Virginia and national averages for all taxes per dollar 

of personal income and then to multiply this figure by Virginia personal in

come. ($.12947 - $.11270)($21,0lS,OOO,OOO) = $3S2,422,000. 

This figure is $122 million lower than Quindry's. Most of the difference 

is attributable to his concept of the "average rate" for each tax source, 

which is defined as average collections per $1,000 of personal income for all 

states using the tax source. Several sources such as the real property tax 

are used in all states so that a weighted national average for states using 

the tax is the same as a SO-state weighted average. But for other sources, 

such as the individual income tax which was used in only 44 states in 1972-73, 

the weighted average for states with the tax is much higher than a SO-state 

weighted average. For example, using Quindry's data, the 44 state weighted 

average for states with the individual income tax was $20.803 per $1,000 of 

_!/ Kenneth E. Quindry and Carol S. Meyers, State and Local Revenue 
Potential 1973, (Atlanta: Southern R1:!gional Education Board, 1974), p.98. 
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personal income, but based on 50 states and the District of Columbia, the 

average was $16.988 . ..!/ By using the 44 state average Quindry shows that 

Virginia collected $47,004,000 below the yield collectible at the "average 

rate."�_/ Substitution of the average of the 50 states and D. C. raises the 

comparable figure to $42,680,000 above the average yield. 

The Advisory Commission on Intergovernmental Relations (ACIR) has also 

developed data showing additional revenue Virginia might raise if it exerted 

an "average effort." For each major tax source ACIR calculated the state's 

tax base and then multiplied the base by the weighted national average ratio 

of tax receipts to tax base. Using 1968-69 data, ACIR estimated Virginia's tax 

capacity to be $63 million greater than its tax revenues.1/ If this same relation

ship held in 1972-73 Virginia's potential additional tax revenue if average rates 

were applied would have been $101.2 million. 

This figure is considerably lower than Quindry's $474 million, and also 

lower than the $352 million estimated above. These differences underline the 

observation that any method used to estimate overall tax effort and to calculate 

unused tax potential is most useful as a guide to further inquiry rather than 

as a definitive blueprint for policy. Measurements based solely on personal 

income or population fail to take account of income distribution; composition 

of personal income (e.g., much of military personal income is not taxable in 

Virginia); differences in industrial composition, value of property, and natural 

resources; and trade-offs between tax and nontax sources of revenue (e.g., 

_!/ Ibid., pp., 27, 52-53. The SO-state average was computed from data 
in the report. 

']j Ibid., p. 91 

1_/ Advisory Commission on Intergovernmental Relations, Measuring the 
Fiscal Capacity and Effort of State and Local Areas, M-58 (Washington: 
Government Printing Office, 1971), p.209. 
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alcoholic beverages can be taxed and/or provide nontax revenues from state 

controlled monopolies). Measurements which rely on estimates of tax bases

are preferable to simplistic methods but are very sensitive to the manner in 

which estimates are constructed. 

Although the Quindry and ACIR estimates of unutilized potential differ, 

an interesting conclusion of both studies is that the major unutilized tax 

sources in Virginia are the real property tax and the general sales tax • .!/ 

Intergovernmental Relationships 

State and local government finances cannot be analyzed in a vacuum. In 

our nation, we have three broad levels of government--federal, state, and 

local--and what happens on one level is bound to have an impact on the others. 

Chart 2.3 shows the sources of general revenue for the state government 

and for all local governments in fiscal year 1972-73. First, consider the state 

government. Almost three-fourths of its revenue is raised from its own sources-

state imposed taxes, institutional charges, and miscellaneous fees and receipts. 

Nearly all of the remaining funds come from the federal government. 

The local governments present a different picture. Their own sources 

provide 56.8 percent of general revenue which is lower than the case for the 

state government. The federal government is a relatively small source of 

direct aid, accounting for only 9 percent of total revenue, even though its 

proportion of total local revenues has increased considerably with the enact

ment of general revenue sharing. On the other hand, the most significant 

characteristic of local finances is the large contribution of state government 

transfers, either in the form of shared revenues or cash transfers. In 1972-73, 

34.2 percent of local government general revenue came from the state government. 

.!/ Quindry and Meyers, State and Local Revenue Potential, 1973, p. 91:
ACIR, Measuring the Fiscal Capacity and Effort, p. 79. 
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CHART 2.3 

MAJOR SOURCES OF REVENUES OF THE STATE AND LOCAL GOVERNMENT S IN VIRGINIA 

STATE GOVERNMENT LOCAL GOVERNMENT 

FEDERAL 
GOVERNMENT 

24.60/c 

TAXES 
60.7% 

STATE 
GOVERNMENT 

34.2% TAXES 
44.1% 

STATE GOV'T. LOCAL GOV'T. 

I MIL. # MIL.

2305.4 ------ Total general revenue 2056 .2 

I 7 I 2. 5 Own sources--···-- I I 68. 7 

1400.2 Taxes ------------90 7.7

312. 3 Charges a miscellaneous 26 I. I 

592.9 Intergovernmental transfers---------887.5 

567.1 Federal Government 185.2 

State Government 702.3 

25.8 ----------- Local Government 

Note: Details may not add to totals 
due 1o rounding. 

Source, U.S. Bureau of the Census, Governmental Finances in 1972-73, 
Series G F 73, No.5 (Washington: Government Printing Office, 

1974) P.33. 

I 

""....
I 
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Most of this aid--just under .65 percent for fiscal.year 1972-73--was spent 

for one function, education. The remainder was primarily devoted to public 

welfare, highways, and general local government support. 

The above analysis is limited to cash flows; it does not cover performance 

of services which can relieve a level of government from financial burdens it 

would otherwise bear. For example, the State Department of Health now provides 

local health services to many localities which formerly paid for such services 

out of their own resources. 

To provide some perspective on the scope of state government assistance 

to localities, we can focus on three major governmental functions--education, 

highways, and welfare--which represent almost two-thirds of all state and 

local government direct general expenditures (see Table 2.11). 

Education, the largest single category of state-local expenditures, is 

composed of amounts spent for higher education and for elementary and secondary 

education. Higher education is primarily a state government function and 

absorbs the bulk of state direct outlays!/for education. Elementary and 

secondary education is a combined function of local governments and the state. 

In 1972-73 transfers from the state provided 50.3 percent of the funding of 

local public schools. 

Highways are primarily a state function. Of total direct expenditure 

in 1972-73, 84 percent was borne by the state government.!/ In addition, the 

state transferred funds to localities which perform their own construction 

and maintenance. Municipalities of 3,500 or more population receive annual 

payments of $2,500 per lane mile for maintenance of urban extensions of primary 

1/ The terms "direct outlays" and "direct expenditures" refer to all 
payments other than intergovernmental payments. 



All Functions 

Education 

Highways 

Welfare 

TABLE 2.11.--CASH TRANSFERS TO LOCAL GOVERNMENTS IN VIRGINIA, FISCAL YEAR 1972-73 
(Millions of Dollars) 

State Cash Transfers�/ Federal Cash Transfers 
Total Local % of Local % of Local 

Government Direct Expenditure Expenditure 
General Ex2enditure Amount for Function Amount for Function 

$1,970.8 $771.5"E_/ 39.1 $185.2 9.4 

996.4 500.8 50.3 n.a. n.a.

79.9 31.2 39.0 n.a. n.a.

192.7 171.1 88.8 n.a. n.a.

n.a. - not available

!,/ Includes federal funds transferred to the state government and then transferred to local governments.

"E_/ Differs from $702.3 million shown in Chart 2.3 due to differences in the end of month fiscal years of
local governments, sampling problems, and accounting differences. 

Sources: U. S. Bureau of the Census, Governmental Finances in 1972-73, Series GF73 , No. 5 (Washington: 
Government Printing Office, 1974), pp. 33 and 38; U. S. Bureau of the Census, State Government Finances in 1973, 
GF73, No. 3 (Washington: Government Printing Office, 1973), p. 38. 
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routes. For streets not a part of the primary system but meeting certain 

engineering standards, they receive $1,500 per lane mile. The state also 

pays 85 percent of the municipalities' new construction costs. Of the total 

amount spent by localities on streets and highways in 1972-73, state aid 

covered 39 percent of the cost. 

Most direct expenditures for welfare are made by local governments, but 

the majority of the funding of local outlays is from the state government. 

In 1972-73, almost 90 percent of local expenditures were financed directly by 

the state government or in its capacity as an agent for federal funds. 

The trend of Virginia's intergovernmental fiscal relationships from 

1958-59 to 1972-73 is shown in Table 2.12 which breaks down the sources of 

revenue by the originating level of government before cash transfers among 

governments and then shows the level of government which is the final 

recipient after intergovernmental transfers. Financing of welfare payments 

provides an example of how the table is organized. Certain amounts used for 

welfare payments are originally collected by the federal government, trans

ferred to the state government, and then transferred on�e again by the state 

government to local governments. In this case, the originating level of 

government is the federal government, while the final recipient level is the 

local government. 

What has happened during recent years is clear. The federal government 

has become an increasingly more important source of revenue for the state and 

local governments. In 1958-59, it provided 13.5 percent of the state and local 

government revenues in Virginia. In 1972-73, it provided 20.7 percent, Most 

of the money received from the federal government goes to the state govern

ment. In 1972-73 the state's share amounted to 75 percent.!/ A portion of the

1/ Derived from Chart 2.3, p. 71. 
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TABLE 2.12.--0RIGIN AND ALLOCATION BY LEVEL OF GOVERNMENT 
OF GENERAL REVENUE OF STATE AND LOCAL GOVERNMENTS IN VIRGINIA, 

FISCAL YEARS 1958-59 TO 1972-73 

Percent Distribution 
By Originating Level of Govern- By Final Recipient Level 
ment (prior to State-Local and of Government (After 

Local-State Transfers State-Local and Local-
State Transfers 

Fiscal Year Total Federal State Local Total State Local 

1958-59 100.0 13.5 46.5 39.9 100.0 40.5 59.5 
1959-60 100.0 15.8 44.4 39.7 100.0 40.4 59.6 
1960-61 100.0 14.1 48.0 37.9 100.0 42.0 58.0 
1961-62 100.0 16.3 46.7 37.0 100.0 43.1 56.9 
1962-63 100.0 16.4 47.0 36.6 100.0 44.1 55.9 

1963-64 100.0 17.6 45.5 36.9 100.0 44.1 55.9 
1964-65 100.0 20.2 44.0 35.8 100.0 45.0 55.0 
1965-66 100.0 19.2 44.0 36.8 100.0 44.2 55.8 
1966-67 100.0 18.1 46.7 35.0 100.0 43.8 56.1 

1967-68 100.0 17.3 47.7 34.8 100.0 44.1 55.8 

1968-69 100.0 16.6 51.3 31.9 100.0 47.7 52.2 
1969-70 100.0 17.0 49.4 33.4 100.0 45.4 54.5 
1970-71 100.0 19.1 47.5 33.3 100.0 45.3 54.6 
1971-72 100.0 18.8 47.5 33.5 100.0 43.7 56.2 
1972-73 100.0 20.7 47.1 32.2 100.0 44.1 55.9 

Source: U. S. Bureau of the Census, Governmental Finances in 19--,
selected editions (Washington: Government Printing Office). 

federal funds received at the state level is later transferred to local 

governments. Because the money is pooled with funds from state sources, 

there is some difficulty in estimating the exact percentage of federal funds 

transferred by the state government to the localities, but it is in the 

neighborhood of one-fourth. The state government's share of total revenues 

has risen slightly while the local share has dropped (from 39.9 percent in 

1958-59 to 32.2 percent in 1972-73). 
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The breakdown by final recipient level shows that the local governments 

account for the majority of general revenues (55.9 percent in 1972-73), but 

their share is lower than what it was fifteen years ago--an indication that 

even though the state government is transferring large amounts to local 

governments, its own direct expenditures are growing faster. 

County and City Fiscal Capacity and Effort 

Interstate comparisons of state and local finances provide an incomplete 

picture of fiscal relationships because they do not tell us anything about 

intrastate variations in local finances. Comparisons among localities within 

the state are hampered by the absence of timely and complete information. 

There are no comprehensive reports on the finances of incorporated towns, and 

the State Auditor's reports on counties and cities have a three-year lag, are 

not comparable, and lack many types of needed information. 

Notwithstanding these problems, there is still a need for intrastate 

comparisons. The following analysis addresses this need despite the limited 

data available. 

Local Fiscal Capacity 

Local fiscal capacity is a measure of the ability of a local govern

ment to obtain resources for public purposes. The economic well-being of 

the residents of a community only partially determines the financial 

capability of their local government since business activity also has an 

effect. For example, a locality with the property tax base provided by a 

big power generating plant may have a fiscal capacity quite large relative 

to the incomes and property values of the resident population. 
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Table 2.13 shows three measures of fiscal capacity. Two, of them, 

true value of real estate per capita and personal income per capita, are 

traditional measures with certain limitations that are explained below. 

As an alternative, computed revenue capacity per capita, is also shown. 

Standardizing by resident population is a common method of making 

data for different sized localities comparable, and it has been used for 

the capacity measures. However, the population used in the denominator 

may not always be representative of the population receiving a full range 

of governmental services. Most affected by such considerations are 

localities with military bases and colleges. 

True Value of Real Estate Per Capita 

This measure recognizes that real estate is the most important source 

of local revenues, accounting for 50 percent statewide. However, caution 

should be exercised in using real estate as the sole measure of capacity 

since it does not represent all locally raised revenues, and in many cases, 

it is not a good predictor of other revenue bases. Furthermore, the relative 

importance of real estate taxes varies, ranging from 29 percent in Franklin 

City to 82 percent in Fluvanna • .!/ As a rule, the real property tax tends

to be relatively more important as a revenue source in rural areas since they 

lack the variety of sources and commercial revenue bases available in urban 

areas. 

The state weighted average true value of real estate per capita was 

$8,659 in 1971. The median was $8,336 and the range 9.8 to 1, with the high 

.!/ John L. Knapp, Measuring Fiscal Capacity to Finance Public Education 
in Virginia (Tayloe Murphy Institute, University of Virginia, 1973), 
pp. 8, 35-40. 



State 

Counties 

Accomack 
Albemarle 
Alleghany 
Amelia 
Amherst 

Appomattox 
Arlington 
Augusta 
Bath 
Bedford 

Bland 
Botetourt 
Brunswick 
Buchanan 
Buckingham 

C&mpbell 
caroline 
carroll 
Charles City 
Charlotte 

Chesterfield 
Clarke 
Craig 
Culpeper 
Cumberland 

Dickenson 
Dinwiddie 
Essex 
Fairfax 
Fauquier 

i'loyd 
Fluvanna 
Franklin 
Frederick 
Giles 

Gloucester 
Goochland 
Grayson 
Greene 
Greensville 

True Value 
of Real 
Estate Per 
capita, 1971 

$ 8,659 

6,744 
12,475 
6,778 

10,062 
5,703 

8,497 
14,183 

8,159 
9,147 
8,707 

6,635 
8,766 
6,851 
7,524 

10,719 

7,388 
11,254 

4,016 
7,335 
7,049 

10,645 
13,034 

6,634 
11,696 

8,969 

9,409a/ 
4,571F 

11,607 
12,849 
16,937 

7,003 
14,587 
6,043 
8,342 
8,941 

10,818 
12,816 
5,655 
6,953 
8,721 

Amount 

Per capita 
Personal 
Income, 
1971 

$ 3,918 

3,354 
3,714 
3,076 
2,855 
2,711 

2,929 
6,344 
3,097 
3,245 
3,080 

2,625 
3,223 
2,494 
2,554 
2,176 

3,611 
3,126 
2,443 
2,619 
2,520 

4,755 
3,277 
2,886 
3,053 
2,387 

2,434 
2,347 
2,972 
5,196 
3,701 

2,449 

2,575 
2,731 
3,035 
3,162 

3,524 
4,050 
2,080 
2,582 
2,583 

TABLE 2.13 SELECTED MEASURES OF LOCAL FISCAL CAPACITY 

Relative to State Average x 100 
Computed Computed 
Revenue True Value Per capita Revenue 
capacity of Real Personal capacity 
Per capita, Estate Per Income, Per capita, 
1971 capita, 1971 1971 1971 

$184.90 100 100 100 

151.67 78 86 82 
213.17 144 95 115 
137.75 78 79 74 
173.22 116 73 94 
84.57 66 69 46 

161.51 98 75 87 
288.78 164 162 156 
162.37 94 79 88 
184.17 106 83 100 
163.12 101 79 88 

134.62 77 67 73 

167.18 101 82 90 
133.41 79 64 72 
144.08 87 65 78 
167.20 124 56 90 I 

160. 72 85 92 87 
188.71 130 80 102 
101.98 46 62 55 
132.74 85 67 72 

134.54 81 64 73 

210.57 123 121 114 
216.89 151 84 117 
136.63 77 74 74 
203.44 135 78 110 
153.16 104 61 83 

157.79 109 62 85 
100.33 53 60 54 
205.35 134 76 111 
249.41 148 133 135 
267.22 196 94 145 

134.30 81 63 73 
214.62 168 66 116 
133.43 70 70 72 
169.17 96 77 91 
170.98 103 81 92 

196.28 125 90 106 
221.33 148 103 120 
109.55 65 53 59 
132.80 80 66 72 
156.09 101 66 84 



Halifax 
Hanover 
Henrico 
Henry 
Highland 

Isle of Wight 
James City 
King and Queen 
King George 
King William 

Lancaster 
Lee 
Loudoun 
Louisa 
Lunenburg 

Madison 
Mathews 
Mecklenburg 
Middlesex 
Montgomery 

Nelson 
New Kent 
Northampton 
Northumberland 
Nottoway 

Orange 
l'age 
Patrick 
Pittsylvania 
Powhatan 

Prince Ed-rd 
Prince George 
Prince William 
Pulaski 
Rappahannock 

Richmond 
Roanoke 

Rockbridge 
Rockingham 
Russell 

Scott 
Shenandoah 

True Value 
of Real 
Estate l'er 
eaeita, 1971 

5,883 

9,666 
8,067 

6,088 
11,237 

10,175 
7,554 

11,001 
9,529 

12,988 

13,698 
4,428 

19,337 

8,782 
6,701 

10,985 
9,804 
6,539 

13,795 
6,244 

9,469 
10,306 
5,638 

10,454 
6,126 

12,221 
8,990 
7,377 
5,826 
8,330 

7,337 a/
3,52r" 

10,512 
6,319 

17,392 

9,924 
8,692 
8,543 

7,105 
8,009 

4,323 

8,927 

TABLE 2.13.--SELECTED MEASURES OF LOCAL FISCAL CAPACITY (Continued) 

Amount Relative to State Average x 100 
Computed Computed 

Per capita Revenue True Value Per capita Revenul· 

Personal capacity of Real Personal capacity 
Income, Per capita, Estate Per Income, Per capita, 
1971 1971 caeita, 1971 1971 1971 

2,339 119.41 68 60 65 
4,279 196.52 112 109 106 
4,992 201.67 93 127 109 
3,445 145.77 70 88 79 
2,111 172. 79 130 54 93 

3,712 189.70 117 95 103 
3,022 147.63 87 77 80 
2,836 179.46 127 72 97 
5,120 204.19 110 131 110 
4,479 234.98 150 114 127 

3,034 229.32 158 77 124 
1,922 97.08 51 49 52 
4,438 308.68 223 113 167 
2,539 155.30 101 65 84 
2,783 137. 74 77 71 74 

2,500 178.79 127 64 97 
2,533 169.10 113 65 91 
2,894 141.28 76 74 76 
2,613 218.39 159 67 118 
2,992 139.56 72 76 75 

2,611 161.17 109 67 87 
2,519 175.13 119 64 95 
3,089 135.49 65 79 73 
2,542 174.77 121 65 95 
3,241 142.88 71 83 77 

3,103 208.41 141 79 113 
2,876 169.21 104 73 92 
2,599 141.30 85 66 76 
2,505 120.70 67 64 65 
2,926 152.04 96 75 82 

3,075 156.15 85 78 84 
4,273 120. 78 41 109 65 
3,797 199.51 121 97 108 
3,023 141.26 73 77 76 
2,923 250.09 201 75 135 

2,758 184.98 115 70 100 
4,285 191.49 100 109 104 
2,783 157. 77 99 71 85 
3,339 152.44 82 85 82 
2,536 146.51 92 65 79 

2,421 103.81 so 62 56 
3,122 174.22 103 80 94 



Smyth 
Southampton 
Spotsylvania 

Stafford 
Surry 
Sussex 
Tazewell 
Warren 

Washington 
Westmoreland 
Wise 
Wythe 
York 

Cities 

Alexandria 
Bedford 
Bristol 
Buena Vista 
Charlottesville 

Chesapeake 
Clifton Forge 
Colonial Heights 
Covington 
Danville 

Emporia 
Fairfax 
Falls Church 
Franklin 
Fredericksburg 

Galax 
Hampton 
Harrisonburg 
Hopewell 
Lexington 

Lynchburg 
Martinsville 
Newport News 
Norfolk 
Norton 

Petersburg 
Portsmouth 
Radford 
Richmond 
Roanoke 

True Value 
of Real 
Estate Per 
capita. 1971 

s,23rJ!..I 
7,312 

10,585 

8,740 
33,627 
8,435 
4,982 

12,918 

5,16rJ!..I 
10,048 
3,438 
6,061 
8,913 

ll,576 
7,651 
6,171 
6,480 
9,697 

6,651 
S,570 
7,247 
6,734 
6,538 

6,358 
12,ll6 
14,310 
6,588 
9,480 

8,530 
6,290 
8,921 
7,058 
6,303 

7,315 
8,846 
6,422 
6,030 
5,977 

7,81F-/ 
5,334 
S,619 
7,980 
6,406 

TABLE 2.13,--SELECTED MEASURES OF LOCAL FISCAL CAPACITY (Continued) 

Amount 
Computed 

Per capita Revenue 

Personal Capacity 
Income, Per Capita, 
1971 1971 

2,928 127,54 
2,341 132.55 
2,778 181.04 

3,314 165.45 
2,444 413. 76 
2,667 154.88
2,962 128.52 
3,506 226.88

2,953 126.09 
2,297 165.54 
2,765 106.53 
2,736 134.82 
3,843 172.55 

5,412 255.04 
4,066 174.07 
3,769 167.94 
3,180 147.65 
3,708 211.47 

3,487 148.92 
3,536 146.69 
4,949 185.47 
4,010 171. 75
3,757 168.37

3,660 169.31 
4,518 257.70 
7,318 377 .24 
4,074 167 .48 
3,764 224.68 

4,082 213.98 
3,734 154,96 
4,134 220.65 
4,162 171.33 
2,934 145.53 

4,159 189.95 
4,6ll 212.27 
4,206 162.84 
3,797 155.42 
3,714 167.60 

4,727 200.23 
3,406 137.17 
3,483 144.48 
4,506 200.49 
4,084 180.51 

True Value 
of Real 
Estate Per 
Capita, 1971 

60 
84 

122 

101 
388 

97 
58 

149 

60 
116 
40 
70 

103 

134 
88 
71 
75 

112 

77 
64 
84 
78 
76 

73 
140 
165 
76 

109 

99 
73 

103 
82 
73 

84 
102 
74 
70 
69 

90 
62 
65 
92 
74 

Relative to State Average x 100 
Computed 

Per capita Revenue 
Personal Capacity 
Income, Per Capita, 
1971 1971 

75 69 
60 72 

71 98 

85 89 
62 224 
68 84 
76 70 
89 123 

75 68 
59 90 
71 58 
70 73 
98 93 

138 138 
104 94 
96 91 
81 80 
95 114 

89 81 
90 79 

126 100 
102 93 
96 91 

93 92 
115 139 
187 204 
104 91 
96 122 

104 116 
95 84 

106 119 
106 93 

75 79 

106 103 
118 115 
107 88 
97 84 
95 91 

121 108 
87 74 
89 78 

115 108 
104 98 



TABLE 2.13.--SELECTED MEASURES OF LOCAL FISCAL CAPACITY (Continued) 

Amount Relative to State Average X 100 

Computed Computed 
True Value Per capita Revenue True Value Per capita Revenue 

of Real Personal Capacity of Real Personal Capacity 
Estate Per Income, Per capita, Estate Per Income, Per Capita, 
CaJ?ita, 1971 1971 1971 ca2ita, 1971 1971 19:1 

Salem 8,490 3,986 194.34 98 102 10, 
South Boston 6,890 4,100 177 .49 80 105 96 

Stauntoli/ 
7,213 3,971 176.33 83 101 95 

Suffoli<=- 6,674 3,184 149.32 77 81 81 
Virginia Beach 8,668 3,836 180.04 100 98 9; 

Waynesboro 9,067 4,353 206.49 105 111 112 

Williamsburg 13,989 3,889 294.12 162 99 159 
Winchester 10,008 4,234 220.37 116 108 119 

!!I Adjusted due to annexation by Petersburg City effective January 1, 1972. 

!}/ Adjusted to exclude Olin Mathieson Corporation deeded to town of Saltville in 1972. 

s/ Adjusted due to annexation from Dinwiddie County and Prince George County effective January 1, 1972. 

g/ Adjusted due to the merger of the city of Nansemond with the city of Suffolk effective January 1, 1974. 

Sources: Department of Taxation, "Estimated True (Full) Value of Locally Taxed Property in Virginia Counties, Cities, and Towns Constituting Special School Districts--
1971 (Real Estate and Public Service Corporation):" (June 15, 1973); University of Virginia, Tayloe Murphy Institute, "Personal Income Estimates for Virginia Cities and 
Counties, 1971:" (December, 1973); University of Virginia, Tayloe Murphy Institute, "Estimates of the Population of Virginia Counties and Cities: July 1, 1971 and July 1, 
1972:" (June, 1973); "Report of the Department of Taxation to the Governor of Virginia for the Fiscal Year Ending June 30, 1971:" (November 1, 1971), 
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represented by Surry, the location of a large nuclear generating plant, and 

the low by Wise, a rural county in southwest Virginia. 

Personal Income Per Capita 

Although Virginia counties and cities are prohibited from taxing income 

directly, it can be used as a general measure of ability to pay other taxes 

and nontax charges. A limitation of this approach is that sole reliance on 

income as a measure of capacity understates tax bases not locally owned. 

The existence of a large public service corporation would not be reflected 

by an income measure despite the fact that it would represent a major tax 

base. 

The statewide weighted average was $3,918 and the median was $3,184. 

The range was 3.8 to 1 with the high represented by Falls Church and the low 

represented by Lee. 

Computed Revenue Capacity Per Capita 

This method is based on the ACIR "average effort" app_9'ach which was

explained in the section on interstate comparisons. Each major tax base

in a locality was multiplied by the statewide average effort. The true 

value of real estate was multiplied by $.0106, and personal income, a 

proxy for nonproperty and nonsales taxes and other revenues was multiplied 

by $.0160. The number of motor vehicles was multiplied by $27.29 as a 

proxy for personal property taxes. The resulting products were added to 

local option sales tax collections to obtain computed revenue which was 

then standardized by dividing by population. 

This method gives a more balanced picture of local fiscal capacity 

than a single measure such as true value of real estate or personal income. 

The state weighted average was $184.90 per capita and the median was 
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$169.13. The range from highest to lowest locality was 4.3 to 1 with 

Surry the highest area and Lee the lowest. 

Local Fiscal Effort 

Effort measures are obtained by relating revenues raised from own sources 

to fiscal capacity. A measure of fiscal effort gauges how much of capacity 

is being used. 

Four measures of local fiscal effort are shown in Table 2.14. Three 

of the measures relate revenues from own sources (excluding state and federal 

aid) to the capacity measures already developed. The true tax rate on real 

estate is included as a fourth measure. 

The figures for revenues from own sources exclude incorporated towns 

since they are not reported by the State Auditor. Inclusion of the towns would 

have increased total county revenues from own sources by about 5 percent • .!/

The impact for counties containing incorporated towns would have been relatively 

larger. 

Revenues from Own Sources per $100 of True Value of Real Estate 

This measure relates locally raised revenues to a single revenue base, 

the true value of real estate. The logic for this approach is the predominance 

1/ County general revenues from own sources for 1971-72 totaled $483 
million as reported by the 1972 Census of Governments. The increase from 
including incorporated towns would have been approximately $25 million. This 
was estimated by subtracting the total of general revenues from own sources 
for the 25 independent cities with a 1970 population under 25,000 from the 
total of general revenues from own sources for all municipalities with a 1970 
population under 25,000. 

Sources: U. S. Bureau of the Census, Census of Goverruilents, 1972, 
Volume 4, No. 4 (Washington: U. S. Government Printing Office� 1974) p. 130; 
U. s. Bureau of the Census� Census of Governments, 1972, Volume 4, Now 5
(Washington: U. S. Government Printing Office, 1974) pp. 578-581.



TABLE 2.14.--SELEC!ED MEASURES OF LOCAL FISCAL EFFORT 

Amount Relative to State Average x 100, 
Average 1970-71 Revenues from Own 1970-71 Revenues Relative to State 

121!1-Zl Revenues fl.l!m '2w:D Sau,"-Ca Effective Sources from Own Sources Average x 100, 
Per $100 Per $100 of Per True Tax Per $100 Per $100 of Per Capita f Average Effective 
True Value Personal Capita !'!.ate per $100 on True Value Personal Computed Revenue True Tax Rate 
of Real Income 1971 Real Estate of Real Income Capacity, Per on Real Estate, 
Estate, 1971 1971 1971 Estate, 1971 1971 CaJ!ita, 1971 1971 

Amount Rank Amount Rank Amount Rank Amount Rank 

llfil $2.08 $4.61 $184.90 $1.06 100 100 100 100 

Counties 

Accomack 1.21 2.42 81.33 .55 58 63.5 52 102.5 54 75.5 52 85.5 
Albemarle 1.47 4.94 183.52 .72 /1 48 107 21.5 86 33.5 68 55.5 
Allegheny 1.56 3.43 105.42 .79 75 46 74 66.5 77 42 75 46.5 
Amelia .63 2.21 63.20 .32 30 129 48 113.5 36 127.5 30 128.5 
Amherst .99 2.09 56.63 .38 48 80.5 45 120.5 67 50.5 36 122.5 

Appomattox .87 2.52 73.71 .48 42 102.5 55 93.5 46 102.5 45 101.5 
Arlington 2.81 6.28 398.22 1.32 135 lC 136 4 138 3 125 12.5 
Augusta 1.30 3.41 105. 71 .67 62 55.5 74 66.5 65 52.5 63 65.5 
Bath 1.26 3.56 115.66 .70 61 59 77 55.5 63 57.5 66 59.5 

Bedford 1.23 3.47 106.78 .47 59 60.5 75 63.5 65 52.5 44 105.5 

Bland .81 2.04 53.60 .31 39 112.5 44 124.5 40 120.5 29 130 
Botetourt .98 2.66 85.78 .55 47 84.5 58 87.5 51 81.5 52 85.5 I 

Brunswick 1.00 2.74 68.32 .54 48 80.5 59 84.5 51 81.5 51 88.5 
I 

Buchanan .99 2.91 74.40 .52 48 8.5 63 80.5 51 81.5 49 92.5 
Buckingham .56 2.73 59.50 .27 27 131 59 84.5 36 127.5 25 132 

Campbell 1.01 2.06 74.43 .51 49 78.5 45 120.5 46 102.5 48 94.5 
Caroline .65 2.33 72.83 .40 31 128 51 104.5 39 124 38 118.5 
Carroll 1.37 2.25 54.94 .72 66 52 49 109.5 54 75.5 68 55.5 
Charles City .89 2.49 65.18 .51 43 98.5 54 95.5 49 91.5 48 94.5 
Charlotte .83 2.33 58. 72 .43 40 111 51 104.5 44 110.5 41 111.5 

Chesterfield 2.32 5.18 246.46 .86 112 26 112 15.5 117 12 81 40.5 
Clarke .90 3.56 116. 72 .58 43 98.5 77 55.5 54 75.5 55 79.5 
Craig .99 2.26 65.�6 .61 48 80.5 49 109.5 48 94.5 58 69.5 

Culpeper .81 3.11 95.11 .so 39 112.5 67 75.5 47 100.5 47 98.5 

Cumberland .79 2.95 70.41 .39 38 115 64 79 46 102.5 37 120.5 

Dickenson .92 / 3.54 86.11 / .51 44 94.5 77 55.5 55 71.5 48 94.5 
Dinwiddie 1.2# 2.51 58.9# .59 62 55.5 54 95.5 59 65.5 56 77.5 
Essex .87 3.41 101.25 .43 42 102.5 74 66.5 49 91.5 41 111.5 
Fairfax 2.37 5.87 305.10 1.41 114 21.5 127 9 122 8.5 133 7 
Fauquier .77 3.52 130.31 .42 37 116.5 76 58.5 49 91.5 40 116.5 

Floyd .85 2.43 59.55 .so 41 107.5 53 98.5 44 110.5 47 98.5 

Fluvanna .76 4.31 111.08 .38 37 116.5 93 31 52 80 36 122.5 
Franklin .91 2.00 54.75 .47 44 94.5 43 126 41 115.5 44 105.5 
Frederick 1.35 3.72 113.00 .57 65 53 81 48.5 67 50.5 54 81.5 

Giles 1.29 3.66 115.74 .52 62 55.5 79 51.5 68 48.5 49 92.5 

Gloucester .87 2.67 94.03 .48 42 102.5 58 87.5 48 94;.5 45 101.5 
Goochland .88 2.78 112.39 .60 42 102.5 60 83 51 81.5 57 74.5 
Grayson .71 1.92 40.01 .34 34 122.5 42 127.5 37 125.5 32 126.5 
Greene .96 2.59 66.98 .61 46 88.5 56 91.5 50 88.5 58 69.5 

Greensville 1.14 3.84 99.08 .38 55 67.5 83 44.5 63 57.5 36 122.s

Halifax .98 2.46 57.57 .44 47 84.5 53 98.5 48 94.5 42 108.5 
Hanover .91 2.06 88.33 .59 44 94.5 45 120.5 45 108.5 56 77.5 
Henrico 2.55 4.12 205.48 1.00 123 17 89 35.5 102 21.5 94 31 
Henry 1.10 1.95 67.18 .56 53 73 42 127.5 46 102.5 53 83.5 
Highland .97 5.15 108.65 .54 47 84.5 112 15.5 63 57.5 51 88.5 



·rABLE 2.14.--SELECTED MEASl:RES 0: LOCAL FISCAL EFFORT (continued) 

Amount Relative to State Average x 100, 
Average 1970-71 Revenues from Own 1970-71 Revenues Relative to State 

1970-71 Revenues from Own Sources Sffective Sources from Own Sources Average x 100, 
Per $100 Per $100 of Per True Tax Per $100 Per $100 of Per capita � Average Effective 
True Value Personal capita Rate per $100 on True Value Personal Computed Revenue True Tax Rate 
of Real Income 1971 Real Estate of Real Income capacity, Per on Real Estate, 
Estate, 1971 1971 1971 Estate, 1971 1971 ca2ita

1 
1971 1971 

Amount Rank Amount Rank Amount Rank � Rank 
Counties (continued) 

Isle of Wight .90 2.46 91.50 .48 43 98.5 53 98.5 48 94.5 45 101.5 
James City 1.40 3.49 105.47 .98 67 50.5 76 58.5 71 45 92 34 

King George 1.19 2.22 113. 78 .71 57 65.5 48 113.5 63 57.5 67 57.5 
King & Queen .66 2.56 72.71 .5\t

32 127 56 91.5 36 127.5 50 91 
King William .58 1.69 75.73 .51- 28 130 37 131 32 132 48 94.5 

Lancaster .70 3.14 92.20 .42 34 122.5 68 73.5 40 120.5 40 116.5 
Lee 1.40 3.23 62.06 • 73 67 50.5 70 71.5 64 56 69 52.5 
Loudoun .85 3.72 165.10 .73 41 107.5 81 48.5 53 78.5 69 52.5 
Louisa .73 2.52 63.97 .43 35 119.5 55 93.5, 41 115.5 41 111."5 
Lunenburg .94 2.26 62.98 .60 45 91.5 49 109.5 46 102.5 57 74.5 

Madison .69 3.02 75.46 .43 33 125.5 66 77.5 42 114 41 111.5 
Mathews .94 3.64 92.28 .58 45 91.5 79 51.5 55 71.5 55 79.5 
Mecklenburg .89 2.02 58.31 .45 43 98.5 44 124.5 41 115.5 42 108.5 
Middlesex .69 3.63 94.86 .40 33 125.5 79 51.5 43 113 38 118.5 
Montgomery 1.04 2.17 64.78 .57 50 74.5 47 117 46 102.5 54 81.5 

Nelson .95 3.46 90.24 .34 46 88.5 75 63.5 56 70 32 126.5 
New Kent 1.01 4.13 103.91 .61 

/ 
49 78.5 90 34 59 65.5 58 69.5 

Northampton 1.23 2.25 69.52 .6sS- 59 60.5 49 109.5 51 81.5 61 67 
Northumberland .81 3.33 84.75 .54 39 112.5 72 70 48 94.5 51 88.5 
Nottoway 1.18 2.23 72.43 .69 57 65.5 48 113.5 51 81.5 65 62.5 

Orange 1.03 4.07 126.44 .70 50 74.5 88 38 61 62.5 66 59.5 
Page .77 2.39 68.89 .45 37 116.5 52 102.5 41 115.5 42 108.5 
Patrick .86 2.45 63. 72 .43 41 107.5 53 98.5 45 108.5 41 111.5 
Pittsylvania .92 2.14 53.49 .73 44 94.5 46 118.5 44 110.5 69 52.5 
Powhatan .96 2.74 80.26 .so 46 88.5 59 84.5 53 78.5 75 46.5 

Prince Edward .10 I 1.67 51.35 I .29 34 122.5 36 132 33 131 27 131 
Prince George 1.8� 1.56 66.64.! .70 91 38.5 34 133 55 71.5 66 59.5 
Prince William 2.05 5.68 215.86 1.16 99 35 123 10 108 15 109 17.5 
Pulaski 1.13 2.36 71.33 .56 54 69.5 51 104.5 50 88.5 53 83.5 
Rappahannock .51 3.02 88.40 .32 25 132 66 77 .5 35 130 30 128.5 

Richmond 1.03 3.71 102.19 .55 50 74.5 80 50 55 71.4 52 85.5 
Roanoke 1.65 3.35 143.50 .90 79 .45 73 69 75 43 85 36.5 
Rockbridge 1.30 3.98 110.87 .67 62 55.5 86 40.5 70 46.5 63 65.5 
Rockingham .86 1.82 60.88 .47 41 107.5 39 129 40 120.5 44 105.5 
Russell 1.12 3.52 89.38 .61 54 69.5 76 58.5 61 62.5 58 69.5 

Scott 1.20 2.14 51.75 .61 58 63.5 46 118.5 50 88.5 58 69.5 
Shenandoah .72d/ 2.07 64.51 .37 35 119.5 45 120.5 37 125.5 35 125 
Smyth .97- 1.74 50.87 .49 47 84.5 38 130 40 120.5 46 100 
Southampton 1.13 3.52 82.37 .63 54 69.5 76 58.5 62 61 59 68 
Spotsylvania 1.12 4.25 118.08 .77 54 69.5 92 32.5 65 52.5 73 48 

Stafford 1.22 3.22 106.86 .87 59 60.5 70 71.5 65 52.5 82 38.5 
Surry .25 3.46 84.56 .24 12 133 75 63.5 20 133 23 133 
Sussex .88 2.79 74.43 .48 42 102.5 61 82 48 94.5 45 101.5 
Tazewell 1.31 2.21 65.33 .71 63 54 48 113.5 51 81.5 67 57.5 
Warren .72 2.67 93.47 .39 35 119.5 58 87.5 41 115.5 37 120.5 



TABLE 2.14.--SELECIED MEASURES OF LOCAL FISCAL EFFORI' (continued) 

Amount Relative to State Average x 100, 
Average 1970-71 Revenues from Own 1970-71 Revenues Relative to State 

1970-71 Revenues from Own Sources Effective Sources from Own Sources Average x 100, 
Per $100 Per $100 Per True Tax Per $100 Per $100 of Per capita t Average Effective 
True Value Personal capita Rate per $100 on True Value Personal Computed Revenue True Tax Rate 
of Real Income 1971 Real Estate of Real Income capacity, Per on Real Estate, 
Estate, 1971 1971 1971 Estate 

1 
1971 1971 caeita, 1971 1971 

Alll2lmt. ....l!Allk. � --1l!l!k Amount Rank Amount Rank 

Counties (continued) 

Washington 1.4#/ 2.50 73.77 .68 69 49 54 95.5 58 68 64 64 

Westmoreland .94 4.09 94.04 .82 45 91.5 89 35.5 57 69 77 44.5 
Wise 1.89 2.36 65.15 .87 91 38.5 51 104.5 61 62.5 82 38.5 
Wythe 1.04 2.31 63.30 .60 

I 50 74.5 50 108 47 100.5 57 74.5 
York 1.14 2.64 101.56 .1#- 55 67.5 57 90 59 65.5 71 49.5 

Cities 

Alexandria 2.79 5.96 322.54 1. 73 134 11 129 7.5 126 7 163 3 
Bedford 1.66 3.12 127.02 .69 80 44 68 73.5 73 44 65 62.5 
Bristol 2.89 4.73 178.19 1.33 139 9 103 23.5 106 17 125 12.5 
Buena Vista 2.29 4.66 148.20 1.16 110 27.5 101 26 100 26 109 17.5 
Charlottesville 2.28 5.96 221.15 1.07 110 27.5 129 7.5 105 18.5 101 23.5 

Chesapeake 2.29 4.37 152.37 1.56 110 27.5 95 30 102 21.5 147 6 

Clifton Forge 2.70 4.25 150.22 1.27 130 13 92 32.5 102 21.5 120 15 
Colonial Heights 2.ll 3.09 152.99 1.13 101 34 67 75.5 82 40 107 19.5 I 

Covington 2.38 4.00 160.51 1.05 114 21.5 87 39 93 30 99 27 
Danville 2.20 3.83 143.99 .90 106 30.5 83 44.5 86 33.5 85 36.5 

Emporia 2.20 3.83 140.ll .75 106 30.5 83 44.5 83 38.5 71 49.5 
Fairfax 2.74 7.35 332.04 1.60 132 12 159 2 129 6 151 5 
Falls Church 2.52 4.93 360.66 1.32 121 19 107 21.5 96 27.5 125 12.5 
Franklin 3.09 5.01 204.18 1.07 149 6 109 19 122 8.5 101 23.5 
Fredericksburg 2.41 6.07 228.33 1.12 ll6 20 132 6 102 21.5 106 21 

Galax 2.37 4.96 202.44 .82 114 21.5 108 20 95 29 77 44.5 
Hampton 2.64 4.44 165.94 1.34 127 15.5 96 28.5 107 16 126 11 
Harrisonburg 2.38 5.14 212.32 .85 ll4 21.5 111 17 96 27.5 80 42 
Hopewell 2.65 4.50 187.25 1.11 127 15.5 98 27 109 14 105 22 
Lexington 2.37 5.08 149.14 .93 114 21.5 110 18 102 21.5 88 35 

Lynchburg 3.13 5.51 229.23 1.25 150 5 120 11 121 10.5 118 16 
Martinsville 2.03 3.89 179.32 .99 98 36 84 43 84 35.5 93 32.5 
Newport News 3.06 4.68 196.66 1.75 147 7 102 25 121 10.5 165 2 
Norfolk 3.41 5.42 205.66 1.37 164 3 118 12 132 4 129 10 
Norton 2.94 4.74 175.95 .99 141 8 103 23.5 105 18.5 93 32.5 

Petersburg 2.6-,!/ 4.41 208.2ef1 1.62 128 14 96 28.5 104 2,0 153 4 
Portsmouth 3.36 5.27 179.32 1.40 162 4 114 14 131 5 132 8 

Radford 1.79 2.89 100.71 1.02 86 41.5 63 80.5 70 46.5 96 29.5 
Richmond 4.20 7.45 335.53 1.76 202 1 162 1 167 1 166 1 
Roanoke 3.98 6.23 254.65 1.38 191 2 135 5 141 2 130 9 

Salem 1.92 4.09 163.06 1.13 92 37 89 35.5 84 35.5 107 19.5 
South Boston 2.18 3.62 148.61 1.06 105 32.5 79 51.5 84 35.5 100 25.5 
Staunt'/ 2.18 3.96 157.17 .83 105 32.5 86 40.5 89 31 78 43 
Suffol 1.79 3.76 119.78 1.03 86 41.5 82 47 80 41 97 28 
Virginia Beach 1.73 3.91 150.17 .86 83 43 85 42 83 38.5 81 40.5 



TABLE 2.14.--SELECTED MEASURES OF LOCAL FISCAL EFFORT (contitwed) 

Amount Relative to State Average x 100, 
Average 1970-71 Revenues from Own 

1970-71 Revenues from Own Sources Effective Sources 
Per $100 Per $100 of Per True Tax Per $100 Per $100 of 

True Value Personal Capita Rate per $100 on True Value Personal 

of Real Income 1971 Real Estate of Real Income 

Estate, 1971 1971 1971 Estate, 1971 1971 

� Rank � � 
Cities (continued) 

Waynesboro 2.54 5.29 230.39 
Williamsburg 1.83 6.60 256.49 
Winchester 1.49 3.52 149.17 

!!,.I Adjusted due to annexation by Petersburg City effective January 1, 1972. 

'J!./ Applied only to real estate outside the Town of West Point. 

£/ Applies only to real estate outside the Town of Cape Charles. 

1.02 
.75 

1.06 

g_/ Adjusted to exclude Olin Mathieson Corporation deeded to Town of Saltville in 1972. 

£_/ Applies only to real estate outside the Town of Poquoson. 

122 
88 
72 

!./ Adjusted due to annexation from Dinwiddie County and Prince George County effective January 1, 1972. 

18 
40 
47 

1!,/ Adjusted due to consolidation of Nansemond city and Suffolk city into new city of Suffolk January 1, 1974. 

115 13 
143 3 

76 58.5 

1970-71 Revenues Relative to State 
from Own Sources Average x 100, 
Per Capita i Average Effective 
Computed Revenue True Tax Rate 
Capacity, Per on Real Estate, 
Caeita, 1971 1971 

&!!2!!.!U. Rank Amount Rank 

112 13 96 29.5 
87 32 71 49.5 
68 48.5 100 25.5 

Sources: Sources used for Table 2.13 plus the following: Reeort of Auditor of Public Accounts of Commonwealth of Virginia on ColDJ!arative Cost of County Government. Year Ended June 30. 
1971 (Richmond, 1973), p. 16; Report of Auditor of Public Accounts of Commonwealth of Virginia on ColDJ!arative Cost of City Government. Year Ended June 30, 1971 (Richmond, 1973), p. 10; "1973 
Virginia Assessment/Sales Ratio Study," Department of Taxation (February, 1975) pp. 22-25. 

I 
00 
" 
I 
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of the real estate tax base in.most local revenue bases. Nonetheless, as 

already mentioned, there is a great deal of diversity within Virginia as to 

the relative importance of the real estate tax. The state weighted average 

effort was $2.08 per $100 of true value. The range was 16.8 to 1 represented 

by Richmond City ($4.20) and Surry $0.25). 

Revenue ftom Own Sources per $ 100 of·Petsonal Income 

Like the previous measure, this one relates locally raised rev11111ues to 

a single revenue base, personal income, which is used as a general measure 

of ability to pay. The limitations of sole reliance on personal income have 

already been developed. The state weighted average effort was $4.61 per $100 

of personal income, and the range was 4.8 to 1 represented by Richmond City 

($7.45) and Prince George ($1.56). 

Revenue from Own Sources Divided by Computed Revenue Capacity11 

This measure provides a comprehensive picture of local effort, and it 

avoids some of the extremes inherent in the use of other methods. By 

definition, the state average had an index value of 100. The range was from 

8.4 to 1, represented by Richmond City (167) and Surry (20). 

Real Estate True Tax Rate 

The true. tax rate is often used as the sole measure of local effort, 

an inappropriate procedure in view of the previous remarks. However, the 

true tax rates for 1971 are included in Table 2.14 in order to facilitate 

comparisons. The.weighted state average was $1.06.per $100 and the range 

l/ Although.per capita relationships are shown in Table 2.14, the 
index has the same value when total amounts are used since the same 
population is used in the numerator and the denominator. 
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was from 7.3 to 1, represented by Richmond City ($1.76) and. Surry ($0.24). 

The Department of Taxation has recently released a study for 1973 

which is based on new and improved techniques for measuring effective tax 

rates. The data could not be incorporated in the tables since they cover 

a later year than currently available for many of the other measures. 

Although there was general correspondence in the 1971 and 1973 effective 

tax rates, the ranking for some areas differed significantly. Statewide 

the weighted average was $0.72, and the range was 9.2 to 1, represented by 

Richmond City ($1.65) and Surry ($0.18). 

Conclusion 

The answer to "how much fiscal effort does a locality make?" depends 

on the measure used, as well as the efficiency of local government and the 

preference of the local population for governmental services. If a single 

measure must be chosen, the most preferred is revenue from own sources divided 

by computed revenue capacity. If several measures can be used, then an 

effective approach is to determine those localities that are consistently in 

the top and bottom quartiles in terms of rank. On that basis, the following 

23 localities were in the top one-fourth no matter which measure was used: 

Alexandria, Bristol, Buena Vista, Charlottesville, Chesapeake, Clifton Forge, 

Fairfax City, Falls Church, Franklin City, Fredericksburg, Hampton, Hopewell, 

Lynchburg, Newport News, Norfolk, Norton, Petersburg, Portsmouth, Richmond 

City, Roanoke City, Waynesboro, and the counties of Arlington and Fairfax. 

The nine localities that were consistently in the bottom one-fourth were 

Amelia, Bland, Caroline, Charlotte, Grayson, Page, Prince Edward, Rockingham, 

and Shenandoah. 
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CHAPTER III 

STATE REVENUES: GENERAL FUND AND SPECIAL FUNDS 

Introduction 

This chapter looks at the revenue sources used to fund programs 

in the general fund and the special funds. General fund revenue is 

all revenue of the Commonwealth of Virginia not properly accounted for 

in another revenue fund. This may seem like a shallow definition, but 

it is the official definition used by the CODDDonwealth. Although gen

eral fund revenues have comprised slightly less than half of total 

revenues of the Commonwealth in recent years,!/ these are the individual, 

corporate, and sales taxes that the individual citizen associates with 

his state government. In addition, the general fund is the focus of 

most of the legislative appropriation process. For these reasons, it 

receives the largest amount of attention in this report. Much of the 

revenue outside of the general fund comes from the federal government 

or represents state taxes earmarked for highways. 

The first section of the chapter provides projections of general 

fund revenues for the next three biennia, 1976-78, 1978-80, and· 1980-82. 

Combined with our expenditure projections in Chapter lV for the same 

period, the revenue forecasts help to answer two basic questions: 

1. Will there be any need to consider increasing present taxes
or imposing new ones?

1( See for the last five fiscal years aeport of the Comptroller 
to the Governor of Virginia for Fiscal Year Ended June 30

1 197 
1

(Richmond: Department of Accounts, 197_) • 
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2. If the answer to the first question is affirmative, then
how much additional revenue will be required?

A second section develops alternative means of changing general fund 

taxes to provide additional revenues. The final section briefly inves

tigates the special funds, in particular the gasoline tax and the motor 

vehicle sales and use tax. 

The General Fund Revenue Forecast 

This section presents first the short-run economic outlook and 

the long-1"\ln economic outlook. It then turns to the revenue forecasting 

methodology, the general fund revenue forecast assuming no structure 

or rate changes, and a brief discussion of the error range possible in 

the forecasts. 

Short-Run Economic Outlook 

Any discussion of the economic outlook through June 30, 1982, 

must have some underlying assumption about the resolution of the

1974-75 economic recession in the United States. This recession has 

been acclaimed the most severe of the post World War II recessions, which 

generally have been dated 1948-49, 1953-54, 1957-58, 1960-61, 1969-70, 

and 1974-75. The very rapid deterioration in the level of economic 

activity in December, 1974, and throughout the first quarter of 1975 

has made the most severe recession label appropriate. 

There has been a large volume of discussion among professional 

forecasters, government officials, businessmen. and private citizens 

as to the causes of the latest recession and the usefulness of comparisons 

between this and previous ones. The confusion over the current recession 

is due in part to the confused nature of the business and economic data 
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available when the recession was beginning, the presence of shortages 

of materials and order backlogs, which are characteristics of booming 

economic periods rather than recessionary periods, and the misleading 

signals given by the economy while it tried to correct for the distor

tions caused by wage and price controls. In retrospect it appears 

that although the oil embargo caused significant economic disruptions, 

a classical type economic sl.owdown or even recession would have resulted 

sometime during the 1974-75 period without the embargo. Chase Econometrics 

Associates, Inc., a leadin� economic forecasting service, best summarized 

the reasons for the 1974·75 recession in its discussion of five causal 

factors. Real disposable income, or money income adjusted for increases 

in prices, was growing very little throughout 1973 and actually declined 

when adjusted for farm income. This decline continued throughout 1974. 

As real disposable income declined, the standard of living of most 

Americans deteriorated. Declines over a short period can be offset 

by lower savings rates or increased borrowing. In the current situation, 

however, the length of the decline caused consumers to be unable or 

unwilling to maintain their previous spending patterns so that a slump 

in consumer spending resulted. The second factor was the oil embargo 

and the shock waves from it. The immediate impact was the sharp increase 

in the world price of oil that caused further declines in,real disposable 

incomes in this country and abroad. The embargo also led to business 

interruptions because of a lack of fuel, thereby causing further shortages 

of raw materials, and the interdependence of various industries caused 

problems in one industry to be translated throughout the economy. The 

third factor was the removal of wage and price controls at the end of 

April; 1974. The controls produced distortions in the econcnu�c
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system that became evident only after their removal. Price increases 

resulted and contributed to further declines in real disposable income. 

A fourth factor was the severe crop failures of 1974. While a near 

normal amount of rain fell in 1974, almost all of it came early in 

the year during the planting season with a drought during the peak 

growing season. Early frosts also limited what was to be a poor harvest. 

The final and perhaps the most important factor contributing to the 

recession was monetary policy overkill. The Federal Reserve's monetary 

policy continued to fight inflation even after the recession was well 

underway. This restrictive monetary policy caused the downturn to be 

much more severe than it would otherwise have been. Another event 

contributing to the severity of the recession·was the business community's 

disbelief that a downturn was underway. 

Thus, the 1974-75 recession is like previous recessions with 

falling real incomes causing a dampening in consumer demand with the 

associated buildups of business inventories and lack of confidence among 

consumers and businessmen. What are some factors that can cause the 

economy to turn around? Clearly, as the economy turned down, the demand 

for certain raw materials and other inputs in short supply lessened, 

thereby relaxing the pressures for further price increases. The result 

is some hope for a general lessening in the overall level of inflation 

that will allow consumer buying patterns to stabilize and consumer 

confidence to increase. In addition, as businessmen succeed in working 

off inventories built-up when consumer spending slumped, orders for new 

production will be placed that should slowly start the nation back up 

the economic ladder. Monetary and fiscal policies have been reoriented 

to provide a stimulus to economic activity in place of restrictive 

policies designed to fight inflation. Monetary policy has turned 
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stimulative, and the corporate and personal income tax cuts signed into 

law in March, 1975, have provided the thrust in the fiscal area. Another 

positive note is that it is unlikely that the combined problems of floods, 

drought, and early frost will strike again in 1975. 

When will the upturn begin? We forecast that the economy should 

continue to decline through the second quarter of 1975 and begin a 

modest upturn during the final two quarters of the year with this upturn 

continuing into 1976. Of course, the economic outlook is certainly 

subject to dramatic change by unforeseen political events like an oil 

embargo or the collapse of international trade agreements. 

Long-Run Economic Outlook 

Once we make the ceteris paribus assumption that the short-run 

economic eotlook is for a recovery continuing into 1976, what is the 

long-run projection for the level of economic activity as measured by 

gross national product (GNP)? Table 3.1 lists actual and projected 

current dollar GNP on a fiscal year basis from 1957-58 through 1981-82. 

The average annual increase in GNP from 1957-58 through 1973-74 was 

7.2 percent. This average annual percentage increase was exceeded in 

1971-72, 1972-73, and 1973-74 because of a continuation of a high level 

of real economic growth (i.e., increased physical volume of production) 

as well as a higher than average level of inflation in the latter half 

of that period. The 6.6 percent increase projected for 1974-75 is due 

only to inflation with real economic activity declining. We forecast 

an increase of 10.3 percent for 1975-76 and relatively large percentage 

increases for fiscal years 1976-77 and 1977-78. These high growth 

rates are the result of above normal real economic growth (5 to 6 percent 

per year) spurred by the recovery that is expected to carry into 1977 
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TABLE 3.1--CURRENT DOLLAR GROSS NATIONAL PRODUCT, ACTUAL AND PROJECTED 

Fiscal Year 

1957-58 
1958-59 
1959-60 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 

Projections 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 

Current Dollar Gross National Product 

(Billions of $'s) 

$ 440.2 
469.2 
495.6 
506.5 
541. 7
574.5
611.6
655.6
718.5
771.4
827.0
899.0
954.9

1,013.6 
1,100.6 
1,225.2 
1,348.9 

Percent Change 
From Previous Year 

+ 6.6
+ 5.6
+ 2.2
+ 6.9
+ 6.0
+ 6.4
+ 7.2
+ 9.6
+ 7 .4 
+ 7 .2
+ 8.7
+ 6.2
+ 6.1
+ 8.6
+11.3
+10.1

Average Annual Increase + 7.2 

1,438.6 
1,587.0 
1,797.8 
1,997.2 
2,169.2 
2,365.7 
2,592.9 
2,839.0 

+ 6.6
+10.3
+13.3
+11.1
+ 8.6
+ 9.1
+ 9.6
+ 9.5

SOURCE: Various issues of the Survey of Current Business, especially 
the July issues which contain the annual revisions in the national income 
and product accounts. 
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combined with a continuation of above normal rates of inflation (5 to 

6 percent). The boom moderates during the 1978-79 fiscal year with a 

return to more normal levels of real economic growth (about 4 percent 

annually), but higher levels of inflation continue throughout the 

remainder of the forecast period. 

Revenue Forecasting Methodologyl/ 

The methodology utilized to make the revenue projections rests 

on the fundamental assumption that the Virginia economy is sufficiently 

broad based to respond directly to economic trends in the national 

economy. This assumption permits a forecast of GNP to be utilized to 

yield a forecast of Virginia personal income, the primary measure of 

economic activity for the state.!/ A comparison that supports this 

assumption is shown in Table 3.2, which presents the percentage distri

bution of personal income between the national and the Virginia economies 

by type and by industry source for calendar year 1973, the latest year

available. Wages and salaries are a slightly larger percentage of 

1/ This section is designed to give only a very general overview 
of the assumptions and techniques utilized to forecast general fund 
revenues. A more detailed methodology including the forecasting 
equations utilized for each revenue source is contained in the following 
two monographs, "General Fund Revenue Projections For Fiscal Years 
1973-74, 1974-75, and 1975-76," (Richmond: Department of Taxation, 
April 15, 1974) and "General Fund Revenue Evaluation: October 1974," 
(Richmond: Department of Taxation, October 15, 1974). 

3_/ Ideally, we should utilize a measure of overall economic 
activity in Virginia comparable to gross nati9nal product. Gross 
state product estimates have not been found to be a reliable measure 
of Virginia economic activity nor are there projections available. 
One major problem for gross state product estimates is developing 
an estimate of imports and exports to the state. At the national 
level there are more controls that generate import and export data 
while there are no such controls at the state level. The problem 
is compounded because imports and exports are a larger percentage 
of total economic activity at the state level than at the national 
level. 
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TABLE 3.2--PERCENTAGE DISTRIBUTION OF PERSONAL INCOME PAYMENTS BY SOURCE, 
ADJUSTED FOR RESIDENCY, VIRGINIA AND UNITED STATES, 1973 

Type of Income 

Total personal income by place of residence •• 
Dividends, interest, and rent •••••••••••••• 
Total labor and proprietors' income: 

By Type 

Wage and salary disbursements •••••••••••• 
Other labor income ••••••••••••••••••••••• 
Proprietors' income •••••••••••••••••••••• 

Farm ••••••••••••••••••••••••••••••••••• 
Nonf arm •••••••••••••••••••••••••••••••• 

By Industry 

Farm. ••••••••••••••••••••••••••••••••••••• 
Non£ arm •••••••••••••••••••••••••••••••••• 

Private ............................... . 
Manuf ac tu ring ••.•.•••..•..•......••.. 
Mining .............................. . 
Contract construction •••••••••••••••• 
Wholesale and retail trade ••••••••••• 
Finance, insurance, and real estate •• 
Transportation, coDDDUnications, and 

public utilities ••••••••••••••••••• 
Services ............................ . 
Other industries ••••••••••••••••••••• 

Government • • • • • • • • • • • • • • • • • • ••••••••••• 
Federal, civilian •••••••••••••••••••• 
Federal, military •••••••••••••••••••• 
State and local •.••.••.•.•..•.•.••... 

Residence adjustment ••••••••••••••••••••••• 
Transfer payments •.....•..•..•.......•.••.• 
Less: personal contribution for social 

insurance ............................... . 

Percent of Total 
1973 1973 

Virginia 

100.0 
11.8 

66.4 
3.5 
6.4 
1.6 
4.8 

1.9 
74.5 
52.4 
15.3 

0.8 
5.5 

11.2 
3.5 

5.3 
10.7 

0.2 
22.0 
8.5 
5.8 
7.8 
5.7 

10.2 

3.9 

United States 

100.0 
13.8 

65.6 
4.3 
9.1 
3.6 
5.4 

4.0 
75.0 
61.3 
21.0 

0.8 
5.0 

12.7 
4.2 

5.7 
11.8 
0.2 

13. 7
3.3
1.8 
8.6 

11.1 

4.0 

Note: Details may not add to totals due to rounding. 

SOURCE: Survey of Current Business, Vol. 54, No. 8 (August, 1974), 
Table 4, p. 34; and Table 44, p. 40. 
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personal income in Virginia than in the nation as a whole while pro

prietors' income is a slightly smaller percentage than the national 

norm. On an industry basis Virginia and the nation are quite similar 

with each having close to 75 percent of personal income derived from 

nonfarm activities. Virginia is relatively more concentrated in govern

ment activities and less concentrated in private business than is the 

nation. Nationally,61.3 percent of total personal income is derived 

from private, nonfarm activity, while in Virginia this percentage is 

only 52.4. Manufacturing contributed only 15.3 percent of total per

sonal income in Virginia while nationally the figure is 21.0 percent. 

The difference results from Virginia's relatively large government 

sector,which makes up 22.0 percent of total personal income versus 

only 13.7 percent in government nationally. This relatively large 

government sector serves to stabilize the Virginia economy. In addition, 

the Virginia economy is relatively less dependent on transfer payments 

and pays less in social insurance contributions than does the nation. 

We actually forecast Virginia personal income with the GNP fore

cast in Table 3.1 and the average relationship between the growth in 

GNP and the growth in Virginia personal incOI!le over the period from 

1957-58 to 1973-74. We established the relationship with ordinary 

least squares regression and found the following: 

(Log Virginia Personal Income)= .594829 +1.214466 (log GNP)

(112.676) 

Where: coefficient of determination =

standard error of estimate = 
F - test of significance =

Durbin-Watson test =

Durbin-Watson test for presence 
of residuals is inconclusive. 

.9987 

.0067 
12,693.63 
1.2037 
of autocorrelation 
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We can interpret this equation to mean that a one percent increase 

in GNP will yield approximately a 1.21 percent increase in Virginia 

personal income. Table 3.3 presents the historical Virginia personal 

income series along with the projections through fiscal year 1981-82. 

We then used the Virginia personal income forecast as the principal 

independent variable to project the individual income tax, the sales 

tax, and the public service corporation taxes as well as the tobacco, 

beer, and alcoholic beverage excise taxes. Using ordinary least 

squares regression analysis we specified in separate equations the 

historical relationship between collections in each of these sources 

and personal income and then inserted the personal income projections. 

The corporate income tax is not forecast using Virginia personal income 

but rather utilizes the historical relationship between Virginia cor

porate tax collections and national corporate profits tax liability, 

a measure of the market rate of interest, and a proxy variable for 

corporate activity in Virginia, the number of new corporations in 

Virginia. We also found this historical relationship with ordinary 

least squares regression analysis and then inserted the projected 

values for the explanatory variables. Several of the miscellaneous 

taxes and other revenue sources do not respond immediately to changes 

in the level of economic activity. We derived the forecasts for 

these sources simply as a continuation of historical trends. This

is accomplished by utilizi�g a separate regression equation for each 

source that makes collections a function of the qualitative variable 
.

time. When necessary, we made adjustments for changes in the tax laws. 



-100-

TABLE 3.3--VIRGINIA PERSONAL INCOME, ACTUAL AND PROJECTED 

Fiscal Year 

1957-58 
1958-59 
1959-60 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 

Projections 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 

Virginia Personal Income 
(Millions of $'s) 

$ 6,446.1 
6,957.0 
7,287.8 
7,577.9 
8,228.2 
8,807.6 
9,522.6 

10,420.1 
11,386.2 
12,357.4 
13,627.8 
15,070.9 
16,504.7 
17,904.0 
19,768.5 
22,116.0 
24,615.8 

Percentage 
Increased 

+ 7.9
+ 4.8
+ 4.0
+ 8.6
+ 7.0
+ 8.1
+ 9.4
+ 9.3
+ 8.5
+10.3
+10.6
+ 9.5
+ 8.5
+10.4
+11.9
+11.3

Average Annual Increase + 8.8 

26,503.5 
29,859.6 
34,742.8 
39,476.7 
43,642.9 
48,489.8 
54,202.2 
60,512.1 

+ 7.7
+12.7
+16.4
+13.6
+10.6
+11.1
+11.8
+11.6

SOURCE: April and October issues of the Survey of Current Business 
which contain regional personal income data. Slight modifications were 
required to make the fiscal year data consistent with revisions of calendar 
year data issued in the August 1974, issue of the Survey of Current 
Business. 
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General Fund Revenue Forecast 
Assuming No Structural or Rate Changes 

We must view the general fund revenue forecasts beginning with 

1976-77 as benchmark or planning forecasts rather than budget forecasts. 

They assume no changes in tax structures or rates over the forecast 

period. At the same time, we must remember that the standard and 

itemized deductions of the Virginia individual income tax conform to 

the federal deductions. Thus, any changes at the federal level, such 

as the increase in the standard deductions for 1975 only that was part 

of the income tax reduction package, should have an immediate impact 

on the state. Recognizing the potential for higher standard deductions 

and the fiscal problems that they could cause, the 1975 session of the 

General Assembly passed Senate Bill No. 645 (Chapter 46, 1975 Acts of 

Assembly), which freezes the Virginia deductions at the 1974 level for 

calendar year 1975 only. The act allows the executive and legislative 

branches to evaluate the effect of the change in the federal law on 

state revenues without a short-run fiscal crisis and to plan for offsett• 

ing changes at the state level if, as expected, the Congress makes the 

higher deductions effective for 1976 and beyond. The result for these 

long-run planning projections is that they may be somewhat inexact 

because they cannot anticipate a revised tax structure; however, they 

will capture the overall magnitudes, since the likelihood is great that 

the state will opt for an offset to lower revenue caused by federal 

action. 

The projections include only three quarterly payments in 1976-77 

from federal general revenue sharing because the program will lapse 

at the end of calendar year 1976. It is likely that the revenue 
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sharing program will be extended, hut some consideration has been 

given to eliminating state governments from the program with local 

governments receiving all the payments. The loss of revenue sharing 

money, if it occurs, will cost the Conunonwealth in excess of $200 

million during the period 1976-77 through 1981-82. 

Table 3.4 presents the official revenue forecasts for 1974-75 

and 1975-76 and the long-run projections from 1976-77 through 1981-82 

by revenue category. The table shows the four major tax sources of 

revenue followed by the miscellaneous taxes and other revenues. It 

is evident from this table that the largest proportion of general 

fund revenue comes from the four major taxes: the corporate income 

tax, the individual and fiduciaries income tax, the public service 

corporation taxes, and the sales and use tax. Of these the individual 

and fiduciaries income tax and the sales and use tax produce the greatest 

revenues because of their broader bases and their greater responsiveness 

to economic growth than any other revenue sources. 

Table 3.5 shows actual and projected general fund revenues on a 

biennial basis from 1962-64 through 1980-82. This table illustrates 

the vast increase in general fund revenues from the early 1960's through 

the 1972-74 biennium. During this twelve year period actual revenues 

from the major tax sources increased almost 400 percent while total 

general fund revenue increased almost 290 percent. Of course, during 

this period the state imposed the sales and use tax, raised the rates 

on both the corporation and individual and fiduciaries income taxes, 

and saw the introduction of federal general revenue sharing. During 

the eight year period from the end of the 1972-74 biennium until the 

end of.the 1980-82 biennium, we forecast the major tax sources of 

general fund revenue to increase approximately 210 percent while total 

general fund revenues will grow by 172 percent. 



TABLE 3.4--PROJECTED GENERAL FUND REVENUES FOR FISCAL YEARS 1974-75 Tlul.OUGH 1981-82 

Official Estimate Lo!!Si·run Projections 
1974-75 1975-76 !lli.:ll .!ill.:1! !ill..:li � 1980-81 � 

MAJOR TAX SOURCES 
Corporations - Income $ 119,600,000 $ 121,800,000 $ 133,900,000 $ 155,000,000 $ 170,500,000 $ 193,000,000 $ 218,700,000 $ 244,600,000 
Individuals and Fiduciaries - Income 562,200,000 681,500,000 810,200,000 977,600,000 1,132,900,000 1,322,400,000 1,557,300,000 1,830,600,000 
Public Service Corporations 58,300,000 63,700,000 79,600,000 89,700,000 98,600,000 108,900,000 121,100,000 134,500,000 
State Sales and Use Tax 311

1
000

1
000 425,400,000 486,400,000 ss2

1
100

1
000 611,000,000 678,900,000 758,900,000 847,200,000 

Total Major Tax Sources $1, lll, 100,000 $1,292,400,000 $1,510,100,000 $1,775,000,000 $2,013,000,000 $2,303,200,000 $ 2,656,000,000 $3,056,900,000 

MISCELLANEOUS TAXES AND OTHER RI.VEIIUES 

A.B.C. Profits 29,400,000 30,700,000 28,900,000 29,700,000 30,500,000 31,300,000 32,100,000 32,900,000 
Alcoholic Beverages State Tax 28,700,000 30,300,000 31,200,000 33,000,000 34,500,000 36,100,000 37,900,000 39,700,000 
Bank Stock 3,000,000 3,100,000 3,800,000 4,000,000 4,100,000 4,300,000 4,500,000 4,600,000 
Beer and Beverage State Tax 20,000,000 21,300,000 24,200,000 26,600,000 28,600,000 30,800,000 33,400,000 36,200,000 
Capital Not Otherwise Taxed 6,200,000 6,500,000 8,000,000 8,500,000 9,000,000 9,600,000 10,300,000 10,900,000 
Corporate Franchise and Charters 5,800,000 6,000,000 6,500,000 6,900,000 7,300,000 7,700,000 8,200,000 8,700,000 
Excess and Other Fees From Officers 2,500,000 2,700,000 3,000,000 3,100,000 3,300,000 3,500,000 3,700,000 3,900,000 
Inheritance, Gift 18,600,000 19,500,000 23,100,000 24,200,000 25,300,000 26,400,000 27,500,000 28,600,000 
Institutional Revenues 2,800,000 2,900,000 2,600,000 2,700,000 2,800,000 2,900,000 3,000,000 3,100,000 
Insurance Companies · Premiums 48,300,000 53,200,000 57,600,000 64,000,000 71,000,000 78,700,000 87,400,000 96,900,000 
Interest and Rents 17,300,000 17,800,000 19,700,000 21,500,000 22,800,000 24,200,000 25,600,000 27, 100,C.OO 
Licenses and Permits 4,100,000 4,200,000 4,400,000 4,500,000 4,600,000 4,800,000 4,900,000 5,000,000 
Miscellaneous Taxes and Penal ties 4,000,000 4,200,000 4,600,000 4,800,000 5,000,000 5,300,000 5,500,000 5,800,000 
Other Miscellaneous Revenues 7,400,000 7,100,000 7,800,000 8,500,000 9,200,000 9,900,000 10,800,000 11,700,000 
Tobacco Products Tax 16,700,000 17,400,000 19,l 00,000 20,500,000 21,700,000 23,200,000 24,800,000 26,700,000 
Transfer Per Appropriations Act 2,200,000 2,800,000 2,500,000 2,700,000 2,900,000 3,100,000 3,300,000 3,500,000 
Wills, Suits, Deeds, Contracts 22,800,000 25

1
000

1
000 24,600,000 26,600,000 28,700,000 30,700,000 32,800

1
000 34,800

1
000 

Total Misc. Taxes and Other Revenues$ 23!1,800,000 $ 254,700,000 $ 271,600,000 $ 291,800,000 $ 311,300,000 $ 332,500,000 $ 355,700,000 $ 380,100,000 

FEDERAL GENERAL REVENUE SHARING 
Federal Revenue Sharing 40,300,000 41,000,000 32,200,000 -0- -0- -0- -0- -0-
Federal Revenue Sharing Interest 1,000,000 1,100,000 1,soo,000 -0- -0- -0- -0- -0-

Total Federal General Revenue 
Sharing $ 41,300,000 $ 42,100,000 $ 33 , 100, ooo .!I -0- -0- -0- -0- -0-

TOTAL GENERAL FUND REVENUES $1,392,200,000 $1,589,200,000 $1,815,400,000 $ 2,066,800,000 $ 2,324,300,000 $2,635,iOO,OOO $3,011,700,000 $3,437,000,000 

!!,I This figure represents three payments which will be received during 1976-77. It is pres\DDed that no further revenue sharing money will be received after 1976-77 since the present 
program is to expire at the end of calendar year 1976. Congress has begun consideration of extending the federal general revenue sharing program, but final passage of a bill extending the 
current program cannot be anticipated. 

' 
-

0 
.,, 
. 



MAJOR TAX SOURCES 
Corporations - Income 
Individuals and Fiduciaries - Income 
Public Service Corporations 
State Sales and Use Tax 

TABLE 3.5--GENERAL FUND REVENUES BIENNIAL BASIS ACTUAL 1962-64 THROUGH 1972-74 AND 
PROJECTED 1974-76 THROUGH 1980-82 

Actual 

$ 66,142,525 /$ 87,658,331 
256,117,611£ 306,577,074 

$ 98, 176,68�!1 $ 
415, 019,38 

48,848,650 52,520,529 59,076, 71�!/ 189,999,99 

134,851,25o!�$ 142,347,598t$ 
556, 198,9lt/ 678,362,436-'-

81,404,22F./ 82,471,430 
395,308, 34G!- 488,875,837 

Official 
Estimate 

203,024,19�� $ 241,400,000 
910,868,J9ji 1,243,700,000 
101,999,493 122,000,000 
629,232,829 796,400,000 

Long-run Projeccions 

$ 288, 900 , 000 $ 363,500,000 $ 463,300,000 
1,787,800,001) 2, !155,300,0('0 3.3R7 qon.ooo 

169,300,000 207,500,000 255,600,000 
1,039,100 , 000 1 1 289 I 900 1000 _l.,E..06, 100, 000 

Total Major Tax Sources $371,108,786 $446,755,934 $ 762,272,767 $1,167,762,730 $1,392,057,301 $1,845,124,911 $2,403,500,000 $3,285,100,000 $4,316,200,000 $5,712,900,000 

MISCELLANEOUS TAXES AND 
OTHER IIEVENVES 

Total Miscellaneous Taxes and 
Other Revenues Including 
Federal General Revenue 
Sharing!/ 

TOTAL GENERAL FUND REVENUES 

245,836,074 277,685,236 259,106 .587 321,847,590 392,870,894 

$616,944,860 $724,441,170 $1,021,379,354 $1,489,610,320 $1,784,928,195 

526,125,529 577,964,960 

$2,371,250,440 $2,981,464,960 

597,100,000 

$3,882,200,000 

643,800.000 

$4,%0.000.000 

735 1800 ,JOO 

$6,448, 100.noo 

a/ Includes a windfall in fiscal year 1968-69 of $13,015,047, and a windfall in fiscal year 1969-70 of $11,670,490 resulting from a change in law requiring corporations to pay their 
income tax in installments if their tax liability exceeded $5,000, A further change requiring installment payments when tax liability exceeds $1,000 resulted in a windfall of $1,774,518 

in fiscal year 1970-71 and an estimated windfall of $1.7 million in fiscal year 1971-72, 

°E_/ Rate increased from 5 percent to 6 percent effective January l, 1972. Revenue impact not felt until 1972-73. 

£/ Includes $31,081,135 windfall due to the withholding of taxes for taxable year 1963, the collections of estimated taxes, and early payments. 

!!/ Includes $11.5 million in revenue due to holding open books for collections from localities. Revenues were lower by $1.1 million due to an increase in the dependent exemption of S1 00. 

�/ Includes $29,709,290 windfall due to monthly collections of withheld income taxes in fiscal year 1968-69. 

jJ A speed-up in the refund process resulted in a $4.3 million one-time loss in fiscal year 1971-72, 

s/ Effective January 1, 1972, reflects conformity to federal income tax law and the rate increase from 5 percent to 5.75 percent on taxable income over $12,000. Revenue impact not 
felt until 1972-73. 

hi Includes $13,412,305 windfall in fiscal year 1968-69 due to public service corporations filing declarations of estimated tax and paying the estimated tax in installments. 

!/ The State Sales and Use Tax became effective September l, 1966, The rate was raised from 2 percent to 3 percent on July l, 1968 , 

11 Detailed footnotes for the miscellaneous taxes and other revenue sources of general fund revenue are found in Table 3.2, pages 71-72 of Fiscal Prospects and Alternatives: 1974. 

SOURCE: 1962-64 Biennium data to 1972-74 Biennium data: See for the last fourteen fiscal years Report of the Comptroller to the Governor of Virginia for Fiscal Year Ended June 30, 
12._, (Richmond: Department of Accounts, lL); Official Estimate: Department of Taxation; Long-run Projections by Staff • 

' 
... 
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Table 3.6 indicates more explicitly the relative importance of 

the major tax sources and the miscellaneous sources of general fund 

revenue. We expect the relative importance of the corporation income 

tax to lessen slightly over the forecast period as corporate profits 

grow at a slightly lower rate than income and sales. We project the 

individual income tax alone to produce over 50 percent of all general 

fund revenues by 1980-82. This source has been and will continue to 

be the most important source of general fund revenue to the COllDllonwealth. 

The four major tax sources are projected to produce 80.7 percent of 

total general fund revenue in 1974-76 followed by increasingly larger 

percentages of 84.6, 87.0, and 88.6 percent. The relative decline in 

:Importance of the miscellaneous taxes and other sources needs no 

further discussion except that the continuation of the present federal 

general revenue sharing program, which includes state governments, 

will increase the relative share of the miscellaneous sources. 

Table 3.7 and Chart 3.1 summarize both the actual and projected 

dollar and percentage increases in general fund revenues from the 

1962-64 biennium through the 1980-82 biennium. The projected absolute 

increase of $610.2 million projected for the current biennium almost 

exceeds total general fund revenues in the 1962-64 biennium. This 

trend continues with the projected increase of $900.7 million during 

the 1976-78 biennium surpassing total revenues in 1964-66 while the 

$1,077.8 million increase projected for 1978-80 surpases total revenues 

of the 1966-68 period. Revenues are projected to increase 30.2 percent 

during the 1976�78 biennium followed by increases of 27.8 percent in 

1978-80 and 30.0 percent in 1980-82. These large absolute and percentage 

· changes for the projection period are the result of substantial real

economic growth and above average rates of inflation. Thus, while the 



MAJOR TAX SOURCES 
Corporations - Income 
Individuals and Fiduciaries - Income 
Public Service Corporations 
State Sales and Use Tax 

Total Major Tax Sources 

MISCELUJIEOUS TAXES AND OTHER REVENUES 

Total Miscellaneous Taxes and 
Other Revenues Including Federal 
General Revenue Sharing 

TOTAL GENERAL FUIID REVENUES 

1962-64 

10.7 
41.S 

7.9 
--

60.2 

_39.8 

100.0 

Note: Details may not add to totals due to rounding. 

SOUllCE: Table 3. S 

TABLE 3.6--MAJOR TAX SOURCES AND MISCELLANEOUS TAXES AND OTHER REVENUE 
AS A PERCENTAGE OF TOTAL GENERAL FUND REVENUE 

ACTUAL 1962-64 THROUGH 1972-74 AND PROJECTED 1974-76 THROUGH 1980-82 

1964-66 

12. l 
42.3 
7.2 

--

61.7 

38.3 

100.0 

1966-68 

9.6 
40.6 
S.8 

18.6 

74.6 

2S.4 

100.0 

Actual 
illJ!:1Q 

9.1 
37.3 
s.s

26.S 

78.4 

21.6 

100.0 

1970-72 

8.0 
38.0 

4.6 
27.4 

78.0 

22.0 

100.0 

1972-74 

8.6 
38.4 

4.3 
26.S 

77.8 

..ll..l 

100.0 

Official 
Estimate 
1974-76 

8.1 
41.7 

4.1 
...1§..:1. 

80.7 

..12..d 

100.0 

Long-run Projections 
� 

7.4 
46.0 

4.4 
26.7 

84.6 

15.4 

100.0 

1978-80 

7.3 
49.S 
4.2 

26.0 

87.0 

13.0 

100.0 

1980-82 

7.2 
S2.S 

4.0 
24.9 

88.6 

_!Ll. 

100.0 

I 
... 

0 
"' 
I 
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TABLE 3.7--SUMMARY OF GENERAL FUND REVENUES , 
ACTUAL 1962-64 TO 1972-74 AND PROJECTED 1974-76 TO 1980-82 

Change from Preceding Biennium 
Amount Amount 

Biennium (Millions of $' s) (Millions of $'s) Percent 

Actual 
1962-64 $ 616.9 $ +111.7 +22.1
1964-66 724.4 +107.5 +17.4
1966-68 1,021.4 +296.9 +41.0
1968-70 1,489.6 +468.2 +45.8
1970-72 1,784.9 +295.3 +19.8
1972-74 2,371.2 +586.3 +32.8

Projected 
2, 981.s!./ 197li-76 +610.2 +25.7

1976-78 3,882.2 +900.7 +30.2
1978-80 4,960.0 +1,077 .8 +27.8

1980-82 6,448.7 +1,488.7 +30.0

Note: Details may not add to totals due to rounding. 

�/ Official estimate adopted during 1975 session of the General 
Assembly. 

Commonwealth may receive significantly larger amounts of dollars, many 

of them will have to be expended solely to meet higher prices and not 

to purchase more real public goods and services. 

Error Range 

We must recognize that these long-run projections may be subject 

to considerable error because of unforeseen changes in the level of 

economic activity or changes in the various tax laws. The revenue 

forecasts are only as good as the projections of economic activity 

upon which they are based. The further into the future revenues are 

projected, the larger the margin of error is likely to be. An error 

range of± 4.0 percent is considered acceptable in making long-run 

projections of this type. The problem for policy makers is that this 
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� 4 percent error range yields projections for 1980-82 ranging from 

$6,190.8 million to $6,706.6 million, or a difference of $515.8 million. 

An example of an unforeseen economic factor that could produce 

an error in the forecasts is a downward shift in the 1.21 to 1 relation

ship between the growth in Virginia personal income and the growth in 

GNP. In Fiscal Prospects and Alternatives: 1974 this coefficient 

was 1.23 so there may already be some evidence of a mild slowdown of 

Virginia economic growth relative to national economic growth.l/ If 

this trend continued until the coefficient became, say, 1.15 the 

revenue impact would be dramatic. The individual income and sales 

taxes alone would yield forecasts for the six year period 1976-77 

through 1981-82 $632.1 million less than the forecasts already presented. 

The 1976-78 projection would be $104.1 million less, the 1978-80 

projection, $193.8 million less, and the 1980-82 projection, $334.2 

million less. 

!/ Barry E. Lipman, Benjamin A. Vorhies,�·.!!.•, Fiscal Prospects 
and Alternatives, 1974: A Staff Report to the Revenue Resources and 
Economic Study Conanission, (Richmond: June, 1974), p. 79. 
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General Fund Revenue Alternatives 

Corporate Income Tax 

Introduction 

In this introduction we shall attempt to provide the reader with a 

brief overview of the rationalization for and the economic issues in

volved in a corporate income tax as it exists at the federal and state 

levels. The remainder of this section will focus on the Virginia corporate 

income tax and how it compares with those in other states. 

Traditionally, the corporation for legal and taxation purposes has 

been viewed as a separate entity with the original federal corporate tax 

levied as an excise tax on the privilege of doing business as a corpora

tion. The rationale was that since the federal government granted the 

right to conduct business as a corporation, it had the right to impose a 

tax on this privilege. From the political viewpoint the decision makers 

(both executive and legislative) found it easy to impose a corporate tax 

because corporations did not vote and because individual citizens generally 

did not identify directly with corporation profits. Thus, the traditional 

reason behind the corporate tax seems to be an ex poste recognition of the 

existence of the corporate entity rather than an economic justification. 

The more important question is what are the potential economic effects 

or distortions of economic activity resulting from the corporate income tax. 

We can separate the discussion of this question into two parts. The first 

involves the burden or incidence of the corporation tax while the second 

involves potential distorting economic effects of the tax. 
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Incidence of the Tax 

From an economist's point of view the most controversial issue is 

who bears the burden of the corporate income tax. Clearly the corpora

tion must pay its income tax bill. The broader question, though, is 

whether the burden of the corporate tax is shifted forward to consumers 

or backward to the factors of production. For analytical purposes econ

omists have distinguished between short- and long-run shifting of the 

corporate income tax. 

Short-run shifting infers that the after tax rate of return of the 

corporation is no lower than it would have been in the absence of the tax. 

Under this shifting argument the corporation merely acts as a tax collec

tor for government. If shifted backward the tax is an additional expense 

like wages or rent that must be covered before making its profit. If the 

consumer bears the full burden of the tax, the corporate income tax is a 

hidden sales tax on the final purchaser. Short-run shifting can occur 

only under an imperfect market structure where firms exhibit varying 

degrees of control over price and output. The price and output decisions 

are made in a way that allows corporations to cover their full costs in

cluding their corporate income taxes while maintaining their required after 

tax rate of return. Many economists do not think that total short-run 

shifting is possible because it seems unreasonable that firms could set a 

price that would totally cover a tax that they must anticipate paying. 

Only the business operations in a given year can determine the tax owed for 

that year. The empirical evidence on the short-run shifting of the corporate 

income tax is inconclusive. There are as many different possible ways to 

investigate potential shifting as there are economists interested in testing 

it. The data are so incomplete that a definitive study of short-run shifting 
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is impossible. l/ Thus the debate on the potential for such shifting will

continue. 

If the corporate income tax is somehow not shifted in the short-run, 

it must influence investment decisions in the long-run by reducing the 

rate of return on corporation equity, since a tax not borne by consumers or 

wage earners must be borne by suppliers of capital. The result is a lower 

rate of return on investment in the corporate sector than in the noncorpo

rate sector and the potential for switching capital from one to the other. 

Other Economic Effects 

Any discussion of the economic effects of the corporate income tax must 

be overshadowed by the discussion of shifting, since the potential economic 

effects are quite different depending on how the tax is shifted. If the tax 

is borne by capital, the before tax rate of return of a particular investment 

project must be significantly greater than the rate required in the absence of 

the tax. For example, if a corporation used a decision criterion of a mini

mum rate of return on investment of 15 percent, the profits required to generate 

a 15 percent rate of return would be considerably higher with the tax than with

out it. A $1,000,000 investment would require only a profit of $150,000 in the 

absence of the 48 percent federal tax. To yield an after tax 15 percent rate of 

return would require profits of about $290,000 or a 29 percent before tax rate 

of return. A firm might have several worthwhile investment projects that would 

yield returns in the 15 to 29 percent range; however, it would not undertake 

them because the potential after tax return would not meet the minimum investment 

criterion. Thus, the corporate tax may retard capital formation in the corporate 

1/ For a survey of empirical studies on the short-run shifting of the 
corporate income tax, see William H. Oakland, "A Survey of the Recent Debate 
on the Short-Run Shifting of the Corporation Income Tax," in Proceedings of 
the National Tax Association, Vol. 62 (1969), pp. 525-547. 
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sector. Another potential bias of the corporate tax is the result of the 

treatment of debt and equity capital. Interest payments to debtors are 

treated as a business expense and are not taxed. Dividend payments to 

stockholders are considered returns to owners and come out of profits that 

are taxed. Except in closely held corporations, a strong argument can be 

ma.de that dividends are a return for the use of funds just like interest 

paid to debtors. The unequal treatment of these encourages corporations to 

engage in debt financing since this is a cheaper source of funds. 

Conclusion 

The corporate income tax has been and will probably continue to be one 

of the most controversial sources of revenue for the federal and state 

governments. There are a few economic arguments to support the existence of 

this tax while there are a wide variety of potent�ally adverse economic effects 

and distortions resulting from it. Equity considerations are tied closely to 

the type and degree of tax shifting both of which are still hotly debated. 

Without more conclusive evidence on shifting or other distorting effects of 

the tax, it is likely that the tax will continue to be imposed since it is a 

large revenue producer at the state and federal levels. 

Structure of the Corporate Tax in Virginia 

The Virginia corporate income tax covers all domestic (incorporated in 

Virginia) and foreign (incorporated outside Virginia) corporations doing 

business in the state with the exception of public service corporations, insur

ance companies, inter-insurance exchanges, state and national banks, banking 

associations, any company which does business on a mutual basis, credit unions, 

and religious, educational, benevolent, and other corporations not organized 

or conducted for pecuniary profit. Those excluded are subject to other forms 
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of taxation or are exempt from any taxes. 

The corporate tax rate was increased from 5 to 6 percent by the 1972 

session of the General Assembly with a January 1, 1972, effective date. 

It is applied to a corporation's federal taxable income, with necessary 

modifications, as a result of the conformity legislation passed by the 1971 

session of the General Assembly. Modifications include adding to federal 

taxable income (1) income taxes imposed by Virginia or any other taxing 

jurisdiction, since such income taxes are deductible in computing federal 

taxable income and (2) certain interest and dividends. 

Virginia permits corporations engaged in multi-state activities that 

have income taxable by Virginia and out-of-state political subdivisions 

to allocate and apportion their Virginia taxable income through the 

following 3 factor formula so that different states do not impose a tax 

on the same income: 

1. A property factor: ratio of the average real and tangible
personal property value of the firm in Virginia to the firm's
total average real and tangible personal property value.

2. A payroll factor: ratio of the total payroll in Virginia to
the firm's total payroll.

3. A sales factor: ratio of the total sales in Virginia to the
firm's total sales.

These ratios are added together and divided by the applicable number of 

factors to determine the portions of total taxable income subject to the 

Virginia tax. We must note that not all factors necessarily pertain to 

all corporations although this is the exception rather than the rule. 

In fiscal 1973-74, the yield of the 6 percent tax was $106.4 million, 

or 8.6 percent of total general fund revenues. Our projections indicate 

that revenues from the corporate income tax with the 6 percent rate will 

comprise about 7.4 percent of the general fund in the next biennium and 

about 7.2 percent by the 1980-82 biennium. 
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Interstate Comparison of the Corporate Income Tax 

Table 3.8 and Chart 3.2 show the corporate income tax rates for the 

45 states and the District of Columbia with a tax on corporate profits as 

of December 31, 1974. Most states impose a flat rate tax ranging from 4 

to 12 percent, but a few have a progressive rate schedule. The table denotes 

whether the individual state allows the federal corporate income tax to be 

deducted from the tax base used to calculate the state corporate income tax. 

Effective tax rates are provided because they standardize the nominal rates 

to take account of the deductibility of the federal tax in 8 states.!/ 

Virginia's effective rate is 6 percent. This compares with other states 

as follows: 

Effective Rate 
Compared with Virginia 

No tax 
Lower rate 
Same rate 
Higher rate 

Number of States 

5 

16 
7 

22 

The median effective rate for all states with a corporate income tax 

is 6 percent. Virginia does appear competitive with its neighbors and 

major competitors, for its effective tax rate is equal to the rates of 

Georgia, North Carolina, S�uth Carolina, Tennessee, and West Virginia, 

slightly lower than the 7 percent Maryland rate, and modestly higher than 

Kentucky's 5.8 percent effective rate. ];/ 

Other Taxes On Corporations 

The corporate income tax is the most visible and well-known tax paid 

1/ Those states which exempt part or all of federal tax payments 
require payment on a much smaller tax base. The effective tax rates for 
the states are therefore lower than the nominal rates. For those states 
not allowing the federal tax deduction, the nominal and effective rates 
should be equal except for those with other than a flat rate. 

II Virginia's major competitors as defined by the Virginia Division of 
Industrial Development are Georgia, Kentucky, North Carolina, South Carolina, 
and Tennessee. 



State Tax Rate 

Alabama 57. 

Alaska 18'1. of federal tall 

Arizona 2.57. on first $1,000 
47. on second $1,000 
57. on third $1,000 
6.57. on fourth $1,000 
8'l. on fifth $1,000 
97. OD Sixth $1,000 
10.57. on balance 

Arkansas 17. on first $3,000 
27. on second $3,000 
37. on next $5,000 
57. on next $14,000 
6'%. on balance 

California 9'7f!/ 

Colorado 57. 

Connecticut 8"/J/ 

Delaware 7 .27. 

District of Columbia 8�/ 

Florida 5'4!./ 

Georgia 6'%. 

Hawaii 5.857. on first $25,000 
6.4357. OD balance 

Idaho 6.57. plus $10 ezciae tax 

Illinois 47. 
Indiana 'J"&_/ 

Iowa 67. on first $25,000 
8'l. on next $75,000 
107. on balance 

Kansas 4.57. on firat $25,000 
6.757. on balance 

Kentucky 47. on first $25,000 
5.87. OD balance 

Louisiana 47. 

Maine 5'1 on first $25,000 
77. on balance 

Maryland 77. 
Massachusetta 8.557. 

Michi9an 7.8'1. 

Minnesota 121.l!/ 

TABLE 3.8--STATE CORPORATE INC<lffl TAX RATES AS OF DECEMBER 31 1974 

Allow Deduction 
for Federal 

Income Taxes 

Yes 

No 

Ye.J./ 

No 

No 

No 

No 

No 

No 

No 

No 
No 

No 
No 

No 

Yeall/ 

No 

No 

Yes 

No 

No 

No 

No 

No 

Effective Rate!/ 

2.67. 

9.37. 

5.57. 

5.97. 

9.07. 

5.07. 

8.0'%. 

7. 27. 

8.07. 

5.0'%. 

6.0'%. 
6.47. 

6.5'>; 

4.07. 
.. .'ll 

7.47. 

6.77. 

5.8'1. 

2.17. 

6.957. 

7.07. 
8.557. 

7.8'1. 

12.07. 

State Tax Rate 

Mississippi 37. on first $5,000 
47. on balance 

Missouri 57. 

Montana 6. 757.U/ 

Nebraska 2.75'>; 

New Hampshire 77. 

New Jersey 5.51 

New Mexico 57. 

New.York 9�/ 

North Carolina 6'%. 

North Dakota!Y 3'%. on first $3,000 
47. on next $5,000 
57. OD next $7,000 
6'%. on balance 

Ohio 4'1 OD first $25,ooo!�/ 
8'%. on balance 

Oklahoma 47. 

Oregon 6'1 

Pennsylvania 9.57. 
Rhode Island 97.!!/ 

South Carolina 67. 

Tennessee 6'>; 

Utah 6,Jl./ 

Vermont 57. on first $10,000 
67. on next $15,000 
7'1 on next $225,000 
7. 5'%. OD balance 

VIRGINIA 6'1 

West Virginia 67. 

Wisconsin 2.37. on first $1,000 
2.87. on second $1,000 
3.47. OD third $1,000 
4.57. on fourth $1,000 
5.67. on fifth $1,000 
6.8'1. on sixth $1,000 
7.97. on balance 

Allow Deduction 
for Federal 

Effective Ratel/ Income Taxes 

No 4.0% 

Ye.J.I 2.6% 

No 6.75% 

No 2. 757. 

No 7 .0'%. 

No 5.57. 

No 5.0'%. 

No 9.0'%. 

No 6.0'X 

Ye.J.I 4.17. 

No 7.97. 

No 4.07. 

No 6.0'%. 

No 9.57. 

No 8.0'%. 

No 6.0'%. 
I 

... 

No 6.0'%. ... 

I 

Ye.ll/ 3.27. 

No 7 .37. 

No 6.0'>; 

No 6.0'%. 

'f.ea!J./ 7.17. 



TABLE 3.8--STATE CORPORATE Dl£01E TAX RATES. AS OF DECl!MBER 311 1974 (Continued) 

1/ Effective rate based on a net income of $1 million and allowance for deduction of federal income taxes when applicable. 

1/ Baaed on federal rates as of December 31, 1963, which were 30 percent on the first $25,000 and 52 percent on all over $25;000. 

l/ Specifically limited to federal tax on income taxed by the state. 

f!/ Milli.mum tax $200. 

'J./ Plus added tax equal to amount by which 1/4 mills per $1 of corporate excess exceeds 8 percent rate. Minimum tax $50. Minimum tax $100,000. 

§./ Minimum tax $25. 

1/ Up to $5,000 of net income is exempt. 

� Three percent rate applies to adjusted gross income. In addition, there is a supplemental corporate net income tax of 2\ percent for 1975 and 1976 and 3 
percent for 1977 and thereafter. 

2/ Because of the complexities in the Indiana income tax law, the effective rate has not been computed. 

10/ Deductible up to 50 percent. 

11/ Minimum tax $100. 

12/ Minimum tax $50. 

13/ Or 1.6 mills on value of business and investment capital allocable to New York. Added tax: 0.8 mills per $1 subsidiary capital. Minimum tax $125. 

14/ Plus an additional tax of 1 percent of net income for privilege of doing business in North Dakota (federal income tax not deductible) and a Vietnam bonus surtax of 1 
percent of taxable income (minimum $10, maximum $25). 

15/ Minimum tax $50. Alternate tax, if higher, five mills on net worth. 

16/ Alternate tax of 40c per $100 of corporate excess, whichever is larger. 

17 / Minimum tax $25. 

18/ Amount of federal tax paid after all federal credits are deducted. 

19/ Only federal income tax paid on income taxable in Wisconsin; limited to 10 percent of net income before deductions for contributions and federal taxes. 

SOURCE: Prentice-Hall, Inc., State and Local Taxes: All States Unit, January 8, 1974, and April 2, 1974. 

I 
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I 



CF�.RT 3.2--STATE CORPORATE INCOME TAX RATES, DECEMBER 31, 1974 
(�ffective Rate Based on a Net Income of $1 Million) 

N. DAI(, 

6.75% 
4.1% 

Al.askn 
Hawaii 

u. s. median:

5.5% 

9.3% 
6.4% 

IIIEBFt. 

COL.O, 

KAIIIS. 

OIIL.A. 

TE>e. 

5.0% 

45 states and D.C. that have the tax- 6.0%

* Because-of the complexities in the Indiana

income tax law, the effective rate has not

been computed,

2. 75%

6.7% 

4. 0%

2.6% .. 

AflK., 

·5.9%

L.A, 

Note: Adjustments have been made for those states allowing deduction of federal income taxes. The rate shown for 
the u. s. i's the median rate, 

8.0% ::: 
00 
I 
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by the typical concern, and in Virginia as in most states it constitutes 

the largest single tax that a corporation pays to a state or local govern

ment. We must, however, emphasize that a corporation either operating in 

or contemplating relocation to a state will view its total tax liability 

rather than the corporate income tax alone as one of the factors affecting 

its location or expansion decision. To provide some perspective on the total 

tax liability faced by a firm in Virginia, we have drawn on information 

provided by the Virginia Division of Industrial Development. Table 3.9 shows 

the estimated state and local taxes on a hypothetical manufacturer in 

Virginia with a net income of $1 million before federal income tax payments. 

The corporate income tax accounts for 55.6 percent of the estimated total 

state and local tax bill paid by the "typical" manufacturer. Various property 

taxes represent 33.3 percent of the tax bill and other than the income tax are 

the primary tax on corporations. 

Although interstate comparisons of property taxes involve formidable 

measurement problems, a crude analysis of relative property tax revenues shows 

the revenues that various states collect. Table 3.10 shows per capita state 

and local property tax revenues for Virginia, its neighbors and major competi

tors. Virginia is higher than these states except for Maryland. 

If we compare Virginia's total tax bill on a "typical" corporation with 

the tax bills that neighboring or competing states levy, we see that Virginia 

imposes a fairly low tax load on its corporations. Table 3.11 provides the 

average tax bill for a hypothetical corporation with a net income of $1 million 

in Virginia and selected other states. Virginia imposes the second lowest 

tax load if exemptions or credits are not considered and the sixth lowest if 

they are taken into account. Because the New York and Massachusetts tax incen

tives are short-lived and because the tax bills of Kentucky and South Carolina 
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TABLE 3. 9--ESTIMATED STATE AND LOCAL TAXES ON A HYPOTHETICAL MAIIUFACTURER IN VIRGINIA; 1974-75 

Real estate 

Machinery and tools: 
Original cost 
Book value 

Trucks & company cars 

Office furniture and 
fixtures 

Inventory 

Receivables less payables�/ 

Cash 

Net income before federal 
income tax 

Net worth 

Total sales (gross receipts) 

Capital stock 

Annual purchases subject 
to sales tax: 

Machinery and equipment 

Electricity: 
Plant 
Office 

Fuels: 
Plant 
Office 

TOTAL 

Assumed 
Values for 

Taxable Items 

$ 1,140,000 

4,490,000 
2,280,000 

50,000 

100,000 

2,150,000 

1,330,000 

460,000 

1,000,000 

6,400,000 

14,300,000 

1,340,000 

390,000 

87,000 
29,000 

92,000 
31,000 

Type of Tax 

Real property (L) 

Personal property (L) 

Personal property (L) 

Business capital (S) 

Business capital (S) 

Business capital (S) 

None 

Corporate income (S) 

None 

Tax Rate 

$3. 21 per $1ooll 

$4.00 per $1ooll 

$3.80 per $1ool1 

30¢ per $100 

30¢ per $100 

30¢ per $100 

No tax 

6'1 

No tax 

None No tax 

Annual registration (S) Ranges from $10 for 
stock of $15,000 or 
leBS to $50 for stock 
in excess of $300,000, 

Non.)./ 

None 
None 

Non.)_/ 
Sales and use (L),(S) 

No tax 

No tax 
No tax 

Note: (L) local tax; (I) state tax; figures are for a foreign corporation, 

Assessment Ratio 

22. 5'1 of fai.
J 

market 
valuel 

15'1 of original cost:ll 

40">; of market valuJ.1 

100">; of book value 

100">; of book value 

100'1 of book value 

Annual Tax 

$ 8,234 

26,940 

760 

300 

6,450 

3,990 

60,000 

50 

� 

$107,96� 

!/ Average tax rate and median assessment ratio for 1973 for all counties and cities in Virginia as compiled in a study by the Virginia 
Department of Taxation, 

Percent 
of Total 
.....!!!.L. 

7.6 

25.0 

0.7 

0.3 

6,0 

3.7 

55,6 

o.o 

_L.! 

100.0 

1/ Average for 1975 for all counties and cities in Virginia as estimated by Fred C, Forberg, Director of Real Estate Appraisal and Mapping, 
Virginia Department of Taxation. 

J/ This is the median rate and ratio being used by counties and cities in Virginia for the 1974-75 tax year, Taxing practices vary widely 
throughout the state. Some cD11111unities use a percentage or all of the retail, wholesale, or loan value of the vehicle aa shown in an official 
guidebook, while others use a percentage or all of the original coat, book value, or fair market value of the vehicle aa reported by the taxpayer. 
We have assumed the book value shown ID be approximately equal to these various values. 

�/ Not taxed if books maintained outside Virginia, 

:J/ No tax if used directly in manufacturing tangible personal property for sale. 

§/ Includes a 3 percent state levy and a 1 percent local levy, 

LI Does not include utility taxes which localities may impose. 

SOURCE: Virginia Division of Industrial Development, 
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TABLE 3.10--STATE AND LOCAL PROPER.TY TAX REVENUES 
VIRGINIA AND SELECTED STATES, PER CAPITA, FISCAL YEAR 1972-73 

Relative to 
Per Capita Virginia 

State Revenue (Virginia=lOO) 

Georgia $126.21 97 
Kentucky 77 .88 60 
Maryland 196.22 151 
North Carolina 100.28 77 

South Carolina 83.75 64 
Tennessee 103.21 79 
VIRGINIA 130.00 100 
West Virginia 83.33 64 
U. S. Average 215.78 166 

SOURCE: U. S. Department of Co11D11erce, Governmental 
Finances in 1972-73, GF 73, No. 5 (Washington, D. C.: U. S. 
Government Printing Office, 1974), p. 45. 

are only moderately lower even with incentives, only Maryland, which offers 

a property exemption for up to 10 years, has a substantially lower tax: bill 

for any extended length of time. This favorable tax position explains, at 

least in part, the high growth rate in the manufacturing sector that Virginia 

has achieved. Between 1963 and 1972 manufacturing employment grew by 25 

percent in Virginia compared with 12 percent for the nation and 38 percent for 

Virginia's competitors. Value added in manufacturing gives a similar picture, 

for in the same time period it grew by 101 percent in Virginia as compared with 

84 percent for the nation and 133 percent for Virginia's major competitors. 

The short-run growth trends in manufacturing employment and value added in 

manufacturing verify this long-run growth trend. Between 1967 and 1972 manufac

turing employment grew by 11 percent in Virginia as compared with 14 percent 

for its major competitors while declining 2 percent in the nation. Value 

added in manufacturing grew during the same period by 51 percent in Virginia as 

compared with 35 percent for the nation and 61 percent for Virginia's major 
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TABLE 3.11 -- TOTAL STATE AND LOCAL TAXES IMPOSED ON A

HYPOTHETICAL MANUFACTURER, 1974-75 
.����.���· (�ssuming.net income equals $1 million) 

Without Exemptions With 
State or Credits or 

Exemptions 
Creaits 

California $243,717 to $243,717 to 
253,242 

Georgia 139,363 or 
141,753 

Illinois 262,953 

Kentucky 104,555 

Maryland 124,734 

Massachusetts 168,134 

New Jersey 154,542 

New York 137,202 to 
162,362 

North Carolina 138,899 

Ohio 208,078 

Pennsylvania 146,096 

South Carolina 112,671 

Tennessee 108,625 

West Virginia 224,354 

VIRGINIA 107,964 

All State Average 158,793 
(using lowest tax shown) 

1/ Property exemption for up to five years. 

J:./ Property exemption for up to ten years. 

253,242 

139,363 or 
141,753 

262,953 

98,5351/ 

81,477 J;_/

70,8561/ 

154,542 

47,202 to 
72,362 !!_I 

138,899 

208,078 

146,096 

103,241 ]_/ 

108,625 

167,054 �/ 

107,964 

138,574 

]_/ Investment credit of 3 per�ent of investment in real estate, machinery, 
and office fixtur�s, to be applied against the corporation excise tax. Credit is 
good for thP first year of operation; ·it r.an't hf> carried forward. 

!!_/ Investment credit of 2 percent of total investment to be applied against 
the New York franchise (income) tax. Credit would be used-up early in the second 
year of operation. 

'll Property exemption, except for school purposes, for up to five successive 
years. 

&./ Investment credit of 1 percent per year for ten years applied against the 
business and occupation tax. 

SOURCE: Virginia Division of Indusrrial Development. 
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competitors. 1/ 

Before discussing a change in Virginia corporate tax rate, we must 

point out that corporations, when considering locational changes, examine 

not only taxes but a number of other factors. Each industry will attach a 

different level of importance to different factors. Some of them might be 

the quality of the labor force, availability and efficiency of the transporta

tion network, proximity to raw material supplies, location of important 

markets, area wage rates, or the prices of basic energy sources. 

Consideration of a Change in the Virginia Corporate Tax Rate 

To increase the present 6 percent rate to, say, 7 percent during the 

1976-78 biennium would represent a 40 percent increase in state corporate 

income tax liability within a period of 6 years. Such a change would be 

quite significant if we consider that the 5 percent rate remained unchanged 

for nearly 25 years. On the other hand, the full tax increase would not be 

paid entirely by the corporation because the state income tax is a deductible 

item in computing federal corporate income tax liability. A 1 percentage point 

increase in the tax rate would involve an effective increase of approximately 

one-half that amount with the other one-half borne by the federal government. 

If Virginia did raise the corporate tax rate while other states did not, 

the state's position would deteriorate vis-a-vis neighboring or competing 

states. To better understand how an increase in the corporate tax rate would 

affect Virginia, we refer back to Table 3.11. Increasing the rate to 7 

percent would boost a hypothetical Virginia manufacturer's tax bill to 

$117,964, which would move Virginia from the second lowest ranked state to the 

fourth lowest exclusive of exemptions or credits. Virginia would rank below 

1/ U. S. Bureau of the Census, Statistical Abstract of the United
States: 1974, 95th Edition, (Washington, D.C.: Government Printing Office, 
1974) pp. 730-731. 
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Kentucky, Tennessee, and South Carolina, three of its major competitors. 

If exemptions or credits were included, Virginia would slip to the 

seventh lowest ranked state. 

As with many other policy decisions a change in the corporate tax 

rate must be considered in light of the trade-offs that would result. 

Specifically, an increase in the tax rate would lead to additional revenues 

in the short-term but in the long-run could hurt the chances for expanding 

the corporate tax base in Virginia. Thus, some major considerations that 

center around increasing the rate are: 

1. How much growth does Virginia desire?

2. How will companies planning to relocate or expand their facilities
be affected by an increase in the tax rate?

3. To what extent does Virginia desire to trade additional present
revenues for the possibility of increased future revenues?

Taxation of Banks 

Introduction 

Under current law, Virginia taxes the shares of all state and 

national coD111ercial banks at the rate of $1 per $100 of stock value. 

The state and the localities each receive a portion of total bank 

stock tax revenues with the counties taking up to 80 percent of 

revenue collections and the cities up to 40 percent. In the aggre

gate, the state receives approximately 45 percent of total revenue 

with local governments receiving the remaining 55 percent. Virginia 

is one of 14 states with a shares tax as the principle form of taxation. 

Neighboring states that have a shares tax include Kentucky, Tennessee, 

and West Virginia. 

This section will discuss alternatives to the current bank shares 

tax. Included will be a description of the impact of allocating varying 
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ratios of the tax revenue between the state and the localities and an 

analysis of other forms of bank taxation. 

Revisions in the Distribution of Bank Stock Tax Revenues 

Table 3.12 lists various portions of total bank stock tax revenues 

that might be returned to county and city governments. It then com

pares state and local revenue collections under each alternative based 

on data from bank tax returns filed in fiscal year 1973-74 for tax year 

1973. Since approximately 60 percent of total taxable share value was 

in the cities in tax year 1973, it is obvious that the same percentage 

share of revenues for both counties and cities results in more revenue 

flowing to the cities than to the counties. We must note, however, 

that despite the current concentration of the bank tax base within 

TABLE 3.12--ALTERNATIVE LOCAL DISTRIBUTIONS OF BANK SHARES TAX 
REVENUES BASED ON ACTUAL COLLECTIONS FOR TAX YEAR 1973 

�� - - -

Percent of Total Revenue 
_ Retained b_y__Locali� 

Revenue Collections by 

80 

70 

60 

50 

40 

Counties 

$2.5.Q/ 

2.2 

1.9 

1.6 

1.3 

(�illions) 
Cities 

�3.8 

3.3 

2.8 

2.4 

1.9.Q/ 

��--�

Government�/ 

State 

$1.5 

2.3 

3.1 

3.8 

4.5 

Note: Total bank stock tax collections amounted to $7.8 million 
in fiscal year 1973-74; the state's share of collections was $3.4 
million. 

!/ Details may not add to totals because of rounding. 

'!l.J Amount received under current law. 

SOURCE: Report of the Department of Taxation, Fiscal Year Ending 
June 30, 1974, (Richmond: November, 1974), p. 40. 
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cities, the base has been shifting away from cities to the counties in 

recent years.l/ If this trend were to continue, equal shares for 

cities and counties would limit the relative gain for cities. 

Legislation passed at the 1975 session of the General Assembly but 

later vetoed by the Governor would have raised the maximum portion that 

cities may retain to 80 percent, the same amount that counties may 

retain. In 1973-74, the effect of this legislation would have been a 

shift of approximately $1.9 million in revenue from the state to the 

cities with the amount of bank revenue flowing to cities overtaking 

the amount flowing to counties. 

There appear to be two alternative justifications for adjusting 

the state/local split of bank stock tax revenues. The first is to 

equalize the distribution ratios for both cities and counties even 

though actual revenues paid to cities would currently exceed those 

paid to counties. The other is that the distribution ratios should 

reflect the present local distribution of bank stock value and should 

attempt to equalize the revenue paid to cities with that paid to 

counties. If this were to remain the objective, periodic re-exami

nation of the ratios might be warranted to compensate for shifts in 

the tax base. From Table 3.12, we can see that for 1973 county/city 

ratios of either 80 and 50 percent or 60 and 40 percent would have 

equalized the local distributions of bank stock tax revenues. 

Alternative Forms of Bank Taxation 

There are two alternative forms of taxation for banks. One is 

1/ In fiscal year 1969-70, approximately 71 percent of the total 
taxable bank stock base was found in Virginia cities. 
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the corporate income tax levied on other businesses, and the other is 

a franchise tax "measured by" income. 

Under �he corporate income tax, a state cannot tax interest de-

rived from U. S. Treasury securities as well as interest derived from 

other federal government securities. Virginia also does not tax interest 

income from its own securities or those from Virginia municipalities. 

Since banks in Virginia derive a significant portion of their income 

from federal and in-state securities and since they could easily adjust 

their portfolios to include nontaxable instruments, the exclusion of such 

income from the corporate tax base would make available a wide number of 

means to reduce their tax liabilities. A recent study by the Federal 

Reserve Bank of Philadelphia indicates that banks have become increasingly 

proficient in reducing their tax bills . .!/ Using the ratio of federal 

income tax liability to economic income as a measure of the effective 

tax rate on banks, the study showed that nationally the income tax 

burden on banks has declined from 38.3 percent in 1961 to only 16.8 

percent in 1972.ll If this ratio were applied to data for Virginia 

commercial banks, the state trend is not unlike the national trend. 

Between 1969 and 1973 the effective tax rate on Virginia banks de-

clined from approximately 22.0 to 16.5 percent.l/ 

1/ Donald J. Mullineaux, "The Taxman Rebuffed: Income Taxes at 
Commercial Banks," Business Review, (Federal Reserve Bank of Philadelphia: 
May, 1974), PP. 11-IT:-

II Economic income was defined as explicit receipts from all sources 
of banking activity less explicit expenses incurred in generating these 
receipts. 

.JI Data Source: Federal Deposit Insurance Corporation, Bank 
OperatiI!.&_Statistics--1969, 1970, 1971, 1972, and 1973, Table C-
Virginia. 
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Under a franchise tax "measured by" income, interest income from 

U. S. Treasury and other federal government securities could be taxed 

indirectly. However, interest income from Virginia and its munici

palities would in all likelihood remain tax exempt, and bankers could 

still adjust the composition of their portfolios in those directions 

that would minimize their tax bills. 

Table J.13 compares the estimated revenue collections for tax year 

1973 under either a corporate income tax or a franchise tax "measured 

by" income (both at the rate of 6 percent) to actual bank shares tax 

TABLE 3.13--A COMPARISON OF ACTUAL REVENUE COLLECTIONS FROM BANKS TO 
ESTIMATED REVENUES UNDER ALTERNATIVE TAX STRUCTURES, TAX YEAR 1973 

Tax Structures 

Bank Stock Tax�/

($1 per $100 stock value) 

Corporate Income Tax�/

(6 percent of taxable income, 
excluding interest on federal 
government securities) 

Franchise Tax "Measured By" Income!?-/

(6 percent of taxable income, in
cluding interest on federal govern
ment securities) 

Total Revenue 
__ (millio� 

$7.8 

1.2 

6.1 

State Revenue 
(millions) 

$3.4 

1.2 

6.1 

Note: Estimates of revenue collections in this table are based on 
the most reasonable of several techniques considered by the staff. Each 
technique relied on similar assumptions and yielded similar estimates. 
A description of the techniques and assumptions are available upon re
quest from the Research Division of the Department of Taxation. 

�/ Actual. 

'E./ Estimated. 

SOURCES: Federal Deposit Insurance Corporation, Bank Operating 
Statistics--1973, Table c--Virginia; Report of the Department of
Taxation, Fiscal Year Ending June 30, 1974, (Richmond: November, 1974), 
p. 40.
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collections. Under the corporate income tax total revenue collections 

would have declined from $7.8 million to $1.2 million, or by an 

estimated $6.6 million. Since all revenue from a corporate income tax 

would flow to the state, most of the net revenue loss would have been 

suffered by the localities, or approximately $4.4 million. The state 

would have lost half that amount, or $2.2 million. 

As under the corporate income tax, all revenue from a franchise 

tax would also flow to the state; however, if a franchise tax had been 

levied on banks in 1973, total collections would have declined by a 

smaller amount, or $1.7 million. State revenue would have increased 

by $2.7 million, but the localities would have still lost $4.4 

million. 

The tax vacuum left at the local level could be filled by imposing 

the tangible personal property tax on banks. Currently, the tangible 

personal property owned and used by a bank is considered part of its 

capital assets; therefore, the book value of such property is in� 

eluded in the stock value of the bank. Thus, if a bank's tangible 

personal property were subject today to the local tangible personal 

property tax, double taxation would occur. 

Although there are no data available that would produce an 

estimate of the size of this additional base, it may be smaller than 

suspected. The 1974 session of the General Assembly amended the law 

to permit localities to tax the tangible personal property of banks 

leased to its customers or other lessees for a consideration. Since 

1963, a national trend has been noted indicating that banks have found 

the leasing industry to be a profitable one and that they are entering 



-130-

it on a progressively larger scale •. !/ If this trend held true for 

Virginia, some of the tangible personal property owned by banks may 

already be included in the local tax base. At the same time, a bank 

may also find it advantageous to assume the role of lessee. If a large 

proportion of the banks' office furniture, equipment, and vehicles 

were leased from other business enterprises, this property too may al

ready be part of the tangible personal property tax base. 

Conclusion 

The bank shares tax currently provides a minor but stable source 

of revenue to the state and the localities. Adjustments in the dis

tribution ratios of bank shares tax revenue to localities appear 

subjective, depending upon whether equity in distribution ratios 

or equity in actual revenue between counties and cities is the desired 

result. With average effective income tax rates on banks declining 

in recent years, revenue from a corporate tax levied on income or from 

a franchise tax "measured by" income might not continue to grow as con

sistently as revenue from the bank shares tax. Furthermore, imposing 

a corporate franchise tax would only substitute one special business tax 

for another. At the local level the substitution of taxes on all tan

gible personal property owned by banks to compensate for declines in 

revenue might not provide a better revenue alternative than the current 

law provides. 

!/ Steven J. Weiss and Vincent J. McGugan, "The Equipment Leasing 
Industry and the Emerging Role of Banking Organizations," New England 
Economic Review, (Federal Reserve Bank of Boston: November/December, 
1973), pp. 16-17. 
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Capital Not Otherwise Taxed 

Structure of the Tax 

The state tax on capital is an ad valorem tax on all capital of 

any trade or business of any person, firm, or corporation located in 

Virginia except for the capital of a trade or business otherwise 

specifically taxed or exempt from taxation. The following businesses 

and trades are specifically exempt from the tax on capital and are 

otherwise taxed: banks and trust companies; cotton factors and whole

sale cotton buyers; cotton and peanut dealers; credit unions; farmers 

and growers of nursery products; industrial loan associations; insur

ance companies; retail and wholesale merchants; monied capital competing 

with national banks; oyster packers; professions regulated by state 

law and professional associations; public service corporations other 

than motor vehicle carriers; restaurant keepers and caterers; savings 

and loan associations; small business investment companies; wholesale 

grain buyers; wholesale merchandise brokers; and industrial develop

ment corporations • .!/ In addition, businesses with branches outside

Virginia are not subject to the tax on capital employed outside the 

state. 

Capital for the purpose of taxation under this law is defined 

as follows: 

1, The inventory of stock on hand used in the business, whether 
at the place of business, in storage, or elsewhere in the 
state. For manufacturing firms, this includes raw materials, 
goods in process, and finished goods. In addition, agricul
tural inventories stored in excess of one year are subject 
to the tax for only one year. 

.!/ Colllllerce Clearing House, Inc., State Tax Reporter, Virginia:
"Property Taxes", p, 2094. 
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2. The excess of bills and accounts receivable over bills and
accounts payable. If bills and accounts payable exceed
bills and accounts receivable, the balance cannot be credited
toward an otherwise outstanding capital balance. Bills and
accounts payable for the purpose of capital outlay are not
deductible; in addition, receivables less payables are not
taxable as capital if the company books are maintained out
side of the state.

3. All other taxable personal property including all choses
in action (any right which a person has to recover money
or property from another in legal proceedings), equities,
demands and claims, and all tangible personal property of
a manufacturing, mining, radio or television broadcasting,
or dairy business except machinery and tools, motor vehicles,
and delivery equipment, which are taxed locally. All
tangible personal property not defined as capital of a
business or trade other than those specific businesses is
subject to local property taxation. In addition, money on
hand and on deposit, insurance policies on the life of any
person and the cash surrender value of the policy, bonds of
the political subdivisions of this state, notes and other
evidences of debt held by a regulated investment company
or a real estate trust, and shares of corporate stock are
excluded from the capital tax base.

The rate of the tax on capital is 30t per $100 of the book value 

of capital. Payment of the tax is made annually from January 1 to 

May 1 of each taxable year to the local connnissioner of the revenue 

on the book value of capital as of January 1, or on the average book 

value of capital as of January 1 and the preceding August 1, whichever 

is less. 

Interstate Comparison of the Tax on Capital 

The states with which Virginia competes for new industry and the 

states where many industrial prospects are located include North 

Carolina, South Carolina, Tennessee, Kentucky, Georgia, Maryland, 

West Virginia, Pennsylvania, New York, New Jersey, Ohio, California, 

Massachusetts, and Illinois. As Table 3.14 shows, their taxing of 

business capital varies substantially. Ten of the fifteen states, 

including Virginia, tax inventory with three, Virgiuia plus Massachusetts 

and Maryland, levying a state tax only. California, Illinois, Ohio, 
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and North Carolina tax inventory at the local level at the same rate 

and assessment ratio as real estate while Georgia, Kentucky, and West 

Virginia impose both state and local taxes. For the ten states as a 

whole that tax inventory, 10.9 percent of the manufacturer's average 

total tax bill represents the inventory tax as compared to only 6.0 

percent for Virginia. 

Seven of the states in the table, including Virginia, tax 

receivables less payables. Of these, Virginia, Georgia, Kentucky, 

North Carolina,and Ohio levy state taxes, Illinois has a local tax, and 

West Virginia taxes receivables less payables at both the state and 

local levels. Only Illinois and West Virginia tax receivables less 

payables more heavily than Virginia, which imposes a tax comparable 

to that in Ohio and North Carolina. For the seven states as a whole 

TABLE 3.14--COMPARISON OF TAXES ON INVENTORY 
AND RECEIVABLES LESS PAYABLES, BY STATE, 1974 

State Inventory Receivables 

California Local tax No tax 
Georgia State and local tax State tax 
Illinois Local tax Local tax 
Kentucky State and local tax State tax 
Maryland State tax No tax 
Massachusetts State tax No tax 
New Jersey No tax No tax 
New York No tax No tax 
North Carolina Local tax State tax 
Ohio Local tax State tax 
Pennsylvania No tax No tax 
South Carolina No tax No tax 
Tennessee No tax No tax 
ViJ;"ginia State tax State tax 
West Virginia State and local tax State and 

Less Payables 

local tax 

SOURCE: Virginia Division of Industrial Development. 
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taxing receivables less payables, 1.1 percent of the manufacturer's 

average total tax bill represents receivables less payables versus 

Virginia's 3.7 percent.!/ 

Changes in the Structure of the Tax 

Historically, the tax on business capital has comprised a larger 

percentage of total general fund revenues than in recent years. For 

instance, in fiscal year 1961-62 revenues from the tax on capital 

not otherwise taxed were $10,066,535, or approximately 3.9 percent 

of total general fund revenues of $257,718,493. In contrast, revenues 

in fiscal year 1973-74 from the tax totaled $6,568,189, or approxi

mately 0.53 percent of general fund revenues of $1,242,475,858.l/ 

Over the next three biennia we project that revenues from this source 

will grow at an average rate of 6.4 percent per year to approximately 

$10,900,000 for fiscal year 1961-82, or 0.32 percent of the general 

fund. Of the items subject to the capital tax, manufacturers' 

inventories have and will continue to generate by far the majority 

of the revenues. 

Changes in the rate and base of the tax on capital are responsible 

for the decline in revenues from the tax since fiscal 1961-62. 

Specifically, the Report of the Connnission on State and Local Revenues 

and Expenditures and Related Matters to the Governor and the General 

Assembly in 1963 noted that Virginia's capital tax impeded the rate 

l/ Data supplied bv the Virginia Division of Industrial Develop
ment. The division uses actual state and local tax rates to estimate 
the average total tax bill in each state on a hypothetical manufacturer 
with $1 million net income before federal income tax payments. 

l:.l The figure for fiscal year 1973-74 includes revenue from the 
sales and use tax enacted in 1966, the income tax rate increases 
effective January 1, 1972, and federal general revenue sharing that 
began in 1972. Revenues for fiscal years 1961-62 and 1973-74 are 
therefore not directly comparable. 
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of growth of manufacturing and other industries in Virginia by placing 

an unfair tax load on capita1 • .!/ Consequently, the rate of the tax,

already lowered from 75i per $100 of book value to 65i per $100 of 

book value effective January 1, 1963, was further reduced by the 1964 

session of the General Assembly. The three-step reduction lowered the 

rate to 60c per $100 of book value beginning January 1, 1967, 55i per 

$100 of book value beginning January 1, 1969, and 50i per $100 of 

book value beginning January 1, 1971. However, with the enacting of 

the sales and use tax in 196E, the capital tax rate was reduced to 

30i per $100 of book value effective January 1, 1967. In addition to 

the rate changes, agricultural inventories stored for more than one 

year before conversion to a manufactured product became subject to 

the tax on capital for only one year effective January 1, 1966, rather 

than for each successive year stored. Also, money on hand and on deposit 

was excluded from the capital tax base after January 1, 1965. The 

effects of these changes has been not only to reduce the revenues 

collected from the tax but also to lower the capital tax load on 

businesses and manufacturers, particularly the tobacco manufacturers 

in Virginia. 

Implications of Changes in the Tax Structure 

In light of the substantial reductions in the rate and base of 

the tax and its primary impact on manufacturers' inventories, the 

tax on capital as it now stands may well be more an effective hedge 

against an increasing local tax burden on manufacturers in Virginia 

!/ Report of the Commission on State and Local Revenues and
Expenditures and Related Matters to the Governor and the General 
Assembly of Virginia, (Richmond: Department of Purchases and Supply, 
1963), pp. 10-13. 
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than an effective revenue source. Several observations lend support 

to this conclusion. Virginia's tax load on manufacturers' inventories 

is substantially below the tax liability for those states in Table 

3.14 taxing inventory, or 6.0 percent of the manufacturer's estimated 

average total tax bill versus 10.9 percent. In addition, the tax 

rate on capital is lower, more uniform, and more stable in comparison 

to average local tax rates on rr.anufacturer's taxable property, which 

have increased over the past few years. For instance, the average 

effective tax rate on manufacturer's machinery and tools, property 

which accounts for an estimated 25 percent of the manufacturer's 

total tax liability, has increased by 50 percent since 1971. 'fanu

facturer' s motor vehicles and delivery equipnent, included in the 

capital tax base prior to 1974, is taxed at a median local rate of 

$1.52 per �100 of fair market value, which far exceeds the capital 

tax rate of 30¢ per $100 of book value. We base these comparisons 

on the average of local tax rates, which can be higher or lower for 

individual localities • .!/ However, it seems likely that if returned 

to the localities for taxation, capital would be taxed at a higher 

average effective tax rate in response to the need for additional 

local revenues. 

In addition, there is a discrepancy in the taxation of tangible 

personal property of a manufacturer versus other businesses and trades. 

According to the law, tangible personal property of a manufacturing, 

mining, radio or television broadcasting, or dairy business, other 

than motor vehicles and machinery and tools, is taxed as capital 

l/ Data supplied by the Virginia Division of Industrial
Development. 
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whereas tangible personal property of other trades and businesses 

is subject to higher average local property taxation. Although this 

category comprises a small portion of the total tax base, it nonethe

less represents a deviation, favoring manufacturing, from horizontal 

equity regarding the taxation of business capital. 

In the final analysis, the reason for taxing manufacturing at 

modest, stable rates is to induce manufacturing interests to relocate 

or expand in Virgi�ia rather than in other states thereby assuring 

long-term growth in economic activity and tax revenues at the expense 

of short-run revenue losses resulting from relatively lower tax rates. 

Although other factors, such as average hourly wage rates, energy costs, 

availability of resources, and transportation costs greatly affect 

growth, a state's overall tax structure is a significant cost factor 

readily available to the firm considering relocation or expansion. 

The discussion in the corporate tax section of the rates of growth in 

manufacturing employment and value added in manufacturing for Virginia, 

its major competitors, and the nation indicates that Virginia is com

petitive in attracting new industry to the state. For this reason, 

the state would have to carefully evaluate any proposal for change in 

the taxes facing businesses. 

Alternatives to the Existing Tax on Capital 

There appear to be three alternatives to the existing tax on 

capital. The first is to exempt capital from any form of taxation. 

Several inequities inherent in the taxation of inventories support 

this argument. Specifically, inventory is difficult to appraise 

precisely because the meaning of book value may vary from one business 

to the next. In addition, taxing inventory as of a specific date may 
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discriminate against businesses with slow inventory turnover rates 

as compared to those companies with rapid turnover rates that may 

escape taxation of a considerable portion of their inventory. Another 

problem is that inventory is not necessarily indicative of wealth, 

particularly during a recession when inventories are likely to build 

up, thereby resulting in heavier taxes. In any event, there are good 

arguments either to tax or not to tax both inventory and receivables 

less payables together to avoid "taxation by label," for inventories 

are continually converted into accounts receivables • .!/ Of course,

if the capital tax were removed, tangible personal property of a 

manufacturing, mining, radio or television broadcasting, or dairy 

business (except motor vehicles, delivery equipment, and machinery 

and tools already taxed at the local level) presently taxed as capital 

could either be taxed locally as with other businesses and trades, 

or both manufacturers and other businesses and trades could be exempt 

from any tax on tangible personal property. 

Inventory and receivables less payables are not taxed in a 

substantial number of competitor states and states where many of 

Virginia's industrial prospects are located. Specifically, New 

Jersey, New York, Pennsylvania, South Carolina, and Tennessee do 

not tax inventory, and California, Maryland, Massachusetts, New 

Jersey, New York, Pennsylvania, South Carolina, and Tennessee do not 

tax receivables less payables. Eliminating the tax might well 

improve Virginia's competitive edge for attracting new industry 

relative to these and other states at the expense of initially 

reducing general fund revenues by $8-$10 million annually. 

!/ Tax Institute of America, State and Local Taxes on Business,
(Princeton, 1968), pp. 165-176. 
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A second alternative is to return capital to the localities for 

taxation. We should note, however, that if capital were no longer 

segregated for state taxation, tangible items such as manufacturers' 

inventories could justifiably be taxed locally as tangible personal 

property while intangibles such as receivables less payables could be 

exempt. In any event, it seems likely that if capital were returned to 

the localities, the average rate of local taxation could be substantially 

higher than the state capital tax rate because of local revenue demands. 

At the very least a local tax on capital would be less stable and less 

uniform than the state capital tax, in addition to fostering increased 

interjurisdictional competition for industry. 

A final alternative to the present tax on capital is to continue 

to tax capital at the state level but at a different rate. If more 

revenue were desired, the rate of the tax could be increased accordingly. 

Similarly, the rate of the tax could be lowered if less revenue were 

desired. 

Conclusions 

The main argument for taxing capital at a modest, stable rate 

is to encourage the continued growth of manufacturing in the state. 

Several questions are of interest in relation to this objective: 

1. To what extent could an increase in the rate of the capital
tax, which accounted for only 0.53 percent of total general
fund revenues in 1973-74, affect the relatively favorable
industrial climate in Virginia?

2. At what point does the tax on manufacturers' inventories be
come insignificant in relation to similar taxes in other states?

3. Is the tax on inventory horizontally equitable, or is it a
tax on a few large industries in Virginia?
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Individual and Fiduciaries Income Tax 

Introduction 

As seen in Table 3.6 the individual and fiduciaries income tax 

has been and is forecast to continue to be the single most important 

source of general fund revenue. Beginning with taxable year 1972 

Virginia conformed ln large part to the federal individual income tax 

structure. After discussing the present structure and rates 

in the remainder of this introduction, we compare the Virginia tax 

with the taxes in other states. In addition, we look at the individual 

income tax sampling methodology that the Department of Taxation currently 

uses to evaluate the effects of possible income tax structure and rate 

changes, actually evaluate the effects on income tax collections of alterna

tive structures and rates, analyze retirement income tax relief, the 

Virginia dividend exclusion, capital gains treatment, discuss a credit on 

food for home consumption, and in the final section investigate the possi

ble effects of inflation on the income tax base. 

As a result of Senate Bill No. 645 (Chapter 46, 1975 Acts of Assembly) 

the present Virginia individual income tax conforms to the federal 

maximum and minimum standard deductions as of December 31, 1974, 

rather than the higher standard deductions imposed by the Tax 

Reduction Act of 1975 for 1975 only. The provisions of Senate Bill 

No. 645 are also effective for taxable year 1975 only, thereby forcing 

Virginia to return to conformity with existing federal tax law as of 

January 1, 1976. If the federal changes are not made permanent, then 

both the federal and Virginia standard deductions will be those in effect 

as of December 31, 1974, with no adverse effects on general fund revenues. 
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The basic elements of the present Virginia structure are as follows: 

1. Exemptions: $600 for personal, dependent, and blind with
$1,000 for persons sixty-five and over. (The federal
exemption is $750 for all classes with an additional $30
credit in 1975 for all personal and dependent exemptions.)

2. Maximum Standard Deduction:.The Virginia maximum standard
deduction is 15 percent of adjusted gross income (AGI) up
to $2,000 for all taxpayers. (At the federal level the Tax
R.eduction Act of 1975 increased this to 16 percent up to a
maximum of $2,600 for married taxpayers and $2,300 for single
taxpayers.)

3. Minimum Standard Deduction: The minimum standard deduction
or low income allowance is $1,300 in Virginia. (The federal
Tax Reduction Act of 1975 increased this at the federal
level to $1,900 for married and $1,600 for single filers.)

4. Treatment of Married Taxpayers: Under Virginia law if a
husband and wife file a joint federal income tax return,
they may elect to file separate Virginia income tax returns.
This treatment was permitted before conformity and was
retained in the conformity legislation. In effect this is
a tax reduction for married persons who both have income,
since they are allowed to be taxed at a lower effective rate
than those who are single or those married persons filing
a joint return. (At the federal level the split income option
allows married persons a tax advantage versus a single person
with the same gross income.)

The present rate schedule became effective for all taxable years 

beginning with 1972 and marked the first change in the Virginia tax 

rates since 1948. This schedule is: 

Net Taxable Income 

First $3,000 
$3,001 - $5,000 
$5,001 - $12,000 
Greater than $12,000 

Rate 

2% 
3% 
5% 

5.75% 

The 1972 change added the greater than $12,000 bracket. 

Chart 3.3 shows the distribution of tax receipts by Virginia AGI 

classification for taxable year 1972. Since 1972 the only major change 
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in the Virginia income tax structure has been the increase in the exemption 

for age from $600 to $1,000 beginning with taxable year 1973. Chart 3.4 

shows the total number of returns distributed by Virginia AGI class. 

Comparisons With Other States 

As of July 1, 1973, forty·-one states plus the District of Columbia 

imposed an income tax on individuals • .!/ Thirty-one states conformed the 

tax to some degree to the federal provisions. As explained earlier, 

Virginia conformed in large part to the federal individual income tax 

structure effective January 1, 1972. In addition to Virginia, three 

surrounding states, Kentucky, Maryland, and West Virginia, referred to the 

Internal Revenue Code in defining AGI as of July, 1973. North Carolina and 

the District of Columbia did not conform to the federal individual income 

tax structure.1/ 

Table 3.15 compares the exemptions granted by the states and the District 

of Columbia for 1973, and Table 3.16 shows their standard deductions. Compared 

to the surrounding states and the District of Columbia, Virginia allowed the 

same $600 personal and dependent exemptions as did West Virginia. The District 

of Columbia and North Carolina had $1,000 personal exemptions and a $500 and 

$600 dependent exemption, respectively.1/ Personal and dependent exemptions 

were consistently higher in Maryland than in Virginia. Kentucky allowed 

credits in lieu of exemptions. Three neighboring states, Maryland, North 

.!/ Two additional states, Tennessee and New Hampshire, limited the 
tax to interest and dividends, and Connecticut taxed only capital gains. 

11 Advisory Collllllission on Intergovernmental Relations, Federal-State
Local Finances: Significant Features of Fiscal Federalism, 1973-74 Edition, 
(Washington, D. C.: U. S. Government Printing Office, 1974), pp. 273-275. 

3/ Joint returns are not permitted in North Carolina; an additional 
exemption of $1,000 is allowed a married woman with a separate income. 
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TABLE 3.15. -- STATE INDIVIDUAL INCOME TAXES: PERSONAL EXEMPTIONS, JULY 1, 1973 

State 

Alabama ............ 
Alaska ••••••....•.. 
Arizona .•........•• 
Arkan .. • .••..••..•. 
Cal ifornia3 •••••••••• 

Colorado4 
. . . . . . . . . .

Delaware •..•......• 
Georgia6 

. . . . . . . . . . .

Hawaii" ..••.......• 
ldaho4•9 •••••••••••• 

Illinois . . . . . . . . . . . .

lndiana4 •••••••••• ,. 
lowa3 

. . . . . . . . . . . . .

Kansas4 •••••••••••• 
Kentucky3 •••• , ••••• 

Louisiana 11 • • • • • • • • • • 
Maine ............. 
Maryland .••.......• 
Massachusetts"• 13 • • • • •• 
Michigan14 •••••••••• 

Minnesotal.4 ••••••••• 
Mississippi • • • • . • . . • • 
Missouri ............ 
Montana ••••...•.•.. 
Nebraska4 

. . . . . . . . . .

New Haml)lhira 16 • • • • • 
New Janey . . . . . . . . .

New Mexico •.•.•.••• 
New York . . . . . . . . . .

North Carolina . . . . . . .

North Dakota , ....... 
Ohio20 ••••••••••••• 
Oklahoma . . . . . . . . . .

Oregon . . . . . . . . . . . .

Rhode Island • . . , . . .• 

South Carolina ..•.•.• 
Tennessee16 •••••••• , 
Utah .............. 
Vermont4 .•...•.•.•• 
Virginia •..•......•• 

West Virginia ..•..••. 
Wisconsin3.4 ••••••••• 
Dist. of Columbia •..•. 

See footnoteo at the end of 111ble. 

Personal exemption 

Single 

$1,500 
z 

1,000 
17.50(1,750) 

25(2,250) 

750 
6oo5 

1,500 
750 
750 

1,000 
1,000 

15(1,500) 
600 

2()11,000) 

2,500(50) 
1,000 

800 

2,000 
1,200 

21(1,057) 
4,500 
1,200 

600 
2 

600 
650 

2 

650 
1,000 

750 
500 
750 
675 

2 

800 

. . . . 
2 

600 

600 

15(484) 
1,000 

Married 
(joint return) 

$3,000 
z 

2,000 
35(3,200) 
50(4,500) 

1,500 
1,200 
3,000 
1,500 
1,500 

2,000 
2,00010 

30(2,250) 
1,200 

40(2,0001 

5,000(100) 
2,000 
1,600 

2,61»4,600 
2,400 

42(1,657) 
6,500 
2,400 
1,200 

2 

60017 

1,300 
2 

1,300 
2,00011 

1,800 
1,000 
1,500 
1,350 

2 

1,600 

2 

1,200 

1,200 
30(968) 

2,000 

Additional exemption on account of -

Dependents 

$300 
2 

600 
6(267) 
8(400) 

750 
600 
7007 

750 
750 

1,000 
500 

10(370) 
600 

20(1, 111) 

400(8) 
1,000 

80012 

600 
1,200 

21(553) 
750 
400 
600 

2 

650 
2 

650 
6001 9 

750 
500 
750 
675 

80021 

. . . .

2 

600 

600 
15(443) 

500 

Age' 

2 

$1,000 

750 
600 
700 
7508 

750 

1,000 
500 

15 
600 

20(1,000) 

1,000 
80012 

600 
1,200 

15 

750 

600 
2 

650 
2 

650 
1,000 

750 
20 

750 
675 

. 

800 
. . . .

2 
2 

1,000 

600 
5 

500 

Blindness• 

. . . .
2 

$500 
17.50 

8(400) 

750 
600 

700 
5,000 

750 

1,000 
500 

15 
600 

20(1,0001 

1,000(20) 
1,000 

2,000 
1,200 

15 

750 

600 

650 

650 
1,000 

750 

750 
675 

800 

2 

600 

500 
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TABLE 3.15. -- STATE INDIVIDUAL INCOME TAXESS PERSONAL EXEMPTIONS, JULY 1
1 

1973 (continued) 
' 

" 

1 In mast Statw on Identical exompdon 11 allowed for a spousa ii lhe meets 1'la ago and blindno11 condition, In M .. ac:h- lhe doduc:tion for bllndnlU 
lo allowed agoinst busineu incomo only, In H-ii the $5,000 blindn• deduction ia allol'lcd in lieu c,f the personal IQfflption, 2Since the State ax ii be� on either federa! taxable income or fad""•I tax liability, in effect. fadttral- pttsonal exen,ption1 •• lldopti&J. 

3Personal exemptions and credits for deper.d&nts are allowed in thr, forr,1 of tax cr&diU. which ar"' drductit,lc f1on1 an arnount of ta111.. Vii t!·, r.?-jpe<."l to 
penonal exemptions, the IUffl in parantheNI ia the exemption equivalent of th• tax credit auuming thlt the exemption is deductad hom tha lownt 
brackets. With Nlpect to tho dcpende,,cy exemption,; the sum in parontheses is tho amount Ly whic.t, tl,o first d<pandent ralMt 1M le\'11 at which a 
married penon or heed of famlly becomes taxabla. 

41n addi\ic:u to the plK"»'.>r:al t>:cmption dtd:.:ctio;,s, • sa!ff ta,: c.redit or c.a!h rwb&te (in tho tW5- "' l�l'nS::!·, r/m11c:-..:·� &'"1ct W!Sc;onsin- f J...-ca,;..:rty taJC cnd:t 
or cU'lh l'llt.l'ta, ii p:·ovided. Seo ta!>lo 14f.. 

1 All edditional $300 •••mption is all- if tho to,ci.oyar is th<' hood of M hw,.,;<.'d. 
61n addition to tho pononal ,x.,,ption deduction•, low incom6 tax crodits are pr,:,,;id&:l, The Cl o;l:U llng< from $1 tc, $1 Ii for 1ift911 Jersont with Fed· 

eral edjuated grou int(>ITII undsr $3,015. al>(! $1 to $30 for noerried .,......,.. liliftli jo•nt r11urn1 with I tdera! A Gt under $6,000. 
'TIMI •xarnption la 1111: ... d fur 1tudont1 reoo,c11 ... of •ae or lncon,o, f"or atudenu br;ond tM hi;#, sc�,ool lc ... ;, $1,400 per ...,.._t ,.id $700 It It• 

taxpayer II a ltlld9nL A taxpayer who haa 111111 • student �nt 10 qu.litY • the head of• h°""'�old is 1110,,,,d only a $700 •-,,ptlon for 
. thllt atudlflt dependent. 

11ndividuall •tabllllllne rftidenca In ._ii after the ego of 15.,. aubject to taX on lncane lrom Ha-u aoun:a only Ith• tax lo � on the antir• 
taxable income of mldom Individuals, ""'""· and ttuotd. 11n Mldition to the penonal exempt1on ct.duction:. • StO t,,x credit ii allowed fc,r6ach persona! exernptlo11, 

18Eact, - lo entitled to the I- of $1,000 or edjustld •- in<om• lminimum of $500 eaehl. 
11The 1xomption1 and cradits for dependenu ore dlductlbla lrom the 1-t inconNI braclalt and equivalent to the tax credi• ,i.o- in --
11 An additional •-ptlon of $800 ia 1Hawod for eadl doplfld!.nt 65 Y"" of ago or-· 
IIThe ••emp� lhown are th- allowed agoinat bull- income, Including •la<ill and wages: a apecific ,x.,,ption of $2,000 for 11ch tax-. In 

addition, a dlpendancy exemption of $600 lo allowed for I depondlnt spou• who haa income from all awron of lea lhan $2,000. In tho ... of• 
joint mum, the eumptlon lo the ameller of 11 l 14,000 or 121 $2,600, pha the Income of tho t;lOUIO ho,'ing the 1mall1r lncon». 

14Petlonal axamptiona ... incraeaed to $1,500 effective ,,,n •. 
11 An additional - cradic of $20 Is all- for -h taxpayer or IPOUII who h• .--hod th• ago of 86. Additional tax rradits for the l,llrtd: ullffllfriod, 

$20; married, $25 lor -'1 apou•.

16Tlte taX -II• only to lntereat and dlvidlndl. New Harnpahlre also lmpc,111 • 4" commuter'• incomer tax. 
17 All additional -ption of S600 11 allowed a married ,., . .....,. with _. incorna; joint ratuma .,. not permlttld. 
11 An additional •-tion of St ,000 is allo- o m.-rlod -man with -'• I,,_; Joint ra111rna an not permitted. 1'1'1 .. an additional S600 for •och dlpendent who 11 • full-time 1tudfflt 1t an -,odited univcnitY or colloga. 
30Maximum � exemption lo $3,000 par rot.om, 'l'a�;;.r,r.. 115 a:ld owr allowed• $25 tax CNdit. not tu exceed tax otherwill due. 
21 The exemption la oatanded to clapendenta ....., the 191 of 21 if they are studonu in an -rodlted ac:hool or collogo. 

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 Edition, (Washington, D. C. 
U. S. Government Printing Office, 1974), pp. 269-2.70. 
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TABLE 3.16. STATE INDIVIDUAL INCOME TAXES: USE OF STANDARD DEDUCTION AND 
OPTIONAL TAX TABLE, JULY 1, 1973 

St ate 

Alabama ............. . 
Alaska2 • • • • •••••••••• 
Arizona ••.••.••••.•••. 
ArkanSM ••..•.•. , •••••. 
California ..•••..•••••.• 

Colorado2 •••••••••••••• 
Delawara4 ••••••••••••• 
Georgia .......••••.••. 
Hawaii ....••••...••.•• 
-ldahoi .••..•.•.••••••• 

Illinois .••.........•.•. 
Indiana •..•......••.•• 
Iowa .•.....•.•.••.••. 
Kansas' ....•....•• , .•. 
Kentucky5 ••••••••••••• 

Louisiana ....•...•.•••• 
Maine ............. , •• 
Maryland ••.•••.••.•... 
Massachusetts • . • . • , , • • • . 
Michigan ...•.....•..•. 

Minnesota .••..••••.• , • 
Mi11issippi . . • • • . .. . • • . • 
Mill0Uri2 •••••••••••••• 
Montana •..•....••.••• 
Nebraska2 ••••••••••••• 

New Jersey2•6 ••••••••••• 
New Mexic:o2 ••••••••••• 
New York2 ••••••••••••• 
Nort h Carolina • • • • • • • • • • 
North Dakot,.2 ......... . 

Ohio .••••.•.•..•••... 
Oklahoma ..••••••.•••• 
Oregon2 , •••••••••••••• 
Pennsylvania ......... .. 
Rhode Island ......... .. 

South Carolina ..•••...•• 
Utah2 •••••••••••••••• 
Vermont 2 •••••••••••••• 
Virginia2 • , •••••••••••• 
West Virginia • , , , .••. , •• 
Wisc:onsin2 • • • • • • • • , • • •• 
District.of Columbia •• , •.• 

Sae footnot• on following pago, 

Percent' 

10 

10 
10 

10 
10 

10 

5 

10 
10 
10 

10 
15 

10 

15 

15 
10 

15 

10 

10 

10 
15 
10 

Single 

$1,000 
3 

600 

1,000 
1,000 

1,000 
600 

1,000 
3 

260 

600 

1,000 
1,000 

600 

1,000 
750 

600 

2,000 

2,000 
600 

3 

2,000 
3 

600 

1,000 
3 

1,000 
2,000 
1,000 

Siza of standwd deduction 

Maximum 

Married 
-----

Separate 

return 

$1,000 
3 

600 

600 

1,000 

600 

500 

600 

260 
3 

600 

500 
500 
600 

1,000 
750 

600 

500 
I 

1,000 
3 

600 

600 

500 

Joint 
ret urn 

$1,000 
3 

1,000 
1,000 
2,000 

1,000 
1,000 

3 

1,000 
'3 

250 

500 

1,000 
1,000 
1,000 

1,000 
1,600 

3 

1,000 
3 

2,000 
3 

2,000 
I 
3 

2,000 
3 

1,000 
3 

1,000 
3 

1,000 
2,000 
1,000 

Optional 
tax 

table 

X 
X 
X 

X 

X 

)( 
X 

)( 
X 
X 

X 

X 

X 

X 

)( 

X 

X 
X 

X 
)( 
X 

X 
X 
X 
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TABLE 3.16. -- STATE INDIVIDUAL INCOME TAXES: USE OF STANDARD DEDUCTION AND 
OPTIONAL TAX TABLE, JULY 1

1 
1973 (Continued) 

Note: Exclud11 N- Hampshire and Tan- where the ,.x -lies to Int-• end diviclondl only, and Connacticut where, ta• appli11 to capital 1»in1, 

1 Amount of standard deductiur. is oe-nerally beiCd on gnz1 income sfter business e>epenHI. The dctatled prc,vi�ions vary. 
2 A 1-income allowence ii provided. 
3

&1nce the 5,.,. u- llitllw the F-ral tax - or F-.1 ,ax llobility In computing the S•• ,.., in effect, the Federel uanderd cloductlon i1 adapted. 
4 In lieu of all olher doducliono except Federal lrw:ome taxes up to $300 for lndividllll1 and $600 for married coupln filing joint return. 
11n lieu of other deducll ... oxcapt Federal incoma taxll, a 1tandard cloductlon of S500 may ba lake� if adj .. led grosa income Ii at lHII $8,COO. 11 

adjusted gr-income 1, 1- thM $8,000, ,._.,. mev u .. optional ,.x blble. 
1Tlle-ction 1-11 for 1111 � Jonay-Nlw York commuw1 ,ax. No standard dlduction •provided undar the New Jeney-..... nsyl-ia 

commuter·, taJC. 
"111, itendord � all_. a married couple mav bo takM by lither or divided be- lhem in ouch proportion .. they may elect. 
a An additlor.ai $500 ii allowed a married -men wi11t -ra11 Income; Joir.t 1etur111 aro not permitted. 
1111a combined IOlal dlductlon for married - ""'o bolll '- Income may not•- $2,000 nor may eidler spouse claim more than 15" of thllir 

-totali-. 

SOURCE: Commerce Clearing House, State Tax Reporter as shown in.Advisory 
Conmission on Intergovernmental Relations, Federal-State-Local Finances: 
Significant Features of Fiscal Federalism, 1973-74 Edition, (Washington, D. C.: 
U. S. Government Printing Office, 1974), pp. 271-272. 
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Carolina, and West Virginia, as well as the District of Columbia, had a 

10 percent standard deduction, with varying maximum ceilings, compared to 

15 percent, or a maximum of $2,000, in Virginia. Virginia allows a mini

mum standard deduction of $1,300.!/

The present rate schedule in Virginia is compared to those in the other 

states in appendix Table A.2. The majority of the states had rate schedules 

with more than two brackets below $5,000 and/or with several brackets above 

$5,000. Their marginal rates typically rise from 1 or 2 percent on the first 

$1,000 or $2,000 of net taxable income through four or five brackets to 7 or 

8 percent on net taxable income between $10,000 and $15,000. These schedules 

therefore are more progressive than the present one in Virginia. Among con

tiguous states, Maryland had three $1,000 brackets to $3,000 and a 5 percent 

rate on net taxable income over $3,000; however, Kentucky, North Carolina, 

West Virginia, and the District of Columbia had more progressive rate sched

ules than the present one in Virginia. Tennessee taxed only interest and 

dividends as explained in an earlier footnote. 

The burden of Virginia's income tax can be compared to the burden in 

other states on a national and regional basis. In 1972 and 1973 the burden of 

our state income tax was greater than the national average burden of state and 

local income taxes but less than the average burden for the states and District 

of Columbia that imposed an individual income tax, according to three overall 

measures given in Table 3.17. At the regional level, effective tax rates for 

selected taxpayers at different levels of income for Virginia and contiguous 

states would best illustrate the comparative burden. If the comparisons were 

!/ In addition to Virginia, eleven states, Alaska, Georgia, Idaho, 
Kansas, Missouri, Nebraska, New Mexico, North Dakota, Oregon, Rhode Island, 

and Utah, used the federal maximum standard deduction as of July 1, 1973. Of 
these, all except Georgia and Rhode Island also had the minimum standard 
deduction. 
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TABLE 3.17 -- STATE AND LOCAL INDIVIDUAL INCOME TAX BURDEN !_. 1972-73 

Area 
Pn 
in 

State and Local Individual Income Tax 
Receipts in Fiscal Year 1972-73 

Per $1,000 
Capita of Personal 
1973 Income in 1973 

$91.87 $18.80 

Per $1,000 
of Federal 
AG! in 1970 

$31.52 

u. S. Average (incl. D. C.)

Average of States and the 

85.63 16.99 28.57 

District of Columbia that 
Impose an Individual Income 
Tax 96.95 19.11 31.88 

SOURCES: Advisory Commission on Intergovernmental Relations, Federal-State-Local 
Finances: Significant Features of Fiscal Federalism, 1973-74 Edition, (Washington, D. c.:

U. S. Government Printing Office, 1974), pp. 281-282; Kenneth E. Quindry, State and Local 
Revenue Potential, 1973, SREB Research, (Atlanta, Georgia: Southern Regional Educational 
Board, 1974), pp. 42-43, 52-53, 73. 

made for 1973 reflecting the conformity changes and the rate increase in the 

Virginia individual income tax law, it would show that the effective rates 

of the Virginia tax were lower than the effective rates in the District of 

Columbia, Maryland, and North Carolina for both individuals and families, and 

only moderately higher than the effective rates in West Virginia. By April, 

1975, the surrounding states had made no substantial changes in their individ

ual income taxes; as a result, the findings based on the 1973 comparison still 

apply.!/ 

1_/ Advisory Co1mnission on Intergovernmental Relations, Federal-State
Local Finances: Significant Features of Fiscal Federalism, 1973-74 Edition, 
(Washington, D. C.: U. S. Government Printing Office, 1974), pp. 260-271. 
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Income Tax Sampling Methodology 

Each year the number of individual income tax returns processed 

increases at both the federal and state levels. During 1972 there were 

over 77.0 million individual income tax returns processed by the Internal 

Revenue Service. In Virginia the number of returns processed by the 

Department of Taxation was approximately 1.6 million. In order for the 

Department of Taxation to provide tax policy information to the executive 

branch it has been necessary to use the entire file of tax returns to 

evaluate proposals such as the conformity legislation. This is a cumber

some and time consuming process even though each year's tax file is comput

erized. With the passage of the conformity legislation more of a demand 

for this type of tax policy information has been created, since many proposed 

changes in the federal income tax law affect Virginia income tax collections. 

In order to more efficiently provide tax policy information and expand the type 

of information readily obtainable, the Department of Taxation in cooperation 

with the Statistics Research Division of the Research Triangle Institute has 

developed an individual income tax sampling methodology that will enable the 

department to evaluate the revenue impact of many types of structural changes 

as well as different rate schedules. The discussion in this section on the 

revenue impacts of alternative structures and rates relies on the Department 

of Taxation's 1972 individual income tax sample. We should point out that the 

design and use of the sample in no way compromises the confidentiality of any 

individual's income tax return. 

Statisticians refer to the sampling methodology utilized as "optimum 

systematic stratified sampling with replication." This sampling design is 

much more statistically sound than a simple random selection of tax returns. 

In this sample the total population is divided into mutually exclusive and 
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exhaustive subsets or "strata'' on the basis of Virginia AG!, blindness, and 

age (sixty-five and over). The sample design is "optimum" in the sense that it 

yields estimates of nearly maximum precision or minimum expected error given 

either a fixed sample size or cost of selection. A "systematic" sample is one 

in which sample units are selected sequentially in constant intervals after a 

randomly selected starting point. A sample is "replicated" when it consists 

of several subsamples each of which is representative of the total population. 

What this statistical jargon tells us is that the sample yields a highly 

reliable estimate of the revenue effects of structural or rate changes in the 

tax law with a relatively minimum amount of resources having to be expended. 

The sample is particularly useful for evaluating the revenue gain or loss 

of a change in the Virginia exemptions, minimum and maximum standard deductions, 

the marginal rates and/or rate brackets, and limited changes in the defini

tion of Virginia AGI. The sample is designed to provide information on these 

very broad issues that affect the total population of taxpayers or a signifi

cant portion of the population already represented in the sample. The sample 

as it currently exists has several limitations. It cannot provide estimates 

on a locality basis and therefore it is not useful for evaluating the revenue 

potential of any type of local individual income tax. Locality sampling was 

omitted from the sample design since it was the opinion of Research Triangle 

Institute that reliable locality data could not be provided using this method

ology. In addition stratification by other subpopulations, such as taxpayers 

claiming retirement income exclusions, is not possible since the master file 

is not categorized on this basis. 

The Department of Taxation currently has taxable year 1971 and taxable 

year 1972 samples with the taxable year 1973 sample expected to be opera

tional by August, 1975. The actual number of scientifically selected 

returns in the sample for each of these years is approximately 200,000 with 



-153-

each divided into 50 replicates. Each of the 50 replicates will provide a 

sound estimate of the revenue impact of potential structural or rate changes 

with the overall estimate being the average of the 50independent subsamples. 

In actual practice it has been determined that for a reliable estimate to be 

derived not all 50 replicates need to be utilized, since the additional 

reliability or added precision of the estimate is low compared to the addi

tional cost involved to produce the additional replicates. For example, the 

precision or the range of potential error around the estimate of revenue 

derived under a new structure with 20 replicates may be± $2.0 million and 

+ 0.5 percent while the range of error using all 50 replicates may be only

± $1.5 million and± 0.4 percent. The added degree of precision in this case 

is not worth the extra expense of utilizing the additional 30 replicates. 

Alternative Virginia Structures and Rates 

We divide our analysis of alternative changes in the Virginia individual 

income tax into the following parts: (1) a discussion of rate changes under

the current law that would raise additional general fund revenues; (2) a dis

cussion of rates to offset the revenue loss resulting from a permanent increase 

in the minimum and maximum standard deductions as set out in the Tax Reduction 

Act of 1975, President Ford's tax reduction proposal of January, 1975, or the 

Congressional House Ways and Means Committee tax reduction proposal of 1975; 

and (3) a discussion of rate changes to raise additional revenues within each of 

the structures provided by the alternative tax reduction plans. This complex 

presentation is necessary because, as previously noted, the Tax Reduction Act 

of 1975 increased the minimum and maximum standard deductions only for 1975 

while Virginia maintained its standard deductions at their 1974 levels for the 

year. If the federal changes are allowed to expire at the end of the year, 

Virginia will once again conform to the federal standard deductions in 1976 

and could look to the individual income tax solely for additional revenues. 
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If, as seems most likely, Congress extends the tax reduction to 1976 and 

beyond, it would probably take one of the forms that we shall discuss 

and would require an income tax rate hike or other action by the General 

Assembly to avoid a permanent loss in revenues while continuing conformity. 

Only then could the individual income tax be viewed as a source of additonal 

revenue • .!/ 

We must reiterate here that all estimates of revenue impacts in this 

discussion are based on the Department of Taxation's 1972 individual income 

tax sample. In every case, we use 20 replicates from the sample and attain 

at least a precision level of± $2.2 million and± 0.52 percent for the 

revenue estimate of an alternative structure or rate schedule. 

Alternative Revenue Raising Rate Schedules 
Under the Present Structure 

If Congress allows the increases in the standard deductions mandated by 

the Tax Reduction Act of 1975 to expire at the end of the year and if addi

tional revenues from the individual income tax are required, what are the 

alternatives available to the policy makers? Without dramatically 

altering the definition of Virginia AGI, the only major policy option 

available is to change the rate shcedule.1/ Table 3.18 shows the present 

.!/ We think that from among the many options available the Tax 
Reduction Act of 1975, President Ford's plan, and the House Ways and Means 
CoDDnittee proposal provide reasonable alternatives for a discussion of long
term conformity to the federal structure. We do not consider any proposals 
that would further deconformity. The 1975 solution of freezing the standard 
deduction at the 1974 level should be viewed only as a short-run solution to 
a temporary increase. One major problem with this solution is that under the 
Virginia law the taxpayer must use either the itemized or standard deduction 
claimed on his federal return. Since the maximum amounts of standard deduc
tion are now lower in Virginia than at the federal level, a taxpayer may 
desire to use the standard deduction at the federal level and itemize deduc-
tions for state purposes but will be unable to do so. 

'1:../ One relatively straightforward structural change that could raise 
$10 to $15 million per year in additional revenues would be to tax long
term capital gains at 100 percent rather than to continue conforming to the 
federal treatment that permits 50 percent of these gains to be excluded from 
AGI. This is discussed in more detail in the next portion of the individual 
income tax section. 
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TABLE 3.18 -- FOUR ALTERNATIVE RATE SCHEDULES 
TO PRODUCE ADDITIONAL REVENUES USING THE PRESENT 

VIRGINIA INCOME TAX STRUCTURE 

Present Rate Schedule 

Net Taxable Income Rate 

$ 0 -$ 3,000 
$ 3,001 -$ 5,000 

$ 5,001 -$12,000 
over -$12,000 

2% 
3% 
5% 

5.75% 

Alternative Rate Schedules 

Schedule A Schedule B 

Net Taxable Income Rate Net Taxable Income 

$ 0 -$ 3,000 2% $ 0 -$ 3,000 
$ 3,001 -$ 5,000 3% $ 3,001 -$ 5,000 
$ 5,001 -$12 ,ooo· 5% over -$ 5,000 
$12,001 -$25,000 7% 
$25,001 -$50,000 8% 
over -$50,000 9% 

Schedule C Schedule D 

Net Taxable Income Rate Net Taxable Income 

$ 0 -$ 3,000 2% $ 0 -$ 3,000 
$ 3,001 -$ 5,000 3% $ 3,001 -$ 5,000 
$ 5,001 -$10,000 5% $ 5,001 -$10,000 
$10,001 -$20,000 7% $10,001 -$15,000 

$20,001 -$30,000 8% $15,001 -$20,000 

$30,001 -$50,000 9% over -$20,000 
over -$50,000 10% 

Rate 

2% 
3% 
6% 

Rate 

2% 
3% 
6% 
7% 
8% 
9% 
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rate schedule and four alternative rate schedules chosen from an infinite 

number of possible options. 

Rate Schedule A of Table 3.18 produces a 7.1 percent increase in 

revenue, or $26.1 million in 1972, with the entire increase coming from 

taxpayers above $12,000 of net taxable income (NT!) • .!/ The NT! brackets 

and rates are the same up to $12,000 as those in the present schedule 

with increased marginal rates on all NTI over $12,000 and the over 

$50,000 bracket being taxed at a 9 percent rate. This schedule adds a 

greater degree of progression to the income tax and thus more closely 

conforms to the ability-to-pay theory of taxation.£/ 

Schedule Braises 8.5 percent in additional revenue, or $31.3 million 

in 1972, as compared to the present rate schedule. This schedule increases 

the tax burden on all NT! over $5,000. It has the disadvantage of raising 

the tax burden most in the $5,000 to $12,000 bracket where the statutory 

rate increases an entire percentage point while increasing only one-fourth 

of a percentage point on NT! over $12,000. 

Rate Schedule C generates 11 percent, or $40.5 million in 1972, more 

than the current rate schedule. The rates are the same as those in the 

present schedule only up to $10,000. They increase substantially on all 

NT! over $10,000 and reach 10 percent on NT! above $50,000. 

Schedule D raises 18.9 percent in additional revenue, $69.2 million in 

1972, versus the present rate schedule. This schedule increases the tax 

rate significantly on all NT! above $5,000 with a maximum of 9 percent on 

_!/ Net taxable income is the taxpayer's income upon which he is 
actually taxed. It is derived from AG! by subtracting his exemptions, 
deductions, and exclusions. 

1/ The ability-to-pay theory of taxation involves both horizontal and 
vertical equity. For a brief explanation of the theory, see the next 
portion of the individual income tax section. 
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NTI above $20,000. 

The four schedules taken together indicate that in order to raise 

significant revenues while keeping the current rates in the lower brackets 

requires rates in the upper brackets that approach 10 percent. Alterna

tively, if there is a willingness to adopt a schedule counter to the 

ability-to-pay theory of taxation, significant revenues can be raised by 

increasing rates in the lower NTI brackets. 

The following table compares the present rate schedule with Schedules 

A through D using three hypothetical NTI levels:.!/ 

Rate Schedule 

Present 
A 

Present Virginia Income Tax Structure 
Tax Liability Tax Liability Tax Liability 

$6
1
000 NTI $14

1
000 NTI $32,000 NTI 

$170 
170 
180 
170 
180 

$585 
610 
660 
650 
700 

$1,620 
1,940 
1,740 
2,050 
2,250 

It is not our intention to imply that these NTI's are representative of a 

typical taxpayer or group of taxpayers; we use them solely to compare tax 

liabilities under the alternative rate schedules given relatively low, medium, 

and high NTI levels • .!/ The table shows that at the $6,000 NTI level there 

is only a $10 difference in tax liability between the five rate schedules. 

This difference becomes much larger for a $14,000 NT! and reaches $630 for 

the $32,000 NTI category. 

The Potential Effects of the Alternative Tax Reduction 
Proposals on Virginia Taxpayers and the General Fund 

If Congress continues the higher standard deductions under the Tax 

);_/ No table showing NTI by AGI classes is presented in this report. 
This information is available from the Research Division of the Department 
of Taxation for taxable year 1972 for the present structure and for each of 
the three alternative federal tax reduction proposals. 
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Reduction Act of 1975 into 1976 and beyond, lower and middle income tax

payers will benefit, and the state will have to offset a significant drop 

in general fund revenues. Federal adoption of the standard deduction set 

forth in either President Ford's tax reduction proposal or the House Ways 

and Means Committee proposal will have the same basic impact on taxpayers 

and the general fund . .!/ Table 3.19 compares the standard deduction provi

sions of the Tax Reduction Act of 1975 and the two other proposals with the 

1974 standard deduction provisions. The Tax Reduction Act of 1975 provides 

for an increase of $600 in the minimum standard deduction or low income 

allowance for married joint filers and a $300 increase for single filers. 

The increases in the maximum standard deduction are the same as for the low 

income allowance. The maximum percentage standard deduction increases 1 

percentage point to 16 percent. President Ford's plan did not distinguish 

between the minimum and maximum standard deduction but gave a flat $2,600 

deduction to married filers and a $2,000 deduction to single filers. No 

maximum percentage deduction was required. The original House Ways and 

Means Committee plan raised the low income allowance for married persons to 

$2,500 while increasing it to only $1,900 for single filers. The maximum 

standard deduction under this proposal would have increased 50 percent for 

married joint filers and 25 percent for single filers, and the maximum 

percentage would have been 16 percent. 

Table 3.20 compares .the NTI and tax liability under the present 

Virginia structure and rates with those under the three alternative federal 

tax relief proposals and existing state rates using AGI's of $5,000, 

$10,000, $15,000, and $20,000. In calculating NT! from AGI in this table, 

we assumed that the standard deduction was claimed at all AG! levels and 

1/ We have not looked at conformity to the $750 personal, dependent, 
age, and blind exemptions. The result of such a move would be additional 
tax relief for taxpayers and a revenue decline of $20 to $25 million per 
year. 



TABLE 3.19--STANDARD DEDUCTION PROVISIONS OF THE TAX UDUCTION ACT OF 1975, PRESIDENT FORD'S 
JANUARY. 1975 PLAN. AND THE HOUSE WAYS AND MEANS COMMITTEE PLAN OF 1975 COMPAUD TO THE 1974 STANDARD DEDUCTION 

Minimum Standard Deduction {Low Income Allowance) Maximum Standard Deduction 
·--------·· · ·  

Married Joint Married Separate Single Percentage Married Joint Married ScµaraL� 

1974 Provisions�/ 

Tax Reduction Act of 
1975 Provisions 

President Ford's b/ 
January, 1975 Plan-

House Waya and Means 
Coamittee Plan of 1975 

$1,300 $ 650 

1,900 950 

2,600 1,300 

2,500 1,250 

$1,300 15t $2,000 $1,000 $2,000 

1,600 16-Z 2,600 1,300 2,300 

2,000 2,600 1,300 2,000 

1,900 16t 3,000 1,500 2,500 

�/ The 1974 federal provisions here are those that were in effect in Virginia for taxable year 1974 and continue to be in effect for taxable year 1975 under the provisions 
of Senate Bill No. 645 pasaed during the 1975 Session of the General Aasembly. 

't!._/ President Ford's proposal gave each married taxpayer a flat $2,600 standard deduction and each single taxpayer a flat $2,000 standard deduction. There was no difference 
between the mini11l11Dl and maximum values nor waa a maximum percentage deduction required. 

TABLE 3.20--CCt!PARISON OF NET TAXABLE INCOME AND TAX LIABILITY UNDER T�1 PRESENT VIRGINIA STRUCTUU AND UNDER THREE ALTERNATIVE FEDERAL STRUCTUU:;!; 

Virginia Net Taxable Income Under Structure Provided bJ:: 't!,./ Tax LiabilitJ: Under Present 
Present Tax Reduction President House Ways and Means Present Tax Reduction Adjusted Gross Virginia Act of Ford's Committee Virginia Act of 

Income Level Structure 1975 Plan Plan Structure 1975 

$ 5,000 $ 3,100 $ 2,800 $ 2,400 $ 2,500 $ 63 $ 56 
10,000 7,900 7,800 7,400 7,500 265 260 
15,000 12,400 12,100 12,400 12,000 493 476* 
20,000 17,400 17,100 17,400 16,900 781* 763* 

Married Joint,/ No De2endenta.!:. 
$ 5,000 $ 2,500 $ 1,900 $ 1,200 $ 1,300 $ 50 $ 38 

10,000 7,300 6,900 6,200 6,300 235 215 
15,000 11,800 11,400 11,200 11,300 460 440 
20,000 16,800 16,200 16,200 15,800 746 712* 

Married Joint, / 
Two !2!1!endenta.!:. 

$ 5,000 $ 1,300 $ 700 $ 0 $ 100 $ 26 $ 14 
10,000 6,100 5,700 5,000 5,100 175 155 
15,000 10,600 10,200 10,000 10,100 400 380 
20,000 15,600 15,000 15,000 14,600 677 643* 

* Rounded to nearest dollar. 

Virginia Rate 
President 

Ford's 

Plan 

$ 48 
240 
493 
781* 

$ 24 
180 

· 430 
712* 

$ 0 
120 
370 
643* 

!I It is assumed in this table that all tmcpayera claia the atandard deduction, aince itemized deductions are unaffected by theae tax relief proposals. 

Schedule Under: 
House Ways and Means 

Committee 

Plan 

$ 50 
245 
470 
752* 

$ 26 
185 
435 
689* 

$ 2 
125 
375 
620* 

't!._/ It is assumed in calculating net taxable income that only personal deductions are claimed and no Virginia dividends or retirement income exclusions are claimed. 

£/ It is assumed that the adjusted gross income is earned by one family member so that the family files a married joint return. 

I 

I 
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that there would be no blindness or age exemptions. 

For single filers President Ford's plan would grant the most relief 

in the under $10,000 AGI categories while providing no relief to the tax

payers with $15,000 and $20,000 of AGI. The Tax Reduction Act and Ways 

and Means proposal would spread the tax relief among all four AGI cate

gories. 

For married filers all three alternative structures would grant some 

type of tax relief at all AGI levels. Under the Ford plan Virginia 

married taxpayers with two dependents would pay no tax if they had an AGI 

of $5,000 or less while under the Ways and Means plan and Tax Reduction Act 

this family would be liable to Virginia for $2 and $14, respectively. 

Each of these three structures would reduce total NTI available for 

Virginia tax purposes. The Tax Reduction Act of 1975 would have lowered 

total NTI for Virginia tax purposes by 3.3 percent in 1972, the Ford 

proposal by 7.2 percent, and the Ways and Means proposal, by 6.9 percent. 

Under each one NTI would be lowered in every marginal rate bracket, 

since the standard deduction can apply to any taxpayer and since in 1972 

59 percent of all Virginia taxpayers with AGI at all levels claimed the 

standard deduction. With the present rate schedule the Tax Reduction Act 

of 1975 would have caused an estimated 3 percent drop in Virginia revenues 

in 1972 while President Ford's and the Ways and Means proposals would have 

lowered revenues by approximately 6.2 percent. The estimated revenue loss 

by NTI bracket in 1972 for each of the three plans is shown in the 

following table: 



Net Taxable Income 
Bracket 

$ 0-$ 3,000 
SJ.000-$ 5,000 
$S,000-$12.000 
Over -$12,000 

Total 

Tax Reduction-
Act of 1975 

(Millions) 

$- 3.1 
- 2.4
- 4.3
- 1.2

$-11.0 
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Revenue Loss Under 
President 

Ford's Proposal 
(Millions) 

$- 7.4 
- 5.3
- 9.2
- 1.0

$-22.9 

Alternative Rate Schedules to Offset the 
Revenue Loss Under Each Tax Reduction Plan 

-··---

Ho,1se Ways and Means 
Proposal 

(Millions) 

$- 6.5 
-- 5. 0
- 9.4
- 2.0

$-22.9 

Table 3.21 presents rate schedules designed to offset the revenue 

loss associated with each of the three tax reduction proposals. Schedules 

E through H just replace the 3 percent in revenues lost under the Tax 

Reduction Act of 1975 while Schedule I offsets the 6.2 percent revenue 

loss under either the Ford or the Ways and Means plans. There are a wide 

variety of schedules that could offset the loss under each of these plans, 

but these five are representative of the types of rate changes required. 

Schedule E raises the required 3 percent in revenue by lowering the 

NT! taxed at the 2 percent rate from $3,000 to $2,000. Under the present 

rate schedule all taxpayers pay $60 on NT! up to $3,000. Schedule E makes 

the amount paid $70 and distributes the burden among all taxpayers with 

NT! above $2,000 by requiring them to pay up to an additional $10 in 

Virginia income taxes. This method of raising the additional revenue lessens 

the progressivity of the income tax. Schedule F offsets the 3 percent revenue 

loss with a 1 percentage point increase on all NT! above $12,000. This change 

requires higher income taxpayers to bear the entire burden of the tax increase, 

although this rate schedule does not recognize any difference in the ability to 

pay taxes between a taxpayer with a $12,000 NT! and one with a $50,000 NT!, 

since each pays 6.75 percent. Rate Schedule G also produces revenue adequate 

to offset the revenue loss if the 1975 Act becomes permanent. Schedule G is 
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TABLE 3.21 -- RATE SCHEDULES TO OFFSET THE REVENUE LOSS FROM 
THREE ALTERNATIVE FEDERAL INCOME TAX LAW CHANGES: 

TAX REDUCTION ACT OF 1975, PRESIDENT �ORD'S PLAN, HOUSE WAYS AND MEANS COMMITTEE PLAN 

Present Rate Schedule 

Net Taxable Income 

$ 0 -$ 3,000 
$ 3,001 -$ 5,000 
$ 5,001 -$12,000 
over -$12,000 

Rate 

2% 
3% 
5% 

5.75% 

Alternative Rate Schedules to Offset Revenue Loss 
From Tax Reduction Act of 1975 

Schedule E 

Net Taxable Income Rate 

2% 
3% 
5% 

Schedule F 

Net Taxable Income Rate 

2% 
3% 
5% 

$ 0 -$ 2,000 
$ 2,001 -$ 5,000 
$ 5,001 -$12,000 
over -$12,000 5.75% 

$ 0 -$ 3,000 
$ 3,001 -$ 5,000 
$ 5,001 -$12,000 
over -$12,000 6.75% 

Schedule G 

Net Taxable Income 

$ 0 -$ 3,000 
$ 3,001 -$ 5,000 
$ 5,001 -$12,000 
$12,001 -$20,000 
$20,001 -$30,000 
over -$30,000 

Rate 

2% 
3% 
5% 
6% 
7% 
8% 

Schedule H 

Net Taxable Income 

$ 0 -$ 3,000 
$ 3,001 -$ 5,000 
$ 5,001 -$10,000 
$10,001 -$25,000 
$25,001 -$50,000 
over -$50,000 

Rate 

2% 
3% 
5% 
6% 
7% 
8% 

Alternative Rate Schedule to Offset Revenue Loss From 
President Ford's Plan or the House 

Ways and Means Committee Plan 

Schedule I 

Net Taxable Income 

$ 0 -$ 3,000 
$ 3,001 -$ 5,000 
$ 5,001 -$12,000 
$12,001 -$20,000 
$20,001 -$30,000 
over -$30,000 

Rate 

2% 
3% 
5% 
7% 
8% 
9% 
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the same as the present schedule up to $12,000 NTI and raises the rate 

in the $12,000 to $20,000 NTI range only from 5.75 to 6 percent. Under 

this schedule taxpayers with greater than $20,000 of NTI make up almost all 

of the 3 percent revenue loss. Schedule H retains the current brackets up 

to $10,000 NTI while imposing a 6 percent rate on NTI between $10,000 and 

$25,000. When compared to the present rate schedule, a taxpayer under 

$25,000 NTI would pay up to $52.50 more in Virginia taxes with the remaining 

loss being recovered through the higher marginal rates on NTI greater than 

$25,000. 

Because both the Ford plan and the Ways and Means plan produce a 

revenue loss more than double that caused by the Tax Reduction Act of 1975, 

any rate schedule designed to offset their impact must have more revenue 

raising potential than Schedules E through H. Schedule I keeps the present 

schedule up through $12,000 NTI. However, it increases taxes in the $12,000 

to $20,000 NTI range by a maximum of $100 by raising the rate to 7 percent 

and produces the remaining revenue with 8 and 9 percent rates from taxpayers 

with NTI in excess of $20,000. 

Alternative Rate Schedules to Raise Additional 
Revenues with Each Tax Reduction Plan 

We assume here that it is necessary to consider raising additional 

revenues from the individual income tax while at the same time conforID:ing 

to one of the three federal tax reduction plans. Because a rate schedule 

would have to offset a 3 to 6.2 percent decline in revenues before generating 

any extra revenues, it would have to contain higher marginal rates and/or 

be significantly more progressive than any rate schedule already provided. 

Table 3.22 lists along with the present rate schedule four representative 

rate schedules to raise additional revenues under the Tax Reduction Act of 

1975 and four typical ones to raise additional revenues under the Ford or Ways 
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TABLE 3.22 -- RATE SCHEDULES TO RAISE ADDITIONAL 

INDIVIDUAL INCOME TAX REVENUES GIVEN THE TAX REDUCTION ACT OF 1975 STRUCTURE, 
PRESIDENT FORD'S PLAN AND THE 

-------· _______ !fOUSE WAYS _AND MEANS COMMITTEE PLAN ___ _ 

Present Rate Schedule 

Net Taxable Income 

$ 0 -$ 3,000 
$3,001 -$ 5,000 
$5,001 -$12,000 

over -$12 , 000 

Rate 

2% 
3% 
5% 

5.75% 

�lternative Rate Schedules to Raise 
Additional Reven�1e Under Tax Reduction Act of 1975 Structure 

Schedule J Schedule K 

Net Taxable Income Rate Net Taxable Income 

$ 0 -$ 3,000 2% $ 0 -$ 3,000 
$ 3,001 -$ 5,000 3% $ 3,001 -$ 5,000 
$ 5,001 -$12,000 5% $ 5,001 -$10,000 
$12,001 -$20,000 7% $10,001 -$25,000 
$20,001 -$30,000 8% $25,001 -$50,000 

over -$30,000 9% over -$50,000 

Schedule L Schedule M 

Net Taxable Income Rate Net Taxable Income 

$ 0 -$ 3,000 2% $ 0 -$ 2,000 
$ 3,001 -$ 5,000 3% $ 2,001 -$ 5,000 
$ 5,001 .. $12,000 6% $ 5,001 -$12,000 

over -$12,000 8% over -$12,000 

Alternative Rate Schedules to Raise Additional 
Revenue unier President Ford Is or 

the House Way� and Means Committee Plan 

Schedule N Schedule 0 

Net Taxable Income Rate Net Taxable Income 

$ 0 -$ 3,000 2% $ 0 -$ 3,000 
$ 3,001 -$ 5,000 3% $ 3,001 -$ 5,000 
$ 5,001 -$12,000 6% $ 5,001 -$10,000 
$12,001 -$20,000 7% $10,001 -$15,000. 
$20,001 -$30,000 8% $15,001 -$20,000 
over -$30,000 9% over -$20,000 

Schedule P Schedule g 

Net Taxable Income Rate Net Taxable Income 

$ 0 -$ 2,000 2% $ 0 -$ 3,000 
$ 2,001 -$ 5,000 3% $ 3,001 -$ 5,000 
$ 5,001 -$10,000 6% $ 5,001 -$12,000 
$10,001 -$20,000 7% over -$12,000 
$20,001 -$30,000 8% 
$30,001 -$50,000 9% 
over - $50,000 10% 

·--·

Rate 

2% 
3% 
6% 
7% 
8% 
9% 

Rate 

2% 
3% 
6% 
8% 

Rate 

2% 
3% 
6% 
7% 
8% 
9% 

Rate 

3% 
4% 
6% 

6.75% 
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and Means proposals. 

In addition to offsetting the 3.0 percent revenue loss from the standard 

deduction increase, Schedule J produces a 5.2 percent increase in revenues, 

or $18.9 million in 1972, over the present structure and rate schedule. 

Schedule J has the same NTI brackets as Schedule Gin Table 3.21 but has 

higher rates in all NT! brackets above $12,000. Schedule K raises revenues by 

12.5 percent, or $45.6 million in 1972. This schedule has the same NT! brackets 

as Schedule H in Table 3.21, but all NT! brackets above $5,000 have higher rates. 

Schedule L retains the present Virginia NT! brackets, but increases the 

rate in the upper two brackets. This schedule generates 13.5 percent, 

$49.5 million in 1972, in additional revenues and is similar to Schedule F in 

Table 3.21. 

Schedule M raises 16.7 percent in additional revenues, or $62.3 

million in 1972. This schedule is similar to Schedule E of Table 3.21 

in that it lowers the first NT! bracket to $2,000, thereby raising the 

tax paid under $5,000 of NT! by a maximum of $10. This schedule also 

raises the rate 1 percentage point in the $5,000 to $12,000 NT! bracket 

for a maximum increase of $70. All NT! over $12,000 is taxed 2.25 percentage 

points higher than under either the current rate schedule or Schedule E. 

Since the plans offered by President Ford and the House Ways and Means 

Committee both have similar effects on Virginia revenues, we use the same 

four rate schedules for each plan. Under either plan Schedule N produces 

approximately 8.9 percent, $32.5 million in 1972, in additional revenues. 

This schedule has the same NT! brackets as Schedules G and J but 

necessarily has higher rates. 

Schedule O produces approximately 11.9 percent, $43.5 million in 

1972, in additional revenues under both plans. Compared to the present 

schedule, Schedule O keeps the present brackets and rates up to $5,000, 
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raises the tax paid a maximum $90 between $5,000 and $12,000 of NT!, 

and generates the remaining additional revenues from taxpayers with NT! 

over $12,000. 

Schedule P produces a revenue increase under both alternative plans 

of approximately 13.5 percent, or $49.5 million in 1972. This schedule 

is quite progressive with a 10 percent rate on NT! above $50,000 but also 

raises the tax paid by low NT! groups by lowering the 2 percent bracket 

from $3,000 to $2,000. 

Schedule Q raises approximately 20.1 percent, $73.6 million in 1972, 

in additional revenues under both the Ford and Ways and Means plans. This 

schedule is a powerful revenue producer since it keeps the present NT! 

brackets and raises each marginal rate 1 percentage point. As Schedule E, 

it definitely leads to a less progressive income tax. 

Summary 

We have discussed how to raise additional individual income tax revenues 

under the present income tax structure, the revenue loss under three alternative 

changes in the federal law, rate schedules to just offset the revenue loss 

from these changes, and rates to produce additional revenues within these three 

alternative structures. Table 3.18 shows four rate schedules that would produce 

varying amounts of additional revenue under the present structure: 

Change in Revenue 
Amount in 1972

Rate Schedule Percent (Millions) 

A + 7.1 $+26.1
+ 8.5 +31.3

C +11.0 +40.5
+18.9 +69.2

These schedules are generally more progessive than the traditional schedule 

used in Virginia and thus more closely conform to the ability-to-pay theory 

of taxation. Schedule B, however, raises 8.5 percent in additional revenue by 
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using the preconformity NT! brackets while raising the marginal rate to 6 per

cent on all NT! over $5,000. 

Schedules E through Hin Table 3.21 would offset the 3.0 percent revenue 

loss caused by the Tax Reduction Act of 1975. Schedules E and F offset this 

loss by using the more traditional Virginia brackets and rates whereas Schedules 

G and Huse a more progressive rate schedule. Schedule I in Table 3.21 would 

make up the 6.2 percent decrease in revenue caused by both President Ford's and 

the House Ways and Means Committee's plans with a more progressive rate schedule. 

Schedules J through M in Table 3.22 would offset the 3.0 percent revenue 

loss of the Tax Reduction Act of 1975 while also raising addtional revenue: 

Change in Revenue 
Amount in 1972 

Rate Schedule Percent (Millions) 
---

J + 5.2 $+18.9 
+12.5 +45.6
+13.5 +49.5

M +16.7 +62.3 

Schedules J and K add more progression to the rate schedule and Schedules L 

and M use the more traditional Virginia brackets and rates. 

Schedules N through Qin the same table would eliminate the 6.2 percent loss 

under both the Ford and Ways and Means plans while generating differing amounts 

of extra revenue: 

Change in Revenue 
Amount in 1972 

Rate Schedule Percent (Millions) 

N + 8.9 $+32.5 
+11.9 +43.5
+13.5 +49.5

Q +20.1 +73.6 

These four schedules of necessity have to deviate significantly from the 

traditional Virginia NT! brackets or marginal rates to raise significant addi

tional revenues, since a 6.2 percent revenue loss must be offset before any 

additional revenues are produced. 
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Additional Structural Changes 

There are several additional structural changes with equity as 

well as revenue effects that deserve analysis. They are retirement 

income tax relief, the elimination of the Virginia nividend exclusion, 

and the taxation of 100 percent of capital gains. 

Retirement Income Tax Relief 

Introduction--Under current law Virginia grants a variety of exclu

sions to retired persons and their survivors as its vehicle for 

retirement income tax relief. The exclusion of any kind of income 

from taxation reduces the tax base and therefore the revenues from 

the tax. When the exclusions vary between different classes of tax

payers who may have identical incomes, the inequities coupled with 

the revenue loss make the provisions of the law particularly contro

versial. This section will discuss the current provisions for tax 

relief to retirees and offer alternatives that could improve the equity 

of the relief. 

The Current Law--The current law, enacted by the 1974 session of 

the General Assembly, became effective for the 1974 tax year. It 

provides the following maximum exclusions to retirees and their sur

vivors: 

1. A $3,000 exclusion for federal civil service retirees and a
$1,500 exclusion 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 their surviving spouses (with no
age restriction for surviving spouses and no cost recovery
provision for either group).
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3. A $2,000 exclusion for retirees from private industry and
a $1,000 exclusion for their surviving spouses (after cost
recovery).

An annuitant whose AGI exceeds S12,000 must reduce his maximum exclusion 

by one dollar for every dollar of AGI that exceeds that amount. The 

current law also provides that benefits received by Virginia Supple

mental Retirement System (VSRS) retirees and their survivors be 

totally exclud.able. 

Under these provisions the tax treatment accorded to each class 

of retirees is inconsistent. Federal civil service retirees receive 

an exclusion of up to $3,000, but military and private retirees only 

receive up to $2,000. A further lack of uniformity exists in that 

no age restriction is placed upon any class of annuitants other than 

military retirees. An example of how different provisions for 

different groups violate the concept of horizontal equity can be 

demonstrated by considering four single men over age sixty (but less 

than sixty-five) each with pension income of $10,000, itemized deduc

tions of $2,000, and a personal exemption of $600. !/ Based on the 

current tax rate schedule, their state income tax liabilities would 

be as follows: 

Retiree 

Federal civil service 
Military 
Private 
VSRS 

Virginia Income 
Tax Liability 

$102 
140 

140 
None 

The treatment accorded surviving spouses also displays a lack of 

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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uniformity, The survivors of military and civil service retirees 

receive maximum exclusions of $1,500, but the survivors of retirees 

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

The income constraint limiting the relief to low and middle income 

retirees and surviving spouses for all classes but VSRS does ensure 

some degree of adherence to the concept of vertical equity, .!/ For the 

example just shown, the tax liabilities of the federal civil service, 

military, and private industry retirees would equalize at $493 as 

pension income reached $15,000 and the exclusions disappeared. 

VSRS retiree would, however, continue to have no tax liability. 

The

Alternatives to the Current Retirement Income Exclusions--We can 

approach the question of how best to provide tax relief to retirees 

and their survivors in several different ways, depending upon which 

approach to horizontal equity we choose to accept. One approach would 

b� to consider nontaxable forms of retirement benefits, such as social 

security and railroad retirement, as part of the individual's total 

retirement income and to adjust any tax relief to account for these 

benefits. The other approach would be to disregard nontaxable benefits 

and to provide tax relief only on the basis of other, taxable forms 

of retirement income, We can use either of these with the exclusion 

concept of tax relief or the credit concept, since the only difference 

between the two is that an exclusion reduces taxable income while a 

credit is a direct reduction of tax liability, The alternatives 

presented here will deal with both approaches to horizontal equity, 

!/ Vertical equity is the other half of the ability-to-pay theory 
of taxation, which says that persons with higher incomes should pay 
a higher tax, 
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The federal government grants relief in the form of a retirement 

income tax credit that employs the first approach to horizontal equity. 

The intent of the Congress when it enacted the retirement income credit 

in 1954 was to provide comparable tax relief for recipients of nontaxable 

social security and railroad retirement benefits and for annuitants 

who received other forms of retirement income; prior to 1954 retirement 

income derived from other plans had been fully taxable •. !/ To do this,

the base of the credit was set at an amount equal to the maximum social 

security benefit. This amount was then subject to reduction by actual 

social security or railroad retirement benefits that the individual 

received. A further dollar for dollar reduction in the base of the 

credit was required for retirees under age seventy-five with earned 

income in excess of the a�ount that social security regulations had 

set as the limit for meeting the requirements of its test of retire

ment. No reduction for earned income was required 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 as well as income from interest, dividends, and rents. If 

total retirement income was less when compared to the maximum social 

security benefits after downward adjustments, it became the base for 

the credit. The amount of the credit was then calculated at the first 

marginal income tax rate. 

ll Joseph A. Pechman, Federal Tax Policy, (Washington: The 
Brookings Institution, September, 1966), pp. 85-86. 
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When the credit r.oncept was adopted by the federal government 

in 1954, the maximum social security benefit was $1,200, the earned 

income constraint was $900, and the first $2,000 of taxable income 

was subject to a tax of 20 percent. Since its enactment the credit 

has been modified several timP.s. First, retirement income was redefined 

for individuals under age sixty-five to include military pensions. 

In 1956, the earned income restriction was eliminated after age seventy

two instead of age seventy-five. For persons over age sixty-five but 

under age seventy-two the earned income restriction was increased from 

$900 to $1,200, but for persons under age sixty-five it remained at 

$900. Similar changes had been enacted in social security regulations 

in 1954 but after the legislation providing the retirement income credit 

had been p�ssed by Congress. The base of the retirement income credit 

was increased in 1962 from $1,200 to $1,524, the maximum social secu

rity benefits payable at that time. The earned income restriction 

was further modified to conform to existing social security regulations 

for persons between the ages of sixty-two and seventy-two so that a 

reduction in the credit base of only $1 for every $2 of earned income 

between $1,200 and $1,700 was required; earned income in excess of 

$1,700 reduced the credit base dollar for dollar. For individuals 

under age sixty-two, the $900 constraint applied with a dollar for 

dollar reduction in the credit base for earned income over that amount. 

In 1965, when federal income tax rates were reduced, the credit was 

also reduced from 20 to 15 percent so that relief would be at the 

average of marginal rates applicable to the first $2,000 of taxable 

income. Included in the same bill that reduced the credit were pro

visions to increase by 50 percent the maximum credit for married 

taxpayers who file joint returns. This increase was intended to 
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compensate for the 50 percent supplementary s�cial security received 

by a husband on behalf of his wife.11 Since 1962, maximum social

security benefits have more than doubled and the earned income restric

tion for recipients of these benefits has also increased; however, the 

credit base has never been changed to conform to these provisions.I/ 

Maryland grants tax relief to retirees in the form of an exclusion 

based on social security and railroad retirement benefits and subject 

to reduction for actual benefits received. Each year Maryland obtains 

the statewide averages of these benefits for the prior year, averages 

them together, and rounds the figure to the nearest $100. The maximum 

exclusion for the current tax year is then set equal to this average. 

An individual must reduce his exclusion by the amounts of social security 

and/or railroad retirement benefits received during the year, since 

these forms of income are already nonta,;able. Tax relief is only pro

vided to persons age sixty-five and over with the exception that it 

is also provided to disabled persons regardless of age. Thus, the 

Maryland exclusion is much the same as the base of the federal retire

ment income credit. The maximum retirement income exclusion without 

any downward adjustments for Maryland retirees and survivors amounted 

to $2,300 for the 1974 tax year. 

The second approach to horizontal equity, which makes no allowance 

for nontaxable forms of income, can be taken with a sliding scale credit. 

Individuals within the same AGI classes would receive equal credits, 

Joseph A. Pechman, Federal Tax Policy, pp. 86-87. 

2:../ The current maximum annual social security payment is $3,796. 
A retiree can earn up to $2,520 per year with no reduction in benefits; 
for each $2 of earnings above this limit, social security benefits are 
reduced $1. Individuals who are age seventy-two and over can continue 
to eam an unlimit.ed amount of income without reduction in social 
security benefits. 
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but, as income increased, the credit would be r�duced in order to provide 

greater adherence to the concept of vertical equity. Two examples 

of a state sliding scale retirement income credit are shown below: 

ExamEle 1 ExamEle 
AGI Class Credit AGI Class Credit 

$ 4,999 or less $100 $ 4,999 or less $60 

$ 5,000-$ 9,999 60 $ 5,000-$ 9, 999 40 

$10,000-$14,999 40 $10,000-$14,999 20 

$15,000 and over 0 $15,000 and over 0 

The criterion for eligibility could be the receipt of a taxable pension 

or annuity as reported on the federal return. The credit could apply 

to retirees from all sectors, including VSRS, and would be based solely 

on the size of AGI �thout regard for pension size or for social 

security benefits. On the other hand, relief could also be extended 

to those who have other forms of taxable retirement income in lieu of 

a pension (e.g., interest, dividends, and rent.s). 

Another alternative that makes no provision for social security 

benefits would be a modification of the current law to provide equal 

exclusions to the various sectors. The current $3,000 exclusion for 

federal civil service retirees could be reduced to the same level of 

$2,000 that applies to the military and private sectors. Conversely, 

the $2,000 exclusion provided for retirees from these two sectors could 

be increased to $3,000, or a compromise exclusion could be provided at 

$2,500 for the three sectors. 

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 
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partial exclusions, and only West Virginia exteµds more relief than 

the Conanonwealth. West Virginia taxpayers who are age sixty-five and 

over receive a $4,000 exclusion for retirement benefits from any source 

and a total exclusion for state pensions. As mentioned earlier, Maryland 

also utilizes the retirement income exclusion concept of tax relief but 

bases it on the annual statewide average of social security and railroad 

retirement benefits paid. The maximum exclusion for 1974 was $2,300, 

which was then subject to reduction for actual social security and 

railroad retirement benefits that the individual received. 

Several states provide income tax relief patterned after the 

federal retirement income credit. They inclu�e 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 with a 
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number of restrictions placed on eligibility fQr them. Payments received 

by retirees from the Oregon public retirement fund are totally excludable. 

The Equity and Revenue Impact of Alternative Forms of Tax Relief--We 

can view any variation of the credit concept or exclusion concept 

of tax relief as a "tax expenditure" because the decision to reduce 

the taxes of retirees is no different than the decision to create a 

government program that would provide financial assistance to them. 

However, the government program appears explicitly on the expenditure 

side while the tax expenditure does not appear anywhere and is thus 

subject to less scrutiny from policy makers and the general public. 

A tax expenditure does not provide relief to those persons with too 

little income to file a tax return, but a program can be designed to 

include benefits for these persons. Finally, revenues available for 

appropriation are reduced whether relief is granted in the form of a 

tax break or a special government program.l/ We estimate that the 

cost to the state of the current retirement income exclusions is from 

$9 to $11 million per year in individual income tax revenues. 

If Virginia were to use the credit concept of tax relief patterned 

after the federal provisions, there would be more equity than the present 

law provides. As shown earlier, the current law violates the concept 

of horizontal equity. It grants different retirement income exclusions 

to different classes resulting in retirees and survivors with equal 

annuities paying unequal taxes. In addition, two individuals may have 

equal retirement income, but one may have a double tax break, since part 

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. 
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of his income may be in the form of nontaxable �ocial security and part 

may be excludable pension income. The livelihood of the other individual 

may depend solely on other taxable forms of retirement income, such 

as interest, dividends, rent, or even limited earnings. The current 

law also does not prohibit individuals with more than one kind of 

pension from claiming more than one exclusion. 

At the same time, the present law does not totally meet the test 

of vertical equity although it does impose an income constraint on 

tax relief. Without a requirement in the law to account for social 

security and railroad retirement benefits as well as other kinds of 

income, one retiree may hav� total income higher than that of another 

but may pay a lower tax. We can show how this might occur if we consider 

two individuals who are both single and over age sixty-five; one is 

retired from military service, and the other is not under a pension 

plan. Assume that the first individual receives total income of 

$8,000 consisting of a $6,000 pension and $2,000 in social security. 

Assume that the seconrl individual has total income of $6,500 of which 

he earns $5,000 from part-time employment, receives $1,500 from rental 

property, and because of his earnings is ineligible for social security. 

Under provisions of the current law the first retiree would have a 

Virginia income tax liability of $22; however, the second individual, 

with less income, would be required to pay $195 • .!/ Finally, because of

the progressive nature of the individual income tax rate schedule, the 

current law enables a retiree whose total income places him in one of 

the higher marginal brackets to receive more relief than one who is in 

a lower bracket. 

!/ These tax liabilities are based on the minimum standard
deduction of $1,300, a personal exemption of $600, and the $1,000 
exemption for age. 
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Adoption of the basic framework of the curr�nt federal retirement 

income credit with the base equal to current maximum social security 

benefits but periodically modified to reflect increases in benefits 

would restore horizontal equity. The greatest tax relief would go to 

those retirees who received little or no social security benefits. 

In particular, federal civil service employees do not contribute to 

the social security system, and those civil service retirees ineligible 

for social security would benefit.!! However, the same tax relief 

would be granted to all retirees when social security payments were

equivalent. Another asset would be that other forms of retirement 

income would be included in the calculation base for the credit. The 

potential to claim more than one exclusion would also be eliminated. 

The federal credit concept would also enhance vertical equity. 

There would be a reduction in the amount of the credit as social 

security and railroad retirement payments to the individual increased. 

The degree of tax relief would be unaffected by the progressive income 

tax rate schedule, since the credit would be granted at the first 

marginal rate. Furthermore, the federal credit concept would eliminate 

the age discrimination in the present law; at the same time it would 

increase relief as age advances because of the progressive decline and 

final disappearance of the earned income restrictions. 

The total cost for Virginia of the full federal retirement income 

credit, which is currently granted at the marginal rate of 15 percent, 

is estimated at approximately $4 million per year, or less than half 

1_/ A recent study indicates that about 2 out of 5 civil service 
retirees do receive social security benefits because of limited employ
ment outside the federal government. See U. S. Civil Service Commission 
Conunittee on Post Of�ice and Civil Service, Survey of Income of Civil 
Service Annuitants, (Washington: U. S. Government Printing Office, 
September, 1973), p. 7. 
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the current cost of tax relief.l/ There are no .data available to 

develop estimates of the cost of a Virginia credit based on current 

maximum social security benefits and granted at the first marginal tax 

rate of 2 percent. However, because of the increased number of in

dividuals who would become eligible for tax relief, the total cost of 

the credit would probably exceed $4 million per year and might possibly

reach the cost of the current law.2J 

The second alternative, which would provide a retirement income 

exclusion based on the statewide average of actual social security and 

railroad retirement benefits, would also improve equity. Since the ex

clusion would be reduced for actual social security or railroad retire

ment benefits received by the taxpayer, much of the same enhancement of 

horizontal and vertical equity would occur as for the credit concept. The 

Maryland plan does not provide for retirement income other than pensions ··,1

and annuities, but if Virginia were to adopt this exclusion concept, it

could define retirement income· to include interest, dividends, rent, and

earned income. The exclusion concept would still enable taxpayers to take

advantage of the progressive income tax rate schedule, but tax relief could

be limited to taxpayers age sixty-five and over, thereby eliminating the

current age discrimination. Estimates of the cost of the Maryland plan for

Virginia range from $3 to $4 million per year; if retirement income were

l/ 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 the 1970 and 
1972 tax years. Excessive sampling variability within AGI classes 
was noted in some instances. 

'!:./ Approximately 20,000 Virginians were eligible for the federal 
retirement income credit in 1972. We estimate that about.170,000 
retirees and survivors are eligible for the current retirement income 
exclusions. 
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defined to include other taxable fonns of income, the total cost might 

increase substantially because of the increased number of taxpayers who 

could take advantage of the tax break. The data are not, however, avail

able to make such an estimate. 

The sliding scale credit concept would treat the pension and 

annuity income of all retirees and survivors the same. Although it 

would better conform to the notions of horizontal and vertical equity 

than current law by granting equal relief to taxpayers within the 

same AGI classes and by reducing tax relief as AGI increases, it 

would still make no provision for nontaxable fonns of income. If 

receipt of a pension or annuity determined eligibility, the cost of 

the first example of a sliding scale credit would be approximately 

$6 million per year, and the cost of the second would be approximately 

$4 million. If the eligibility criterion were expanded to include 

other forms of taxable retirement income, the cost could rise sub

stantially.!/ 

The final alternative, which would equalize the present exclusions 

for all classes of retirees, would better relate to the concept of 

horizontal equity than current law. If the $12,000 income constraint 

were retained, the same degree of adherence to the notion of vertical 

equity in the existing law would be continued. There would still be 

no comparability of relief between those with and without social 

security, and the potential to have double exclusions and to take 

advantage of the progressive rate schedule would still be present. 

:!/ The methodologies used to estimate the cost of the Maryland 
plan and the sliding scale credit are available upon request from 
the Research Division of the Department of Taxation. 
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Unless the exclusions were extended to retired persons with other 

taxable forms of income, both concepts of equity would suffer even 

more. Finally, unless the age constraint on military retirees were 

removed, or imposed upon all retirees, age discrimination would con

tinue in the law. Table 3.23 shows the estimated costs of various 

exclusions by class of annuitant, with and without an age constraint 

for retirees, but with continuation of the current AGI constraint.!! 

These estimates are based on the assumption that exclusions would be 

granted only for taxable pension and annuity income and not for other 

taxable forms of income, but again their total cost could increase 

substantially because of the added number of eligible individuals. 

Conclusion--Tax relief can be granted to retirees and survivors in 

various forms. Before Virginia decides which of these forms is 

most acceptable in terms of both equity and cost, it should decide 

which notion of horizontal equity that it wishes to achieve. Unless 

provisions for tax relief conform consistently to one of the approaches 

outlined in this section, the tax treatment of retirees and survivors 

will continue to differ significantly between classes. 

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 

!/ We estimate the cost of eliminating the AGI constraint to be 
from $2.0 to $3.0 million, assuming continuation of the current exclu
sions to all sectors. If all retirees received maximum exclusions of 
$2,000 with no age restrictions, we estimate the cost of eliminating 
the AGI constraint to be as much as $4.0 million more than the amounts 
shown in Table 3.23; if each retiree were to receive a $3,000 exclusion 
with no age restriction, we estimate the cost to be as much as $5.5 
million more than the amounts shown in the table. 



Civil Service 

Military 

Private 

Total 

Civil Service 

Military 

Private El

Total 

$2.000 

$1.8-$2.2 

0.5- 0.7* 

3.1- 3.9 

$5.4-$6.8 

TABLE 3.23--ESTIMATED COST BY SECTOR OF VARIOUS RETIREMENT 
INCOiE EXCLUSIONS, ASSUMING $12

1
000 AGI CONSTRAINT {MILLIONS)!!./ 

Retirees 
�e 60 Constraint Without 

$2.500 $3,000 $2,000 

$2.6 $2.8-$ 3.4 $1.8-$2.2 

0.8 0.9- 1.1 2.6- 3.2 

4.3 4.5- 5.7 3.1- 3.9* 

$7.7 $8.2-$10.2 $7.5-$9.3 

Survivors (Without �e Constraint) 
$1.000 $1.500 $2.000 $2.500 

$0.4 $0.6-$0.7* $0.8 $1.0 

0.2 0.3- 0.4* 0.4 0.5 

- *
--

$0.6 $0.9-$1.1 $1.2 $1.5 

Age Constraint 
$2.500 

$ 2.6 

3.7 

� 

$10.6 

$3.000 

$1.2-$1.4 

0.6- 0.8 

$1.8-$2.2 

$3,000 

$ 2.8-$ 3.4* 

4.0- 5.0 

4.5- 5.7 

$11.3-$14.1 

Note: An explanation of the methodology used to develop these estimates is available from the Research Division of the Department 
of Taxation. 

* Current provisions.

f!./ We estimate the cost of fully excluding VSRS benefits to be from $1.4 to $1.8 million per year, which must be added to the total 
cost of any of the alternative plans outlined here. Data are not available to make estimates of the cost of extending partial exclusions 
to VSRS annuitants; however, if the same treatment were applied to VSRS annuitants as those from other sectors, the cost would be reduced. 

"!!./ The number of survivors from the private sector is indeterminable from total private annuitants. The cost of relief to private 
survivors is therefore included in the cost to private retirees. 

I 
.... 

I 
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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 di.vidends paid out of earnings and prof its of corporations engaged 

in manufacturing, mining, merchandising, business service, and 

farming. 

During preconformity (all taxable years beginning before 

January 1, 1972), Virginia law provided that if only part of the income 

were assessable - that portion derived from business 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 income is taxable in 

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 
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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. There is substantial controversy over the double tax

ation of dividends. If the burden of the corporation tax is perfectly 

shifted away from capital to consumers or wage earners, then dividend 

income is actually not taxed twice under the current law. The corpora

tion when making its payment is simply carrying out its designated 

function as a tax collecting agency with actual profits and dividends 

no lower than they would be if the tax were not imposed. If the burden 

of the corporate tax is borne by capital, the double taxation argument 

is valid. When business managers are questioned about shifting, they 

feel that the corporate tax is shifted through their pricing policies. 

Economists, however, disagree over the evidence supporting the shifting 

of this tax.!/ Thus the double taxation argtunent supporting the dividend 

exclusion is open to question. 

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 in�ome to pay the same tax. Moreover, the 

$100 dividend exclusion already granted under conformity probably 

mitigates any adverse effects of double taxation for the average tax

payer. 

Another argument for elimination is that this form of tax relief 

!/ See the discussion of the shifting arguments in the earlier 
section on the corporate income tax. 
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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 

1/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.I/ This loss can be viewed 

as a tax expenditure. Its objectives and effects are similar 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 

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 demands for more revenue, for such a step would 

yield the state $3 to $5 million annually, The commission did 

1/ The letter from the Division of Industrial Development with 
these views and other comments on the taxation of dividends is on 
file with the staff of the commission and has been published in Senate 
Document No. 13, the report of the commission to the 1975 session of 
the General Assembly. 

1/ This estimate relies on data made available by the Internal 
Revenue Service in Statistics of Income - 1971 2 Individual Income Tax 
Returns (Washington: Government Printing Office, 1973). 
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reconunend to the 1974 session of the General Assembly elimination of 

the exclusion in Senate Bill No. 61, which was carried over to the 

1975 session of the General Assembly and was then defeated. 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. At the same 

time, we must indicate that most of the reasons for doing away with 

the Virginia corporate dividend exclusion also apply to the bank 

dividend exclusion. 

Taxation of 100 Percent of Capital Gains 

We can define capital gains as gains that result from the sale 

of assets other than those held in the ordinary conduct of business. 

Inventory gains made by a department store or gains from appreciation 

in the value of securities held by a security dealer are viewed as 

ordinary income. On the other hand, gains from the sale of securities 

held by an investor or of a house by a homeowner are given preferential 

capital gains treatment. Under the federal provisions to which 

Virginia has conformed since 1972, this treatment extends to the 

sale of assets held over six months and reduces it by 50 percent for 

purposes of taxation. Prior to conformity, Virginia did not distinguish 

between capital gains and ordinary income in determining taxable 

income. 

What are the arguments favoring the continuation of this pre

ferential treatment? One is that capital gains are discontinuous 

and volatile so that they would be subject to more tax under a pro

gressive rate schedule than would an equal amount of income received 

in a steady flow. Another is that capital gains are not expected 
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as regular income but are windfalls that accrue without intention. 

A third is that taxing capital gains at 100 percent would decrease 

the effective rate of return on investments, thereby reducing the 

amount of investment and ultimately the level of economic activity. 

Finally, full taxation of capital gains would go against the con

formity structure that Virginia, along with thirty other states, 

has adopted. Conformity, by making the Virginia individual income 

tax very similar to the federal income tax, has led to greater 

simplicity for the taxpayer, better reporting of income tax data, and 

more efficient administration of the tax. 

What reasons are there to oppose favored treatment? If capital 

gains are discontinuous and volatile, the way to meet the problem 

is through adequate averaging provisions. Some gains may be wind

falls, and others may not; in neither case does it seem valid to 

apply an expectation criterion to determine income. Every capital 

gain produces an increase in an individual's wealth and taxable 

capacity. Not to treat capital gains as ordinary income violates 

the notions of horizontal and vertical equity. The preferred treatment 

appears to create a strong incentive to take capital income in the 

form of capital gains rather than profits, dividends, or interest, 

especially as income and the marginal tax rate increase. In the 

early 1970's, the latest period for which data are available, approxi

mately one-half of all capital gains in Virginia and at the national 

level were found among persons with AGI's over $50,000. The result 

is not only different tax liabilities at given levels of income but 

an offset to the progressivity of the individual income tax. Of 

course, the top marginal rate in Virginia is 5.75 percent as compared 

to the top federal rate of 70 percent; taxation of all capital gains 
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at this lower state rate would probably not deter capital investment. 

A final argument against special treatment is that it is a tax expen

diture costing the state $10 to $15 million annually •. !/ The state 

could use these monies to meet any future demands for more revenue.!/ 

Personal Income Tax Credit on Food for Home Consumption 

If some allowance is to be made for the sales tax paid on food for 

home consumption, an alternative to exemption is an income tax credit. 

As Table 3.24 shows, at the close of 1973, 16 states and the District of 

Columbia used some form of the tax credit device. Of these, Colorado, 

Nebraska, and the District of Columbia granted a personal income tax 

credit to compensate for a sales tax on food. The credit was granted on 

all resident income tax returns; in addition, refunds were made to those 

without a tax liability. The credit, as these areas used it, was calcu

lated by the number of personal (exclusive of those for age and blindness) 

exemptions per tax return times the credit. Nebraska had a $10 credit, 

Colorado a $7 credit, and the District of Columbia, a credit ranging from 

$2 to $6 per personal exemption, depending on the taxpayer's income bracket, 

for those with income below $6,000. Two states - Hawaii and Massachusetts -

give the credits for consumer type taxes. Hawaii gave an additional credit 

for drug and medical expenses. Vermont allowed a credit for sales taxes paid 

based on income and the number of personal exemptions. In addition, Idaho 

1/ This estimate relies on data from the 1971 state individual 
income tax file and from special computer printouts for 1972 federal 
tax returns made available by the Internal Revenue Service. 

l:.I For more on the subject, including a discussion of the 
taxation of unrealized capital gains, see Richard A. Musgrave and 
Peggy B. Musgrave, Public Finance in Theory and Practice (New York: 
McGraw-Hill, Inc., 1973), pp. 226-231. 



TABLE 3.24 - STATE USE OF A PERSONAL INCOME TAX CREDIT-REBATE TO MINIMIZE OR OFFSET 

THE REGRESSIVITY OF SALES AND PROPERTY TAXESl 

v-

State Type of credit adopted Amount of cradit Law Administrative Procedure 

Arizona • o o o o  O I o o o o  For •nlor citizen 1973 Varies bated on in· Chap. 182 (H.B. 2311, The State Tax Commission shall make available suitable 
property tax relief come. Income Laws 19731 forms with instructions for claimants, including a form 
(homeowners and ceiling-single which may be included with or as a part of the individual 
rentanl $3,500; married income tax blank. If allowable claim exceeds income tax 

$6,000 (value of liability, a refund will be granted. 
property may not 
exceed $5,000) 

Arkansas • • • • • .. . • .. For •nior citizen 1973 Varies based on in· Act 63 (H.B. 10, Laws The Department of Finance and Administration shall make 
homestead relief come. Up to $400 19731 available suitable forms with instructions for claimants. If 

if income was allowable claim exceeds income tax liability, a refund will 
$1,500 or less; be granted. 
up to $175 if in-
come was betwNn 
$4,500 and $5,500 

Celifornia . . . . . . . . . . Tax relief for 1972 Varies baNd on in- Ch. 1406 (S.B. 90, Laws Credit to be claimed on returns in such form as the 
renters come. Credit ranges 19721 Franchise Tax Board may prescribe. If credit exceeds tax 

from $25 for indi· liability, a refund will be allowed. 
viduals with A.G.I. 
under $5,000 to $45 
with A.G.I. of $8,000 
and over 

Colorado . • • • • .. • • .. For sales tax paid 1965 $7 per personal Chap. 138, Art. 1 (Secs. Credit to be claimed on income tax returns. For resident in-

on food exemption (exclu· 138-1-18 & 138-1-19 dividuals without taxable income a refund will be granted 
sive of age and added by H.B. 1119, on such forms or returns for refund as prescribed by the 
blindness) Laws 1965, effective Director of Revenue. 

6/1/65 

For •nlor citizen 1971 Varies with in- Chap. 138, Art. 1 Credit claimed on income tax returns or, for thON having 
property tax relief come up to $8,300; (Secs. 138-1-20 & no taxable income, on forms prescribed by the Department 
(homeowners and limited to 50 per- 138-1-21 added by of Revenue. 

rentan) cent of property H.B. 1040, Laws 1971, 
tax or$270 effective 7/1 n 11 

Hawaii ••.•••..•••.• For consumer· 1965 Varies bated on Chap. 121 (Secs. 121-12·1 The Director of Taxation shall prepare and prescribe the 
typataxes income2 & 121-1-12·2 added by Act appropriate form or forms to be used by taxpayers in filing 

155, Laws 1965) claims for tax credits. The form shall be made en integral 

Sae footnoteo It the end of lllble. 
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TABLE 3.24 - STATE USE OF A PERSONAL INCOME TAX CREDIT-REBATE TO MINIMIZE OR OFFSET 

THE REGRESSIVITY OF SALES AND PROPERTY TAXES! (Cont'd)

Year 
State Type of credit adopted 

Hawaii (Continued) •••• For drug or medical 1970 
expenses 

For household rent 1970 

Idaho •••••••.• , , ••• For sales taxes paid 1966 
and 
1969 

lndl1n1 •• , ••••••••• Hom11181d rallef for 1973 
aenlor cltlz1n1 ind 
disabled person, 

Kan• l e  l l l t  I I 1 1 1 1 Homestead rellef for 1970 
· sen !or cit Inn, and and 

dlsabled '*'°"' 1972 

MIUIChullttl •..••••• For conaumer-type 1966 
taxes 

Michigan,,, ,,,.,,,, Property tax relief 1973 
for Ill hom_,.ra 
er,d renters 

IN footn- It lhe encl of table. 

Amount of credit 

Varies based on in· 
coma 

do 

$10 credit per 
personal exemption 
( rebate applicable 
to taxpayan 65 
and over only) 

Varies baaed on In-
come and amount 
of property tax' 

Varin, baaed on In-
come and amount 
of property tax 

$4 for taxpayer, $4 
for apou11, If any, 
and $8 for each quail• 
fled depandent4 

Credit equel to 60% 
of excm texes 
( 100% for elderly). 
Excess taxes • 
hO!'!!estead tllXII (or 
� equivalent for 
renters) In exCISS 
of 3.5% of total 
household Income 
(various tower per
centages for elderly 
with income below 
$6,000). Maximum 
relief $5005 

Law 

Act 180, Laws 1970; 
sec. 235-56 

Act 180, Laws 1970 

Chap. 195, Laws 1965. 
Chap.456,Laws1969; 
Sec. S3-3024(t!l 

H.B.1144, Laws 1973 

Chap. 403 (H.B. 1253, 
LIWI 1970!; Chap. 383 
(S.!I. 474, LIWS 19721 

Chep. 62 (Sec:. 6b ada.-: 
bv ch. 14, Act, 1966: 

A� 20 (H.B. 4207. '...IIM 
1973) 

Administrative Procedure 

part of the lridivldu�I net income tax return, In the event the 
tax credits exceed the amount of the Income tax payment$ 
due. the excess of c"!d•ts over payments due shall be refunded 
to the taxpayer. 

Credit (or rebate if credit exceeds tax liability) to be claimed 
on income tax returns. For resident individuals (85 and over) 
wi::i�u� taxable lnco:ne a refund will be granted on such 
forms or returns for refund as prescribed bv the State Tax 
Commission. 

Tile I ndlana Department of State Revenue shall make avaii· 
Ible 11U itable form, with Instructions for claimants. If credit 
exr.P.eds ln-:ome tax duOJ I refund will be granted. 

Te:,; i::edlt (or rebat• If credit exceeds tax llabilityl, The 
Department of Flevtoriue lha!I !'T'1ke ev1l11ble su•table forms 
w!�k ,nstruc,tlons for claimants, including a form whlcll may 
b, :ncluc!ld with or I part of the indivlduel lr•come tax blank. 

C!"<J?1! tel be r.'�l,.,ed on Income tax �,tums. If credit ,xceeds 
l"�orn, tax �;,;r, � ref-.!nd will be grer,ted, 

Tl'le ;eve-J, 1;:vlsion of tt,e departr>ient of trea11Urv s!ia•; 
p!'"ovide �c�s �or c!ei�i.,� �e cP'ec:� �ich form� :;'.'lai: 
b'!I e COl':"por,ert� Part of !!'le S�t• 1r.cor.,e tax re�ms. 
If credit exc�s tax liability a r�ncl wlll be allowed. 

I 
.... 
\0 
0 
I 



TABLE 3.24 - STATE USE OF A PERSONAL INCOME TAX CREDIT-REBATE TO MINIMIZE OR OFFSET 

THE REGRESSIVITY OF SALES AND PROPERTY TAXES! (Cont'd)

State 

Minnesota .....•.. , . 

Missouri ......... . 

Nebraska ......... . 

New Mexico .......• 

See faotnotm at the end of tabla. 

Type of credit 

For senior citizen 
homestead relief 

Tax relief for renters 

Homestead tax relief 
for senior citizens 

For sales tax paid 
food 

For all State-local 
taxes 

Veer 
adopted 

1967 

1967 

1973 

1967 

1972 

Amount of credit 

Credit ranges from 
$1 tc> $72 0 based 
on household in
come up to $5,999 
and amount of 
property tax or 
equivalent rent up 
to $80 0 ( 20'K, of 
rent = tax equivalent) 

10% of the total 
amount paid by 
claimant as rent, 
not to exceed $12 0

Credit is based on 
amount by which 
property taxes or 
rent equivalent ex
ceed varying per
centages of income, 
ranging from 3% if 
income is not over 
$3,000 to 4% if in
come is between 
$ 4,5 01 and $ 7,5 00. 
Not more than $400 
tax considered for 
relief. (18% of rent = 

tax equivalent) 

$10 per personal ex· 
emption (exclusive 
of age and blindness) 

Credit varies from 
0 to $133 based or 

modified gross in
come up to $ 6,000 
.-Id total number 
of personal exemp-

Law 

Chap. 2 90 (Secs. 290.06 01 
to 290.0617 added by 
Ch. 32, Art. VI, Laws 
1967, Rev. 1973) 

Chap. 2 90 (Secs. 290.981 
to 290.992 added by 
Ch. 32, Art. XVII, 
Laws 1967, Rev. 1973 

H.B. 149, 417, 425, 471 
and 4 7, Laws 1973 

H.B. 3 7 7, Laws 1967 
Rev. 1972 

Chap. 2 0, Laws 1972; 
Chap.338,Laws 1973 

Administative Procedure 

Tex credit or refund to be claimed on income tax return. 
Department of Taxation shall make available a separate 
schedule for information necessary to administration of 
this section and the schedule shall be attached and filed 
with the income tax return. Cash refund granted if property 
tax credit exceeds State personal income tax liability . 

Same as above. 

Credit to be claimed on income tax returns. If allowable 
credit exceeds the income tax reduced by other credits, 
then the excess shall be considered an overpayment of the 
income tax. 

Credit to be claimed on income tax returns. Refund will be 
allowed to the extent that credit exceeds income tax pay
able but no refund will be made for less than $2. 

Credit to be claimed on income tax returns. If the tax credit 
exceeds the taxpayer's income tax liability, :he excess shall 
be refunded to the taxpayer. 

I 
.... 
\0 
.... 
I 



TABLE 3.24 - STATE USE OF A PERSONAL INCOME TAX CREDIT-REBATE TO MINIMIZE OR OFFSET 

THE REGRESSIVITY OF SALES AND PROPERTY TAXES! (Cont'd)

v-

State Type of credit adopted Amount of credit Law Adn.!nistrative Procedure 

New Mexico (Continued) .. tions taken for fed· 
eral income tax pur· 
poses plus an addition-
al examption for each 
person 66 and over 

Vermont ....•....... For sales tax paid 1969 Varies, based on in- H.B. 125, Laws 1969; Credit to be claimed on income tax returns. Credits prop-
come and number Chap. 152,Sec. 5829 erly claimed by resident individuals who have no income 
of personal exemp- or no income subject to Vermont tax will be allowed the 
tions ( oth• than full amount of the credit as a refund. 
age and blind..a)1 

For property tax relief 1973 Equal to the amount H.B. 222, Lav,s IP6S; The credit may not exceed the property tax, but if income 
by which property Chap. 139,Se:. 5�C1: tax liability is less than the credit the difference betweal 
taxes or rent con- Chap. 81 (H.B. 15f- the liability and the credit will be refunded. 
stituting property Laws 19731 
taxes on their 
households exceeds 
varying pscents of 
the individuals total 
household income. 
Maximum credit 
$500. (2()'11, of rant = 
tax equivalent) 

Wisconsin ...•••••.••. For homes!Nd tax 1963; Varin, bned on in- Chap. 71 (Sec. 71.09 Tax credit or refund to be claimed on income tax return. 
relief 1973 come and 1mount (7) added by Ch. 566 The Department of Taxation shall make available a 

of property tax or (A.B. 301). Ch. 580 separate schedule which shall call for the information 
rental paymel't (25% IA.B. 907) repealed & necessary to administsing this section and such schedule 
of rent = tax recreated Sec. 71.09(7) shall be attached to and filed with the Wisconsin income 
equivalent) Chap. 90, Laws 1973 tax form. Cash refund granted if propsty tax credit ex-

ceeds State personal income tax due. 

Washington, D.C ...•.... For •les tax paid on 1969 Varies, based on in· P.L. 91-106 (H.R. 129821 Tax credi, or refund to be claimed on income tax return. 
food come9 (credit ap-

plicable to low in-
come ta,cpayers on!yl 

... footn- It die end of -·· 
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TABLE 3.24 - STATE USE OF A PERSONAL INCOME TAX CREDIT-REBATE TO MINIMIZE OR OFFSET 
THE REGRESSIVITY OF SALES AND PROPERTY TAXES! (Cont'd)

,----"-�-------------

----------------�------�---------------------------

11; a taxpayer hats no Su111 pol'IUlal Income ..,. llebllhy or I W< liability in•ufficient to ebsorb th• entire credit le negative tax credit 1ltuetlonJ hi is entitled to the appropriate c11h refund. If the taxpayer's State 
porsonal liobllity 11 equal to or gr .. w, thon the tax cradit, 11;. :,e,.,,r,al Income tax llabili,v 11 reduced by the amount of the crodlt le positive tax credit situation). 

2Th• crlildits for consumtr•ty;,a tax• are based on "modifi.S lldj.,,tld gr:..slli 6ncom1" lregular uuc11bl1 Income plus exempt income such as social security benefits, life Insurance proceeds, etc.) and range from S21 per 
q�•l:t:ed exarr.ption far taxp:,yars hd/lng a modified adjusted gross income of I• than $1,000 to $1 per exemption wne111 such Income is between $8,000 and $9,999. 

� Aonges from 75% of propar,v tax or tent constituting pro;,t,rty tax f:,r income balcm $500 10 10% for Incomes between $4,000 and $4,999. Maximum amount of property tax considerad for r1U1f 11 $500. Twen!Y 
percent of rent aQuals prOl)llrtY iax tquivalant. 

4tredits era only allowed if tou.1 taxable income of taxpayer and spouse, if any, don not exceed $5,000 for the �xable year. 
's.vonteon porcont of grass rer,t is deemed to be proparty tax. 
6 All homeowner, ruldlng In their own homos are ollowad I CllteCt 111duction of their propor1y tax11 due by means of the Hom11t1od Property Tex Crodlt. Thi, cradil ernounts to 35 percent of the !Ix lovy, oxclucRng 

the afflOllnt 11vi;,d for bon:ild lnciabddnta, to a rnaxlmum cr..iit $260. Senior citizen homeownon also recoivo thl1 ctedlt. Local governments are reimbursed for their tax las1 from tho 11111 pr-ty -
relief f�r.d. 

1E:aeray :n,;y cn:..>se inis reliof or 111nlor citizen relief but no, both. 
8 ilanges from $1 :z to $81 for 1axpoy1r1 having lea thin $1,000 tOUI housohold income to $0 to S36 for those having between $8,000 end $6,999 income, based on number of pononol axemptionL 
9 LOw incoma mx;.ayar. l.1<G: not over se,o:io) are allowed I credit ranging from $2 to $6 par personal 1x1mpt1on, depending upon tho taxpayer·, income bracket. 

SOURCE: Connnerce Cleari�g House, State Tax Reporter as shown in Advisory CotIUnission on 
Intergovernmental Relations, Federal-State-Local Finances: Significant Features of Fiscal 
Federalism, 1973-74 Edition, (Washington, D. C.: U. S. Government Printing Office, 1974), 
pp. 276-280.
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granted a $10 tax credit against sales taxes paid for each personal exemption, 

and New Mexico granted a sliding scale credit against all state and local 

taxes based on modified gross income up to $6,000 and the total number of 

personal exemptions. Finally the tax credit mechanism was used in Arizona, 

Arkansas, Colorado, Indiana, Kansas, Minnesota, and Missouri for senior citizen 

homestead relief. Similarly, California, Hawaii, and Minnesota granted a tax

credit for homeowners as well as renters. For summary information on the tax 

credit plans used by the 16 states and the District of Columbia, see Table 3.24. 

Since 1973, a number of states have either implemented new tax credits 

or extended or repealed existing ones. Michigan provided a tax credit for sales 

taxes paid on food and prescription drugs for taxable year 1974 only, Oklahoma 

now allows a credit for homestead taxes for senior citizens and disabled 

persons, and the District of Columbia provides an income tax credit for real 

property tax relief. In addition, Colorado increased and extended to disabled 

persons its credit for property tax relief and enacted a one time increase in 

the food sales tax credit from $7 to $21 applicable to 1973 income taxes. 

Nebraska increased its credit for sales taxes paid on food from $10 to $13, and 

Idaho permanently extended to $15 a temporary increase in its sales tax credit. 

New Mexico extended its sliding scale credit for all state and local taxes paid 

to taxpayers with modified gross incomes less than $7,000 and enacted a credit 

for sales taxes paid on medicine and medical and dental services. Hawaii 

repealed its tax credit for drug or medical expenses •. !/

A tax credit has several advantages over exemptions. It eliminates any 

administrative costs and difficulties of exempting food for home consumption 

from the sales tax. In addition, if there were a desire to provide benefits 

1/ Commerce Clearing House, Inc., State Tax Review, January 15, 1975, 
Vol. 36, No. 2, pp. 5-12; Federation of Tax Administrators, Tax Administrators 
News, May, 1975, Vol. 39, No. 5, pp. 49-50. 
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to a specific group, such as residents of low income persons, a tax credit 

could be devised to benefit only those persons, but a food exemption would 

apply to all residents and nonresidents. Since any tax credit system would 

at least exclude nonresidents, the revenue losses caused by it could not 

exceed and would probably be less than those caused by a food exemption. 

Finally, food consumption differs by income level, family size, age, distri

bution, marital status, tastes, and other less obvious factors. As a 

result, outlays for food for home consumption are a crude measure for 

designing a specific pattern of tax distribution. A tax credit can be 

designed to provide a constant amount of relief regardless of income or can 

be made to vary by income class and perhaps other designated policy variables • .!/

One drawback of a credit is that administrative procedures would have 

to be adopted to avoid its abuse. Another drawback of a credit is that 

increases in the cost of living are not accounted for unless the law is 

periodically amended to raise the amount of the credit. A third potential 

problem is that the number of income tax returns filed in Virginia would 

increase by an estimated 200,000 to 300,000, since any resident citizen 

would qualify for the tax credit regardless of his income.±/ 

The following analysis gives an estimate of the impact of an income tax 

credit for Virginia. If the credit is to compensate in full for consumer 

purchases of food for home use, then an estimate of the amount of this consump

tion is required. In tax year 1972, an estimated $62.4 million in sales tax 

receipts would have been collected from purchases of food for home consumption 

!/ For more on the subject of a tax credit versus the exemption of food 
for home consumption, see James A. Papke, "New Perspectives in Retail Sales 
Taxation," in Proceedings of the National Tax Association, Vol. 58 (1965) PP• 
258-270.

2/ The tax credit would be computed against state income tax liability.
Those-residents ·qualifying for relief whose tax liability is less than the 
credit or who do not have to pay any tax would receive a cash payment from the 
state up to the dollar amount of the credit. 
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taxed at the sta�� rate of 3 percent. The civilian resident population of the 
1/

state in 1972 is estimated to have been 4,612,000.- If we divide the sales 

tax receipts for food for home consumption by the civilian resident population, 

the tax credit per person would be $13.54, or a rounded figure of $13.50. An 

'estimated 4,451,000 people J:./ would have applied for the credit, costing the 

1state $60.1 million in revenue. If, on the other hand, the state were to grant 

a $10 credit, the cost would have dropped to $44.5 million.1/ 

An income tax credit for the sales tax on food would mean a revenue loss 

slightly less than direct exemption of the sales tax on food. Nonresidents would 

not qualify for the credit, and not all residents would apply. If the credit 

were below the exact resident per capita food consumption amount - at $10 for 

example - not all food consumption would be exempt. People consuming luxury 

!/ U. S. Bureau of the Census, "Estimates of the Population of States: 
July 1, 1972 and 1973," Series P-25, No. 508 (Washington: U. S. Government 
Printing Office, November, 1973), p. 2. 

J:./ The 4,451,000 was derived by first taking the total of 1,636,741 
returns and eliminating the estimated 47,000 nonresident returns. The 
1,589,741 resident returns were then increased by 15 percent to 1,828,202 to 

: reflect the additional returns from low income Virginia residents with no tax 
liability who would have qualified for the credit. The difference of 238,461 
returns was multiplied by 2.0 (an estimate of the average number of personal 
and dependent exemptions per return for low income persons) and added to the 
number of returns with tax liability, 1,589,741, multiplied by 2.5 (the average 
number of personal and dependent exemptions per return for 1972). The 15 

_percent estimate was obtained as a high estimate of increased returns incurred 
by Colorado, Nebraska, and Indiana when they implemented the tax credit. See 
John F. Due, "The New State Sales Taxes, 1961-68," National Tax Journal, Vol. 21 
No. 3, (Washington: September, 1968), p. 270. 

1./ If the credit were to compensate for food and nonprescription drugs, 
it would be $15 per person based on 1972 tax receipts. 

$62.4 million (food)+ $4.5 million (nonprescription drugs). $l4•50 
4,612,000 

The revenue loss would have been $64.5 million. 
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foods would therefore have only a portion of their food budget excluded from 

the tax • 

. Another possible option is to base the credit on income level.1/ For 

example, the $13.50 credit might be restricted to returns with less than $7,000 

of AGI. In 1972 we estimate that this would have cost $23.2 million - not quite 

two-fifths of the cost for a credit not restricted by income. If on the other• 

hand, the credit were restricted to returns with less than $10,000 of AGI, the 

cost to the state in 1972 would have been approximately $32.1 million, or about 

half the cost for a credit not restricted by income.l:./ An argument against basing 

the credit on income level is that such a procedure arbitrarily chooses who shall 

and who shall not receive sales tax relief. For instance, a family or person 

whose AGI rose from $6,999 to $7,000 under the first proposal or from $9,999 to 

$10,000 under the second would not receive the $13.50 credit. 

1/ In 1973 the credit was tied to income in Arizona, Arkansas, California, 
Colorado, Hawaii, Indiana, Kansas, Minnesota, Missouri, New Mexico, Vermont, 
Wisconsin, and Washington, D. C. For detailed information, see Table 3.24. 

l:.I Based on the following estimates of number of exemptions: 

Adjusted Gross Income Number of Exemption�/ 
None 476,922 

$ 0 - $ 999 143,487 
$1,000 - $1,999 151,943 
$2,000 - $2,999 153,038 
$3,000 - $3,999 176,855 
$4,000 - $4,999 200,074 
$5,000 - $5,999 203,536 
$6,000 - $6,999 210,674 
$7,000 - $7,999 216,890 
$8,000 - $8,999 219,625 
$9,000 - $9,999 225,430 

a/ Excludes exemptions reported on separate returns since it was 
assumed the combined AGI of both husband and wife would exceed $7,000 and 
$10,000, respectively. The number of exemptions has not been reduced to 
account for nonresident returns, since a breakdqwn.of such returas by AGI

class is not available; as a result, the -.cost of credit alternatives based 
on these data is slightly overstated • 
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An alternative that would temper the impact of such a change in income 

is a variable, vanishing, or sliding scale credit. The credit could be 

$13.50 for persons with an AGI less than $1,000 and could decline in $2 incre

ments for each $1,000 rise in AGI until it reached $1.50 for the $6,000 -

$6,999 AGI class and disappeared for an AGI of $7,000 or greater. In 1972, we 

estimate that the revenue cost of this option would have been $15.0 million. 

An argument against a variable credit based on restricted AGI intervals is that 

inflation could erode the relative position of those who would benefit from the 

tax credit. A better proposal might be to broaden the AGI intervals by including 

higher income levels in order to offset the nominal growth in income caused by 

inflation. For instance, a $13.50 credit could be given to those with AGI less 

than $1,000, declining to $11.50 for the $1,000 to $1,999 income class. The 

credit could then decline in $2 increments for each $2,000 rise in AGI 

until it reached $3.50 for the $8,000 to $9,999 AGI class and disappeared 

for AGI of $10,000 or more. For 1972 we estimate that the revenue cost of 

this option would have been $20.2 million • .!/ 

Su11DilSry 

Through either an income tax credit or exemption from the sales tax on 

food for home consumption, the state would lose substantial revenue.J:./ The 

income tax credit would apply only to residents and could be designed to provide 

a lower loss of revenue. A credit geared below a certain level of income would 

be less costly than a general credit but would give tax relief only to low or 

middle income residents. In order to keep up with inflation, the tax credit, 

];/ For more on this question and other equity implications of a tax
credit, see James A. Papke and Timothy G. Shaben, "Optimal Consumption -
Base Taxes: The Equity Effects of Tax Credits," National Tax Journal, 
Vol. 25, No. 3, (Washington: September, 1972), pp. 479-487. 

J:../ If the state also provided relief for the 1 percent local option
sales tax, the revenue loss would increase by one-third. 
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any income constraint, and any bracketing unde� a vanishing credit would 

have to be reviewed regularly. 

Individual Income Taxes and Inflation 

Introduction 

In an era of inflation a progressive individual income tax (whether 

federal or state) becomes a mechanism for raising the effective tax rate of all 

taxpayers without any type of legislative action. This occurs even if the 

real purchasing power of taxpayers' inflated incomes is constant, .because with 

fixed rate brackets, fixed personal exemptions, and fixed standard deductions, 

inflation raises taxpayers' incomes into higher marginal rate brackets with 

the associated higher tax liabilities. The effect of inflation on tax liability 

is more clearly illustrated with an example. Assume a taxpayer with a base 

period AGI of $5,000 and a second period where 50 percent inflation has 

occured (i. e. incomes are 50 percent higher as are prices of everything 

purchased). The following table details the calculation of his tax liability 

in the base period and the 50 percent inflation period: 

Adjusted Gross Income 
Less: Personal Exemption 
Less: Standard Deduction 

Net Taxable Income 

Current Dollar Tax Liability 

Tax Liability Adjusted for 
Inflation 

Net Real Purchasing Power Gain 
by Government 

Effective Rate (percent) 

Base Period 

$5,000 
600 

1,300 
$3,100 

63 

63 

1.26 

50 Percent 
Inflation Period 

$7,500 
600 

1,300 
$5,600 

150 

100 

37 

2.0 

The AGI in the inflation period is $7,500 versus the $5,000 in the base period, 

but the personal e,xemption and standard deduction remain fixed. NTI increases 

from $3,100 to $5,600 with the current dollar tax liability increasing from $63 
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to $150 and the effective rate rising from 1.26 to �-0 percent. Deflating the 

$150 to base period dollars yields $100 in base period dollars or a gain of 

$37 in base period dollars by government. The progressive structure and 

fixed dollar personal exemption and standard deduction coupled with inflation 

have lowered the taxpayers real after tax income by $37 and raised govern

ment's share of the total purchasing power. This purchasing power transfer 

necessarily tends to expand the role of government in the economy without any 

type of active legislative debate. 

Empirical Studies of Inflation and Taxation 

Using national data Charles Goetz and Warren Weber found that between 

1954 and 1970 inflation raised tax rates on real incomes for many taxpayers, 

but especially those with low incomes or larger families. !/ Real disposable 

incomes declined at all real AGI levels from 1954 to 1963 as inflation forced 

nominal incomes :into higher marginal tax brackets. The Kennedy-Johnson tax 

cut increased real disposable incomes above their 1954 levels for all real 

AGI levels studied. The effects of inflation during the latter half of the 

1960's caused the gains in real incomes from the Kennedy-Johnson tax cut to 

be almost completely eroded by 1970. 

Using 1970 Internal Revenue Service data James Buchanan and James Dean 

found that a 10 percent general inflation would have raised federal personal 

income tax collections by 14 percent. Alternatively, a 10 percent rate of 

inflation raised real income tax collections by roughly 4 percent or shifted 

4 percent of total purchasing power to government,2/

1/ Charles J. Goetz and Warren Weber, "Intertemporal Changes in Real 
Federal Income Tax Rates, 1954-70," National Tax Journal, Vol. 24, No. 1, 
(Lancaster: March, 1971), pp. 51-63. 

2/ James M. Buchanan and James M. Dean, "Inflation and Real Rates of 
Income Tax," presented·at 1974 Annual Meeting of the National Tax Association 
held in St. Louis, p. 5. 
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Taking the income distribution of taxes as given, George M. Von Furstenberg 

found that at given levels of real income the elasticity of the average federal 

tax rate with respect to inflation was .60.!/ This implies that taxes are 

raised by 16 percent after one year of 10 percent inflation. He also found that 

inflation has lowered the progressivity of the tax structure. This occured be

cause itemized deductions, normally only claimed by the higher income taxpayers, 

have kept up with inflation while the standard deduction has changed only slowly. 

No study of the effect of inflation on Virginia income taxes has been con

ducted. It is safe to assume that inflation has affected Virginia income tax 

collections signficantly. The percentage of Virginia AGI in the $0-$3,000 

bracket has declined from 65 percent of total AGI in 1960 to 38 percent in 1973, 

the latest year available. The percentage of AGI in the over $5,000 bracket rose 

from 21 percent in 1960 to over 43 percent in 1973. Presumably, a substantial 

amount of this shift can be attributable to real economic growth in Virginia, al

though some part of it can be attributed to inflation. The result has almost cer

tainly been a shift in real purchasing power from the private to the public sector 

in the state. 

Suggested Solutions 

Several countries have adopted ways of correcting for inflation that generally 

have taken the form of indexing. Exemptions and rate brackets are increased annu

ally by a factor that satisfactorily measures the degree of inflation that occurred 

within that year. This method would not completely offset the effect of inflation 

since capital gains adjustments are generally imperfect under these types of sys

tems, but this form of inflation adjustment may be preferable to none at all. 

Proposals to adopt this type of indexing at the federal level were intro-

duced by Senator William Buckley in 1974, but to date no significant action 

has been taken on.this proposal. 

1/ George M. Von Furstenberg, "Individual Income Taxation and Inflation," 
National Tax Journal, Vol. 28, No. 1, (Washington: March, 1975), pp. 117-125. 



-202-

Public Service Corporation Taxes 

In Fiscal Prospects and Alternatives: 1974 there were two basic recom

mendations for further study of the taxation of public service corporations: 1/ 

1. Compare state and local taxes paid by public service corpora
tions and other industries in Virginia.

2. Investigate thoroughly the issue of the taxation of trucks versus
the taxation of other modes of transportation.

Acting on these recommendations, the Revenue Resources and Economic Commis

sion has employed a consortium of economists from Virginia Commonwealth 

University headed by Dr. Willlam F. Hellmuth, chairman of the economics 

department, to carry out the study and report by September, 1975. Dr. Larry 

G. Beall and Dr. George W. Jennings will concentrate on the relative taxa

tion of public service corporations. Their work will include analyses of 

the tax burdens on various classes (e.g., electrical and telephone) and 

sizes of public service corporations and on public service corporations 

and other industries in Virginia and other states. Their central issue will 

at all times be the equity of the tax structure faced by the public utilities 

as compared to the structure faced by other businesses. Dr. Charles J. 

Gallagher and Dr. George E. Hoffer will perform the study on the various 

modes of transportation. Their efforts will encompass an intensive review 

of the relative taxation of railroads and trucks for Virginia and several 

other states, an analysis of the taxation of airlines, freight forwarders, 

inland waterway operators, and passenger motor carriers, a look at reciprocity 

agreement for truckers, and making alternative recommendations for change. 

!/ Barry E. Lipman, Benjamin A. Vorhies, et. al., Fiscal Prospects 
and Alternatives, 1974: A Staff Report to the Revenue Resources and 
Economic Study Commission, (Richmond: June, 1974), pp. 93-94. 
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The Sales and Use Tax 

Introduction 

The state sales and use tax, which became effective September 1, 

1966, covers the sale, rental, lease, and storage for either use or 

consumption of tangible personal property at the level of final consump

tion. Exempted from the base are public utility, professional and non

professional services, as well as sales of automobiles, gasoline, liquor, 

prescription medicine, and real property. The present state tax rate 

is 3 percent (increased from 2 percent on July 1, 1968). In addition, 
. ---

there is a 1 percent local option tax that all of Virginia's localities 

have adopted. 

In fiscal year 1973-74 revenues from the sales and use tax, exclusive 

of the revenues from the local option, were $337,175,387 or 27.1 percent 

of total general fund revenues. If the present trend continues the 

revenues from the sales and use tax will gradually decline in importance 

relative to the other components of the general fund through the remain

der of the decade. 

After a background discussion and comparison of the sales and use 

tax with those of other states and an analysis of the Virginia sales 

and use tax base, this section will focus on two major issues: (1) mod

ification of the present base and (2) a modification in the rate of 

tax. Possible modifications of the base include the exemption of food 

and/or nonprescription drugs, which would lower revenues, and the exten

sion of coverage to services, which would increase revenues. An increase 

in the rate may be either an increase in the state rate, which would 

increase state reyenues, or an increase in the permitted local option 

rate, which would increase local revenues. 
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Comparison with Other States 

A summary of sales and use taxes levied throughout the United States 

is presented in Table 3.25. As of January 1, 1975, 45 states 

and the District of Columbia levied a general state sales tax; in 

addition, 25 states have localities imposing their own sales 

tax either in addition to or in lieu of the state sales tax. The table 

indicates that the state tax rates range from 2 percent to 6 percent 

and that localities impose rates varying from 0.5 percent to 5 percent. 

Identifying the top local rate as 5 percent may be misleading because 

it is levied by only a few localities in Alaska. This high rate appears 

to be, at least in some measure, in lieu of a state sales tax. Table 

3.26 presents a frequency distribution of combined state and local tax 

rates. Virginia is included in the 4 percent group, which also includes 

Maryland and North Carolina. Two other neighbors, Kentucky and the 

District of Columbia, levy rates of 5 percent while Tennessee imposes 

a rate of 5.25 percent. Among bordering states this leaves only West 

Virginia (3 percent) with a lower sales tax rate. 

Two important points must be emphasized when considering combined 

state and local sales tax rates. First, the combined state and local 

rates reflect the maximum rate imposed by any locality in a state. 

Second, not all localities in a state may impose the tax, and, if they 

do, their rates may be lower than the maximum. At one extreme is 

Virginia with a uniform rate levied by all localities, and at the other 

is Louisiana's various local taxing jurisdictions imposing rates of 

0, .5, .75, 1, 1.25, 1.5, 2, and 3 percent. Moreover, in some cases 

different taxing jurisdictions within a state apply the tax rate to 

a different set of goods and services. 



TABLE 3.25--STATE AND LOCAL SALES TAXES, JANUARY 1, 1975 - SUMMARY TABLE 
Percenta e Rate 

Local Income Local Income 
State Rate Food Drug Tax State Rate Food Drug Tax 

� � (Max.) � � � fil.lli. � (Max.) � Exempt Credit 

Alabama 4 3 Missouri 3 1 
Alaska 5 Nebraska 2.5 1 X X 

Arizona 4 2 X Nevada 2 1.5 X 

Arkansas 3 1 New Jersey 5 X X 

California 4.75 1.25 X X X New Mexico 4 .5 

Colorado 3 4 X New York 4 4 X X 

Connecticut 6 X X North Carolina 3 1 X 

Dist. of Columbia 5 (2%) X X North Dakota 4 X X 

Florida 4 X X Ohio 4 .5 X X 

Georgia 3 Oklahoma 2 2 

Hawaii 4 X Pennsylvania 6 X X 

Idaho 3 X X Rhode Island 5 X X 

Illinois 4 1 South Carolina 4 
Indiana 4 X X South Dakota 4 1.5 X 

Iowa 3 X X Tennessee 3.5 1. 75 

Kansas 3 .5 Texas 4 1 X X 

Kentucky 5 X Utah 4 .5 X 

Louisiana 3 3 X X Vermont 3 X X X 

Maine 5 X X Virginia 3 1 X 

Maryland 4 X X Washington 4.5 .5 X 

Massachusetts 3 X X X West Virginia 3 X 

Michigan 4 X X Wisconsin 4 X X 

Minnesota 4 1 X X Wyoming 3 1 
Mississippi 5 

SOURCES: 'Commerce Clearing House, Inc., All State Sales Tax Reporter, Volume 1. Commerce Clearing House, Inc., "State Tax Revlew," (January 15, 1974 and January 15, 1975 issues). 



Georgia 
Idaho 
Iowa 
Massachusetts 
Vermont 
West Virginia 

6 

TABLE 3.-26--FREQUENCY DISTRIBUTION OF C�INED STATE AND LOCAL 
GENERAL SALES TAX RATES, AS OF JANUARY 1

1 
1975 

3.5% 

Kansas 
Nebraska 
Nevada 

3 

4% 

Arkansas 
Florida 
Hawaii 
Indiana 
Maryland 
Michigan 
Missouri 
North Carolina 
North Dakota 
Oklahoma 
South Carolina 
Virginia 
Wisconsin 
Wyoming 

'"""'i4" 

4.5% 

New Mexico 
Ohio 
Utah 

3 

5% 

Alaska 
District of Columbia 
Illinois 
Kentucky 
Maine 
Minnesota 
Missi�sippi 
New Jersey 
Rhode Island 
South Dakota (5.5%) 
Tennessee (5.25%) 
Texas 
Washington 

13 

6% 

Arizona 
California 
Connecticut 
Louisiana 
Pennsylvania 

5 

7% and Over 

Alabama (7%) 
Colorado (7%) 
New York (8%) 

3 

Note: The combined state and local rates reflect the maximum rate used by any locality in the state. Not all 
localities impose taxes and should they do so, their rates may be lower than the maximum. 

The U. s. median for the 46 states and D. C. which have the tax is 4.5 percent. 

SOUR.CE: Table 3. 25. 

I 
N 
0 
°' 
I 
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Also shown in Table 3.25 are the states ex�pting food products 

from the sales tax base or allowing an income tax credit to compensate 

consumers for sales taxes paid. As of January 1, 1975, 21 states and 

the District of Columbia exempted food or at least taxed it at a lower 

rate (an increase from 17 states and D. C. in 1973), and 7 states and 

the District of Columbia granted relief through a tax credit (an 

increase of one state since 1973). Thirty states and the District 

exempted prescription drugs from the sales tax (an increase of 4 

states since 1973). We shall discuss the theoretical and empirical 

aspects of food and drug exemptions in a subsequent part of this 

section. 

In an examination of any state tax, it is important to investigate 

how the taxing effort of one state compares with that of other states. 

Two measures generally used are tax receipts per capita and tax receipts 

per $1,000 of personal income. Estimates of the state and local sales 

tax efforts of Virginia and bordering states in fiscal year 1972-73 

are shown in the following table: 1/ 

State 

District of Columbia 
Kentucky 
Maryland 
North Carolina 
Tennessee 
Virginia 
West Virginia 

U. S. Average (Incl. D. C.) 

Receipts in Fiscal Year 1972-73 
Per $1,000 of 

Per Capita Personal Income 

$130. 29 $20.74 
94.76 26.60 
80.02 16.45 
84.26 22.43 

128.24 35.76 
80.75 18.97 

136.90 38.36 

109.56 24.58 

J:/ SOURCE: U. 
1972-73, GF73, No. 5 
pp. 31-33. 

S. Bureau of the Census, Governmental Finances in
(Washington: Government Printing Office, 1974),
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These data indicate that Virginia's sales t� effort is low whether 

compared with the U. s. average or with that of bordering states. 

These measures, however, do not take account of income tax credits for 

sales taxes paid, which lessens the impact of the tax in the District 

of Columbia. 

The Virginia Sales and Use Tax Base 

There has been a great deal of discussion in Virginia concerning 

the sales and use tax base. Many suggestions have been made to extend 

the base or to exempt selected products from the sales tax in the 

interests of equity, efficiency, etc. A more thorough knowledge of 

the Virginia sales tax base might aid their discussion. 

Table 3.27 presents the composition of the Virginia sales and 

use tax base in calendar year 1974 by the broad business classification 

groups used by the Department of Taxation. The classification groups 

closely resemble the federal government's Standard Industrial Classi

fication (SIC) codes that are the basis of Virginia's collection data. 

The table clearly shows that the largest major source of sales tax 

revenue is the food group. This group encompases almost one-third 

of the base and consists not only of food products for home consumption 

and other goods sold in grocery stores but also products sold in 

bakeries, taverns, and restaurants. The next major component of the 

base is the general merchandise group (20.6 percent). This group 

includes taxable products sold by department stores, dry goods stores, 

and drugstores. These two major categories alone account for over 

one-half of the sales tax base. 

The next major component is the miscellaneous and unidentifiable 

group. This group ac�ounts for 12.2 percent of the tax base and includes, 

among other things, book stores, florists, jewelers, and sporting goods 
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stores. The lumber, building material, and s�pply group comprises 

11.6 percent of the tax base. The other remaining categories are 

substantially smaller and make up the rest of the 22.7 percent of the 

base. 

TABLE 3.27--COMPOSITION OF THE VIRGINIA SALES AND USE 
TAX BASE BY BUSINESS CLASSIFICATION CODE 1 1974 

Group 

Apparel 
Automotive 
Food 
Furniture etc. 
General Merchandise 
Lumber, Building Material 
Fuel 
Machinery, Equipment 
Hotels, Motels 
Miscellaneous and Unidentifiable 

Total 

Percent of Total 

4.3% 
5.5 

32.9 
5.7 

20.6 
11.6 
2.3 
2.6 
2.3 

12.2 

100.0 

SOURCE: Virginia Department of Taxation, Taxable Sales, 1974, 
(Richmond, 1975). 

Although this analysis has shown the components of the sales and 

use tax base, it has not illustrated how comprehensive or how broad 

based the tax is. For this we must utilize a different approach. 

The sales and use tax bases of different states have many similari

ties but at the same time many significant differences. The treatment 

of food products for home consumption, services, drugs, clothing, 

manufacturing machinery, rentals, printing, automobiles, alcoholic 

beverages, and lodgings varies among the states. As a result, we can 

only begin to compare the comprehensiveness of the base by simply 

listing what is included and what is excluded. In addition, the base 
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cannot be measured by simply examining total sal�s tax collections 

because different states have different tax rates and different levels 

of economic activity. 

A better measure of the comprehensiveness of the base would involve 

an attempt to measure what percentage of consumption is covered by 

the sales and use tax. To measure the sales tax base we must take 

actual sales tax collections and adjust this figure by the state's 

sales tax rate to derive taxable sales. A measure of overall consumption 

is more difficult to obtain; however, one good proxy for consumption 

is disposable personal income, or income left after the exclusion of 

taxes unrelated to expenditures. This proxy gives the income that 

consumers can spend at their discretion. The ratio of taxable sales/ 

disposable personal income gives the percentage of all consumption 

goods taxed. The higher this ratio, the greater is the coverage of the 

sales tax base. 

Table 3.28 presents this information for Virginia and for the 

surrounding states. It shows that in 1973 Virginia's taxable sales 

encompassed 49 percent of Virginia's total disposable personal income. 

In effect, this meant that almost one-half of all final sales of goods 

and services in Virginia were subject to the general sales tax. We 

must note that the taxable sales exclude the bases of other selective 

sales or gross receipts taxes. In Virginia this means the basis of 

taxes on motor fuels, automobiles, alcoholic beverages, and public 

utilities. The table reveals that the coverage of the sales tax in 

Virginia �s relatively limited when compared to the surrounding· states. 

This situation exists because Virginia excludes more items from the 

sales tax than do neighboring states, even though the excluded items 

may be taxed in another form. For example, the District of Columbia 
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taxes a broad range of services as well as a.lcoholic beverages. In 

Tennessee, the tax applies to motor vehicles, all drugs including pre

scriptions, a broad range of services, and utilities. For the selected 

states, the average coverage was 56.9 percent, and the two most compre

hensive were Tennessee at 77.4 percent and the District of Columbia 

at 67.9 percent. 

TABLE 3.28--COVERAGE OF THE SALES AND USE TAX 
IN VIRGINIA AND NEIGHBORING STATES. 1973 

State 

District of Columbia 
Kentucky 
Maryland 
North Carolina 
Tennessee 
Virginia 
West Virginia 

Total 

Taxable Sales 
Disposable Personal Income 

67.9% 
54.4 
43.8 
63.0 
77.4 

49.0 
51.4 

56.9% 

SOURCE: U. S. Bureau of the Census, State Tax Collections in 
1974, GF74, No. 1 (Washington: Government Printing Office, 1974). 
Income data from U. s. Department of Commerce, Division of Economic 
Analysis, Regional Income Section. 

This table indicates that Virginia's sales and use tax base is 

not as comprehensive as most of our surrounding states. Many students 

of the sales tax argue that an all inclusive tax base leads to a more 

equitable tax, for then the tax base faced by consumers at all income 

levels would be the same. The concept of having a broad sales tax 

base is similar to the rationale for taxing all income under an income 

tax. In terms of equity, there are few reasons why certain products 

or services should escape taxation. The main criticism directed against 
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the sales tax has been that it imposes a relatively larger burden on 

lower income people because the tax base generally consists of neces

sities, such as food and clothing, while many other items, such as 

services and automobiles, generally purchased by more affluent citizens, 

are excluded. 

Modification of the Sales and Use Tax Base

Exemption of Food and Nonprescription Drugs 

A large and growing number of states exempt food and/or drugs 

from the sales tax base or grant an income tax credit for the sales 

tax paid on these items. These modifications in the sales and use 

tax base are an attempt to reduce the possible regressivity of the 

sales tax. 

The term regressive refers to a tax whose effective rate measured 

against income decreases a9 income increases. It has generally been 

observed that lower income persons spend a greater proportion of their 

income on consumer items, particularly on food and the other goods sub

ject to the typical broad based sales tax, then those with higher in

comes. Because they spend a greater proportion of their income on 

items included in the tax base, they pay a greater proportion of their 

income in sales taxes. This situation arises even though the tax rate 

is the same regardless of income. Thus, if the sales tax were passed 

on to the consumer, the tax would be regressive. 

Many economists argue that the sales tax is passed along to con

sumers and is regressive. On the other hand, another group argues that 

the tax is shifted backward onto the owners of the factors of production; 

if it were, the tax would not be regressive. This controversy has not 

yet been resolved, although the case for forward shifting and regressivity 
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does have more proponents. One reason for �his controversy is that 

the typical general sales tax encompasses hundreds of products. It 

is difficult enough to calculate the degree of shifting for a particular 

product let alone to .make such a determination for all products. 

Even if we assume that the sales tax is regressive, there is no 

basis for claiming such taxes are undesirable unless a specific value 

judgment is made to the effect that we wish lower income people to pay 

a lower percentage of their income than higher income people in sales 

taxes. One reason why the possible regressiveness of the tax is not 

viewed with serious alarm is that it is one of many state, local and 

federal taxes. Since some of these taxes are presumably progressive, 

they can offset the possible regressivity of the sales tax. As a 

noted expert on sales taxation points out, the regressiveness " ••• of 

the tax is not so much an argument against use of the sales tax, but 

against excessive reliance upon it as an element in the overall tax 

structure.111/ Another is that any tax represents only half of a fiscal 

operation. Investigating who receives the benefits when the tax 

revenues are spent would be necessary before criticizing a tax as 

regressive.!/ 

A large number of states have attempted to lessen any possible 

regressivity in the sales tax by exempting food products for home 

consumption from the sales tax base. As of January 1, 1975, 21 states 

and the District of Columbia granted this exemption. If we assume 

forward shifting, exempting food from the tax base would decrease the 

11 John F. Due, Sales Taxation, (Urbana, Illinois: University 
of Illinois Press, 1957), p. 37. 

1/ James M. Buchanan, The Public Finances (Homewood: Richard D. 
Irwin, Inc., 19.65), pp. 466-67. 
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tax on all consumers but it would especially al�eviate the burden of 

those at the lower income levels because they spend a greater proportion 

of their income on food. 

Of course, the cost of such an exemption would be the associated 

loss of revenue. We estimate that in fiscal year 1973-74 an exemption 

of food for home consumption would have reduced both state and local 

option sales tax revenues by almost 24 percent. To the state this 

would have meant a decline in revenues of $80.6 million, and for the 

localities the decrease would have been $27.0 million. As we showed 

in the previous section, food products are the largest component of 

the sales and use tax base. The large revenue loss reflects this 

significance. 

Another issue that the opponents of food exemption emphasize is 

the problems of enforcement and administration that would arise from 

this exemption policy. It is true that this exemption would increase 

the workload of both the Department of Taxation and the vendor and 

could cause some enforcement problems because of the many products 

that could be classified either food or non-food products. In an effort 

to examine the validity and seriousness of these problems, we have 

surveyed the experience of the District of Columbia, Indiana, Kentucky, 

Louisiana, North Dakota, and Vermont, all of which recently exempted 

food from the sales tax base. The general consensus of the 6 states 

is that the sales tax with an exemption of food is an administratively 

feasible tax. Most of the six indicated that the transition from the 

broad based sales tax to a tax with this exemption proceeded smoothly. 

In most cases, states felt that their taxation departments would 

experience problems of major proportions in implementing and administering 
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the exemption, but in fact, the resulting pr9blems were minor.1/ One

final comment concerns the growing number of states exempting food 

products. If the problems of exemption were as large as some believe, 

there would almost certainly be a number of states discontinuing their 

exemption of food products. This has not been the case. 

These same problems also apply to the exemption of nonprescription 

drugs. The exemption of medicine may be desirable in terms of social 

policy; however, to extend the exemption beyond prescription drugs 

raises difficulties because of the lack of differentiation between 

medicine and related nonprescriptions products. This problem is 

magnified because many nonprescription drugs are handled not only by 

drugstores but also by supermarkets, variety stores, and others resulting 

in the involvement of a number of retailers in a relatively small 

exemption. The exemption of nonprescription drugs would cause a 1.6 

percent decline in state and local sales tax revenues. In fiscal year 

1973-74, we estimate the exemption of nonprescription drugs would have 

caused a $5.4 million decline in state revenues and a $1.8 million 

decline in local revenues. 

An alternative method that could be used to accomplish the same 

purpose as the exemption (i.e., refunding the approximate amount of 

sales tax paid on food products for home consumption) is an individual 

income tax credit. A credit against individual income tax liability 

could be more efficient and flexible than an exemption. For example, 

a credit would alleviate the administrative problems while at the same 

time permit relief to vary over time and income level. Specifically, 

1/ The staff of the Revenue Resources and Economic Commission 
has on file the responses of the six states and a brief memorandum 
outlining the results of this inquiry. 
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a credit could be designed so that it would ben�fit lower income con

sumers more than those at upper income levels. The credit philosophy 

of relief would in most cases result in a lower revenue loss than a 

food exemption. A more thorough discussion of the tax credit is pre

sented in an earlier section on the individual income tax. 

Extension of Coverage to Services 

There are several logical arguments for expanding the sales and 

use tax base to include services. Perhaps the major argument is the 

underlying philosophy of the sales tax--to cover as broad a base of 

consumption as feasible. There is no inherent feature of most services 

that precludes their inclusion, and as we. lhall see later a large 

number of states tax at least some services. 

Second, as personal income rises, expenditures on services tend 

to increase as a percentage of personal income and, therefore, at a 

rate faster than expenditures on commodities. Because this extension 

of the tax base would be borne to a greater extent by higher income 

groups, it would reduce any regressiveness in the tax while making 

the revenue from the tax more responsive to economic activity. 

A final argument for taxing services is that a number of services 

are rendered in conjunction with the sale of tangible personal property 

which is presently taxed. The compliance and administration could be 

made much simpler if the entire charge were taxable than if a separation 

between the nontaxable service component and the taxable commodity 

component is necessary. 

There are also several valid arguments against the extension of 

coverage to the service component of consumption. The most fundamental 

reason is simplicity. The taxation of services would require a detailed 

enumeration of the specific categories because of the large variety of 
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services and because of the desire to exclude.certain services from the 

tax base (e.g., medical services, professional services, bank finance 

charges on financial service, etc.). Although there is no basic reason 

why any one of these items or others should be excluded from the tax 

base, there are some philosophical issues that usually preclude their 

taxation. Even when the remaining categories are enumerated, they may 

be difficult to interpret and cause some administrative problems. A 

potential gain in revenue, therefore, could be partially offset by 

increased administrative costs. 

The second major reason is that the extension of the sales tax 

to services tends to discriminate against the in-state service firm, 

especially those near the border, and against the nonvertically inte

grated firm. The discrimination against the in-state firm occurs 

because use taxes can very rarely be charged on out-of-state purchases 

of services. An exception would be rental of equipment from an out

of-state firm for use in the state. Nonvertically integrated firms face 

discrimination since they often must purchase business services from 

other companies. For example, a small company using a taxable telephone 

answering service may be at a competition disadvantage as compared to 

one handling this service internally because employer-employee related 

services are not taxable. 

A final reason for concern in extending coverage to services is 

that such a change may not relieve regressiveness in the tax as much 

as desired. Many personal services, such as haircuts, dry cleaning, 

and health services, must be used by low and moderate income groups 

as well as by the wealthy. Restaurant meals and hotel accomodations 

are already taxed, and such luxury services as cruises are beyond our 

taxing jurisdiction. 
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The strengths of these arguments have aff�cted different states 

in different ways. Appendix Table A.3 shows the wide differences in 

the way states treat services. All of the 45 states and the District 

of Columbia with sales taxes make provision for taxing meals; however, 

their similarity of treatment in regard to taxing services ends at 

this point. Forty states (including Virginia) and the District of 

Columbia tax transient lodgings. As for public utility services, 29 

states and the District tax telephone and telegraph services, 32 and 

the District tax gas and electricity, and 18 and the District tax 

water. Nine states tax intrastate transportation of persons and prop

erty. 

Even more illustrative of the differences among the states are 

the listings in the final column of the other services and businesses 

subject to the sales tax. Although the list is brief, a comparison of 

Virginia's treatment relative to other states reinforces our previous 

discussion of Virginia's relatively modest sales tax base. For example, 

a total of 18 states tax the service component of repair charges. These 

states include New Jersey, New York, Pennsylvania, West Virginia, and 

Wisconsin. In addition to this extension to repair services, 14 states 

tax installation services. Thus, even though states have different tax 

bases and different philosophies toward the taxation of services, a 

large number of states tax some types of services. Another relatively 

common area included in the base is laundry, dry cleaning, and related 

services. At least 13 states and the District extend the sales tax to 

this type of service. The lease or rental of tangible personal property 

is also a commonly taxed service. 

At the other extreme only one state, South Dakota, taxes pro

fessional services and it exempts persons engaged in the healing arts 
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or veterinarians. Virginia does not extend the state sales tax to 

professions although many localities do impose a license tax on the 

gross receipts of many professionals and other occupations. 

In summary, the states are consistent in their coverage of retail 

sales of tangible personal property except for food and nonprescription 

drugs. Although many states tax a number of services, there exists a 

clear lack of uniformity as far as selected services are concerned with 

most states including different services in the tax base. 

As an aid in examining the possibility of extending the sales and 

use tax base to some services, we provide Appendix Table A.4. The 

table presents a general examination of possible services that could 

be taxed, administrative and equity considerations, and potential 

revenue yield. The first column lists general categories of services 

with examples. The second column states whether or not the service 

category is subject to other sales or gross receipts taxes in Virginia. 

In the third column, possible tax administration problems are mentioned. 

In the fourth column, any questions about p�ssible taxpayer inequities 

are raised, and in the fifth column rough estimates of the potential 

annual revenue from each category are provided. These estimates range 

from low (less than $200,000) to good ($200,000 to $3 million) to very 

good (over $4 million).!/ The revenue estimates reflect net increases. 

We have tried to deduct from the estimates sales taxes presently paid 

by services on goods (e.g., plastic bags for dry cleaning) used in 

l/ Estimates based on per capita sales tax collections for fiscal
year 1969-70 by Iowa for each category times the 1970 population of 
Virginia. 

SOURCES: Iowa Department of Revenue, Retail Sales and Use Tax -
.Annual Report, Fiscal Year Ending June 30. 1970 (Des Moines: December, 
1970); Iowa and Virginia 1970 populations: U. S. Department of Commerce, 
Bureau of the Census, 1970 Census of Population - Final Population 
Counts, PC(VI)-17 and PC(VI)-48. 
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production, since they would no longer be def�ed as the final level 

of production. For services establishments, such as auto repair shops, 

which already collect the sales tax on parts, we have counted only the 

additional revenue from taxing servicea.

An examination of the table shows that many services subject to 

the sales tax in other states are subject to a local gross receipts 

tax in Virginia. If the sales tax were extended to these services, 

the tax rates for some of them might become excessively high because 

of widely varying gross receipts taxes among and within localities. 

An argument can be made for extending the tax base to some selected 

services while eliminating the local gross receipts tax. Of course, 

some of the sales tax revenues would flow back to the localities to 

compensate them for their loss of license tax revenues. (See the 

discussion in Chapter VI on license taxation for a more thorough 

analysis of these issues.) 

Although the taxation of some services could lead to problems 

in the areas of administration and enforcement, it is possible to 

select a large number of services that could expand the sales tax base

and substantially increase state and local sales tax revenues while 

still not causing undue enforcement problems. One set of services 

that could be included in the sales tax base are listed in Table 3.29. 

This set includes those services most commonly taxed in other states-

repair services and selected personal services. 

The repair services in this package include automobile repair, 

shoe repair, appliance repair, building maintenance and repair, and 

miscellaneous repair services (watch repair, electrical repair shops, 

reupholsters, locksmiths, etc.). Personal services include laundry 

and dry cleaning, auto parking, auto rental and leasing, beauty and 



Auto Parking 
SIC 752 

Auto Rental and Leasing 
SIC 751 

Auto Repair Shops 
SIC 753 

Auto Services Except 
Repair 
SIC 754 

Beauty & Barber Shops 
SIC 723 & 724 

Laundry, Dry Cleaning, 
and Services 
SIC 721 

Motion Pictures 
SIC 78 

Amusements, Recreation 
Services (Except Motion 
Pictures ) 
SIC 79 

Miscellaneous Personal 
Services 
SIC 729 

Miscellaneous Repair Services 
(Elec. Repair Shops, Watch 
Repair, Reupholsterers, Lock
smiths, Lawnmower Repair, Etc.) 
SIC 76 

Services to Dwellings and 
Other Buildings 
SIC 734 

Shoe Repair 
SIC 725 

Department Storea 
SIC 531 

Automotive Dealers 
SIC 55 ex 554 

Gasoline Service Stations 
SIC 554 

Apparel and Acceuory Stores 
SIC 56 

Household Appliance, Radio, 
Television, and Music Stores 
SIC 572, 573 

Total 
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TABLE 3. 29--ESTIMATED INCREASE IN SALES TAX BASE FR<Ji 
TAXING SELECTED SERVICES. FISCAL YEAR 1973-74 

1972 Sales 
1973-74 Sales!./ (Census2 

$ 7,758,000 $ 9,120,000 

55,289,000 64,970,000 

151,560,000 178,080,000 

10,555,000 12,400,000 

85,990,000 101,040,000 

129,606,000 152,290,000 

159,198,000 187,060,000 

20,388,000 23,960,000 

117,488,000 138,050,000 

43,945,000 51,640,000 

4,167,000 4,900,000 

1,090,044,000 1,280,800,000 

2,104,066,000 2,472,300,000 

805, 628, 000 946,610,000 

491,ll7,000 577,060,000 

155,031,000 182,160,000 

$5,431,830,000 $6,382,440,000 

Amount That 
Ratio of Total 

Sales 

.s1"!!.I 

.6-z"!!-' 

.s1"!!.I 

.96"!!./ 

.9�/ 

.so"!!.' 

.1�' 

.9�/ 

.so"!!.' 

.osS-' 

.01£.I 

.01£.I 

.05£.I 

.osS-' 

Would Become Taxable 

Total, 1973-74 

$ 7,930,000 

56,520,000 

110,410,000 

10,790,000 

97,000,000 

146,200,000 

172,100,000 

19,170,000 

100,780,000 

49,570,000 

3,920,000 

64,040,000 

173,060,000 

66,260,000 

28,850,000 

9,110,000 

$1,115, 7Q(),OOO 

!,I Eatimeted by multiplying 1972 sales by 1.175, the ratio of fiacal 1973-74 Virginia personal income to 1972 Virginia personal income. 

"!!_/ Baaed on 1970 Internal Revenue Service national data for proprietorships and partnerships. Ratio derived by 11
Bi MP, where BR• busi

ness receipts and MP• merchancliae purchased. In..,.. cases IIS industry definitions differed slightly from the Standard Industrial Classifi
cation (SIC) code. 

£_/ Sales of retail stores which also provide services. Ratio of aervicea to total sales for automotive dealers and gasoline service 
atationa waa obtained by taking the median of figures from several automotive dealera on percentage of total sales accounted for by aervice. 
Aaa1DDing the remaining eatablislaenta """ld have a lower ratio of aervice aales to total aalea, a 5 percent ratio waa applied to them. 

SOURCES: u. s. Bureau of the Census, 1972 Cenaua of Selected Service Industries. Virginia, SC 72-A-47 and 1972 Censua of �tail Trade. 
Virginia. RC72-A-47 (Washington, D. C.: Govermant Printing Office, 1974). Table 1 in both volumes; u. s. Treasury Department, Internal Revenue 
Service, Statistics of Income: 1970 Business Income Tax Returns (Washington, D. C.: Government Printing Office, 1973), Tables 2.2 and 3.2. 
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barber shops, amusements and movies, and miscell�neous personal services 

{health clubs, dress suit rental, clothing rental). 

We estimate that the inclusion of these services would have added 

$1.1 billion to Virginia's sales and use tax base in 1973-74, a 10 

percent expansion of the base. The taxation of these services would 

have led to an additional $32.5 million to the state and $11.2 million 

to the localities for fiscal year 1973-74. 

This proposed list of taxable services does not extend to personal 

services rendered by professional people. The taxation of such services 

would raise some administrative problems because the tax would be 

collected from a large number of individuals rather than businesses.

In addition, the taxation of these services could lead to philosophical 

objections resulting from the additional taxation of medical, dental, 

hospital and related services, legal services, and the like. 

The listings provided are broad categories and are not exhaustive. 

We have on file a more complete list of services that would be included 

under the categories. These services in general would not cause an 

unusual amount of administrative problems. Repair services would not 

cause significant problems because they are purchased in conjunction 

with the sale of tangible personal property presently taxed. Thus, 

the same dealer would collect and pay the tax. The same situation 

holds for dealers of personal services although not to the same extent. 

For example, at present the owner of a barber shop only has a very 

small portion of his sales subject to the sales tax {e.g., hair grooming 

products, shaving products, etc.). If the sales tax were extended to 

services, the owner would file a return based on a major proportion 

of his sales. Of course, there would be some services {e.g., auto 

parking) that would require a dealer to register and file a return when 

in the past it was not necessary. 
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Revenue Estimate 

Change in Base 

It is important to note that any change in the sales and use tax 

base will affect revenues at the local as well as at the state level. 

Therefore, this discussion will include the impact on local revenues 

and state revenues. The aggregate revenues at the local level will 

be affected in the same proportion as those at the state level; however, 

specific localities will be affected in different degrees. 

The exemption of food products for home consumption from the tax 

base would have resulted in a 23.9 percent decline in the base and 

consequently in sales and use tax revenues. In 1973-74, the revenue 

loss for the state would have been $80.6 million at the present 3 

percent rate (see Table 3.30). At the local level this loss would 

have amounted to $27.0 million. This estimate is based on the Depart

ment of Taxation's Taxable Sales publication during 1973-74 which 

reports quarterly sales of products subject to the sales and use tax 

by various classification codes • .!/

The exemption of both food and nonprescription drugs would have 

reduced the tax base by an additional 1.6 percent and would have lead 

to an additional decrease in state revenues of $5.4 million for a total 

decline of $86.0 million in 1973-74. The revenue decline at the local 

level would have been $1.8 million for a total decline in 1973-74 of 

$28.8 million. 

1/ All sales of bakeries, confectioners, dairies, fruit and
vegetable stands, grocery stores were counted as food sales. This is 
an oversimplification because a portion of their sales represent 
non-food items. On the other hand, a portion of the sales of drugstores, 
delicatessens, �nd other stores represent food sales that would be 
exempt. 
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TABLE 3.30--ESTIMA.TED SALES AND USE TAX REVENUES: FROM ALTEBNATIVE 
RATES AND BASES, FISCAL YEAR 1973-74 (millions of dollars) 

State Local 
Change Change 

Revenues From Present Revenues ·rrom Present

Present Sales and Use Tax $337.2 . . . $113. 0 . . .

Present Rate 

Present Base, Food Exempt 256.6 $ -80.6 86.0 $ -27.0 
Present Base, Food and Non- 251.2 -86.0 84.2 -28.8

prescription Drugs Exempt 
Present Base, Plus Selected Services 369.7 +32.5 124.2 +11.2
Present Base, Plus Selected Services, 283.7 -53.5 95.4 -17.6

Food and Nonprescription Drugs Exempt 

State Rate of 4 Percent 

Present Base 449.6 +112.4 . . . . . .

Present Base, Food Exempt 342.1 +4,9 . . . . . .

Present Base, Food and Non- 334.9 -2.3 . . . . . .

prescription Drugs Exempt 
Present Base, Plus Selected Services 492.9 +155.7 . . . . . .

Present Base, Plus Selected Services, 378.3 +41.1 . . . . . .

Food and Nonprescription Drugs Exempt 

Local Rate of 2 Percent 

Present Base . . . . . . 226.0 +113.0
Present Base, Food Exempt . . . . . . 172.0 +54.0
Present Base, Food and Non- . . . . . . 168.4 +57.6

prescription Drugs Exempt 
Present Base, Plus Selected Services 

. . . . . . 248.4 +135.4
Present Base, Plus Selected Services, . . . . . . 190.8 +77.8

Food and Nonprescription Drugs Exempt 

Note: The estimates for food and nonprescription drugs were based on actual taxable 
sales as reported by the Department of Taxation for fiscal year 1973-74. The estimates 
for selected services came from Table 3.29, 
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The second major modification of the bas� that we have discussed 

is an extension of the sales tax to certain services, notably repair 

services and selected personal services. Table l.lO shows that in 

fiscal year 1973-74 this extension of the tax base would have led to 

an increase of $32.5 million in state revenues. Of course, the extension 

of the base would also have increased local revenues by $11.2 million. 

This revenue impact is based on the estimates of taxable services 

developed in Table 3.29. 

The combination of all these modifications would have resulted in 

a $53.5 million decline in state revenues in fiscal year 1973-74. At 

the local level the decline would have been $17.6 million. 

Change in Rate 

The current sales and use tax structure provided revenues of 

$337.2 million to the state in fiscal year 1973-74. An increase in 

the state tax rate of 1 percentage point would have led to increased 

revenues of $112.4 million (see Table 3.30). An increase of 1 per

centage point in the permitted local option would benefit localities 

directly and would have led to increased revenues of approximately 

$113.0 million in 1973-74. 

Finally, the table presents the impact of changing the tax rate 

and the tax base. Specifically, it examines the possibility of increasing 

the state rate to 4 percent or the local option rate to 2 percent 
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and/or exempting food and nonprescription drug� and taxing selected 

services.l:/ 

1/ This discrepancy in state and local revenues results from the 
state allowing the dealer a discount of 3 percent of state collections 
to pay for the administrative costs of collecting the tax but not 
compensating him for the collection of the local sales and use tax. 
At the same time, state collections are one month ahead of local option 
revenues received by the cities and counties. We should also note 
that any change in state sales tax revenues would affect the localities 
because one-third of this revenue is distributed to localities on the 
basis of school-age population. 

Actually, the additional revenues at both the state or local level 
might be slightly less than the indicated amounts because the increase 
in the sales tax rate would increase prices which in turn might decrease 
sales. For a more complete discussion see Ann F. Friedlaender, Gerald 
J. Swanson and John f. Due, "Estimating Sales Tax Revenue Changes in
Response to Changes in Personal Income and Sales Tax Rates," National
Tax Journal, Vol. 26, No. 1 (Washington: March, 1973), pp. 103-110.
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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 . . . . . . . . . . 1 percent 
Over $50,000 to $100,000 . . . . . . . . . 2 percent 
Over $100,000 to $500,000 . . . . . . . 3 percent 
Over $500,000 to $1,000,000 . . . . . . . . 4 percent 
Over $1,000,000 . . . . . . . . . . . . 5 percent 

Class B beneficiaries are brothers, sisters, nephews, and 

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

is subject to tax. Class C beneficiaries are grandnephews, and 

grandnieces, firms, associations, corporations, other organizations, 

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

of the inheritance is exempt. The inheritances of class Band C 

beneficiaries are taxable as follows: 

Class B Class C 

Over $1,000 to $2,000 . . . . . . . 5 percent 
Over $2,000 to $25�000 . . . . . . 2 percent 5 percent 
Over $25,000 to $50,000 . . . . . . 4 percent 7 percent 
Over $50,000 to $100,000 . . . . . 6 percent 9 percent 
Over $100,000 to $500,000 . . . . . 8 percent 12 percent 
Over $500,000 . . . . . . . . . . • 10 percent 15 percent 
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Qualifying these rates is the state law allying the Virginia in

heritance tax with the federal estate tax laws in order to take full 

advantage of the federal 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 

were $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 fluctuation because of the dependence on large 

inheritances for much of the revenue. 

Comparison of Death Taxes in Virginia and Other States 

Structure 

Tables 3.31 through 3.33 provide information on how the 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 3.31 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 3.32 outlines the estate tax for each of the seventeen states 

using this alternative. Table 3.33 reveals that the exemptions that 

Virginia grants for a widow and children are lower than the exemptions 
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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 1 percent 
Over $10,000 and to $25,000 . . 2 percent 
Over $25,000 and to $50,000 . . 3 percent 
Over $50,000 and to $100,000 4 percent 
Over $100,000 and to $200,000 . 5 percent 
Over $200,000 and to $500,000 . 6 percent 
Over $500,000 and to $1,000,000 . 7 percent 
Over $1,000,000 and to $1,500,000 . 8 percent 
Over $1,500,000 and to $2,000,000 . 9 percent 
Over $2,000,000 and to $2,500,000 . . 10 percent 
Over $2,500,000 and to $3,000,000 . . . . . 11 percent 
Over $3,000,000 . . . . . . . . 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 

levels in North Carolina than in Virginia. Table 3.34 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 3.34). At inheritance levels above that amount the "pick-up" 

!/ 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 3.31--TYPES OF STATE DEATH TAXES
1 

JULY 1
1 

1973 

Type of tax 

"Pickup" tax only ..................... (61 

Estate tax only ....................... (21 

Estate tax and "pickup" tax .............. (71 

Inheritance tax only .................... (21 

Inheritance tax and "pickup" tax ........... (311 

Inheritance, ertate and "pickup" taxes ......•. (21 

No tax ......................•..... (11 

1 
Also hm gift 18• (16 Statnl. 

State 

Alabama, Alaska. Arkansa, Florida, Georgia. New Mexico. 

Mississippi, North Dakota. 

Arizona. New York, 1 Ohio, Oklahoma, 1 S. Carolina, 1 Utah,
Vermont'. 

South Dakota, Wast Virginia. 

California,' Colorado,' Connecticut, Delawera, 1 District of 
Columbia, Hawaii, Idaho, Illinois. Indiana, Iowa, Kansas. Kentucky, 
Louisiana, 1 Maine, Maryland, MassachuNttl, Michigan, Minnesota, 1 

Missouri, Montana, Nebraska, New Hampahlre, Naw Jersey, North 
Carolina. 1 Pennsylvania, Tenn-. 1 Taxes. Virginia.' Wlllhington, 1 

Wisconsin, 1 Wyoming. 

Oregon,' Rhode Island'. 

Nevada. 

SOURCE: Connnerce 
in Advisory Commission 
State-Local Finances: 

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

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

statute has the effect of raising the effective rates above those 

produced by the Virginia structure. 

Receipts 

The Bureau of the Census has compiled revenue data on the 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 

l/ U. S. Bureau of the Census, State Government Finances in 1973,
GF 73, No. 3 (Washington: Government Printing Office, 1974), pp. 21 
and 50. 
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TABLE 3.32--STATE ESTATE TAX BATES AND EXEMPTIONS, JULY 1
1

1973!./ 

Stata 

Alabama ......................• 
Alaska ....................... . 
Arizona2 ••••••••••••••••••••••• 

Arkansas ........•............. 
Florida ....................... . 

Georgia •.....•...•••.....••••. 
Mississippi ..................... . 
New Mexico ................... . 
NewYork2 ••••••••••••••••••••• 

North Dakota • . . . . . . . • . . . • . . . . . . 

Ohio2 ....................... . 

Oklahoma2.' .••......•.......... 
Oregon2 ••••••••••••••••••••••• 

Rhode lsland2 ••••••••••••••••••• 

South Carolina2 •••••••••••••••••• 

Utah2 ••••••••••••••••••••••••• 

Vermont2 •••••••••••••••••••••• 

Rates 

80 percent of 1926 Federal rates 
80 percent of 1926 Federal rates 
4/5 of 1·16 percent ........ . 
80 percent of 1926 Federal rates 
80 percent of 1926 F edaral rates 

80 percent of 1926 Federal rates 
1-16 percent ............. . 
80 percent of 1926 Federal rates 
2-21 1)81"Cent ............. . 
2-23 percent ............. . 

Maximum 
rate applies 

above 

$10,000,000 
10,000,000 
10,000,000 
10,000,000 
10,000,000 

10,000,000 
10,000,000 
10,000,000 
10,100,000 
1,500,000 

Exemption 

$100,000 

100,000 

100,000 

100,000 

100,000 

100,000 

60,000 

100,000 
3 

4 

2· 7 percent. . . . . . . . . . . . . . . 500,000 5,ooo5 

1·10 percent. . . . . . . . . . . . . • 10,000,000 15,000 

2-10 percent. . . . . . . . . . . . . . 500,000 25,000 

1 percent . . . . . . . . . . . . . . . . 7 10,000 

4-6 percent . . . . . . . . . . . . . . . 100,000 60,000 

5-10 p.-cent . . . . . . . . . . . . . . 86,000 60,ooo' 

The tax rate is 30'K, of the Federal estate tax liability due to Vermont groas estate. 

!/ Excludes states shown in Table 3.33 which in addition to 
their inheritance taxes levy an estate tax to assure full 
absorption of the 80 percent federal credit. 

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

11 $20,000 of transfers to spouse and $5,000 to each 
lineal ascendant and descendant and to other specified relatives 
are exempt and deductible from first bracket. 

ii Exemption for spouse is $20,000 or 50 percent of adjusted 
gross estate, for minor child, $5,000, for lineal ancestor or 
descendants, $2,000. 

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

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

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



TABLE 3.33--STATE INHERITANCE TAX RATES AND EXEMPTIONS, FOR SELECTED CATEGORIES OF HEIRS, JULY 1
1 

1973 

Exemptions Rates ( percent) In case of spouse 
Minor Adult Brother Other than Spouse or Adult Brother Other than Size of first Level at which 

statJ Widow child child or sister relative minor child child or sister relative bracket top rate applies 

Alabama2 .......... 
Alaska2 ........... 
Arizona2 ••••••••••• 
Arkan•2 ••••••••.. 
CalifomiaJ.4 

• • • • • • • •  S 5,000 $12,000 S 5,000 S 2,000 s 300 3-14 3-14 6-20 10-24 S 25,000 s 400,000 

Colorado .......... 30,000 15,000 10,000 2,000 5005 2-8 2-8 3-10 10-19 50,000 500,000 
ConnecticutJ.6, 7• • • • • • 50,000 10,ooo' 10,ooo' 3,000 500 3-89 2-8 4-10 8-14 150,000 1,000,000 
Delaware3 .••••••••• 20,000 3,000 3,000 1,000 None 1 -49 1-6 5-10 10-16 50,000 200,000 
District of Columbia3 •• 5,000 5,000 5,000 2,000 1,000 1-8 1-8 5-23 5-23 50,000 1,000,000 
Florida2 ••••••••••• 
Georgia2 ••••••••••• 
Hawaii ............ 20,000 5,000 5,000 500 500 2-69 1.5 -7.5 3.5-9 3.5-9 15,000 250,000 
ldaho4 

• • . • • • • • • • • • 10,000 10,000 4,000 1,000 None 2-15 2-15 4-20 8-30 25,000 500,000 
Illinois .••......... 20,000 20,000 20,000 10,000 100 2-14 10 2-14 2-14 10-30 20,000 500,000 
lndiana3 .•.•••••••• 15,000 5,000 2,000 500 100 1-10 1-10 5-15 7-20 25,000 1,500,000 

Iowa ............. 40,000 15,000 15,000 None'' None 11 1-8 1-8 5-10 10-15 5,000 150,000 
KanAS ............ 75,000 15,000 15,000 5,000 200s 0.5-2.59 1-5 3-12.5 10-15 25,000 500,000 I 

Kentucky •••...••.. 10,000 10,000 5,000 1,000 500 2-10 2-10 4-16 6-16 20,000 500,000 N 

Louisi-J.4 
• • . • • . • •  5,000 5,000 5,000 1,000 500 2-3 2-3 5-7 5-10 25,000 25,000 I.,,) 

N 

Maine ............ 15,000 10,000 10,000 500 500 2-6 2-6 8-12 12-18 50,000 250,000 I 

Maryland5 150 150 150 150 150 1 1 7% 7'h 
12 12 

. . . . . . . . .

Massachusetts5• 13 30,000 1• 15,000 15,000 5,000 5,000 1.8-11.8 1.8-11.8 5.5-19.3 8 -19.3 10,000 1,000,000 
Michigan"' 5 •••••••• 30,000 16 5,000 5,000 5,000 None 2-8 2-8 2-8 10-15 50,000 750,000 
Minnesota3•1 � ••••••• 30,000 15,000 6,000 1,500 500 1.5-10 2-10 6-25 8-30 25,000 1,000,000 
Mississippi2 • • • • • • • • • 
Missouri . . . . . . . . . .  20,00011 5,00019 5,00019 500 1005 1-6 1-6 3-18 5-30 20,000 400,000 
Montana3 

. . . . . . . . . .  20,000 5,000 2,000 500 None 2-8 2-8 4-16 8-32 25,000 100,000 
Nebmka3 

• • • • • • • • • •  10,000 10,000 10,000 10,000 500 1 1 1 6-18 12 12 

Nevada . . . . . . . . . . . No tax imposed 
New Hampshire .•.••• 20 20 20 None20 None20 20 20 15 15 20 20 

New Janey ......... 5,000 5,000 5,000 5005 5005 1-16 1 -16 11 -16 15-16 10,000 3,200,000 
NewMexioo2 

New York2 ••.••.••• 
10,ooo22 North Carolina21 ••••• 5,ooo2' 2,000 None None 1-12 1 -12 4-16 8-17 10,000 3,000,000 

North Dakota2• • • • • • • 
Ohio2 ••••••••••••• 
Oklahoma• ......... 
Oregonn,2•. . • • • • • • • None None None 1,000 500 2-10 2-10 2-15 4-20 25,000 500,000 
See footnotm at the end of table. 



TABLE 3.33--STATE INHERITANCE TAX RATES AND EXEMPTIONS, FOR SELECTED CATEGORIES OF HEIRS 1 JULY 1 1 1973 (continued) 

Exemptions R ates (percent) In case of spouse 

Minor Adult Brother Otha' than Spouse or Adult Brother Other than Size of first Level at which 
State1 Widow child child or sister relative minor child child or sister relative bracket top rate applies 

Pennsylvania • • • • • • • • None25 None25 None25 None None 8 8 15 15 n u 

Rhode lsland'\23 ••••• 110.000 110,000 110,000 S 5,000 S 1,000 2-9 2-9 

South Carolina' • • • • • • 
South Dakota,. 15,000 10,000 10,000 &00 100 1%-4 1%-4 
Tennessee3 ••••••••• 10,00011 10,00011 10,00026 1,ooo2' 1,00011 1.4-9.6 1.4-9.5 
Texar4 ••••••••••• 25.000 25,000 26,000 10,000 600 1-8 1-8 
Utah2 ••••••••••••• 

Vlrginla3 ••••••••••• 6,000 5,000 6,000 2,000 1,000 1-6 1-6 
WashlngtonS.4 ••••••• 6,00027 6,ooo2' 6,ooo2' 1,ooo' None 1-10 1-10 
West Virginia,. •• .••• 15,000 6,000 6,000 None None ·3-13 3-13 
Wisconsin:t.21 •••••••• 60,000 4,000 4,000 1,000 600 2%-12% 2%-12% 
Wyoming .• .••••••• 10,000 10,000 10,000 10,000 None 2 2 

1 All S111te1, except lhau dllignated by 11111rilk ( 0 1, llftpOll oloo 11111111te tax to 811Ure full olaarption al 1111 ID percent F-11 credit. 
21mp- only 11111t111111. SN table 163. 
3Exemptlon11r1 deductible from 1h1 lim bracbt. 

3-10 8-15 $ 25,000 $1,000,000 

4-12 8-20 15,000 100,000 
8.5-20 8.5-20 25,000 500,000 

3-10 6-20 60,000 1,000,000 

2-10 5-15 60,000 1,000,000 
3-20 10-25 25,000 500,000 
4- 18 10-30 60,000 1,000,000 
5-25 10-30 25,000 500.000 

2 8 12 12 

4 Community pr-rr, PIiiing to 1111 surviving 1110- ii •-•· or only ollHlalf ii taxable. 5 No exemption ii ollowed if -flci1ry'1 1h1r1 exceeds the ,mount sh-. In 1111 •-tion column, but no 111x lhlll rod- 1111 .. iuo of 1111 amounts sh-, In 1111 oxamption column. In Marylond, it 11 the proctlce 
to ,11-, family 111- of 1460 to I widow if there are inf111t childr1110 - $226 if mer, 1r1 no inf111t children, olthough 1hlro ii no provision for such dllductio111 in the atatute. 

'Tha 1xomp1ion 1h-. 111111 to11l 1xemp1ion for .n bllllficlari11 lolling Into dll portlculer doa end ii 1hlrld by them pr-rtlmwtely. 
7 An additional 30 percent 1ur11x ii lrnpmed. 10nly one $10.000 exemption i1 111-.d for benefici1ri11 in 0111 A. which lndudll minor and adult children. 
'Rett ,h-, 11 for -- only. A minor child ii taxld 111he rat11-lying tDIII adult child. 10with mpect 10 taxeble 1ran1f1r1pa11in9101 husband or wife of I decedent dying on or after July I, 1989. If IIIXlblo transfer 1lCCl8dl $1,000,000, Iha tax on the •- thlnof ii computed at&"- Tax ret11 on the 

-bl• omount up to and Including $5.000,000 ore Iha um, rates• provided for In •- of lhl exemption. 11 Elbltll of 1111 then $1,000 after deduction of debts ,,. no1 IIIXlbl1. 12Entiro 1hero 1in 1xe111 of 111-ble oxemptionl. 13 Applicoblo to p,-ty or interests -Ing or accruing upon Iha dll1h of porson1 who dll on or after July 11. 1959. • 14S."'"8x 11 ll'IIPDIICI In addi�loA to the lnhari- 111x. 141n addition, an exemption to the extent of 111,,..luo of single fomlly rosldontiol property end to 1ha1xtent of $25,000 of tho value, In t111 cne of multiple fomily mlder\tiol pr-ty. used by• husband end wife n • 
domicile, 11 1IIDWld where tho property w11 held by them u joint 111n.,t1 or ten1nt1 by the entirety. 15There 1, no tax on the 1hero of any beneficiary if the value of the shire is 1111 lhen $100. 16P1us en addltionol $5,000 for every minor child ID whom no property ii tron1ferrod. 11For I wi-, on 1ddillon1l exomp1ion Is allowed equol to the difference be._n 1111 moxlmum daduction for fomily main-co ($6.0001 end the amo..,, of family m1in1en1nce actually ell°""ed by the Probete 
Court. Tho total poaible exemption ther1for1 would bl $35,000. If - ii no -vlvlng wld- llltlded 10 tho exemption, Iha aggregote •-tlon ii ollowllble to the cftlld,en, 

111n odditlon, 111 exemption 11 111-d for 1111 clNr morket vllu1 of DnHlalf of tho dlcedent'1 lltate, or o.,..lhird if �nl Is 1urvi...., by llneol dllcendenll. 
19or the value of the h-teod ,11-111c1, whichawr ii grooter. 
'°No tax 1.,..- on 1pDU111, Ii-I e1C1ndents and dncendents, end off. 3/73n2 _. who for 10 conNCUtiva veers prior to their 1511> birthday_,. members of 1111 d-.llnt's household.
2101ft taxes paid on gifts induded in the grou 1111te of 1h1deceden1 are credited 1911,wt the 11111te 11x. 
22 A widow with I child or children under 21 end receiving ell or 1ubl111ntl1lly 111 of her husb1nd·1 property, 1h1II bl allowed, al her oplfon, 1n edditianel exemption of $5,000 for IICh 1uch child. Th• chlldran shell not 

be 1ilDWld the regular $5,000 exemption provldad for such children. 
2'1- 1110 on 11ta1e 111x, See table 00. 
24 Oregon Imp-• 1 belle 111x, musurad by the entire 1111111 In 1XC111 of • 1lnglt exemption ($15,000 prorated among all blneflderill and daductible from the first brae kit I; end an addltionel tax, menu rod by the sin of 

an indlvidull'1 lhlre for which ach beneficiary hll I IPldflc oxempdon. All momblrs of a.. I •-· children, peronts. grondporonts, 1tepchlldren or linal dllClndlntsl or• exempted from the additional tax. 
21TM $1,liOO family OKon,plion ii speciflcolly 11'-tl n a deduction. 
21Wldowl .,d children ero Included in 0111 A, with one $10,000 oxamptlon for 1111 entire cllll. Benlfldtlrill not In 0111 A 1r1 ollowed on, $1,IJOO examptlon f« 1111 entire cl111. 
27 An 1dditionol $6,000 IXlmpllon ii-allowed ID 1111 d111 n I whafl. 
21'Tltlll "* 1r1 Mjoct ID 1111 !Imitation that 1111 _, 111x may not lllceod 20 percent of 1111 clnr merklt value of the PF-'Y tronsferrod to any di1trlbut11. 

SOURCE: ACIR staff canpilation based on 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), pp. 279-298. 
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Inheritance 
Before Exemption 

(1) 

$ 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 

TABLE 3.34--A COMPARISON OF THE VIRGINIA AND NORTH CAROLINA INHERITA..�CE 
TAXES AT VARIOUS INHERITANCE LEVELS USING CLASS A SPOUSE 

Taxable 
Inheritance 

$ 

(2) 

5,000 

15,000 

20,000 

45,000 

95,000 

195,000 

495,000 

995,000 

1,495,000 

1,995,000 

2,495,000 

2,995,000 

3,995,000 

$ 

Virginia 

Tax 
(3) 

50 

150 

200 

450 

1,450 

4,450 

13,450 

36 ,56of!.I 

68,240 

103,920 

143,600 

187,280 

286,640 

Effective 
Rate(%) 

(4) 

0.50 

0.75 

0.80 

0.90 

1.45 

2.22 

2.69 

3.66 

4.55 

5.20 

5.74 

6.24 

7.17 

Taxable 
Inheritance 

$ 

(5) 

0 

10,000 

15,000 

40,000 

90,000 

190,000 

490,000 

990,000 

1,490,000 

1,990,000 

2,490,000 

2,990,000 

3,990,000 

North Carolina 

$ 

Tax 
(6) 

0 

100 

200 

850 

2,750 

7,650 

25,550 

60,450 

100,350 

145,250 

195,150 

250,050 

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 

!/ The "pick-up" tax becomes effective at this level. Tax is based on the federal schedule for credit for 
state death taxes. For North Carolina the "pick-up" tax does not become effective for these sizes of inheritances. 

SOURCE: Tax Codes for the states of Virginia and North Carolina. 
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are shown below for Virginia and neighboring.states: 

State 

u. S. Average (Exel. 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. 1/ 

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 from a given effort are 

reduced, less of that activity will be undertaken. Whatever distortions 

death taxes may cause, they will be minimal because death taxes are 

paid only after a lifetime of work and accumulation and are likely 

to be given much less weight in decisions to work, save, and invest. 

Minimizing distortions is certainly not the only criteria for a tax 

system; however, it does deserve consideration. 

l/ Richard A. Musgrave, The Theory of Public Finance, (New York: 
McGraw-Hill, Inc., 1959), p. 248. 
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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 

Connnonwealth--real, personal, and mixed 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 different 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 

cumulative actual value for each beneficiary but only over the 

single calendar year. In fiscal year 1973-74, the revenues from the 

gift tax were $1.1 million. This revenue source is subject to con

tinual fluctuation. For example, gift tax revenues in fiscal year 

1972-73 were $1.6 million. 

Any 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 

would require a corresponding change in the gift tax. If the existing 

relationship of gift taxes vis-�-vis inheritance taxes were not main

tained (e.g., only increasing the inheritance tax rates), taxpayers 

would be encouraged 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 



-237-

the tax is based on the value of the property transferred as a gift 

minus exemptions. The similarity ends at this point because there are 

a number of federal provisions that greatly increase the amount of 

exemptions and because the federal gift tax does not distinguish between 

the classes of beneficiaries. 

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 lifetime 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.!/ This is at direct odds with the Virginia gift 

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 

l/ The tax liability in any one year consists of the differences
between 1) the tax on the aggregate sum of 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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comprehensive study of the inheritance tax returns from fiscal year 

1973-74. Table 3.35 shows the number of beneficiaries, taxable amount, 

and total tax collections by class and by tax rate level. The percent

age distribution of these items is presented in Table 3.36. 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

pri.sed 84. 7 percent of the total returns. The tax collections, how

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 

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, we must 

emphasize 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 
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TABLE 3.35--INHERITANCE TAXES EXCLUSIVE OF THE 
"PICK-UP" FOR FISCAL YEAR 1973-74 

Class A Beneficiaries 

Number of Beneficiaries Taxable 
at Highest Rate Shown 

Exempt 1,698 
1% 11,57.7 

2% 1,521 
3% 1,044 
4% 59 
5% 14 

15,913 

Amount Taxable 

$ 0 

140,268,077 
99,111,144 

181,894,651 
36,442,560 
26.660,318 

$484,376,750 

Class B Beneficiaries 

Number of Beneficiaries Taxable 
at Highest Rate Shown 

Exempt 908 
2% 3,705 
4% 474 
6% 236 
8% 109 

10% 5 

5,437 

Class 

Number of Beneficiaries Taxable 
at Highest Rate Shown 

Exempt 1,043 
5% 3,096 
7% 309 
9% 127 

12% 61 
15% 7 

4,643 

Total 25.993 

Amount Taxable 

$ 0 
22,584,620 
15,605,721 
16,479,698 
19,608,650 
5,060,575 

$ 79,339,264 

C Beneficiaries 

Amount Taxable 

$ 0 
16,497,461 
10,774,633 
8,561,881 

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 Co 11 ec t ions 

$ 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 to gather the 
inheritance tax returns, the results include data for a period slightly larger 
than the 1973-74 fiscal year. 

SOUR.CE: The data were compiled by the Department of Taxation. 
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TABLE 3.36--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 
0.1 

61.2% 

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 3.5% 
2% 14.3 
4% 1.8 
6% 0.9 
8% 0.4 

10% 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 

Total 

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 
8.8% 

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 
5.1 

23.2% 

100.0% 
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change in the federal law does not mean that.possible modifications 

in the Virginia inheritance and gift taxes cannot be examined. 

The following analysis presents four alternative inheritance 

schedules that would increase the progressivity of the inheritance 

tax. Alternative 1 is presented in Table 3.37. 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. In the 1975 session the commission 

decided to defer its rec011D11endation on this bill, and it was passed 

by indefinitely. This bill would have doubled the present exemption 

levels for each of the three classes of beneficiaries. Class A bene

ficiaries 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 states. To make the 

tax more progressive would also require a more graduated rate schedule 

using a larger number of brackets in each class than the present 

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. 

The adoption of Alternative 1 would increase revenues from the 

inheritance tax by approximately 18 percent over revenues from the 



Class A 

First $10,000 

TABLE 3.37--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 
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 $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 

Rate 

(%) 

Exempt 
2 
4 
6 
8 

10 
12 
14 
16 

I 
N 
� 
N 
I 
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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. Al.most 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 3.37. 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 was 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, 

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 have 

been 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 3.38). The treatment of class A beneficiaries is almost identical. 

Tax rates on class B beneficiaries are slightly higher than those set 

forth in Alternative 1 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 



Class A 

First $10,000 

TABLE 3.38--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 

N 

� 
� 
I 
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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 equally 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 1 (see Table 3.39). On the whole, 

it decreases the rates of tax for class A beneficiaries as compared to 

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 3.40). 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 



Class A 

First $10,000 

TABLE 3.39--PROPOSED CHANGES IN THE INHERITANCE TAX 
ALTERNATIVE 3 

Rate 

(%) Class B 

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 and 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 

(%) 

Exempt 
7 

10 
13 
15 
17 
19 

Rate 

(%) 

Exempt 
4 
6 
8 

10 
12 
14 

I 

0\ 
I 



Class A 

First $15,000 

TABLE 3.40--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 $25,000 
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 
N 
,I:'
.... 

I 
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$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 largest part 

of the increase would come from class A beneficiaries even though they 

receive a $15,000 exemption. 

We must again indicate 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 approximately $100,000 annually. 

Inclusion of Life Insurance in the Base

At present, by administrative ruling, the proceeds from life insur

ance are taxable only if they go to the estate. If they go 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 
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the state is losing a large amount of revenu� 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 inheritance tax is based on the concept of taxable 

estate. If the decedent had life insurance that was not payable to 

his estate, then the life insurance proceeds would not necessarily 

constitute part of the decedent's estate. 

Consideration of an Estate Tax 

Although this section has looked at alternatives, the preceding 

discussion and examination has been in the framework of an inheritance 

tax. The present inheritance tax could be replaced with an estate tax, 

which would tax the net value of a decedent's estate as a whole rather 

than taxing the individual inheritances. Although the estate concept 

of taxation is a substantial departure from the present treatment, 

there are a number of appealing features associated with this type 

of taxation. Here we shall examine the concept of an estate tax, 

discuss some of the advantages and disadvantages of this type of tax

ation, and finally present an alternative estate tax for Virginia 

using data from fiscal year 1973-74. 

l/ This estimate is based on federal estate tax returns 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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The base of the federal estate tax consists of the gross estate 

transferred after adjustments are made for certain exemptions and deduc

tions. The gross estate includes the total amount of property that, 

according to estate tax law, is deemed to have been transferred at 

death. In an attempt to tax only the net estate a number of exemptions, 

including charitable bequests, administrative expenses, funeral expenses, 

and unpaid mortgages or other debt claims upon the estate properties, 

are allowed. The taxable base is further decreased by a marital deduc

tion of not more than half the adjusted gross estate if left to the 

spouse and by an additional specific exemption of $60,000, which is 

enough to eliminate most estates from the estate tax liability. 

The primary advantage of the estate tax is in the administrative 

area because it is more efficient to administer for both a tax depart

ment and a decedent's estate. Estate taxation involves taxation of 

the entire net estate of the decedent rather than each individual 

recipient's inheritance. The change would eliminate the need for 

multiple rates and exemptions based on the relationship to the decedent. 

Thus, a tax department could significantly reduce paperwork and a tax

payer could lessen his necessary legal and filing expenses. 

Another related advantage would result from conforming a Virginia 

estate tax to the existing federal estate tax. This conformity would 

parallel our reliance on the federal individual income tax structure. 

Although the federal estate tax structure has several weaknesses and 

although there is perennial discussion of substantial changes in the 

federal tax, conformity to the federal law would certainly bring many 

administrative advantages and efficiencies to the taxpayer and the 

taxing agency. 

On the other hand, there are disadvantages associated with an 

estate tax. The taxation of estates rather than individual inheritances 
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would not provide perferential treatment to close family beneficiaries. 

Under the inheritance tax inheritances can be transferred at lower 

rates to spouse and children than to more distant relatives and friends. 

The estate tax after deductions, exemptions, etc., would apply equally 

whether the estate were distributed to family or otherwise. 

One disadvantage of conformity to the federal estate tax would be 

Virginia's acceptance of a number of controversial areas in the federal 

estate tax, some of which include generation-skipping through trusts, 

marital deductions and interspousal transfers, charitable bequests, 

and estates distributed through gifts between living persons. We 

should emphasize that a number of these problem areas already effect 

the Virginia inheritance tax structure through the state's reliance on 

the federal estate tax credit for state death taxes for larger estates, 

cOD111only referred to as the "pick-up" returns. 

The other disadvantage of conformity would be the potential for 

a major change in the estate tax at the federal level. As mentioned 

above, though, discussion of federal reform has taken place for a 

number of years and appears likely to continue without resulting in 

any significant overhaul in the near future. 

An Alternative Virginia Estate Tax 

To develop an alternative estate tax, we must first gain an 

understanding of the estate tax base in Virginia. Because little 

data have been available in this area, we have conducted an analysis 

of all 1973-74 inheritance tax returns and have been able to obtain 

data on federal gross estate and federal net taxable estate in Virginia. 

As a result, our only constraint in developing an alternative is that 

the Virginia base would have to conform to the federal provisions. 
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TABLE 3.41--DISTRIBUTION OF FEDERi\J,, NET TAXABLE 
ESTATE IN VIRGINIA BY SELECTED LEVELS, FISCAL YEAR 1973-74 

Number of Estate� Total Federal Net Taxable 
Level at Highest Level Estate In Virginia

$ 0 - $ 10,000 1,794 $102,886,349 
10,000 - 20,000 2,367 78,342,580 
20,000 - 30,000 1,453 59,266,505 
30,000 - 40,000 952 47,607,483 
40,000 - 50,000 757 39,247,541 
50,000 - 100,000 1,781 124,918,624 

100,000 - 150,000 708 68,198,783 
150,000 - 200,000 382 43,094,687 
200,000 - 250,000 160 29,835,312 
250,000 - 500,000 339 75,866,303 
500,000 - 1,000,000 134 48,727,237 

1,000,000 - 1,500,000 20 20,381,197 
1,500,000 - 2,000,000 14 11,165,845 

Over 2,000,000 18 26,575,681 

Total 10,879 $776,114,127 

SOURCE: The data were compiled by the Virginia Department of 
Taxation. 

Table 3.41 presents for the state by selected levels of federal 

net taxable estate the number of estates and, the total amount of net 

taxable estate that could be subject to tax. As the table shows, 

there were 10,879 estates in Virginia with a total of $776,114,127 of 

federal net taxable estate in fiscal year 1973-74. It is important 

to note that this is the amount remaining after accounting for the marital 

deductions, exemptions, and exclusions allowed at the federal level.1/

Virginia could implement one of a number of rate schedules that 

would yield approximately the same revenues as those collected from 

1/ The total amount of federal gross estate in Virginia in fiscal 
year 1973-74 was $960,116,377. This infers that total exemptions and 
deductions amounted to almost 20 percent of total estates. 
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TABLE 3.42--HYPOTHETICAL ESTATE TAX RATE SCHEDULE 
AND REVENUES, FISCAL YEAR 1973-74 

Net Taxable 
Level Estate Tax Rate Tax Liability 

$ 0 - $ 20,000 $181,228,929 Exempt $ 0 
20,000 - 50,000 146,121,529 1% 1,461,215 
50,000 - 100,000 124,918,624 2% 2,498,372 

100,000 - 200,000 111,293,470 3% 3,338,804 
200,000 - 300,000 52,644,627 4% 2,105,785 
300,000 - 500,000 53,056,988 5% 2,652,849 
500,000 - 1,000,000 48,727,237 6"'

/o 2,923,634 
1,000,000 - 1,500,000 20,381,197 7% 1,426,684 
1,500,000 - 2,000,000 11,165,845 8% 

I
893,268 

Over 2,000,000 26,575,681 9%!. 2,100,000 

rotal $776,114,127 $20,000,611 

SOURCE: The data were compiled by the Virginia Department of 
Taxation. 

a/ The 9 percent rate would apply until the net taxable estate
reached approximately $4,750,000; only after that would the federal 
"pick-up" rate apply. 

the present inheritance tax. Table 3.42 presents one alternative. It 

exempts the first $20,000 of federal net taxable estate from any tax. 

Estates from $20,000-$50,000 are taxed at 1 percent with $50,000-

$100,000 at 2 percent, $100,000-$200,000 at 3 percent, etc. until the 

top rate of 9 percent is reached on estates over $2,000,000. This 

alternative assumes that Virginia would continue to take advantage of 

the "pick-up" provision in the federal law. 

As Table 3.42 shows, revenues from this alternative tax rate sched

ule in fiscal year 1973-74 would have been approximately $20 million, 

or slightly above the $18.6 million collected from the inheritance tax. 

Of course, a change in the inheritance tax would require a corresponding 
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change in the gift tax structure and rates to ensure that estates would 

not be completely distributed at lower tax rates before death. 

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 previously 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 gift tax. The primary advan

tage of such a lifetime maximum on annual exemptions is that it would 

limit tax free gifts and increase revenues by a small amount. In addi- .

tion, 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 amount 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. class 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 maximum 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 and passed by indefinitely, 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 Depart

ment of Taxation reflects that specific lifetime constraint.!/ The 

revenue yield of such a measure would be small, perhaps $100,000 per 

year. 

1/ This substitute was Exhibit Bin Senate Document No. 13, the 
report of the Revenue Resources and Economic CODDD.ission to the 1975 
session of the General Assembly. 
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Tobacco Products Tax 

The Virginia cigarette tax is one of the lowest in the nation. 

Only the North Carolina tax, which is 2 cents per pack, is less than 

the Virginia tax of 2.5 cents. As Table 3.43 shows, other states levy 

cigarette taxes that are as much as 8 times greater, but generally 

they range between 3 to 5 times greater than the Virginia levy. In 

addition to the state tax, Virginia is one of 8 states where localities 

are permitted to impose cigarette taxes. In 1974, 21 localities levied 

such taxes and collected $12.7 million in gross revenue . .!/ The rates

of the local taxes ranged from 2 cents to 10 cents per pack. State 

tobacco tax collections for fiscal year 1973-74 totalled $17.0 million. 

However, legislation that provides an increased discount to tobacco 

wholesalers became effective for fiscal year 1974-75 and will cause 

state tobacco tax collections to decline to an anticipated $16.7 

million in the first year of the 1974-76 biennium before they begin to 

increase again in the second year. 

If the current tax were doubled, a significant increase in state 

revenues would result with only a modest increase to the consumer, 

and Virginia's tax rate would still be at almost the bottom of the 

scale relative to most other states. With a tobacco tax of 5 cents 

per pack, Virginia's tax would still be less than the Maryland and 

District of Columbia taxes of 6 cents, the West Virginia tax of 12 

cents, and the Tennessee tax of 13 cents. Of all Virginia's 

.!/ Information in a memo by the Tobacco Tax Council, Inc. to
Virginia Municipal Tax and Finance Officers in Places Imposing Local 
Cigarette Taxes, January, 1975. 
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neighboring states only North Carolina with its 2 cent tax and Kentucky 

with its 3 cent tax could compete for cigarette sales with lower 

tobacco taxes. 

TABLE 3.43--STATE CIGARETTE TAX RATES AS OF JANUA.�Y
1 

1975 

State Cents per Pack State Cents per Pack 

Alabama 12 Missouri 
Alaska 8 Montana 12 
Arizona 13 Nebraska 13 
Arkansas 17. 75 Nevada 10 
California 10 New Hampshire 11 

Colorado 10 New Jersey 19 
Connecticut 21 New Mexico 12 
Delaware 14 New York 15 
Dist. of Col. 6 North Carolina 2 
Florida 17 North Dakota 11 

Georgia 12 Ohio 15 
Hawaii 10 Oklahoma 13 
Idaho 9.1 Oregon 9 
Illinois 12 Pennsylvania 18 
Indiana 6 Rhode Island 13 

Iowa 13 South Carolina 
Kansas 11 South Dakota 12 
Kentucky 3 Tennessee 13 
Louisiana 11 Texas 18.5 
Maine 16 Utah 8 

Maryland 6 Vermont 12 
Massachusetts 16 Virginia 2.5 
Michigan 11 Washington 16 
Minnesota 18 West Virginia 12 
Mississippi 11 Wisconsin 16 

Wyoming 8 

SOURCE: Tobacco Tax Council, Inc., "Monthly State Cigaret Tax Report", 
January, 1975. 
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If the tax went to 5 cents, the price to the consumer would only 

increase about 7 percent • .!/ Such a small increase in price would prob

ably not induce consumers to purchase cigarettes outside the state. 

Furthermore, because the demand for tobacco products is inelastic,1/ 

which means that when price increases sales will not decline enough to 

reduce total expenditures, the state would not have to be concerned 

with adverse effects on the market, Various studies have determined 

the elasticity of tobacco products to be between -.1 and -1.4, but 

generally the studies estimated elasticity between -.5 and -.1.ll

Thus, a price increase of 7 percent would probably result in a drop 

in cigarette sales of between 3,5 and 5 percent. The table below 

.!/ Based on the weighted average price of cigarettes in Virginia 
as furnished by the Tobacco Tax Council. The estimated price increase 
is biased upward because the weighted average does not provide for 
local cigarette taxes. 

Price elasticity = Percent change in quantity demanded 

and is always negative, which 
price and quantity demanded. 
than 1, demand is inelastic; 

Percent change in price 
denotes the inverse relationship between 
In absolute terms, if elasticity is less 
if it is greater than 1, demand is elastic. 

1/ See for example, John M. Vernon, Norfleet W. Rives, Jr. and 
Thomas H. Maylor, "An Econometric Model of the Tobacco Industry," 
Review of Economics and Statistics, Vol. 51, No. 2 (Cambridge: May, 
1969), pp. 149-158. S. M. Sackrin, "Factors Affecting the Demand for 
Cigarettes," Agricultural Economics Research, Vol. 14, No. 3 (Washington, 
D. C.: August, 1962), pp. 81-88.
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shows the estimated effects on state revenues if a 5 cent per pack 

cigarette tax had been levied during fiscal year 1973-74, assuming 

various changes in sales: 

Current 2.5 cent tax 

5 cent tax with: 
no change in sales 

5 percent drop in sales 
10 percent drop in sales 
20 percent drop in sales 

Revenue 
($Mil.) 

$17.0 

34.0 
32.3 
30.6 
27.2 

Change from Current Tax 
Amount 
($Mil.) Percent 

+17.0
+15.3
+13.6
+10.2

100 
90 
80 
60 

Thus, with a 5 percent drop in sales, which coincides with a 7 percent 

increase in price and the generally estimated elasticity for tobacco 

products, the state could realize a 90 percent increase in tobacco tax 

revenues. 
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Taxes on Alcoholic Beverages 

Liquor sold in Virginia A.B.C. stores is subject to a 14 percent 

alcoholic beverages state tax. Included in the retail price of liquor 

is a 36 percent markup, which is set by the A.B.C. Board to meet the 

cost of operating the state-owned liquor stores and to produce a profit. 

These profits are a part of general fund revenues; thus, we can assume 

that the profits of a public monopoly are in lieu of higher taxes. 

Unfortified wine is subject to a tax of 35 cents per gallon, and forti

fied wine is subject to a 70 cents per gallon tax. Additional taxes 

are imposed on liquor and wine bought for resale by the drink •. !/ Finally, 

an excise tax of 2 cents per 12-ounce bottle and $6 per barrel is levied 

on beer and other malt beverages.II 

Except for the additional tax imposed on bottle sales for resale 

by the drink, revenues from alcoholic beverages are deposited into the 

general fund. However, two-thirds of the wine tax and two-thirds, but 

not less than $14,805,677 of A.B.C. profits, are distributed to 

localities on the basis of population. Listed below are revenues

collected during fiscal year 1973-74 from the sale of alcoholic beve

rages and allocated to the general fund: 

Alcoholic beverages state tax 
Wine and spirits tax 
Beer and beverage excise tax 
A. B. C. profits 

Total 

!/ See the Code of Virginia, Section 4-15.3. 

:!:_/ See the Code of Virginia, Section 4-40. 

$26,885,105 
2,410,658 

18,685,771 
26,103,101 

$74,084,635 
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The tax on alcoholic beverages bought for resale by the drink, which 

is allocated to a special fund, amounted to $757,251 in 1973-74. 

As a measure of Virginia's tax effort compared to n�ighboring 

states and the u. S. as a whole, total revenue from alcoholic beverages, 

including net profits, can be shown per capita and per $1,000 of personal 

income using data computed by the Southern Regional Education Board • .!/

Shown below are these data for fiscal year 1972-73. 

ALCOHOLIC BEVEBAGE.REVENUES
1 

FISCAL.YEAR 1972 .... 73

State 

u. S. Average (incl. D. C.)

District of Columbia 
Kentucky 
Maryland 
North Carolina 
Tennessee 
Virginia 
West Virginia 

Per Capita 

$10.89 

17.42 
4.26 
6.16 

14.25 
12.90 
14.28 
19.91 

Per $1,000 of 
Personal Income 

$2.16 

2.75 
1.06 
1.12 
3.33 
3.15 
2.92 
5.02 

These measures indicate that Virginia's alcoholic beverage revenues are 

high relative to the U. S. average but that compared to surrounding 

states they represent a median effort. 

Of the $74.1 million in alcoholic beverage revenues collected in 

fiscal year 1973-74, approximately 60 percent was derived from the 

excise tax on beer and malt beverages and from the tax on liquor sold 

in A. B. C. stores. If the state wished to look to the sale of 

alcoholic beverages for additional revenue, increases in these two 

.!/ Kenneth E. Quindry and Carol S. Meyers, State and Local 
Potential, 1973, SREB, (Atlanta: Southern Regional Education Board, 
1974), pp. 42-46. 
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taxes would probably offer the best alternatives. Estimates of the 

price elasticity for beer and for alcoholic beverages range from -.5 

to -.9, indicating that the demand for them is inelastic.!/ With this 

assumption, if the Virginia excise tax on beer were increased from 

$6 to $7.50 per barrel, beer and beverage revenues would have increased 

by approximately $4.4 million in fiscal year 1973-74. Assuming the same 

price elasticity, an increase from 14 to 15 percent in the alcoholic 

beverage state tax would have increased revenues by approximately $1.7 

million for the same fiscal year and by about the same amount for each 

additional percentage point increase in the tax. 

On the other hand, increases in alcoholic beverage taxes as a source 

for additional revenue should be weighed against Virginia's competitive 

position with the District of Columbia. Since liquor prices in the 

District are substantially lower because of competition between sellers 

and a lower tax rate, many nonresidents, including Virginians, purchase 

liquor there. The relatively high per capita revenue for the District 

shown in the table above can be attributed to the attractive price 

differential. Thus, an increase in Virginia's alcoholic beverages taxes 

would widen this differential and further erode the already poor com

petitive price position of Virginia vis-a-vis the District. Higher 

rates of taxation would produce greater revenues; but the prices of 

liquor in other political subdivisions would become even more attrac

tive, and the loss of sales to these places would temper the gain in 

revenues. 

1/ See for example, Thomas F. Hogarty and Kenneth G. Elzinga,
"The Demand for Beer," The Review of Economics and Statistics, Vol.
43, No. 2, (May, 1972), pp. 195-198. Julian L. Simon, "The Price
Elasticity of Liquor in the U. S. and a Sample Method of Determination," 
Econometrica, Vol. 34, No. 1, (January, 1966), pp. 193-205.
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State License Taxation 

The state imposes a wide variety of business, occupational, and 

professional license taxes. In 1973-74 they produced $3.3 million, or 

about .3 percent of total general fund revenues. Most state license 

taxes are levied at low, flat amounts, and eight produce three-fourths 

of the revenue. In Chapter VI, we shall look at state license tax

ation in some detail after thoroughly analyzing local license taxation. 

Included in the discussion will be alternatives to the present state 

system. 

Taxes on Soft Drinks and Litter-Related Products 

Crown Tax on Soft Drinks 

At the present time there are six states with special taxes on 

soft drinks--Louisiana, Missouri, North Carolina, South Carolina, 

Tennessee, and West Virginia. The amount of revenues collected in 

fiscal 1973-74 varied from a low of $313,000 for Missouri to a high 

of $20,201,000 for North Carolina. The revenues were dependent upon 

the rates imposed on bottled soft drinks, soft drink syrups and base 

products, and the treatment of intrastate and interstate business. 

If Virginia taxed soft drinks at a similar amount per capita as 

any one of the six states,!/ the state could realize between approx

imately $0.3 million (Missouri rate) and $18 million (North Carolina 

rate) in revenue with a tax at the average amount per capita generating 

about $9.7 million in revenue. 

1/ U.S. Department of Commerce, State Tax Collections in 1974, 
(Washington, D. C.: U.S. Government Printing Office, 1974), pp. 13-38; 
and Commerce Clearing House, Inc., State Tax Handbook, (Chicago: 
October, 1973), p. 548. The figure for Missouri reflects fiscal 1972 
collections. 



-264-

There are four points to consider in discussing the tax as a

possible source of additional revenue for the Commonwealth. First, it 

would produce a limited amount of revenue (assuming Virginia used rates 

similar to those of other states). In 1973-74, even $18 million-would 

have been only 1.5 percent of total general fund revenues. Second, an 

extra tax would be imposed on a particular type of food product already 

subject to the general sales tax. Another point is the possible 

regressivity of this form of taxation. If the tax is regressive, 

policy makers will have to decide if this type of tax best serves the 

interests of the Commonwealth. A final point deals with the notion 

that this tax should be applied to discourage the creation of litter. 

Undoubtedly a crown tax applied in the "correct" way would discourage 

littering, but the states now using it tax all soft drinks regardless 

of the container in which it is sold. Thus, its purpose is probably 

to raise revenue and not to save the environment. In addition, it 

may be unfair to charge soft drink consumers with the entire cost of 

attempting to clean our environment since litter is composed of many 

products other than soft drinks. 

Litter Taxation 

A tax that may approximate a more "correct" way to discourage 

littering in comparison with the existing soft drink taxes is the 

state of Washington litter tax. The litter tax, established in 1972 

by the Washington Model Litter Control Act, is levied at a rate of 

.015 percent on the gross proceeds of sales made within the state at 

the manufacturing, wholesale, and retail levels for thirteen categories 

of litter-related products. These categories are defined by the 

Washington Department of Revenue as follows: 
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1. Food for human or pet consumption
2. Groceries
3. Cigarettes and tobacco products
4. Soft drinks and carbonated waters
5. Beer and other malt beverages
6. Wine
7. Newspapers and magazines
8. Household paper and paper products
9. Glass containers

10. Metal containers
11. Plastic or fiber containers made of synthetic material
12. Cleaning agents
13. Non-drug drugstore sundry products

The desired effect of the tax is to hold businesses and industries 

that sell or produce litter-related products accountable for part of 

the cost of cleaning up the environment. With such an objective, 

revenue from the tax, approximately $750,000 per year, is used to 

purchase litter receptacles for use in all public areas, to provide 

for a "state ecology patrol" to enforce the Washington Model Litter 

Control Act, which makes littering a misdemeanor, and in general to 

subsidize the cost of removing litter from the environment. 

In order to develop an estimate of the revenue potential for 

Virginia of a tax patterned after the Washington litter tax, we first 

found the yearly sales data for the specified categories of litter

related products at all three levels. For the manufacturing level 

in Virginia, the most current data were the value of shipments listed 

in the Preliminary Report, 1972 Census of Manufacturers. At the whole

sale level, we used sales data from the 1972 Census of Wholesale Trade. 

The Department of Taxation supplied the Virginia retail sales data 

for 1974 from its information on sales taxable under the sales and 

use tax. To ensure comparability to retail data we inflated the 

manufacture and wholesale data to 1974 dollars using appropriate 

indices. 
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Based on these data, estimates of gross receipts from litter

related products for Virginia in 1974 are as follows: 

Level 

Manufacturing 
Wholesale 
Retail 

Total 

Gross Receipts 
{Millions) 

$ 3,555.3 
2,960.2 
4.038.9 

$10,554.4 

We reduced the value of shipments at the manufacturing level by one

third to allow for duplication included as the result of products of 

some industries being used as materials by other industries • .!/ Since

the Washington law provides for taxation of only 95 percent of total 

sales made by grocery stores in lieu of separately accounting for tax

able and nontaxable sales and since sales of prescription drugs are 

nontaxable, total gross receipts at the retail level for Virginia also

reflected these provisions. At the Washington rate of .015 percent, 

annual revenue in Virginia from the litter tax would have been approx

imately $1.6 million in 1974. 

Although the Washington litter tax attempts to allocate the cost 

of cleaning the environment among the many different industries and 

businesses that contribute to the problem, the structure of the tax 

may not be acceptable as a model for several reasons. First, the litter 

tax, even at a moderate rate, could diminish Virginia's relatively 

favorable climate for attracting new business. Second, since the 

Washington tax is levied at the manufacture, wholesale, and retail 

levels, it results in multiple taxation of the designated tax base. A 

more equitable approach might be a value added litter tax. We found that 

.!/ U. S. Department of Commerce, Preliminary Report, 1972 Census
of Manufacturers, Virginia, (Washington, D. C.: U. S. Bureau of the 
Census, 1974), p. 8. The report estimates that the value of finished 
manufactures - total value of shipments less duplication - is two-thirds 
the total value of shtpments for all manufacturing industries. 



-267-

after estimating value added for the thirteen specific categories for 

Virginia, application of a .015 percent rate would have yielded approx

imately $600,000 in revenues in 1974.1/ A final point is that the 

tax base as defined by the thirteen categories of litter-related pro

ducts is inconsistent in certain broad areas. For instance, the litter 

tax law allows grocery stores the option of paying the tax on 95 percent 

of total sales in lieu of separately accounting for sales of grocery 

and nongrocery products. Similarly, drugstores exercise the option of 

paying the tax on 50 percent of total sales in lieu of separately 

accounting for sales of drugstore sundry products and prescription 

drugs. An apparent inequity exists in that no provision is made to 

treat other businesses that sell a mixture of taxable and nontaxable 

items, such as department stores, in a similar fashion. In addition, 

the Washington tax is levied on soft drinks, beer, and wine but is 

not levied on whisky and other liquors. Even though the state has a

monopoly over the sale of such alcoholic beverages and would itself 

pay the tax, it is an inequity. 

Elimination of Disposable Beverage Containers 

An alternative to an additional tax on soft drinks or a litter tax 

would be a measure similar to the Oregon Bottle Law. The Oregon Bottle 

Law became effective on October 1, 1972, and places a minimum 5i

refundable deposit on all beer and soft drink containers sold in the 

state. However, beer and soft drink containers certified by the 

Oregon Liquor Control Commission as reusable by more than one bottler 

or distributor require only a 2i refundable deposit. The law stipulates 

!/ The detailed methodologies used to make the revenue estimates 
for Virginia based on the Washington litter tax are available from the 
Research Division of the Department of Taxation. 
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that all beer and soft drink retailers must refund to consumers the 

minimum deposit of Si, or 2i if certified, on beverage containers of 

the type and variety sold by the retailer. In addition, bottlers or 

wholesale distributors of beer and soft drinks must refund to the 

retailer the minimum deposit of Sc, or 2i if certified, on beverage 

containers of the type and variety sold by the wholesaler or bottler. 

Finally, there is an outright ban on the sale of the pull-tab variety 

of aluminum or metal containers. 

The purpose of the law is twofold: (1) to reduce the littering 

of beverage containers by providing a monetary incentive either to 

purchase reusable or return disposable containers sold in the state 

and (2) to encourage usage of certified, standard returnable beverage 

containers by beer and soft drink bottlers and distributors in the 

state. Indications are that the bottle law has been effective in 

both instances. The Oregon Department of Environmental Quality estimates 

that the number of beverage containers entering the solid waste stream 

as litter or disposed trash has been reduced by 88 percent as a result 

of the bottle law. Similarly, the reduction in beverage container 

litter along Oregon's highways is estimated at between 65 and 90 

percent. In addition to the reduced cost of the collection and disposal 

of littered beverage containers, the National Institute for Applied 

Research of Davis, California estimates an energy savings of approx

imately 50 percent as a result of reusing glass bottles 18 to 20 

times • .!/ Evidence of the success of the second objective, to encourage

the use of a certified, standard returnable container, is the sale of 

24 separate brands of beer in the same returnable bottle. A similar 

!/ Kessler R. Cannon, The Oregon Minimum Deposit Law--Landmark
Environmental Legislation, (Portland: Department of Environmental 
Quality, 1974), p. 8. 
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trend is not, however, apparent in the soft drink industry because of the 

identification of nationally advertised soft drinks with specially designed 

bottles. We should emphasize that the Oregon bottle law is a litter-reduc

tion measure rather than a tax for revenue purposes. 

Opponents of the law point out that the bottle law has had adverse 

effects on the beer and soft drink industry in Oregon. For instance, two 

small canning plants have been forced out of business as a result of the 

restrictions placed on aluminum and metal beverage containers. New capital 

outlay expenditures total $5.35 million and capital losses and changeover 

costs are approximately $175,000. In addition, retailers have experienced 

increased storage and handling costs. However, total operating income for 

all sectors combined in the beer and soft drink industries has increased 

by $3.93 million per year since the law went into effect • .!/

Conclusion 

Estimates indicate that revenue from a soft drink tax at rates similar 

to those in other states could range between $0.3 million and $18 million. 

A litter tax similar to that in Washington could produce approximately $1.6 

million in Virginia. Of course, a bottle law similar to the Oregon bottle 

law would produce no revenue. 

At issue is the degree to which a revenue producing tax can be effective 

in decreasing the litter problem. Should the tax be imposed only on dispos

able soft drink bottles and cans, or should all beverage containers, dispos

able and nondisposable, and other litter-related items be taxed as well? As 

an alternative, would a litter measure aimed at the people who litter be a 

better solution than a tax on litter-related items? 

1/ Kessler R. Cannon, The Oregon Minimum Deposit -Law--Landmark 
Environmental Legislation, (Portland: Department of Environmental Quality, 
1974), pp. 1-15; and U. S. News and World Report, (Washington, D. C.: 

December 3, 1973), p. 99. 
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Federal General Revenue Sharing 

Federal general revenue sharing began in 1972 as a $30.2 billion 

five-year program with objectives that were many and varied. In this 

section we shall examine the present law, the proposed extension of the 

law and some of the objectives of revenue sharing. 

The Present Law 

The amounts appropriated under the present revenue sharing program 

on a fiscal year basis are: 

Period 

January - June, 1972 
July - December, 1972 
January - June, 1973 
Fiscal 1973-74 
Fiscal 1974-75 
Fiscal 1975-76 
July - December, 1976 

Amount 
(Millions) 

$2,650.0 
2,650.0 
2,987.5 
6,050.0 
6,200.0 
6,350.0 
3,325.0 

with each state receiving the higher amount of either the House or Senate 

formula. 

The House formula, which now favors Virginia, distributes the funds 

on the basis of general tax effort, individual income tax collections, popu

lation, urbanized population, and population inversely weighted for per 

capita income. The Senate version distributes the funds on the basis of pop

ulation, state and local tax effort, and inverse per capita income. 

The amounts already received or expected for state and local governments 

in Virginia are as follows: 
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State Govemment Local Government 
Total Total 

Fiscal Year (Millions� (Millions) 

1972-73 �1 44.1 88.3 

1973-74 �/ 39.9 78.6 

1974-75 40.3 'p_/ 80.6 £/ 

1975-76 41. 0 "E../ 82. 0 _r;./

1976-77 32.2 s:l 64.4 _r;_/

�/ Actual payments 

'p_/ Official budget estimates 

_r;_/ Staff estimate or projection 

The official budget estimates and the staff projections require three 

assumptions:1/ 

1. That Virginia will continue to receive the same percentage share
(about 2 percent) of the total funds in future years as in 1972-
73 and 1973-74. This assumption is necessary because of the numer
ous variables involved in a sophisticated forecast for which we
lack data. Moreover, the Department of Treasury will not make
forecasts of state entitlements.

2. That the total state shar� will be split one-third to the state
government and two-thirds to local governments.

3. That payment will be made not later than five days after the close
of each quarter. This would mean that the payment for the April
June quarter would fall in the next fiscal year.

These numbers indicate that the state government received $84.0 million 

in the 1972-74 biennium and that it should receive $81.3 million in the 1974-

76 biennium and $32.2 million in the first year of the 1976-78 biennium. 

1./ Data provided by the federal Office of Revenue Sharing in May, 1975, 
indicate that the estimates and the projection are low by 1 to 2 
percent. 
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The state government may use the funds on any expenditure items. The 

state may not, however, use them to match federal categorical grants and 

must maintain the existing levels of financial aid to local governments. 

The local revenue sharing funds are distributed to counties (or in

dependent cities) on the basis of population, tax effort (adjusted taxes 

per $1,000 of personal income), and relative income, or state per capita 

income divided by county per capita income, and are split between the 

county government and all towns within the county on the basis of adjusted 

taxes. The amount received by an individual town is also based on popula

tion, tax effort, and relative income. Local funds are restricted to high 

priority maintenance and operation expenditure categories, such as health, 

recreation, public safety, and public transportation, but for capital out

lays there are no limitations, The funds may not be used for current out

lays for education. Local governments are also subject to the federal 

matching constraint. 

The Proposed Law 

President Ford has recommended that general revenue sharing be extended 

from January 1, 1977, until September 30, 1982, with the amount distributed 

growing by $150 million annually and a $39.85 billion total appropriation for 

the five and three-quarters years. The distribution formula and the 

constraints on use of the funds for state and local governments would be the 

same as chose in the present law. There would be an increase in the maximum 

per capita allocation constraint from the present 145 percent of the average 

per capita allocation to localities to 175 percent; this would be introduced in 

5 equal steps over the extension period. Such an increase would help the 

central cities, such as Norfolk or Richmond, that are currently at the 
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maxim.um. If we assume that Virginia would continue to receive about 

2 percent of total funds and that the total share would be split one

third to state government and two-thirds to local governments,. the 

state would receive $265.7 million, and the localities, $531.3 million. 

Annualizing these amounts would mean an average of $46.2 million at the 

state level and $92.4 million for localities each year. (To analyze the 

fiscal assistance that an extension of general revenue sharing could 

provide to the state and the localities, see Chapters IV and V.) 1/ 

Objectives of General Revenue Sharing 

were: 

Among the objectives suggested for revenue sharing at its inception 

1. To promote efficiency in government.

2. To make government programs more responsive to the people.

3. To induce greater tax effort by state and local governments.

4. To limit tax increases by state and local governments.

5. To provide aid to the financially pressed major cities in
the nation.

6. To provide an alternative to categorical grants in giving inter
governmental assistance.

7. To equalize the fiscal capacity of state and local governments.

The first two objectives are assigned to almost every new govern

mental program at the federal, state, or local levels. Whether any 

program ever achieves such objectives is problematical, but there is nothing 

to indicate as yet that revenue sharing has led to less efficiency or 

1/ The Office of Revenue Sharing provided all information on the 
current law and its proposed extension. 
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less responsiveness from government. 

Obviously, to induce greater tax effort and to limit tax increases 

are contradictory goals. Making tax effort a part of the distribution 

formula for the entire state as well as local governments was an attempt 

to make recipient governments take greater advantage of their taxing 

capacity, for the reward would then be more federal revenue sharing funds. 

Of course, tax effort is only one of several variables that determine 

the amount received by a state or local government; changes in the 

others may reinforce or detract from the assumed effects of increased tax 

effort. In addition, general revenue sharing represents only 2.5 to 

3.5 percent of state or local revenues throughout the nation. (In 

Virginia, it is a part of the state government's general fund but makes up 

only about 3 percent of collections; at the local level, it is roughly 6 

percent of revenues). Observers may never be able to resolve completely 

whether revenue sharing has provided the assumed incentives for raising tax 

effort. 

If anything, the preliminary evidence points to taxes being 

reduced or maintained at their present levels. For 1973-74, 15 state 

governments indicated in a questionnaire from the Office of Revenue 

Sharing that revenue sharing had permitted them to reduce taxes, 7 said 

that it prevented tax increases or new taxes, and 3 stated that it 

allowed maintenance of current tax levels. In the same survey all 

local governments across the nation responded; 4 percent said it reduced 

taxes, 62 percent, that it prevented tax increases or new taxes, and 34 

percent, that it permitted maintenance of existing tax levels. Virginia 

would have fallen into the last 2 categories. We can say that revenue 

sharing does provide the marginal revenues necessary to balance a budget 

that state and local governments have such difficulty finding. As a 

result, many of them will continue to view it as a hedge against new or 
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higher taxes. 

A significant factor behind the passage of revenue sharing was 

the hope that it would assist the financially troubled major cities·in 

the nation. At present, there is some limited evidence that it may have 

helped to stabilize the fiscal situation in the cities. 1/ The proposed 

extension of the revenue sharing law would increase the maximum per 

capita allocation constraint from 145 percent to 175 percent of the 

average per capita allocation to localities; many cities are now at 

the constraint, and this proposal is recognition of its deleterious 

impact on them. 

To provide an alternative to categorical or conditional grants was a 

high priority objective for many proponents of revenue sharing. They 

felt that the categorical grants had too many complexities, inhibited 

fiscal planning, and forced state and local government to become pro

ficient at "grantsmanship" rather than at satisfying the demand for 

public goods and services. Certainly the revenue sharing distribution 

formulas are not di.fficult to understand, and a state or local government 

can easily incorporate the anticipated amounts into its budgetary planning. 

In addition, state and local governments have wide latitude in how they 

spend these funds. In 1973-74, state governments throughout the nation 

spent 52 percent of revenue sharing in education, 8 percent each on 

public transportation and health, and 7 percent each on general government 

and social services for the poor or aged. Much of the funds allocated 

!/ David A. Caputa and Richard L. Cole, "General Revenue Sharing 
Expenditures Decisions in Cities over 50,000," Public Administration 
Review, Volume 35, No. 21 (Washington: March/April, 1975), pp. 136-142. 



-276-

to education undoubtedly went to aid elementary and secondary education 

at the local level. Virginia fell into this national pattern because of 

the large portion of revenue sharing funds used for its standards of 

quality educational aid program in 1973-74. In that same year localities 

nationwide expended 36 percent on public safety, 19 percent on public 

transportation, 11 percent on environmental protection, and 7 percent each 

on health and recreation. Of course, we can expect to see the continuation 

of categorical grants as well as general purpose or unconditional grants 

(e.g. revenue sharing) but possibly with different goals - categorical 

grants to support programs in the national interest and general purpose 

grants to provide funds for state and local services. 1/ 

One of the fundamental objectives of revenue sharing was to equalize 

the fiscal capacity of state and local governments. Revenue sharing might 

not be necessary if the distribution of income and wealth were the same 

throughout the country. If all connnunities had the same average income 

and wealth, the same tax structure could produce the same revenues every

where. The federal government would finance only programs with national 

benefits. Each connnunity would determine the level of expenditures and, 

in turn, of tax rates to provide public services with local or regional 

benefits for the people within its boundaries. With the same fiscal 

capacity, expenditures might differ, but no connnunity would be hindered by 

a lack of resources. However, this ideal arrangement is not attainable in 

a national system in which the distribution of income and wealth is unequal. 

l/ Except where otherwise noted, information on the effort and uses

of general revenue sharing came from the Office of Revenue Sharing of the 
Department of the Treasury, General Revenue Sharing: Reported Uses 
1973-74, (Washington: Government Printing Office, 1975). 
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The most efficient way for the federal government to equalize fiscal 

capacity and to permit poorer state and local governments to provide 

more adequate public services is through a revenue sharing plan that 

allocates funds on the basis of population possibly weighted by the 

inverse of per capita income. For example, a $100 per person grant 

would add much more to fiscal capacity in a poorer state than in a 

rich one. If the grant were allowed to rise as per capita income 

dropped, the effect would be magnified. These 2 factors are part of the 

actual distribution formulas for the states, and the result does appear 

to be a percentage increase in the fiscal resources of the poorer states 

(as determined by per capita income) as much as double the rise in the 

resources of the richer states. At the local level population and 

relative income are 2 of the 3 components in the distribution formula; 

therefore, equalization should also occur there. However, the law 

does contain the maximum constraint already mentioned as well as a 

minimum constraint, 20 percent of the average per capita allocation 

to localities, and the results are not as clear • .!/

If a state wished to change the formula allocating funds among 

localities, it could do so once under the present law. The proposed ex

tension would carry the same limitation. The law says that: 

"A State may by law provide for the allocation of 
funds among county areas, or among units of local 
government (other than county governments), on the 
basis of the population multiplied by the general 
tax effort factors of such areas or units of local 
government, on the basis of the population multi
plied by the relative income factors of such areas 
or units of local government, or on the basis of a 
combination of those two factors ••• " !:.l

1/ Joseph A. Pechman, "State-Local Finance Beyond Revenue Sharing,"
The Economic Outlook for 1973, (Ann Arbor: November, 1972), pp. 69-80. 

!: . ./ Public Law 92-512, Section 108 (c). 
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The impact of any formula modifications can be analyzed by looking at a 

hypothetical state with three localities. We assume that the population and 

the other factors for the three are those in the note to Table 3.44 with $1 

million in local revenue sharing funds available for distribution. The 

table indicates the amount received by each locality under the present 

formula and 3 basic alternatives chosen from an almost infinite number of 

combinations. The present formula would distribute about 52 percent of 

the total to locality A, which has the largest population, the greatest 

tax effort, and the highest per capita income, 34 percent to locality B, 

and about 14 percent to locality C, which has the smallest of each of the 

three factors. At the same time it would add twice as much to the fiscal 

resources of locality C as compared to those in localities A or Bon the 

basis of personal income. Eliminating relative income from the formula 

would increase somewhat the amounts going to localities A and B but would 

nearly cut in half the funds received by locality C. Removing tax effort 

would primarily shift the funds from locality A to locality C. The amount 

actually received by locality C would not, however, be based on the alterna

tive formula but on the maximum permitted any local government, which is now 

145 percent of the per capita allocation to localities. Using population 

squared and the other two factors would raise by approximately one-fifth the 

funds distributed to the relatively populous locality A and would cut by 

about three-fourths the monies received by locality C with its smaller 

population. From these hypothetical examples, we can make the following 

observations for Virginia: 

1. To shift revenue sharing funds to the central cities and
suburban counties, which among Virginia localities have the
larger populations and make a greater tax effort, would
involve a formula placing greater emphasis on those two
factors.



TABLE 3.44 ••DISTRIBUTIOO OF $1 MILLION IN LOCAL REVENUE SHARING FUNDS TO THREE HYPOTHETICAL 
LOCALITIES UNDER THE PRESENT FORMULA AND THREE ALTERNATIVES 

Population Times Population Times!./ Population2 Times Tax Effort 
Locality Present Formula Tax Effort Relative Income Times Relative Income 

� !S!:a � � � � � 

A $451,147 45.1 
$521,000 52.1 $577,000 57.7 (432,000) (43.2) $642,000 

B 367,603 36.8 
340,000 34.0 367,000 36.7 (362,000) (35.2) 315,000 

C 181,250 18.l 
139,000 13.9 77,000 7.7 (216,000) (21.6) 43,000 

Note: The factors used to allocate the $1 million in general revenue sharing to the three hypothetical localities are: 

Adjusted Personal Per Capita Tax Relative 
Locality Population Taxes Income Income Effort Income 

20,000 $1,500,000 $ 60,000,000 $3,000 $25.00 .875 

B 15,000 750,000 37,500,000 2,500 20.00 .952 

C 5.000 100,000 1
1
500

1
000 ....!.aiQQ_ 13.30 1. 750 

State 40,000 $2,350,000 $105,000,000 $2,625 $22.38 1.000 

!,/ No locality is permitted to receive more than 145 percent, nor less than 20 percent of the per capita allocation to localities. In this example, the per capita 
amount is $25, 145 percent of it is $36.25, and 20 percent is $5.00. This formula ""uld provide locality A with $432,000, or $21.60 per capita, and locality B with $362,000, 
or $24.13 per capita. Locality C "°uld receive $216,000, or $43.20 per capita and as a result "°uld be constrained to 5,000 x $36.25, or $181,250. The difference "°uld be 
allocated between Localities A and B based on their relative shares. 

� 

64.2 

31.5 

4.3 
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2. To shift the funds to the rural counties with their lower
per capita incomes would mean giving greater weight to the
relative income factor.

3. Any attempts to over- or underemphasize a particular fac
tor could place specific localities against the maximum
or minimum per capita constraints. The result could then
be distributing the funds to localities not originally in
tended to receive them.

Conclusion 

General revenue sharing has been a relatively small but important 

new source of revenue for state and local governments throughout the 

nation. Its continuation beyond 1976 would almost certainly have their 

full support even though their reasons may vary markedly. 
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Pari-Mutuel Betting and a State Lottery 

Introduction 

Pari-mutuel betting on thoroughbred, standardbred, and greyhound 

racing and a lottery have been mentioned as potential state revenue 

sources. Adoption of legislation allowing any of them is now permitted 

under the constitution. We discuss pari-mutuel betting first. 

Pari-Mutuel Betting 

The 1971 extra session of the General Assembly created a cotmnission 

to "study and report upon the most practicable and feasible methods for 

the conduct of pari-mutuel betting on horse racing under a plan which 

will further the public interest and produce maximum revenues to the 

Couononwealth and its political subdivisions from the conduct of such 

activities." The 1972 session of the legislature continued the com

mission, which submitted a report in the fall of 1972 recommending 

pari-mutuel wagering on horse racing. The necessary legislation was 

introduced at the 1973 session but was defeated, and the General 

Assembly continued the commission for another year. The commission 

again recommended pari-mutuel betting on horse racing to the 1974 

session of the General Assembly, but the legislation was defeated 

once more.l/ 

1:/ See House Joint Resolution No. 8 of 1971, House Joint Resolution 
No. 84 of 1972, and House Joint Resolution No. 291 of 1973. For more 
on the subject see Report of the Pari-Mutuel Betting Study Commission 
(Richmond: Department of Purchases and Supply, 1972) and Report of the 
Pari-Mutuel Betting Stud? Commission (Richmond: Department of Purchases 
and Supply, 1974). 



-282-

The commission's 1972 report discusses the. basic issues involved in 

bringing horse racing to Virginia, including state control through a 

racing co11U11ission, the possible location of racing facilities, the 

types of tracks and their estimated cost, and the revenue potential 

of racing. To analyze this potential the report makes the following 

as sum pt ions: 

1. That there would be two racing facilities oper
ating, one in Northern Virginia and the other in
the Hampton Roads area.

2. That the racing facilities would be designed for
year-round use with each track allowed 100 or more
days of racing.

3. That at each facility there would be a one mile
thoroughbred racing strip and a five-eighths mile
standardbred strip.

4. That the take-out from the pari-mutuel handle would
be 15 percent with the state, the horsemen, and the
racing association each receiving one-third. The
breakage, or odd cents of a payoff, would also be
divided equally among those three.

Using these assumptions, the report estimates that in the first year 

of operation of the two racing facilities the state would receive at 

least $3 million as its share of the take-out and breakage. In the 

second or third year, the state share would rise to about $7.5 million 

and after five years to around $10 million.1/ Thus, if racing were 

approved during the 1976-78 biennium and if construction of the tracks 

began soon thereafter, revenues would not begin to reach their full 

potential until the middle of the 1980's. 

A State Lottery 

Twelve states now have functioning lotteries. The first state 

1./ Report of.the·Pati-Mutuel Betting Study Commission (Richmond:
Department of Purchases and Supply, 1972). 



-2H3-

to establish a lottery in recent times was New. Hampshire in 1964 with 

New York following in 1967. Since 1970, ten states, Connecticut, 

Maryland, Massachusetts, Michigan, New Jersey, Pennsylvania, Rhode 

Island, Maine, Ohio, and Illinois, have established lotteries. All 

lottery states follow the basic operating practices and procedures 

of the New Jersey lottery which when introduced in 1971 represented 

a major departure from the methods of operation of the earlier New 

Hampshire and New York lotteries. The basic elements introduced by 

the New Jersey lottery were: 

1. Low priced tickets (SO cents).

2. Frequent drawings (weekly and now daily).

3. Widespread and accessible ticket sales outlets (supermarkets,
drug stores, restaurants and taverns).

4. A large number of prizes and prize winners.

5. Tickets based purely on numbers rather than recording of
names and addresses of purchasers on ticket stubs.

6. Strong state promotional and advertising effort to sell
tickets and market the lottery.

The National Science Foundation (NSF) funded a study of state 

lotteries and off-track betting by the Futures Group.1/ Published in

1974, it provides a considerable amount of information on the operations 

of state lotteries. According to the NSF study and based on dis-

cussions with state lottery officials, the characteristics of a successful 

state lottery (or "good game" in lottery terminology) are: 

1. Simplicity.

2. Large number of chances to win.

l/ David Weinstein and Lillian Deitch, The Impact of Legalized 
Gambling: The Socioeconomic Consequences of Lotteries and Off-Track 
Betting, (New York, 1974). 
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4. Chance at a large prize (e.g., $1 million).

5. Variety of games.

6. High percentage of revenue paid out as prizes (the larger
the payout, the larger is participation).

7. Diversity of large prize winner's geographic location within
a state.

8. Frequent top prize winners (weekly in some states).

9. Better participation (chance to pick one's own nmnber).

In addition to the structural and operating characteristics of a 

lottery, there are other factors that determine its revenue producing 

ability. These include: 

1. The level of competition from nearby states and from other
legal or illegal forms of gambling.

2. The levels of personal income of state citizens.

3. The propensity of state citizens to gamble.

Other considerations related to state lotteries based on the 

findings of the NSF study are: 

1. That state lotteries are not large revenue producers in
terms of total state tax revenues. In states operating
lotteries in 1973, lottery revenues ranged from 0.7 per
cent to 3.4 percent of total tax revenues.

2. That although lottery revenues are small in terms of total
revenues, they can be significant sources of new or dis
cretionary funds.

3. That states not prohibited by their constitution from
doing so generally earmark lottery revenues for special
purposes (e.g., education, property tax relief for the
elderly, aid to Vietnam veterans, etc.). The NSF study
found that earmarking did not appreciably increase net
spending in these designated areas.

4. That constant promotion plus the introduction of new
variations in terms of prizes or prize structures are
necessary to maintain interest, participation, and revenues.

5. That stat� lotteries have little impact on illegal gambling.
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With the experience other states with their. lotteries and certain 

assumptions on the characteristics of the lottery, it is possible to 

estimate the range of potential revenues that might accrue to Virginia. 

Table 3.45 presents the relevant population, income, and participation 

data for the states with a lottery. We assume that: 

1. The range of weekly per capita participation would run
from the lowest level in a current lottery state (New
York at $.12) to the average of all lottery states ($.20).

2. Gross lottery revenues would be split as follows:

45 percent--prize payout 
15 percent--ope�ating expenses 
40 percent--revenues to state 

3. Lottery tickets would sell for $.50 per ticket.

4. Virginia's estimated 1974 population of 4,908,000 from
the U. s. Census Bureau is the base for participation
and revenue calculations.

Revenues would vary by up to $8 million: 

Per Capita Participation 
Weekly Annual 

Gross Lottery Sales 
(Millions) 

Net Revenues 
(Millions) 

$.12 
$.13 
$.14 
$.15 
$.16 
$.17 
$.18 
$.19 
$.20 

($6.24) 
($6.76) 
($7.28) 
($7.80) 
($8.32) 
($8.84) 
($9.36) 
($9.88) 

($10.40) 

$30.6 
33.2 
35.7 
38.3 
40.8 
43.4 
45.9 
48.5 
51.0 

$12.3 
13.3 
14.3 
15.3 
16.3 
17.4 
18.4 
19.4 
20.4 

Each $.01 increase in weekly per capita participation would raise 

lottery ticket sales by roughly 100,000, gross lottery sales by $2.5 

million, and net revenues by $1 million. Thus, we estimate that the net 

revenue to Virginia from the operation of a state lottery similar to 

those operating in the other 1� lottery states -would range from a low 

of $12 million annually to a high of $20 million annually. 



TABLE 3.45 
LOTTERY STATES: A COMPARISON 

Percent Total Per 1973 Per Capita 
Population Urban Personal Capita Lottery 

State 1974 (000) 1970 Income Income ParticiEation 
(Millions) Annual Weekly 

New Hampshire 808 56.5 $ 3,713 $4,694 $ 8.84 ($.17) 

New York 18,111 85.6 104,198 5,705 6.24 ($.12) 

New Jersey 7,330 88.9 43,026 5,845 16.64 ($ .32) 

Connecticut 3,088 77 .3 18,265 5,938 11.96 ($ .23) 

Massachusetts 5,800 84.6 30,561 5,253 12.48 ($.24) 

Michigan 9,098 73.9 50,201 5,551 15.60 ($ .30) 

Maryland 4,094 76.6 22,339 5,489 11.44 ($.20-.22) 

Pennsylvania 11,835 71.5 59,427 4,993 11.96 ($ .23) 

Illinois 11,131 83.0 64,833 5,770 N.A. 

Ohio 10,737 75.3 54,474 5,076 20.80 ($ .40) 1/ 

Maine 1,047 50.9 4,196 4,082 7.80 ($.14) 

Rhode Island 937 87.0 4,710 4,841 * 19.24 ($.37) 

Virginia 4,908 63.1 23,506 4,886 

Note: The average per capita lottery participation in all lottery states is $.20 
weekly or $10.40 per year per person. 

* 1974 figures. 

l/ Based on operations in first few months.

SOURCE: U. S. Department of Commerce. 

I 

I 
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Sumnary of Major Sources 

In Table 3.46 we show the effects of alternative changes in 

several of the state's general fund revenue sources in the 1976-78 

biennium. We still assume that new revenues from a crown tax, horse 

racing, or a lottery would be applied to the general fund. We select 

for each revenue source the most reasonable effective date for any 

changes. For example, the individual income tax, which is the most 

important source of revenue, is forecast to produce $810.2 million in 

1976-77 with the present structure and rates. If the structure based 

on the Tax Reduction Act of 1975 and rate schedule J were adopted, we 

assume that the change would become law on July 1, 1976, but with an 

effective date of January 1, 1976. For 1976-77 the schedule would 

produce an additional $56.0 million for the seventeen month period 

(allowing for a thirty day lag in collections). Thus, the transitional 

effect of any change is reflected in the first year of the next biennium. 

while the twelve month impact is shown in 1977-78. 

The table can be used to put together any revenue package desired. 

As an illustration, to exclude food purchases from the sales tax base 

and increase the rate from 3 to 4 percent would generate at the state 

level an extra $6.6 million in revenue in 1976-77. 
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TABLE 3,46-•PROJECTED REVENUES FRc»I ALTERNATIVE 
CHANGES IN REVENUE STRUCTURE AND/OR RATES, 

1976-78 BIENNIUM 

Revenue Source 

CORPORATIOl\S--n;cc»tE TAX 
Present structure; present 6% rate 

Present structure; 7% rate 

INDIVIDUALS AND FIDUCIARIES··INCc»IE TAX 
Present structure: 

Present rates 
Rate schedule A 
Rate schedule B 
Rate schedule C 
Rate schedule D 

Structure based on the Tax Reduction Act of 1975: 
Present rates 
Rate schedules E, F, G, and H 
Rate schedule J 
Rate schedule K 
Rate schedule L 
Rate schedule M 

Structure based on President Ford's plan: 
Present rates 
Rate schedule I 
Rate schedule N 
Rate schedule 0 
Rate schedule P 
Rate schedule Q 

Structure based on the House Ways and Means 
Coamittee plan: 
Present rates 
Rate schedule I 
Rate schedule N 
Rate schedule 0 
Rate schedule P 
Rate schedule Q 

(Millions of Dollars) 

Projected 
Revenue 

$ 133,9 
162.6 

810.2 
886,6 
901. 7
928,6

1,013.6 

785.9 
810.2 
866,2 
944.7 
955.S
989,9

760,0 
810.2 
906,0 
938.3 
955.S

1,026.5 

760.0 
810.2 
906.0 
938,3 
955,S 

1,026.5 

1976-77 
Change from 
Present Tax 

+28.7

+76.4
+91,5

+118.4
+203.4

-32.3 

+56,0 
+134.S
+145,3
+179.7

-66.7

+95.8
+128,1
+145.3
+216.3

-66.7

+95,8 

+128,l
+145;3
+216.3 

Projected 
Revenue 

$ 155,0 
180.8 

977.6 
1,047.0 
1,060.7 
1,085.1 
1,162.4 

948.3 
977,6 

1,028.4 
1,099.8 
1,109.6 
1,140.9 

917.0 
977.6 

1,064,6 
1,093.9 
1,109.6 
1,174.1 

917.0 
977,6 

1,064,6 
1,093.9 
1,109.6 
1,174.1 

1977-78 
Change from 
Present Tax 

+25,8

+69,4 
+83,1

+107,S
+184.8

-29.3

+so.a

+122.2
+132.0
+163.3

-60.6

+87.0 
+116,3
+132.0
+196,S

-60.6 

+87.0 
+116,3
+132,0
+196,S

Taxation of 100 percent of all capital gains 

Elimination of the Virginia dividend exclusion 

An additional $10 to $15 million in each fiscal year 

An additional $3 to $5 million in each fiscal year 

TAX CREDIT TO CCIIPENSATE FOR SALES TAX ON FOOD 
(EXCLUDDIG LOCAL OPTION) 
$22 credit per exemption 
$22 credit per exemption but limited to AGI 
of under $10,000 

$22 credit per examption but limited to AGI 
of under $7,000 

STATE SALES AND USE TAX (EXCLUDING LOCAL OPTION) 
Present structure; present rate 
Present structure; 41 rate 
Excluding food purchases; present rate 
Excluding food purchases; 4% rate 
Excluding food and nonprescription drugs; present rate 
Excluding food and nonprescription drugs; 41 rate 
Adding selected services; present rate 
Adding selected services; 4% rate 

INHERITANCE TAX 
Present structure; present rates 
Present structure: 

Rate schedule 1 
Rate schedule 2 
Rate schedule 3 
Rate schedule 4 

Present structure with inclusion of insurance; 
present rates 

TOBACCO PRODUCTS TAX 
Present structure; present ratea 
Present structure; 5 cent rate; no change in aalea 
Present structure; 5 cent rate; 51 drop in aales 
Preaent structure; 5 cent rata; 101 drop in aales 
Present structure; 5 cent rata; 201 drop in sale• 

-103,1

-ss.1

•39.8

486,4 
637.0 
378.4 
493.0 
371.2 
483,4 
529.8 
694.8 

21.9 

24.3 
25.5 
25.4 
23.5 

23.0 

19.1 
38.2 
36.3 
34.4 
30.6 

-103.1

-ss.1

-39.8

+150,6
-108.0

+6.6
-115.5

-3.0
+43.4

+208.4

+2.4
+3.6
+3,5
+1.6

+1,1 

+19.l
+17,2 
+15,3
+11,5

-104,5

-55,8

-40.3

552,7 
736,9 
420.6 
560,8 
411,8 
549.0 
605.8 
807.7 

23,0 

27.1 
29,2 
29.0 
25.8 

24.9 

20,5 
41,0 
38,9 
36.9 
32.8 

-104.5

-55,8

+184.2
-132.1

+8,1
-140.9 

-3.7 
+53.1

+255.0

-14.1 
+6,2 
+6.0 
+2.8

+1.9

+20.5
+18,4
+16.4
+12.3
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TABLE 3.46--PROJECTED REVENUES FROM ALTERNATIVE 
CHANGES IN REVENUE STRUCTURE AND/OR RATES, 

1976-78 BIENNIUM 
(Millions of Dollars) (Continued) 

1976-77 
Projected Change from 
...!!:..� Present Tax 

1977-78 
Projected Change from 

Revenue Present Tax 

ALCOIIULIC BEVER,IGES STATE TA.'C 
Present structure; present l.'.i-?a rat?. 
Present structure; 15% rate 

31.2 
33,2 +2,0 

33.0 
35.l +2.1 

BEER ,\;;D BEVERAGE EXCISE TAX 
Present structure; present r,1tes 24.2 26.6 
Pr·.�sc:.nt structure; 25% increase in rates 29.2 +5.0 32.8 +6.2 

CROW.i TAX ON SOFT DRINKS 
Average per capita revenue of states with the tax 10.4 +10.4 12,0 +12.0 

PARI-MUTUEL BETTING AND LOTTERY 
Pari-mutuel betting From two racing facilities the state could expect about $3 

million in the first year of operation, $7,5 million after 
two or three years, and around $10 million after five years. 
Only the $3 million figure might be achieved in the next 
biennium. 

Lottery Estimated receipts for a year range between $12 million and 
$20 million depending on the degree of public acceptance. 

Methodologies for projected revenues due to structure or rate changes are as follows: 

l, Corporations--Income Tax - The projected revenues from the present structure and rate were increased by 16, 7 
percent, The projected changes for 1976-77 include seventeen months of revenues because an effective date of 
January l, 1976, was assumed, 

2, InHviduals and Fiduciaries--Income Tax - Percentage relationships between 1972 revenue estimates under the present 
structure and rates and revenue estimates for the alternative structures and rate schedules were applied to pro
jected revenues under the present structure and rates, The projected changes for 1976-77 include seventeen 
months of revenues because an effective date of January l, 1976, with a thirty day collections lag was assumed, 
Slightly different cash flow effects for the structural changes as compared to the rate changes would probably 
cause the actual impact of a structural change or a combination of the two to vary from the projection effects 
by less than l percent of total individual income tax collections, For taxation of 100 percent of capital 
gains, the forecast is equivalent to the estimate of $10 to $15 million in additional revenues each year given 
in the text; for elimination of the Virginia dividend exclusion, the projection is also equal to the estimate 
of $3 to $5 million in extra revenues per year provided in the 'text, Each assumed that the effective date 
would be January l, 1976, but that the additional revenues for 1976-77 would only reflect the impact of the 
change on tax or calendar year 1976, 

3. Tax Credit to Compensate for Sales Tax on Food - The number of exemptions to which the credit would apply in 
tax year 1972 was assumed to be 4,451,000, This number was increased by 1,3 percent per year for 4 and 5 
years, respectively, An effective date of January l, 1976, was utilized along with the assU1111>tion that persons 
would claim the credit on the tax return filed for 1976, The credit was increased from $13.50 to $22 to account 
for the projected rise in the cost of food, The methodology for the credit limited to those with incomes under 
either $7,000 to $10,000 was similar except that the initial number of exemptions in 1972 was assumed to be 
l, 716,529 and 2,378,474, respectively, This methodology may slightly overstate the cost of the AGI limited 
credit since inflation may be driving persons above the AGI cutoff level. No forecasts were made of the 
revenue loss caused by a sliding scale credit for persons with incomes under $7,000 or $10,000 although the 
cost would have been less than that for the $22 credit limited only by income level. 

4, State Sales and Use Tax - The percentage relationships between the present structure and rate and the 
alternatives shown in Table 3.30 for 1973-74 were applied to the projected revenues for the present structure 
and rate for 1976-77 and 1977-78, The changes projected for 1976-77 include eleven months of revenues 
because an effective date of July l, 1976, with a thirty day collections lag was used, 

S. Inheritance Tax - Percentage relationships between 1973-74 revenue estimates under the present structure and 
rates and revenue estimates under the present structure and alternative rate schedules were applied to pro
jected revenues under the present structure and rates. Projections for revenues from including insurance 
were based on the percentage relationship of the estimate for calendar year 1970 to collections under the 
present structure and rates for 1969-70, Inheritance tax revenues were estimated to be 95 percent of 
inheritance and gift tax revenues, The changes forecast for 1976-77 include six months of revenue, for an 
effective date of July l, 1974, with a one-half year collections lag was assumed, 

6. Tobacco Products Tax - For a doubling of the rate and no change in sales projected revenues from the present 
structure and rates were multiplied by 2; for 5, 10, and 20 percent decreases in sales, the doubled revenues 
were decreased by 5, 10, and 20 percent, respectively, An effective date of July l, 1976, with no collections 
lag was assumed, These forecasts account for the doubling of the discount to tobacco wholesalers, which 
passed at the 1973 session of the General Assembly, became effective July 1, 1974, and costs about $1 million 
annually, A 5 percent drop in sales implies a price elasticity of demand of about -, 7 which is considered 
the most reasonable of' the estimates of the elasticity of demand for tobacco products, 

7, Alcoholic Beverages State Tax • The projected revenues with the present structure and the present rate were 
increased by 7,1 percent and then reduced to account for a price elasticity of demand of -.79. An effective 
date of July l, 1976, with no collections lag was assumed. 

8, Beer and Beverage Excise Tax - The projected revenues with the present structure and the present rates were in
creased by 2S percent and then reduced to account for a price elasticity of demand of -, 7. An effective date of 
July 1, 1976, with a thirty day collections lag was assumed; thus the projected changes for 1976-77 include only 
eleven months of revenues. 

9, Crown Tax on Soft Drinks - The estimated revenue for Virginia for fiscal 1973-74, based on the average per 
capita revenue of states with the tax, was increased by S.4 percent a year, the average annual ratio of 
growth of the value of soft drink shipments between 1969 and 1972, from the 1967 and 1972 Census of Manu
facturers - Virginia, An effective date of July l, 1976, with a thirty day collections lag was used; as a 
result, the forecast for 1976-77 reflects eleven months of revenues, 

10. Pari-Mutuel Betting and Lottery - Estimates were made in the text for racetracks and a lottery, If approved, 
a lottery could probably be in full operation by 1977-78, but racetracks could not become fully operational 
until several years following the 1976-78 biennium, 
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SPECIAL FUNDS 

This report is primarily concerned with analysis and projection of reve

nues and expenditures passing through the general fund. Revenues earmarked for 

special purposes however account for more than half the state's total collec

tions (as can be seen in Table 3.47) and will be discussed briefly here. 

Revenues 
Going Into 

TABLE 3.47.--TOTAL REVENUES FROM GENERAL FUND, SPECIAL 
AND OTHER FUNDS 1964-1970 

(Millions) 

Biennium 

1966-68 1968-70 1970-72 
Amount % Amount % Amount % 

1972-74 
Amount % 

General Fund $1,021.4 44.6 $1,489.6 49.3 $1,784.9 46.3 $2,371.3 46.6 

Special and 
Other Funds 1,267.3 55.4 1,535.3 50.7 2,070.6 53.7 2,715.7 53.4 

Total Funds $2,288.7 100.0 �3.024. 9 100.0 �3.855.5 100.0 �5.087.0 100.0 

Source: Derived from Tables 3.5 and 3.48 

Table 3.48 shows historical collections of special funds revenue by source for 

the past five bienniums, while Table 3.49 summarizes the major special funds reve

nue sources for the 72-74 biennium. As can be seen, relatively few sources account 

for the bulk of special funds revenue. The three major motor vehicle related 

sources (motor vehicle fuel tax, motor vehicle sales and use tax and motor vehicle 

licenses) account for 25 percent of special funds revenue, while grants from the 

federal government (including revenue sharing) amount to almost 45 percent and in

stitutional revenues account for an additional 15 percent. Together these major 

sources make up 85 percent of special funds revenue. 
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TABL1' 3.48.--TOTAL RCVEN�ES FROM SPF.CIAL FUNDS AND OTHER FUNDS NOT APPLICABLE TO Tiffi G;:NtRAL FUND, 1962-64 TO 1972-74 

Public Service Corporations 
capitation a/ Motor Vehicle Fuel Ta,c-
Payroll Tax for Unemployment Compensation 
Motor Vehicle Sales and Use Tax 
Other Taxes 

Sub-Total, Taxes 

RIGHTS AND PRIVILEGES 

Hunting and Angling Licenses 
Motor Vehicle Licenses 
Registration of Title of Motor Vehicles 
Chauffeurs' and Motor Vehicles Operators' 
All Other Licenses and Permits 

Permits 

Fees for Examination to Practice Professions 
Fees for Miscellaneous Privileges and Services 

Sub-Total, Rights and Privileges 

Total from Taxation 

0 THE R THA N T AXA T I O N

SALES OF PROPERTY AND COMMODITIES!
/ 

ASSESSMENT FOR SUPPORI OF SPECIAL SERVICES 
INSTITUTIONAL REVENU�S 
INTEREST AND RENTS 
GRANTS AND DONATIONS 
Grants from the Federal Government 
Donations from Cities and Counties 
Donations from Individuals and Others 

Sub-Total, Grants and Donations 

REVENUE SHARING 

FINES, FORFEITURES, COSTS, PENALTIES, AND ES CHEATS 

MISCELLANEOUS 

Receipts from Cities, Counties, and Towns 
for Street and Road Work 

Receipts from Cities and Counties for Medical care 
and Services Premiums for Old Age Assistance 
Programs 

Receipts from Reportable Violations--DMV 
Proceeds from the Sale of Surplus Property 
Other 

Sub-Total, Miscellaneous 
Total Other Than Taxation 

Total£/ 

Special Revenue Funds 
Reserves for Specified Purposes 
In Suspense--Not Allocated 

$2,386,158 $2,538,670 $2,706,609 $4,875,709 
3,555,468 2,474,158 1,618,068 683,348 

227,616,161 253,915,591 288,013,205 334,681,773 
40,321,541 33,944,233 28,366,474 26,179,095 

34,116,517 53,132,767 68,667,163 
1,275,382 1,076,543 1,687,874 2,739,098 

275,154,710 328,065,712 375,524,997 437,826,186 

5,026,741 5,823,227 6,585,252 7,559,460 
81,897,255 88,346,130 98,933,981 113,002,668 

9,349,859 9,088,536 9,880,979 11,354,291 
8,713,692 9,242,553 12,875,512 16,892,331 
3,764,064 4,306,822 5,480,327 6,963,424 

62,902 65,545 68,531 73,442 
22,111,312 25,521,196 32,670,652 40,929,558 

130,925,825 142,394,009 166,495,234 196,775,174 

$406,080,535 $470,459,721 $542,020,213 $634,601,360 

6,238,826 9,008,243 11,660,323 17,160,021 
7,947,751 7,831,659 8,987,604 11,584,081 

133,825,738 174,339,361 233,016,540 303,800,408 
38,871,279 51,510,805 73,230,661 104,799,763 

460,213,767 502,174,770 603,615,008 929,934,368 
5,751,798 14,552,423 19,030,056d/ 22,012,960 
2,494,013 4,716,755 4,547,476"- 2,678,632 

468,459;578 521,443,948 627,192,540 954,625,960 

10,619,233 12,566,280 14,396,829 15,861,803 

6,141,035 7,381,081 12,728,382 12,900,742 

2,275,699 1,225,800 
2,597,951 3,465,783 3,721,281 3,915,539 
1,964,913 2,242,615 2,245,509d/ 2,701,105 
4,528,378 4,792,912 4,850, 035"- 8,610,240 

15,232,277 20,158,090 24,771,007 28,127,626 
$681,194,682 $796,858,386 $993,255,504 $1,435,959,662 

$1.087,275,217 $1.267,318,107 $1,535,275,735 $2.070,561,022 

$1,059,283,510 $1,234,440,091 $1,496,149,811 $2,026,743,294 
27,982,576 32,870,560 39,116,214 43,797,571 

9,131 7,456 9,710 20,157 

f!/ Excludes amount transferred to General Fund for appropriations for analyzing gasoline, diesel fuel, and motor oils 

!/ Excludea alcoholic beverage sales. 

£./ Excludes contributions for retirement. 

$3,362,150 

471,707,531 
42,579,662 
88,636,880 

3,867,774 
610,153,997 

8,357,478 
123,235,999 

13,039,699 
12,230,770 

9,431,867 
71,042 

70,988,112 
237,354,967 

$847,508,964 

24,136,300 
11,563,760 

419,194,567 
116,587,824 

1,114,832,347 
30,207,969 

2,600,995 

1,147,641,311 

84,021,856 

20,564,619 

22,940,381 

4,374,607 
3,518,813 

13,614,536 
44,448,337 

$1,868,158,574 

$2,715,667,538 

$2,664,053,327 
51,583,820 

30,391 

!/ In fiscal year 1969-70, $95 of Donations from Individuals and Others was transferred to the General Fund under the category Miscellaneous-Other; 
tharefore, this transfer is reflected in the category Miscellaneous-Other rather than Donations from Individuals and Others in this table, 

Sources: Report of Comptroller, Fiscal Year Ended June 30, 1963 through Fiscal Year Ended June 30, 1969, Schedule B-1; Statement No. 1, (Richmond: 
Department of Accounts); Report of Comptroller, Fiscal Year Ended June 30, 1970, Schedule B-1, Statement Noa. 1, 3, and 4; Report of Comptroller, Fiscal 
Year Ended June 30, 1974, Schadules 1-A and 1-B; Unpublished Statement of Revenues Collected, All Funds and General Fund, Fiscal Year Ended June 30, 1971 
through Fiscal Year Ended June 30, 1974; Unpublished Schedule of Reserve and Suapanae Funds, Fiacal Year Ended June 30, 1971 through Fiacal Year Ended 
June 30, 1974 (Richmond: Department of Accounts). 



TABLE 3.49.--SUMMARY OF MAJOR SOURCES OF SPECIAL FUNDS REVENUE 1972-74 BIENNIUM 

Revenue Source 

Taxes 

Motor Vehicle Fuel Tax 

Motor Vehicle Sales �.: Use Tax 

Other Taxes 

Rights and Privileges 

Motor Vehicle Licenses 

Other Rights and Privileges 

Institutional Revenues 

Interest and Rents 

Grants from Federal Government 

Revenue Sharing 

* 

All Other Sources 

Total 

Source: Tables 3.5 and 3.48. 

Amount 

$471,707,531 

88,636,880 

49,809,586 

123,235,999 

114,118,968 

$610,153,997 

237,354,967 

419,194,567 

116,587,824 

1,114,823,347 

84,021,856 

133,530,980 

$2,715,667,538 

Percent of Total 
Special Fund 

Revenues 

22.5 

17.4 

3.3 

1.8 

8.7 

4.5 

4.2 

15.4 

4.3 

41.1 

3.1 

4.9 

100.0 
--

* Detailed sources of special fund revenues will be found in Table 3.48.

Percent of Total 
Revenues from 
all Sources 

12.0 

9.3 

1. 7 

1.0 

4. 7

2.4 

2.3 

8.2 

2.3 

21.9 

1. 7

2.6 

53.4 

I 
N 

N 

I 
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Motor Vehicle Related Special Funds Revenue Sources 

Table 3.50 summarizes the 1975-76 yield of special funds revenues from 

motor vehicle related- sources as_ estimated by the Department of Highways. 

The current climate of uncertainty regarding the future availability of motor 

vehicle fiels and the possibility of federal legislation aimed at curtailing 

the demand for motor fuels make projections of these items exceedingly 

difficult. Based on the best information available at present, however, the 

annual total of receipts from these sources is not expected to change 

significantly through 1982. The major assumption underlying this projection is 

that the base of the motor fuels tax will not differ appreciably from its 

1973-74 level. Because of the overall importance of the motor fuels tax, as 

shown below, any change in the amount of other items is not anticipated to 

affect future revenue collections considerably. 

TABLE 3.50.--ESTIMA.TED HIGHWAY REVENUES, 1975-76 
(Thousands) 

Revenue Source Amount Percent of Total 

Motor Vehicle Fuel Tax $230,64�/ 44.1 
Motor Vehicle Sales and Use Tax 40,000 7.7 
Motor Vehicle Licenses 66.091 12.6 
Motor Vehicle Title Registration

/ 
6,980 1.3 

Other Motor Vehicle Related Fees£ 17,336 3.3 

Sub Total $361,047 69.0 
Less Other Agencies.£/ 29,784 5.7 

Net State Revenue $331,263 63.3 
Federal Aid 192.,359 36.7 

Total Revenue $523,622 100.0 

a/ Includes amounts to be appropriated in conformance with statutory 
provisions for the two counties not in the secondary system. 

b/ Includes permit fees, offense assessments, state corporation fees, 
Department of Highway fees, and miscellaneous Division of Motor Veh�cle fees. 

!::.l Funds for support of Division of Motor Vehicles and partial support 
of Highway Safety Division, Virginia State Police, and Department of Conservation 
and Economic Development. 

Source: Deoartment of lli�hways, unpublished data. 
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Motor Vehicle Fuel Tax 

As noted in Table 3.49 the motor vehicle fuel tax is a major source of revenue 

accounting for 17.4 percent of Virginia's special funds revenue and 9.3 percent 

of total revenue from all sources. Virginia's 9 cents per gallon rate is above the 

national 8 cent median. Virginia's neighboring states impose varying rates: 

Tennessee 7 cents, District of Columbia 8 cents, West Virginia 8.5 cents, North caro-

lina 9 cents and Kentucky 9 cents. Rates in other states range from five to ten cents 

as shown in Table 3.51. 

TABLE 3.51.--STATE GASOLINE TAX RATES, JANUARY 1, 197s,!/ 
(per gallon) 

Less than 7¢ 7¢ 
Hawaii (5¢) Alabama 

Oklahoma (6.58¢) Colorado 
Texas (5¢) Iowa 

Total •••• 4 

Kansas 

Minnesota 

Missouri 

Montana 

New Mexico 

North Dakota 

Ohio 

Oregan 

South Dakota 

Tennessee 

Utah 

Wi1consin 

Wyoming 

••••• 17 

!/ Excludes local taxes. 

7,5c Sc 

Georgia Alaska 

Illinois Atizona 

Massachusetts Dist. of 

••••• 3 

Columbia 

Florida 

Indiana 

Louisiana, 

New Jersey 

New York 

Rhode Island 

South carolina 

••••• 10 

8,5c; 
Arkansas 

Idaho 

Nebraska 

9c or more 

Connecticut (10c) 

llelaware (9¢) 

Kentucky (9¢) 

West Virginik Maine (9¢) 

Maryland (9¢) 

Michigan (9¢) 

Mississippi (9¢) 

New Hampshire (9¢) 

North carolina (9¢) 

Pennsylvania (9¢) 

Vermont (9¢) 

Viriinia (9¢) 

Washington (9¢) 

••••• 4 ••••• 13 

Source:· Commerce Clearing House, Inc., "State Tas Review," various recent weekly issues, espe
cially October 1, 1974 and January 15, 1975. 
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Motor Vehicle Sales and Use Tax 

Virginia's motor vehicle sales and use tax accounts for 3.3 percent of spe

cial funds revenue and 1.7 percent of revenue from all sources. It is imposed 

by the state at a rate of two percent of the "total price paid for a motor 

vehicle and all attachments thereon and accessories thereto, without any allow

ance or deduction for trade-ins or unpaid liens or encumbrances" )I Localities 

h'b d f i ' h' 21are pro i ite rom mpos1ng t 1s tax.-

Nationally only Delaware, Oregon, and New Hampshire impose no tax on the sale 

of motor vehicles. Alaska has no state tax on such sales but local general sales 

taxes apply. In thirty-six states motor vehicles sales are subject to the gen-

1 1 hil 1 h 3/ · 1 d · V' ' ' ' 1 ' 1 era sa es tax w e twe ve ot ers,- inc u 1ng 1rg1n1a, impose a se ective sa es

tax on motor vehicle transfers. In addition to the state tax, local sales taxes 

are allowed on motor vehicle sales in eleven states including Virginia's neighbors 

North carolina and Tennessee. 

In comparison with neighboring states, Virginia's present tax is lower than 

in every area except North carolina where it is the same. The District of Columbia 

rate is 5 percent with no allowance for trade-ins. Maryland levies a 4 percent 

tax with a similar policy on trade-ins. North carolina has a state tax of 2 per

cent not to exceed $120 with no allowance for trade-ins, and in addition, Mecklen

burg County levies a 1 percent tax. Tennessee has a state tax of 3 percent and 

allows for trade-ins. Also, most Tennessee localities impose taxes ranging from 

1 to 1.75 percent. West Virginia uses a 5 percent tax and allows for trade-ins. 

Kentucky imposes a tax of 5 percent and allows for trade-ins only on used vehicles 

previously registered in the state. 

!/ Code of Virginia, Section 58-685.11. 

1./ Code of Virginia, Section 58,685.25. 

11 Includes the District of Columbia. 
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Institutional Revenues 

Institutional revenues are those fees and charges collected by agencies 

for services rendered ie: tuition at colleges and universities and medical 

fees at hospitals. Analysis or projection of institutional revenues are beyond 

the scope of this report even though they account for roughly fifteen percent 

of total special fund revenues. 

Grants from Federal Government 

Federal grants represent by far the largest single source of special funds 

revenue - amounting to 41.1 percent in 1972-74. They accounted for 21.9 per

cent of the total state revenue from all sources in that Biennium. As with 

institutional revenue, federal grants analysis is beyond the scope of this 

report. However, Table 3.52 will give the reader a general view of the magni

tude of federal fund appropriations for the 1974-76 period. 



TABLE 3.52.--FEDERAL FUND APPROPRIATIONS BY FUNCTION 1974-76 BIENNIUM* 

Function 

Operating Expenses 

Education 

Elementary-Secondary 

Higher Education 

Other Education 

Health and Welfare 

Mental Health 

Public Health 

Medicaid 

Public Welfare 

Vocational Rehabilitation 

Administration of Justice 

Resource and Economic Development 

General Administration and Legislative 

Transportation 

Other Operating Expenses 

Total Operating Expenses 

Nonrecurring Items 

capital Outlays 

Total Appropriations from Federal Funds 

$198,934,330 

87,235,930 

1,442,390 

$1,549,580 

21,773,045 

224,276,120 

237,462,420 

54,995,550 

Source: Division of the Budget, unpublished data. 

Amount 

$287,612,650 

540,056,715 

29,258,400 

108,119,165 

16,326,760 

353,829,475 

964
1
225 

$1,336,167,390 

19,850,000 

71133
1
650 

$1,363,151,040 

* Excludes appropriations made by 1975 session of the General Assembly.

Percent of Total 
Federal Funds 

21.1 

14.6 

6.4 

0.1 

39.6 

0.1 

1.6 

16.5 

17.4 

4.0 

2.1 

7.9 

1.2 

26.0 

..Jh! 

98.0 

1.5 

0.5 

100.0 

I 



CHAPTER IV 

STATE EXPENDITURE PROJECTIONS 

Introduction 

The focus of this chapter is on future general fund expenditures. Past 

appropriations rather than expenditures are used for background, since the 

appropriation data are readily available in a form useful for analysis. The 

use of appropriations rather than expenditures does not hamper the study since 

the concepts are similar. 

Expenditures or appropriations are divided into the same two overall 

categories as revenues--the general fund and special funds. In the 1974-76 

biennium, general fund appropriations represent slightly less than half of 

the total appropriations. However, outlays from the general fund are a sole 

or primary source of support for numerous state activities (e.g., education, 

public welfare, mental health, and public health). Moreover, as already 

explained, much of the revenue for special fund outlays comes from federal 

categorical grants-in-aid, the sale of services or commodities by the state, 

and state taxes earmarked for highways and employment security. Therefore, 

the emphasis of most of the legislative appropriations process is on general 

fund expenditures and revenues. 

-298-
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In the first section of this chapter, we analyze general fund expendi

tures for recurring operating expenses in a way comparable to the analysis 

of general fund revenues in Chapter III.!/ Projections of general fund expend

itures for each of the next three bienniums for programs whose scope {breadth) 

and quality (depth) remain unchanged are made first. These are designated 

as baseline projections. In the second section, the total baseline projection 

of general fund expenditures is compared for each of the bienniums to the 

estimate of total general fund revenues that assumes no changes in the law. 

The comparison illustrates any future baseline surplus or deficit or "gap." 

Legislated changes in specific programs that increase scope and quality and 

recurring cost are analyzed in the third section. Even though the projections 

are only for general fund expenditures for recurring operating expenses, future 

increases in these operating expenses may require additional capital outlays. 

For example, if future enrollments at state-supported colleges and universities 

are higher, general fund outlays for operating expenses at these institutions 

will be expected to increase. At the same time, the additional students may 

require more capital outlay for classrooms. Projections of capital outlays 

are discussed in the fourth section. A final section covers the potential 

for general obligation borrowing. 

All expenditure projections are estimates that are solely the work of 

the staff and are separate from the administrative budget. The cooperating 

state agencies are not responsible for the projections, and no official 

endorsement on their part should be implied. The projections are at the level 

of the major functional categories or specific programs in a functional category 

as listed in the 1974-76 budget. 

!/ Explanations of specific concepts and methodologies follow in the 
appropriate sections. 
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The projections are as valid as the assumptions used to make then, and 

although all assumptions are considered reasonable, they will be subject to 

the actual play of events. The 1976-78 projections are likely to be closer 

to the mark than the 1980-82 projections; nevertheless, the long-term 

projections at least illustrate future trends in expenditures. 

Baseline Projections of General 
Fund Expenditures for Recurring Operating Expenses 

Methodology 

The baseline methodology involves three factors. For a projection base 

it utilizes the expenditures required to provide a given level of public ser

vices at one period in time. It then evaluates the effect that changes in 

population and prices have on the expenditures required to maintain over 

time the base period level of services. Projections of population change 

provide the basis for anticipating the variation in expenditures required to 

maintain a constant level of public serv.ices per eligible recipient at constant 

prices. Projections of price trends, combined with the estimated change in 

population, provide an estimate of the change in expenditures required for a 

constant real level of public services per capita at anticipated prices. In 

effect, provision of the base period level of public services is continued 

into the future with adjustments in the required expenditures only for popula

tion and price changes.!/ As part of the method, no changes are assumed in 

the scope and quality of services unless already written into law. 

A simple example illustrates how the methodology works. Assume that in 

!/ For more on the technique, see Lawrence R. Regan and George P.
Roniger, "The Outlook for State and Local Finances," Fiscal Issues in the 
Future of Federalism, CED Supplementary Paper No. 23 (New York: Committee for 
Economic Development, 1968), p.236. 
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year 1 the expenditures required to maintain a desired level of public services 

are $100 million, and that we want to know what the same level of services

will cost in year 2. The population that benefits from the services is 

expected to increase by 2 percent from year 1 to year 2, and the price of the 

services is expected to increase by 5 percent from year 1 to year 2. We 

multiply the expenditures of year 1 by the population ratio (�g�) and the 

105 price ratio (100) to find the appropriations required to provide the base

period level of services in year 2: 

($100 million x 1.02 x 1.05 = $107.1 million) 

Application of the Methodology 

Programs with operating expenses financed out of the general fund for 

fiscal year 1975-76 provide the level of public services for the base year. 

The programs incorporate all past changes in scope and quality, and they are 

kept free of any such future changes unless already provided for by law 

{in effect, a change in scope and quality made in the past). The programs, 

therefore, provide the base level of public services whose cost we want to 

estimate for each of the fiscal years in the next three bienniums. The 

actual projection base is the 1975-76 general fund appropriations for operating 

expenses, which are given by major functional category or specific program 

in a functional category and are adjusted for any changes presently planned 

for the future. All appropriations are taken from the Appropriations Act 

approved April 8, 1974, and the Supplemental Appropriations Act approved 

March 24, 1975, unless noted otherwise in Table 4.1. 

For the population ratio , hereafter called the population-workload ratio, 

the functional categories are divided into two types. For those categories 

that consume a relatively large share of the general fund and/or provide 
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services for a specific group, population-workload projections for that 

group are used. These have been provided by the agencies that administer 

the programs. For example, the projected annual rates of change of average

daily membership from fiscal year 1975-76 to fiscal year 1981-82 are used 

for the population-workload ratio for the Basic School Aid Fund administered 

by the State Department of Education. For those categories with programs 

that consume a relatively small share of the general fund and/or are 

administrative in nature, we are less specific and assume that the programs 

benefit the entire state population. The projected average annual rate of 

increase from fiscal year 1975-76 to fiscal year 1981-82 for total population 

is therefore used for the population-workload ratio for such categories as 

resource and economic development and general administration. 

For the price ratio, we use the projected annual rates of increase from 

fiscal year 1975-76 to fiscal year 1981-82 of the price index that relates 

most closely to the programs in the functional category. The price indexes 

are the implicit price deflator for state and local government purchases 

of goods and services (state and local implicit price deflator), the consumer 

price index (CPI), and the medical services portion of the consumer price 

index. For example, the medical services portion of the consumer price index 

is used for the mental health, public health, and medicaid categories. These 

projected price indexes are based on the same assumed annual rates of increase 

in the implicit price deflater for gross national product that were used in 

making the revenue projections in Chapter III. 

Table 4.1 summarizes the application of the methodology to the general 

fund. It shows for each functional category or specific program(s) the pro

jection base, the population, and the price index used. 



TABLE 4.1--SUMMARY OF THE APPLICATION OF THE BASELINE METHODOLOGY TO GENERAL FUND EXPENDITURES 

Category Projection Base 
(1975-76 Appropriations) 

Elementary-secondary education 
Virginia Schools for the Deaf and Blind 
Basic School Aid Fund: 

Basic appropriation 
Compensatory education 
Maximum local increase 
No loss provision 
Special education 
Gifted and talented 
Vocational education 
Teacher education - staff improvement 
General adult education 
Incentive grants 

(Subtotal) 
Shared Revenue Sales Tax 
Other education 

Subtotal 

Higher education 
Four-year institutions 
Community colleges 
Other 

Subtotal 

Other education and culture 

Mental health 

Public health 

Medicaid 

Public welfare 
Auxiliary grants to the aged, permanently 

and totally disabled, and blind 
Aid to dependent children 
Work incentive program and day care 

services 
Three major state programs (General Relief, 

Foster Care for Children, and Hospitaliza
tion of the Indigent) 

Administration of public assistance and
services 

Other 
Subtotal 

Vocational rehabilitation 
Adm1niatered by the Department of 

Vocational Rehabilitation 
Administered by the Comnission for 

the Visually Handicapped 
Subtotal 

$ 4,311,540 

329,295,060 
9,293,400 
1,159,605 
9,137,650 

25,990,385 
1,440,000 

16,812,635 
1,609,500 

623,500 
8,285,900 

$ (403,647,635) 
129,900,000 
101,932,930 

$ 639,792,105 

$ 197,866,570 
54,294,245 
22,858,275 

$ 275,019,090 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

5,333,210 

77,269,600 

36,355,735 

82,197,850 

2,084,920!!/ 
52,195,700 

1,500,000 

13,775,200 

11,140,180 
5,359,100 

86,055,100 

4,001,755 

366,015 
4,367,770 

Population Whose Projected Annual 
Rates of Increase are the Basis for 

the Population-Workload Ratio 

Program caseload 

Average daily membership 
Fifth and sixth grade enrollment 
Derived from basic school appropriation 
Derived from basic school appropriation 
Special education enrollment 
37% of average daily membership 
Vocational education enrollment 
Enrollment 
Total population over 20 years of age 
Average daily membership 

One-third of projected sales and use tax revenue 
Enrollment 

Full-time equivalent enrollment 
Full-time equivalent enrollment 
Constant percentage of the other 1975-76 appropriations 

Total population 

Program caseload 

Total populatio�/ 

Program caseload 

Program recipients 
Program recipients 

Program recipients 

Program recipients 

Program caseload 
Total population and relevant program recipients 

Total population£/ 

Program recipients 

Price Index Whose Projected 
Annual Rates of Increase are the 

Basis for the Price Ratio 

State and local implicit price deflater 

State and local implicit price deflator 
State and local implicit price deflator 

State and local implicit price deflater 
State and local implicit price deflator 
State and local implicit price deflater 
State and local implicit price deflater 
State and local implicit price deflator 
State and local implicit price deflator 

State and local implicit price deflator 
State and local implicit price deflator 

State and local implicit price deflator 
State and local implicit price deflator 

State and local implicit price deflator 

Medical 

Medical 

Medical 

CPI 
CPI 

services 

services 

services 

portion of the CPI 

portion of the CPI 

portion of the CPI 

State and local implicit price deflater 

CPI and medical services portion of the CPI 

State and local implicit price deflator 
CPI and state and local implicit price deflator 

State and local implicit price deflator 

State and local implicit price deflator 

I 

... 



TABLE 4.1--SUMMARY OF THE APPLICATION OF THE BASELINE METHODOLOGY TO GENERAL FUND EXPENDITURES 

Administration of justice $ 128,386,370 Total population State and local implicit price deflator 

Resources and economic development $ 34,547,225 Total population State and local implicit price deflator 

General administration $ 38,588,575 Total population State and local implicit price deflator 

Legislative $ 7,031,035 Total population State and local implicit price deflator 

Transportation $ 3,574,370 Total population State and local implicit price deflator 

Unallocated by function 
Employee benefits $ 42,595,635 Total population State and local implicit price deflator 
State aid to localities-share revenues 21,100,000 Projected in Chapter III 
Debt service 8,195,400 Projected by the Department of the Treasury 
Other 42,152,585 Total population State and local implicit price deflator 

Subtotal $ 114,043,620 

Total general fund operating expenses $1,S32,S6l,6SS 

a/ Even though some of the Health Department programs provide services to specific groups, the more reasonable basis for the population-workload ratio is the annual growth rate of 
total-population. 

b/ Old age assistance, aid to the blind, and aid to the permanently and totally disabled programs were terminated January 1, 1974. In accordance with Federal requirements and 
provisions of Chapter 264, Acts of Assembly of 1973 auxiliary grants are required for recipients who were on the rolls in December, 1973, so their income would not be reduced after January 1, 
1974; this assures maintenance of a minimum standard of living. 

!::l Even though some programs of the Department of Vocational Rehabilitation provide services to a specific group, the most reasonable basis for the population-workload ratio is the 
annual growth rate of total population. I 

"' 



-305-

Projected General Fund Expenditures 

Tables 4.3 to 4.19 show the projected general fund expenditures by major 

functional category. The projected expenditures are given on a biennial basis 

and are compared with the actual appropriations for the present biennium and 

the previous six. Appropriations are utilized for the historical comparison 

because the functional categorization was changed for the 1970-72 biennium, 

and because expenditure data grouped in this fashion are not readily available. 

For all functional categories the change in the total amount from the preceding 

biennium is given in dollar and percentage terms. The actual appropriations 

from the 1962-64 to the 1974-76 biennium account for increases in population

workload, prices, and scope and quality, while the projected expenditures 

account only for the first two factors. Appropriations in the period beginning 

July 1, 1966, grew rapidly in nearly all functional categories. The primary 

reasons were significant program changes which expanded the scope and quality 

of the services provided by the state. Therefore, in most cases the actual 

appropriations display a more rapid rate of growth than the projected expendi

tures. 

The programs or age�cies placed under each functional category are pro

vided. The annual rate of change for specific population-workloads, provided 

by the relevant agencies, are also given. Table 2.1 provides the data for 

categories with population-workload ratios based on the projected annual rate 

of change for total population. The projected price index changes developed 

by the staff appear below in Table 4.2. 



TABLE 4.2--PROJECTED ANNUAL RATE OF CHANGE FOR SELECTED PRICE INDEXES 

Annual Rate of Change (Percent) 

Implicit Price Deflator Implicit Price Deflator Medical Services 
Implicit For State and Local For All Government Consumer Portion of the 

Fiscal Price Govt. Purchases of Purchases of Buildings Price Consumer 
Year Deflator Goods and Services Except Military Index Price Index 

1976-77 +7.0 +7.8 +11.4 +1.1 +7.1

1977-78 +6.2 +6.9 +10.0 +6.4 +6.3 

1978-79 +5.4 +6.0 + 8.7 +5.7 +5.5

1979-80 +5.0 +5.6 + 8.1 +5.1 +5.1
I 

I 

1980-81 +4.8 +5.4 + 7.7 +4.8 +4.9

1981-82 +4.6 +5.1 + 7.5 +4.8 +4.6 

Source: Appendix Table A.6. 
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Elementary-Secondary Education 

TABLE 4.3.--ELEMENTARY-SECONDARY EDUCATION, ACTUAL APPROPRIATIONS, 
1962-64 TO 1974-76 1 AND PROJECTED EXPENDITURES. 1976-78 TO 1980-82 

Change from Preceding Biennium 
Biennium Amount Amount Percent 

Actual appropriations 
1962-64 $ 280,645,293 $ . . .

1964-66 327,200,480 +46,555,187 +16.6
1966-68 519,817,355 +192,616,875 +58.9
1968-70 686,913,870 +167,096,515 +32.1
1970-72 825,392,410 +138,478,540 +20.2
1972-74 1,004,948,335 +179,555,925 +21.8
1974-76 1,236,341,690 +231,393,355 +23.0

Projected expenditures 
1976-78 1,475,697,000 +2.39, 355,310 +19.4
1978-80 1,621,439,000 +145,742,000 +9.9
1980-82 1, 7 72 , 7 71, 000 +151,332,000 +9.3

Programs or agencies in this functional category include the Virginia Public 

Telecommunications Council, the Virginia School for the Deaf and Blind, the Vir

ginia School at Hampton, and the Department of Education. The largest of the 

individual appropriations under this category are the basic school aid fund and 

the distribution to localities of one-third of the state's sales and use tax 

collections. Projections for these items are discussed below. 

The Basic School Aid Fund 

The large increase in elementary and secondary education appropriations for 

the 1974-76 biennium was primarily due to the new standards of quality program. 

Under this program, the basic school aid fund now consists of a basic appropria

tion for regular day school activities plus an additional allotment for compensa

tory education, special education, vocational education, education of the gifted 

and talented, teacher education and staff improvement, general adult education, 

and incentive grants. The fund also includes monies for drivers' education, 
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sick leave with pay for teachers, and for maintaining libraries and other teaching 

materials in public schools which had previously been funded as separate categori

cal items. 

The basic appropropriation which each school division receives from the fund 

is calculated by multiplying its average daily membership by the standards of 

quality cost per student. The sales tax returned to the division on the basis 

of school age population for the calendar year preceding the fiscal year is then 

deducted and the remaining amount is multiplied by a local index of fiscal capacity 

(derived from true values of real estate, personal income, and taxable retail sales) 

to determine the state and local share. The following example illustrates the 

method of distribution for 1974-75: 

1974-75 Colunm 2 1974 Sale Col. 3 less Required Local Share Basic State Share 

County ADM X $687 Tax Return Col. 4 Index Col. 4 x Col. 6 Col. 5 less Col. 7 

1 2 3 4 5 6 7 8 

Accomack 6,171 $4,239,477 $717,800 $3,521,677 .41 $1,443,888 $2,077,789 

In calculating the basic grant above, it is further provided that no locality 

shall be required to raise its total operations expenditures for education beyond 

a certain limit. For 1975-76, this limit is 7 percent plus one-half the difference 

between 7 percent and the total percentage increase in operation expenditures as 

required by the formula. In addition, to protect localities from sudden changes 

in state funding, the basic appropriation also carries a no loss provision. This 

provision assures localities that unless they experience a loss in average daily 

membership, their share of state funds under this appropriation will not be re

duced below the amounts they received in 1973-74 from the basic school aid fund, 

the supplemental fund, and the categorical grants for drivers' education, teachers' 

sick leave, and maintaining libraries and other teaching materials. For 1975-76, 

an additional appropriation of $9.1 million was made for this assurance. 

Projections of the basic appropriation, including the maximum local increase 

provision and the no loss provision, are made by substituting projected ADM 
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and projected program costs per pupil into the basic school aid formula. The 

projections for average daily membership are based on enrollment projections sup

plied by the Department of Education and assume that the relationship between a 

average daily membership and enrollment will remain constant over the projection 

period. Future program costs, on the other hand, are derived by increasing the 

19,75-76 standards of quality amount ($730 per pupil in ADM) by the projected 

increases in the implicit price deflater for state and local government purchases 

of goods and services. Figures for the sales tax distribution necessary to run 

the formula are estimated from fiscal year payments projected under shared revenues 

elsewhere in this chapter and the total amount is distributed to localities accord

ing to each division's percentage share of the 1974 collections returned under 

this item. Other assumptions with respect to this calculation allow for no change 

in the composition of the local composite index over future years and require 

that each locality operate at the prescribed standards of quality cost. This may, 

or may not, be the case since some localities may meet the standards of quality 

1/by spending a lesser amount per pupil.-

As for the other items making up the basic school aid fund, these are pro

jected on the basis of specific price and population factors as shown in Table 4.1. 

The future amounts for these items are then added to the projections of the basic 

appropriation above to arrive at a total program projection for the basic school 

1/ Localities may legally claim a lesser amount of state funding than 
appropriated by the basic formula if they determine that they can meet the 
requirements of the standards of quality by spending a lesser amount per pupil. 
Since the auditing of this provision will take place after the close of the 
fiscal year, appropriations must be made as if all divisions will operate at 
the standards of quality cost as prescribed by the state. 
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aid fund. Using this technique, the total projected appropriations for the 

basic school aid fund are as follows: 

1. Basic School Aid Fund

Biennium 

Actual appropriations 
1974-76 

Projected 
1976-78 
1978-80 
1980-82 

appropriations 

Amount 

$780,677,760 

892,489,000 
934,007,000 
968,666,000 

Change from Preceding Biennium 

$ 

Amount Percent 

+ 111, 811, 240
+41,518,000
+34,659,000

+14.3
+4.7
+3.7

Shared Revenue (Sales and Use Tax) 

The Virginia Retail Sales and Use Tax Act authorizes the distribution of 

the proceeds of a one cent tax to be distributed to localities for educational 

purposes on the basis of school age population. The projected amounts for 

this distribution, shown below, are calculated by taking one-third of the state's 

three cent tax projected in Chapter III. These funds will be collected by the 

State Comptroller and distributed to localities upon census figures furnished 

by the Department of Education. 

2. Shared Revenue (Sales and Use Tax)

Biennium 

Actual appropriations 
1974-76 

Projected appropriations 
1976-78 
1978-80 
1980-82 

Amount 

$247,900,000 

346,367,000 
429,967,000 
528,700,000 

Change from Preceding Biennium 

$ 

Amount Percent 

. . . 

+98,467,000
+83,600,000
+98,733,000

. . .

+39.7
+24.1
+23.0
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Other Elementary - Secondary Education 

Other appropriations for elementary - secondary education (primarily for 

state administration and contributions for teacher fringe benefits) are pro

jected on the basis of anticipated changes in the implicit price deflator for 

state and local government purchases of goods and services and enrollment. The 

level of enrollment used in these projections is expected to increase in the near 

future as the result of the start up of kindergarten and because of the earlier 

age requirements now permitted for students to enter the first grade. After 

1976-77, however, total enrollment is expected to decline, reflecting the drop 

in the number of births which occurred in the early part of the 1970's. The 

projected declines in enrollment for more distant years contribute to the slower 

growth of elementary - secondary education appropriations after the 1976-78 

biennium. 

Higher Education 

TABLE 4.4--HIGHER EDUCATION, ACTUAL APPROPRIATIONS 
1962-64 TO 1974-76, AND PROJECTED EXPENDITURES, 1976-78 TO 1980-82 

Change from Preceding Biennium 
Biennium Amount Amount Percent 

Actual appropriations 
1962-64 $ 69,749,766 $ 
1964-66 80,395,135 +10,645,369 +15.3
1966-68 131,337,775 +50,942,640 +63.4
1968-70 202,894,180 +71,556,405 +54.5
1970-72 279,746,730 +76,852,550 +37.9
1972-74 384,420,580 +104,649,850 +37.4
1974-76 514,767,790 +130,347,210 +33.9

Projected expenditures 
1976-78 659,192,000 +144,424,210 +28.1
1978-80 790,776,000 +131,584,000 +20.0
1980-82 905,860,000 +115,084,000 +14.6

Programs or agencies in functional category include Virginia's four-year 

colleges and universities, the community college system, the Executive Office 

(interstate compacts only), the State Board of Health (nurse and dental hygienist
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scholarships, and the MCV Hospital health services fund), the State Education 

Assistance Authority, the State Council on Higher Education for Virginia, the 

Department of Education (law enforcement scholarships), regional education and 

scholarships, Norfolk Area Medical Center Authority, and supplementary aid for 

higher education. 

The primary reason for the large increase in outlays in the 1966-68 biennium 

was the creation of the community college system. Expansion of the system and 

other institutions caused large increases in the following four bienniums. 

The projected expenditures for four-year institutions and community colleges 

are as follows: 

Biennium 

Actual appropriations 
1974-76 

Projected expenditures 
1976-78 
1978-80 
1980-82 

Biennium 

Actual appropriations 
1974-76 

Projected expenditures 
1976-78 
1978-80 
1980-82 

1. Four-Year Institutions

Change from Preceding Biennium 
Amount Amount Percent 

$373,788,930 $ . . . . . .

466,111,000 +92,322,070 +24.7
549,055,000 +82,944,000 +17.8
622,951,000 +73,896,000 +13.5

2. Community Colleges

Amount 

$ 99,294,710 

138,368,000 
176,087,000 
207,723,000 

Change from Preceding Biennium 

$ 

Amount Percent 

+39,073,290
+37,719,000
+31,636,000

+39.4
+27.3
+18.0
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The full-time equivalent enrollment expected in fiscal year 1975-76 is 

95,586 for senior institutions and 44,202 for community colleges. The pro

jected annual rates of increase of enrollment in four-year institutions and 

community colleges are as follows: 

Percent Change from Previous Year 

Four-Year Community 
Fiscal Year Institutions Colleges 

1975-76 +3.9 +10.0

1976-77 +3.2 +7.5

1977-78 +2.1 +6.1

1978-79 +1.8 +5.7

1979-80 +1.1 +3.3

1980-81 +o.4 +o.3

Enrollment projections are based upon the latest preliminary information 

available from the State Council of Higher Education as of the time of this writing. 

These figures make the assumption that after 1976 the rate of college attendance 

will rise, but at a decreasing rate; that tuition fees, and financial aid to stu

dents, will not undergo a marked change; and that Virginia's secondary schools 

will not reach national parity in holding power before the early 1980's. If 

these restrictions are overcome, then enrollments will run slightly ahead of the 

projected figures. This would also be true if a greater than anticipated number 

of students should choose to attend public rather than private institutions. 
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Other Education and Cultural 

TABLE 4.5--0THER EDUCATION AND CULTURAL, ACTUAL 
APPROPRIATIONS, 1962-64 TO 1974-76 

AND PROJECTED EXPENDITURES. 1976-78 TO 1980-82 

Change from Preceding Biennium 
Biennium Alnount Alnount Percent 

Actual appropriations 
1962-64 $ 2,240,020 $ . . . . . .

1964-66 2,372,890 +132,870 +5.9

1966-68 3,333,370 +960,480 +40.5 
1968-70 4,590,190 +1,256,820 +37.7
1970-72 5,652,590 +1,062,400 +23.1
1972-74 8,017,700 +2,005,110 +35.5
1974-76 10,314,300 +2,296,600 +28.6

Projected expenditures 
1976-78 12,131,000 +l,816,700 +17.6
1978-80 14,016,000 +1,885,000 +15.5
1980-82 15,946,000 +1,930,000 +13.8

Programs or agencies in the functional category include the Virginia State 

Library, the Virginia Museum of Fine Arts, the Science Museum of Virginia, the 

Virginia Commission of the Arts and Humanities, and state participation in 

regional and national programs (includes Southern Regional Education Board and 

Compact on Education). 

Mental Health 

TABLE 4.6--MENTAL HEALTH, ACTUAL APPROPRIATIONS, 
1962-64 TO 1974-76 2 AND PROJECTED EXPENDITURES. 1976-78 TO 1980-82 

Biennium 

Actual appropriations 
1962-64 
1964-66 
1966-68 
1968-70 
1970-72 
1972-74 
1974-76 

Projected expenditures 
1976-78 
1978-80 
1980-82 

Alnount 

$46,721,835 
50,674,850 
66,116,860 
84,729,935 

110,848,930 
117,749,150 
150,271,780 

159,765,000 
174,756,000 
192,199,000 

Change from Preceding Biennium 
Alnount Percent 

$ . . .

+3,953,015
+15,442,010
+18,613,075
+26,118,995

+6,900,220
+32,522,630

+9,493,220
+14,991,000
+17,443,000

+8.5
+30.5
+28.1
+30.8
+6.2

+27.6

+6.3
+9.4

+10.0
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Programs or agencies in the functional category include the Department of 

Mental Health and Mental Retardation, the State Mental Health and Mental Retarda

tion Board, the Virginia Treatment Center for Children, the Central State Hospital, 

the Petersburg Training School, the Eastern State Hospital, the Southwestern 

State Hospital, the Western State Hospital, the Northern Virginia Mental Health 

Institute, the Piedmont State Hospital, the Catawba Hospital, the DeJarnette 

Center for Human Development, the Lynchburg Training School and Hospital, the 

Northern Virginia Center for the Mentally Retarded, the Southeastern Virginia 

Center for the Mentally Retarded, the Southwestern Virginia Center for the Men

tally Retarded, the Danville Area Regional Mental Hospital, and the Virginia 

Developmental Disabilities Planning and Advisory Council. 

The decline in the projected rate of expenditures reflects efforts of the 

Department of Mental Health and Mental Retardation to reduce the population level, 

thereby increasing the employee/patient ratio to a level which will earn the 

approval of the National Joint Commission on Accreditation of Hospitals. There

fore, the slower growth rate does not represent a cutback in the program; instead 

it sets the stage for a significant increase in scope and quality. 

The total population projected by the Department of Mental Health and Mental 

Retardation for 1975-76 is approximately 11,340 and is estimated to decline 

through 1977-78 at approximately 4 percent per year. After 1978 total population 

is projected to remain relatively stable at 10,450 persons through 1982. 



-316-

Public Health 

TABLE 4.7--PUBLIC HEALTH, ACTUAL APPROPRIATIONS, 
1962-64 TO 1974-76, AND PROJECTED EXPENDITURES, 1976-78 TO 1980-82 

Chan8e from Preceding Biennium 
Biennium Atnount Atnount Percent 

Ac.tual appropriations 
1962-64 $ 21,860,105 $ . . . . . .

1964-66 23,611,645 +1,751,540 +8.0
1966-68 32,132,590 +8,520,945 +36.1
1968-70 40,353,040 +8,220,450 +25.6
1970-72 55,203,330 +14,850,290 +36.8
1972-74 60,067,610 +4,864,280 +8.8
1974-76 71,220,915 +11,153,305 +18.6

Projected expenditures 
1976-78 81,916,000 +10,695,085 +15.0
1978-80 93,719,000 +11,803,000 +14.4
1980-82 105,610,000 +11,891,000 +12.7

Programs or agencies in the functional category include the Department of 

Health, the State Board of Health (except Medicaid, nurse and dental hygienist 

scholarships and the M.C.V. Hospital Health Services Funds), the Blue Ridge 

Sanatorium, and the Division of Consolidated Laboratory Services (for public 

health activities only), 

The increase in the 1966-68 biennium was caused by the expansion of the 

local health services program. 
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Medicaid 

TABLE 4.8--MEDICAID, ACTUAL APPROPRIATIONS, 
1962-64 TO 1974-76, AND PROJECTED EXPENDITURES, 1976-78 TO 1980-82 

Change from Preceding Biennium 
Biennium Amount Amount Percent 

Actual appropriations 
1962-64 $ $ . . .

1964-66 . . . . . .

1966-68 . . . . . . 

1968-70 20,226,205 +20,226,205 . . .

1970-72 57,504,670 +37,278,465 +184.3
1972-74 110,890,685 +53,386,015 +92.8
1974-76 150,059,095 +39,168,410 +35.3

Projected expenditures 
1976-78 198,638,000 +48 ,578, 905 +32.4
1978-80 248,582,000 +49,944,000 +25.1
1980-82 307,163,000 +58,581,000 +23.6

Medicaid, a relatively new program, reflects high but rapidly decreasing 

historical and projected growth rates. 

In 1970-71, the average number of public assistance and medically indigent 

persons eligible for services totalled 196,300; in 1971-72, 250,800; and, in 

1972-73, 270,025. Estimates of the number of recipients in the 1974-76 biennium 

reflect the new Federal Supplemental Security Income (SSI) Program regulations 

as they relate to Medicaid for SSI recipients. Beginning January 1, 1974, all 

adult public assistance recipients (the aged, the blind, and the disabled) will 

be transferred to the SSI program. However, they will continue to be eligible 

for Medicaid. In addition, it is understood that all additional persons found 

eligible for the SSI program after January 1, 1974, will be eligible for such 

assistance. It is now estimated that in 1974-75 there will be an average of 

302,600 eligible Medicaid recipients, and in 1975-76 319,600 eligible recipients. 

The number of eligible recipients is expected to increase at an average annual 

rate of 6.0 percent through 1982. 



-318-

Public Welfare 

TABLE 4. 9. --PUBLIC WELFARE, ACTUAL .. APPROPRIATIONS, 
1962-64 TO 1974-761 AND PROJECTED EXPENDITURES, 1976-78 TO 1980-82

Biennium 

Actual appropriations 
1962-64 
1964-66 
1966-68 
1968-70 
1970-72 
1972-74 
1974-76

Projected expenditures 
1976-78 
1978-80 
1980-82 

Amount 

$ 21,648,965 
27,400,060 
33,013,545 
48,364,760 
78,211,125 

142,016,990 
163,325,930 

218,359,000 
274,393,000 
340,176,000 

Change from Preceding Biennium 
Amount Percent 

. . .

+5,751,095 +26.6

+5,613,485 +20.5
+15,351,215 +46.5
+29, 846, 3.65 +61.7
+63,805,865 +81.6

+21,308,940 +15.0

+55,033,070 +33.7
+56,034,000 +25.7
+65,783,000 +24.0

Programs or agencies in the functional category include the Department of 

Welfare and Institutions, the Virginia Commission for the Visually Handicapped, 

the Division of War Veterans Claims, Confederate pensions, the food distribution 

program under the Board of Agriculture and Connnerce, the Home for Needy Con

federate Women, and the Virginia Council for the Deaf. 

Public welfare outlays, which have experienced extremely rapid growth since 

the 1968-70 biennium, are expected to grow at a relatively lower rate during the 

remainder of the projection pe�iod. A portion of the inmediate slowdown re

flected in the 1974-76 biennium was the result of complete federal takeover on 

January 1, 1974, of three major programs and their administrative burden, old age 

assistance, aid to the permanently and totally disabled--both of which are ad

ministered by the Department of Welfare and Institutions--and aid to the blind, 

administered by the Virginia Commission for the Visually Handicapped. 
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Title XX of the Social Security Act, which will become effective October 

1, 1975, will have an impact upon public welfare outlays. Although projected 

caseloads do reflect in part some of the changes inherent in Title XX, specific 

incidence has not been calculated. The number of recipients is projected to 

increase for each of the major non-federalized programs as follows: 

General Foster 
Fiscal Year Relief Care 

1976-77 +1.5 +10.3
1977-78 -1.3 +10.7
1978-79 -14.4 +8.4
1979-80 +1.5 +6.7
1980-81 +1.6 +8.3
1981-82 +1.4 +6. 7

Percent Change 

with 
Aid to Families 
Dependent Children�/ 

+11.0
+10.0
+5.6
+8.3
+7.6
+3.6

Hosp. of the 
Indigent 

+1.3
+1.3
+1.3
+1.3
+1.2
+1.2

�/ Partially federally funded. 

By far the largest remaining public welfare program in terms of general fund 

expenditures is Aid to Families with Dependent Children. At a level of $98,211,700 

this program represents 60.1 percent of the entire 1974-76 public welfare outlay. 

The specific AFDC projection is presented in the following table: 

Aid to Families with Dependent Children 

Biennium 

Actual appropriations 
1974-76 

Projected expenditures 
1976-78 
1978-80 
1980-82 

Amount 

$ 98,211,700 

135,429,000 
174,302,000 
218,227,000 

Change from Preceding Biennium 
Amount Percent 

$ 

+37,217,300
+38,873,000
+43,925,000

+37.9
+28.7
+25.2
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Vocational Rehabilitation 

TABLE 4.10--VOCATIONAL REHABILITATION, ACTUAL APPROPRIATIONS, 
1962-64 TO 1974-76

1 
AND PROJECTED EXPENDITURES, 1976-78 TO 1980-82

Change from Preceding Biennium 
Biennium Amount Amount Percent 

Actual appropriations 
1962-64 $ 129,245 $ . . . 

1964-66 207,405 +78, 160 +60.5
1966-68 2,752,160 +2,544,755 +1.,22740
1968-70 4,097,525 +1,345,365 +48.9
1970-72 5,787,635 +1,690, 110 +41.2
1972-74 6,872,380 +1,084,745 +18.7
1974-76 8,535,300 +1,662,920 +24.2

Projected expenditures 
1976-78 9,972,000 +1,436,700 +16.8
1978-80 11,573,000 +1,601,000 +16.1
1980-82 13,209,000 +1,636,000 +14.l

Programs or agencies in the functional category include the Department of 

Vocational Rehabilitation, the Virginia Commission for the Visually Handicapped, 

and the Virginia Rehabilitation Center for the Blind. The Department of Vo

cational Rehabilitation was not established as a separate entity until 1966-68 

biennium. Most outlays that would have been made by the department prior to the 

biennium were made by the Department of Education and came under the elementary

secondary education category. Only small outlays for vocational rehabilitation 

made by the Commission for the Visually Handicapped came under this category 

prior to the 1966-68 biennium. Therefore, the cause for the large increase from 

1964-66 to the 1966-68 biennium was primarily a change in administration, not a 

change in scope and quality. The projected annual rates of increase of the case

load for the appropriations administered by the Colllllission for the Visually 

Handicapped are those programs and administrative costs exclusive of those pro

grams and administrative costs associated with public welfare. 
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Administration of Justice 

TABLE 4.11.--ADMINISTRATION OF JUSTICE, ACTUAL APPROPRIATIONS, 
1962-64 TO 1974-76, AND PROJECTED EXPENDITURES. 1976-78 TO 1980-82 

Change from Preceding Biennium 
Biennium Amount Amount Percent 

Actual appropriations 
1962-64 $ 36,545,785 $ 
1964-66 39,225,935 2,680,150 +7.3
1966-68 67,879,485 28,653,550 +73.0
1968-70 90,543,675 2 2,664,190 +33.4
1970-72 120,155,455 29,611,780 +32.7
1972-74 157,940,450 36,896,995 +30.7
1974-76 242,796,645 84,856,195 +53.7

Projected expenditures 
1976-78 292,022,000 49,225,355 +20.3
1978-80 337,414,000 45,392,000 +15.5
1980-82 383,859,000 46,445,000 +13.8

Programs or agencies in the functional category include the Supreme, Circuit, 

and District Courts, magistrate system, judicial retirement system, Judicial 

Council and judicial conferences, Public Defender Commission, Department of Law 

(for the Attorney General), Division of Justice and Crime Prevention, Compensa

tion Board (for state share of salaries and expenses of local commonwealth attor

neys, and state share of salaries and expenses of local sheriffs and sergeants) 

Virginia State Crime Commission, Law Enforcement Officers Training Standards 

Commission, Department of State Police, Division of Consolidated Laboratory Ser

vices (for administration of justice activities only), Department of Welfare and 

Institutions (for correctional institutions and activities only), Rehabilitative 

School Authority, Department of Accounts (for payments to beneficiaries of law 

enforcement officers pursuant to the Line of Duty Act), and judges and justices 

recalled to active duty. 

Beginning in the 1966-68 biennium, the operating expenses of the Department 

of State Police were paid from the general fund rather than from special funds. 

This change represented an expansion of general fund activities. 
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Resource and Economic Development 

TABLE 4.12.--RESOURCES AND ECONOMIC DEVELOPMENT, ACTUAL APPROPRIATIONS, 
1962-64 TO 1974-76

1 
AND PROJECTED EXPENDITURES, 1976-78 TO 1980-82 

Biennium 

Actual appropriations 
1962-64 
1964-66 
1966-68 
1968-70 
1970-72 
1972-74 
1974-76 

Projected expenditures 
1976-78 
1978-80 
1980-82 

$ 

Amount 

23,259,730 
31,479,679 
38,467,210 
45,890,605 
57,910,310 
69,475,685 

78,579,000 
90,794,000 

103,292,000 

Change from Preceding Biennium 
Amount Percent 

$ 3,543,010 
+8,219,949
+6,987,531
+7,423,395

+11,768,490
+11,565,375

+9,103,315
+12,215,000
+12,498,000

+18.0
+35.3
+22.2
+19.3
+25.6
+20.0

+13.1
+15.5
+13.8

Programs or agencies in the functional category include the Division of 

Industrial Development, the State Corporation Commission, the Department of Labor 

and Industry, the Department of Agriculture and Connnerce, the Virginia Soil and 

Water Conservation Commission, the Department of Conservation and Economic Develop

ment, Virginia Historic Landmarks Commission, the Virginia Historical Society, 

other historical museums, other historical foundations and memorial commissions, 

the Commission of Outdoor Recreation, the Board of Regents of Gunston Hall, the 

State Water Control Board, the State Air Pollution Control Board, the Breaks 

Interstate Park Commission, other river and park connnissions, the Marine Resources 

Commission, other fisheries commissions, the Virginia Institute of Marine Sciences, 

the Commission on Solid Wastes, the Virginia Independence Bicentennial Commission, 

the Department of Community Colleges (for special programs only), Division of 

Consolidated Laboratory Services (for resource and economic development activities 

only), specific examination and registration boards associated with the Department 

of Professional and Occupational Registration, and miscellaneous activities. 
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General Administration 

TABLE 4 .13. --GENERA,!, ADMINISTRAT.ION, ACTUAL APPROPRIATIONS, 
1962-64 TO 1974-76

2 
AND PROJECTED EXPENDITURES, 1976-78 TO 1980-82 

Change from Preceding Biennium 
Biennium Amount Amount Percent 

Actual appropriations 
1962-64 $ 18,723,525 $ . . .

1964-66 20,702,400 +1,978,875 +10.6
1966-68 29,589,135 +8,886,735 +42.9
1968-70 38,859,365 +9,270,230 +31.3
1970-72 49,157,080 +10, 297, 715 +26.5
1972-74 59,956,495 +10,687,915 +21.7
1974-76 74,197,690 +14,241,195 +23.7

Projected expenditures 
1976-78 87,772,000 +13,574,310 +18.3
1978-80 101,415,000 +13,643,000 +15.5
1980-82 115,375,000 +13,960,000 +13.8

Programs or agencies in the functional category include the Executive Office, 

the Division of the Budget, the Division of Engineering and Buildings, the Division 

of Automated Data Processing, Division of Personnel, the Division of State Planning 

and Community Affairs, the State Board of Elections, the State Office of Emergency 

Services, the Division of Drug Abuse Control, the Council on the Environment, the 

Virginia Commission for Children and Youth, the Art Commission, the Department 

of the Treasury, the Department of Accounts (for recording financial transactions 

of the state, collecting old claims, reissuing of old warrants, paying clerks of 

court for state revenue collection, and paying premiums on bonds of county officers), 

the Compensation Board (for regulating compensation of fee and salaried officers, 

the state share of salaries and expenses of local commissioners of the revenue, 

and the state share of salaries and expenses of local treasurers), the Department of 

Purchases and Supply, the Department of Taxation, the Commission on the Status of 

Women, and the Southern Growth Policies Board. 
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Legislative 

TABLE 4.14.--LEGISLATIVE, ACTUAL APPROPRIATIONS, 
1962-64 TO 1974-76 1 AND PROJECTED EXPENDITURES, 1976-78 TO 1980-82 

Change from Preceding Biennium 
Biennium Amount Amount Percent 

Actual appropriations 
1962-64 $2,365,180 $ . . .

1964-66 2,432,835 +67,665 +2.9
1966-68 2,984,955 +552,120 +22.7
1968-70 3,702,010 +717,055 +24.0
1970-72 5,348,850 +1,646,840 +44.5
1972-74 7,122,220 +1,793,370 +33.5
1974-76 13,477,075 +6,354,855 +89.2

Projected expenditures 
1976-78 15,992,000 +2,514,925 +18.7
1978-80 18,478,000 +2,486,000 +15.5
1980-82 21,022,000 +2,544,000 +13.8

Programs or agencies in the functional category include the General Assembly 

of Virginia, the Division of Legislative Services, the Virginia Advisory Legisla

tive Council, the Virginia Code Commission, the Virginia Commission on Interstate 

Cooperation, the Commission on Veterans Affairs, the Joint Legislative Audit and 

Review Commission, the Department of Law (for Commissioners for the Promotion of 

Uniformity of Legislation in the United States only), the Auditor of Public 

Accounts, and the Office of the Lieutenant Governor. 
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Transportation 

TABLE 4.15.--TRANSPORTATION, ACTUAL APPROPRIATIONS, 
1962-64 TO 1974-76, AND PROJECTED EXPENDITURES, 1976-78 TO 1980-82

Change from Preceding Biennium 
Biennium Amount Amount Percent 

Actual appropriations 
1962-64 $ 2,821,940 $ . . .

1964-66 2,863,510 +41,570 +1.5
1966-68 4,156,010 +1,292,500 +45.1
1968-70 4,244,620 +88,610 +2.1
1970-72 8,146,615 +3,901,995 +92.0
1972-74 8,578, 770 +432,155 +5.3
1974-76 7,164,510 -1,414,260 -16.5

Projected expenditures 
1976-78 8,130,000 +965,490 +13.5
1978-80 9,394,000 +1,264,000 +15.5
1980-82 10,687,000 +1,293,000 +13.8

Programs or agencies in the functional category include the Washington Metro

politan Area Transit Commission, the Virginia Airports Authority, and the Vir

ginia Ports Authority. 

Employee Benefits (Unallocated by Function) 

TABLE 4.16.--E.MPLOYEE BENEFITS (UNALLOCATED BY FUNCTION), ACTUAL APPROPRIATIONS, 
1962-64 TO 1974-76AND PROJECTED EXPENDITURES, 1976-78 TO 1980-82 

Biennium 

Actual appropriations 

1962-64 
1964-66 
1966-68 
1968-70 

1970-72 
1972-74 
1974-76 

Projected expenditures 
1976-78 
1978-80 
1980-82 

Amount 

$11,588,835 
12,701,385 
23,443,890 
28,002,255 
32,843,380 
62,211,655 
80,851,175 

96,886,000 
111,946,000 
127,356,000 

Change from Preceding Biennium 
Amount Percent 

$ ••• 
+1, 112,550

+10,742,505
+4,558,365
+4,841,125

+29,368,275
+18,639,520

+16,034,825
+15, 060, 000
+15,410,000

+9.6
+84.6
+19.4
+17.3
+89.4
+30.0

+19.8
+15.5
+13.8
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This category includes the state share of payment for supplemental retire

ment, social security, group life insurance for state employees and local special 

employees, employee hospital - medical insurance, and unemployment compensation 

benefits. 

The large increase in the 1972-74 biennium was due primarily to base and rate 

changes in social security, significantly increasing the level of the state share, 

and also provision of the Blue Cross-Blue Shield health plan for employees. 

State Aid to Localities - Shared Revenues (Unallocated by Function) 

TABLE 4.17.--STATE AID TO LOCALITIES - SHARED 
REVENUES (UNALLOCATED BY FUNCTION), ACTUAL APPROPRIATIONS, 

1962-64 TO 1974-76
1 

AND PROJECTED EXPENDITURES. 1976-78 TO 1980-82 

Change from Preceding Biennium 
Biennium Amount Amount Percent 

Actual appropriations 
1962-64 $ . . . $ . . . . . .

1964-66 . . . . . .

1966-68 25,140,000 +25,140,000 . . .

1968-70 25,890,000 +750,000 +3.0
1970-72 28,476,000 +2,586,000 +10.0
1972-74 33,600,000 +5,124,000 +18.0
1974-76 41,100,000 +7,500,000 +22.3

Projected expenditures 
1976-78 57,082,000 +15,982,000 +38.9
1978-80 44,267,000 -12,815,000 -22.4
1980-82 46,820,000 +2,553,000 +5.8

State aid to localities in the form of shared revenues comes from A.B.C. 

profits and the wine and spirits tax. Funds are distributed to localities for 

general purposes on the basis of population. An accounting change placed these 

shared revenues in general funds outlays in the 1966-68 biennium, and they are 

listed under the Department of Accounts in the Appropriations Act. The pro

jected expenditures are the estimated distributions for each biennium. 
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The proceeds from 1 percentage point of the sales and use tax are also shared 

with the localities. Because these revenues are earmarked for education, they are 

listed under elementary - secondary education. 

The projected increase in expenditures for the 1976-78 biennium is a result 

of a change in the manner in which A.B.C. profits will be distributed in the future. 

Through the fiscal year 1975-76, after the first $750,000, two-thirds of the A.B.C. 

profits during the year will be distributed to localities sixty days after the close 

of the fiscal year. After 1976, two-thirds of the A.B.C. profits, after the first 

$187,500 a quarter, will be distributed to localities 10 days after the close of 

the quarter. With the change to the quarterly payment system, localities will 

receive in the fiscal year 1976-77 their full 1976 share of profits and, in addi

tion, three quarterly payments in 1977. 

Debt Service (Unallocated by Function) 

TABLE 4.18.--DEBT SERVICE (UNALLOCATED BY FUNCTION), ACTUAL APPROPRIATIONS, 
1962-64 TO 1974-76 1 AND PROJECTED EXPENDITURES. 1976-78 TO 1980-82 

Change from Preceding Biennium 
Biennium Amount Amount Percent 

Actual appropriations 
1962-64 $ 1,730,000 $ . . . . . .

1964-66 225,000 -1,505,000 -87.0
1966-68 130,000 -95,000 -42.2
1968-70 5,000 -125,000 -96.1
1970-72 18,716,600 +18,711,600 +3,742.3
1972-74 17,794,400 -922,200 -4.9
1974-76 16,657,600 -1,136,800 -6.4

Projected expenditures 
1976-78 15,608,000 -1,049,600 -6.3
1978-80 14,564,000 -1,044,000 -6.7
1980-82 13,502,000 -1,062,000 -7.3
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General obligation bonds in the amount of $81,000,000 were issued during the 

1968-70 biennium. As a result, debt service on general obligation bonds rose 

considerably. (Debt service meets the repayment requirements on the principal 

and the interest on the outstanding portion.) 

Other (Unallocated by Function) 

TABLE 4.19.--0THER (UNALLOCATED BY FUNCTION), ACTUAL APPROPRIATIONS, 
1962-64 TO 1974-76 1 AND PROJECTED EXPENDITURES. 1976-78 TO 1980-82 

Biennium Amount 

Actual appropriations 
1962-64 $ 2,439,395 
1964-66 8,962,500 
1966-68 4,544,885 
1968-70 15,948,320 
1970-72 25,508,170 
1972-74 32,940,445 
1974-76 65,614,270 

Projected expenditures 
1976-78 95,878,000 
1978-80 110,782,000 
1980-82 126,031,000 

Change from Preceding Biennium 

Amount 

$ . . .

+6,523,105
-4,417,615

+11,403,435
+9,559,850
+7, 710,245

+32,673,825

+30,263,730
+14,904,000
+15,249,000

Percent 

+267.4
-49.3

+250.9
+60.0
+30.2
+99.2

+46.1 
+15.5
+13.8

The programs or agencies in the category include the Department of Military 

Affairs, the Civil Air Patrol, central appropriations to the Governor (for 

adjusting base rates of pay and.overtime, and for adjusting salaries of agency 

heads and judiciary),supplementing appropriations to state agencies, and local 

service charges. 

Of the 99.2 percent increase in appropriations for the 1974-76 biennium, 

approximately 56 percent ($18.2 million) was for effecting 1974-75 and 1975-76 

salary scale adjustments for state employees in classified positions and for 

meeting authorized overtime payments. The remaining increase was attributed to 

supplementary appropriations to state agencies.
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As witnessed by the percent change colunm in Table 4.19, the programs and 

agencies in this grouping are subject to widely varying appropriations from bien

nium to biennium. For this reason, these particular projections should be con

sidered less definitive than those of the other functional categories. 

Summary 

Table 4.20 summarizes the actual appropriations and the projected expendi

tures for general fund operating expenses. Through the next three bienniums 

elementary-secondary education, higher education, public welfare, and administra

tion of justice are expected to account for approximately three-fourths of the 

operating expenses. 

For elementary-secondary education, enrollment is expected to decline slightly 

throughout the entire projection period. However, even though the number of students 

will decrease there will be a more than offsetting increase in cost due to the 

effect of inflation. For this reason total outlays may be expected to rise. In 

higher education expenditures will increase as enrollment grows in all types of 

institutions. The rate of growth of enrollment is, however, projected to be lower 

than in recent years. 

Public welfare outlays will increase more gradually than they have in the 

inmediate past. Caseloads in all the major nonfederalized programs are projected to 

increase and the anticipated effects of Title XX are responsible for increased 

expenditure projections. 

The large increase in the 1976-78 "other" appropriations are chiefly due to 

the effect of an approximately $18.2 million increase for the adjustment of base 

rates of pay and overtime as authorized by the 1975 General Assembly session. 

In other functional categories, the population served is projected to remain 

nearly constant (mental health) or to increase in proportion to general population 

growth (e.g., public health, vocational rehabilitation, and resources and economic 

development). 



TABLE 4.20.--GENERAL FUND OPERATING EXPENSES: ACIUAL APPROPRIATIONS AND PROJECTED EXPENDITURES 1 1962-64 TO 1980-82 

Actual Al!J!r!!l!riations Projected Exl!enditures 
QJ>erating EXJ>"nses 1962-64 1964-66 � 1968-70 � 1972-74 1974-76 1976-78 1978-80 1980-82 

EDUCATION 

Elementary-Secondary Education $280,645,293 $327,200,480 $519,817,355 $686,913,870 $825,392,410 $1,004,948,335 $1,236,341,690 $1,475,697,000 $1,621,439,000 $1,772,771, 000 

Higher Education 69,749,766 80,395,135 131,337,775 202,894,180 279,746,730 384,420,580 514,767,790 $659,192,000 $790,776,000 $905,860,000 

Other Education and Cultural 2,240,020 2,372,890 3,333,370 4,590,190 5,652,590 8,017,700 10,314,300 12,131,000 14,016,000 15,946,000 

HEALTH AND WELFARE 

Mental Heal th 46,721,835 50,674,850 66,116,860 84,729,935 110,848,930 117,749,150 150,271, 780 159,765,000 174,756,000 192,199,000 

Public Heal th 21,860,105 23,611,645 32,132,590 40,353,040 55,203,330 60,067,610 71,220,915 81,916,000 93,719 ,ooo 105,610,000 

Medicaid 20,226,205 57,504,670 110,890,685 150,059,095 198,638,000 248,582,000 307,163,000 

Public Welfare 21,648,965 27,400,060 33,013,545 48,364,760 78,211,125 142,016,990 163,325,930 218,359,000 274,393,000 340,176,000
.:, 

Vocational Rehabilitation · 129,245 207,405 2,752,160 4,097,525 5,787,635 6,872,380 8,535,300 9,972,000 11,573,000 13,209,0001° 

ADMINISTRATION OF JUSTICE 36,545,785 39,225,935 67,879,485 90,543,675 120,155,455 157,940,450 242,796,645 292,022,000 337,414,000 383,859,000 

RESOURCE AND ECONOMIC DEVELOPMENT 19,716,720 23,259,730 31,479,679 38,467,210 45,890,605 57,910,310 69,475,685 78,579,000 90,794,000 103,292,000 

GENERAL ADMINISTRATION AND LEGISLATIVE 

General Administration 18,723,525 20,702,400 29,589,135 38,859,365 49,157,080 59,956,495 74,197,690 87,772,000 101,415,000 115,375,000 

Legislative 2,365,180 2,432,835 2,984,955 3,702,010 5,348,850 7,122,220 13,477,075 15,992,000 18,478,000 21,022,000 

TRANSPORTATION 2,821,940 2,863,510 4,156,010 4,244,620 8,146,615 8,578,770 7,164,510 8,130,000 9,394,000 10,687,000 

UNALLOCATED BY FUNCTION 

Employee Benefits 11,588,835 12,701,385 23,443,890 28,002,255 32,843,380 62,211,655 80,851,175 96,886,000 111,946,000 l27,l56, 000 

State Aid to Localities--Shared Revenues 25,140,000 25,890,000 28,476,000 33,600,000 41,100,000 57,082,000 44,267,000 46,820,000 

Debt Service 1,730,000 225,000 130,000 5,000 18,716,600 17,794,400 16,657,600 15,608,000 14,564,000 13,502,000 

Other 2,439,395 8,962,500 4,554,885 15,948,320 25,508,170 32,940,445 65,614,270 95,878,000 110,782,000 126,031,000 

TOTAL OPERATING EXPENSES $538,926,609 $622,235,760 $977,851,694 $1,337,832,160 $1,752,590,175 $2,273,038,175 $2,916,171,450 3,563,619,000 4,068,308,000 4.600,878,000 
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The Baseline Gap 

Using projected revenues in Chapter III and baseline operating expendi

tures in this chapter, a comparison can be made of the two sides of the fiscal 

ledger. The difference between revenues and expenditures, henceforth called 

the gap, is shown in Table 4.21. 

With revenues expected to rise faster than expenditures, a positive gap 

or surplus is projected for baseline outlays in each of the next three bienniums. 

Two factors contributing to anticipated surpluses on the revenue side are pro

jected increases in the state sales and use tax collections and the increases 

in the individual and the corporate income tax receipts. For example, in 1976-78 

these changes are expected to bring in about $834 million in revenue. 

Worth noting are three factors expected to stabilize expenditures. Total 

elementary-secondary enrollment is expected to peak in 1976-77 and thereafter to 

decline for each year of the projection period. Since this category accounts 

for nearly 45 percent of all 1974-76 general fund operating expenditures, a 

declining rather than an increasing workload is highly significant. In addition, 

recent inflationary pressures are anticipated to decline as well as the rate of 

population growth. The reduced population growth rate is mainly attributable to 

a falling birth rate. 

Uncertainties in federal funding could have a significant impact on the 

actual gap outcome. Please consult qualification numbers five and six following 

Table 4.21 for clarification. 
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TABLE 4.21.--PROJECTIONS OF GENERAL FUND GAP, 1976-78 TO 1980-82 
(Millions of Dollars) 

Operating Gap (Revenues 
Biennium Revenues Expenditures Minus Expenditures) 

1976-78 $3,882.2 $3,563.6 $ +318.6 

1978-80 4,960.0 4,068.3 +891.7

1980-82 6,448.7 4,600.9 +1,847.8

Sources: Tables 3.5 and 4.20. 

The gap projections are subject to several qualifications: 

1. 

2. 

3. 

4. 

5. 

6. 

A gap is a residual figure and therefore subject to considerable 
error, since small adjustments in revenue or expenditure pro
jections have a magnified impact. For example, a 2 percent 
increase in projected 1976-78 expenditures and a 2 percent re
duction in revenues would change the gap forecast to $169.7 
million--a 46 percent reduction. 

As a general rule, short-run forecasts are more accurate than 
long-term forecasts. For this reason, the results for 1976-78 
are probably closer to the mark than those for 1980-82. 

The above gaps refer to baseline expenditure projections. They 
make no allowance for increases in scope or quality, nor do they 
make any allowance for capital outlays. 

Realization of the reduced caseloads desired 'in Virginia mental 
hospitals will require the establishment of community facilities 
or other form of patient care capacity. If this capacity is not 
forthcoming, then mental hospital caseloads may be expected to 
be larger than projected, resulting in a higher baseline outlay. 

Title XX of the Social Security Act will become effective 
October 1, 1975, and is expected to increase significantly the 
number of income eligible recipients and public welfare outlays. 
At the time of this writing no specific information is available 
as to the size and nature of the state plan and its effect on 
particular caseloads. However, the anticipated increase in 
participation will have a direct dollar for dollar reducing 
effect on the projected surpluses. 

Federal revenue sharing is scheduled to expire December 31, 
1976. Therefore, it has not been included in the revenue 
projections beyond that date. Should it be extended, revenues 
in the last two projected bienniums would be larger than 
stated. However, if federal revenue sharing funds are 
considered special fund revenues rather than general fund 
revenues available for operating expenditures, then this 
would have the effect of reducing the surplus gap by $33.7 
million in the 1976-78 biennium. 
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Scope and Quality 

Recent Changes in Scope and Quality 

Table 4.22 presents quantitative estimates of changes in scope and 

quality for the period 1967-68 to 1973-74.!/ The formula used to make the 

estimates is: 
1973-74 Appropriations 

1967-68 X Population- X 
Appropriations Workload Ratio 

Price 
Ratio 

= Scope an11
Quality

Ratio-

Because annual outlays by functional category are not presently available, 

the 1967-68 outlays for each category were estimated by splitting the biennial 

appropriations in half. The only exception is public welfare outlays. For 

this activity figures were taken from the relevant Appropriations Acts and from 

data provided by the Department of Welfare and Institutions. The population

workload and price ratios are then calculated; their product is the baseline 

growth factor. The bases for these ratios are found in Table 4.1. Between 

fiscal years 1967-68 and 1973-74, total population grew by an estimated 6.7 

percent (or 1.1 percent per year). Specific enrollments or caseloads are again 

derived from information provided by the relevant state agency. The historical 

price indexes, given in appendix Table A.8 are adjusted to a fiscal year basis. 

By dividing the 1973-74 appropriations by the 1967-68 appropriations times the 

baseline growth factor, a residual ratio, which is the estimated change in scope 

and quality, is found. 

1/ Longer alternative base periods were considered, but were abandoned 
as they offered no detectable advantages in return for two important shortcomings. 
The vocational rehabilitation function did not attain its full organizational 
level until 1966-68 biennium when the Department of Vocational Rehabilitation 
was formed. Higher education underwent a fundamental change with the develop
ment in recent years of the community college system. Productivity increases 
under the new system were so great that longer base periods tended to yield 
negative scope and quality measures which lend themselves to misinterpretation. 

'!:.I Lawrence R. Kegan and George P. Roniger, "The Outlook for State and 
Local Finances," in Fiscal Issues in the Future of Federalism, CED Supplementary 
Paper, No. 23 (New York: Committee for Economic Development, 1968), p.256. 
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The scope and quality methodology is the best alternative which is adaptable 

to our purposes. However, its results will be misleading if three important reser

vations are not kept in mind. 

First, since the methodology is only able to measure changes in monetary 

terms, non-monetary improvements such as changes in productivity are overlooked 

or may even be positively distorted. For example, if a specific program manages 

over time to serve a vastly larger number of people at a lower cost per recipient, 

the formula will reflect this change as a decrease in scope and quality.
!/ 

Second, measuring scope and quality changes with respect to general fund 

expenditures yields an insight into growth from the viewpoint of state govern

ment, but not necessarily from that of anyone else. For instance, in programs 

which are partially federally funded, shifting a portion of the federal burden 

to the state general fund will increase the scope and quality measure from the 

state's point of view although the recipient's total amount remains unchanged. 

Since it is the intent of this work to analyze only general fund expenditures, 

the measurement is valid but results should not be misapplied. 

Third, the residual accounts for all change not due to population-workload 

and price growth. For example, new fields of study at colleges and universities 

mean more enrollment, but data limitations preclude estimation of the impact that 

these improvements have on the population-workload factors. Also, the price 

indexes may have overstated the increases in prices. For example, the state 

!/ For a hypothetical example, refer to the formula and assume that the 
expenditures in year one are unchanged in year two and that prices remain con
stant. If the program has managed to serve more people in year two than it did 
in year one, then the denominator of the fraction will be larger than the numerator. 
This situation could prevail, for example, in education where given facilities and 
personnel might serve a larger (or for the opposite result a smaller) number of 
students with very little change in cost. This type of productivity change has 
a perverse impact on scope and quality ratios. 
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and local implicit price deflator is biased upward, for it does not account 

for growth in the productivity of state employees. Again, though, the impact 

of such factors cannot be quantified. 

The reservations cited above do not invalidate scope and quality judgments, 

but they do demonstrate the necessity for considering specific scope and quality 

ratios as "soft" approximations rather than as "hard" and precisely comparable 

figures. 

For sunnnary Table 4.22 below the estimate of total scope and quality is 

calculated by weighting each category estimate with the ratio of the appropria

tions in the category to total general fund appropriations. The total scope and 

quality change is equal to the sum of these weighted estimates. For the table, 

all ratio changes are converted to percentage changes. 

TABLE 4.22.--ESTIMATED INCREASE IN SCOPE trjD QUALITY, 
FISCAL YEARS 1967-68 TO 1973-74� 

Functional Category 

Elementary-Secondary Education (excluding 
sales and use tax proceeds) 

Higher Education 
Other Education and Culture 

Mental Health 
Public �11th 
Medicaid-

Public Welfare 
Vocational Rehabilitation 
Administration of Justice 

Resources and Economic Development 
General Administration 
Legislative 

Transportation 
Employee Benefits 
Other 

Total (excluding sales and use 
tax proceeds) 

Percentage Increase in Scope 
and Quality 

Total 

14.5 
14.3 
51.8 

53.6 
30.9 
34.7 

95.3 
39.5 
55.4 

26.0 
35.3 
65.5 

34.9 
86.9 

740.2 

42.1 

Average 
Annual Rate 

2.3 
2.3 
7.2 

7.4 
4.6 
7.7 

11.4 
5.6 
7.6 

3.9 
5.2 
8.8 

5.1 
10.6 
34.8 

6.0 
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�/ Two functional categories are excluded: (1) debt service and (2) 
state aid to localities which do not fit into the conceptual framework. 

p_/ Medicaid did not begin until the 1968-70 biennium. Therefore, 
the scope and quality increases were calculated between the fiscal years 
1969-70 and 1973-74. 

Future Expansion of Scope and Quality 

There is little doubt that in the next three bienniums demands for expand

ing the scope and quality of programs will continue. There is an observable 

tendency for individuals to demand more and better public services as their 

standard of living rises. The business community, too, tends to demand better 

trained labor as the economy grows. In addition, the current emphasis on 

government spending as a remedy for most social and economic problems is not 

likely to moderate. 

It is difficult to estimate the magnitude of scope and quality increases 

for any specific program other than to feel reasonably confident that growth 

will continue at rates consistent with the recent past. An annual rate of 

improvement applicable to all categories can, therefore, be chosen from our 

historical estimates. In Table 4.22 we noted the scope and quality changes which 

took place between 1967-68 and 1973-74 in each functional category. The impact 

of expanding scope and quality on the projected baseline gaps is shown by apply

ing the median annual rate of improvement, 6 percent, to each of the functional 

categories. Where specific observations are in order, they will be found under 

the appropriate section. 
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Elementary-Secondary Education 

Methods of funding elementary-secondary education changed significantly in 

the last biennium under the new standards of quality program discussed under the 

baseline projections for elementary-secondary education and again in Chapter VI. 

Although another revision in the funding program is not expected in the near future, 

if scope and quality of all programs in elementary-secondary education increased 

at a 6 percent annual rate beginning fiscal year 1976-77, the additional cost would 

be: 

Higher Education 

Biennium 

1976-78 
1978-80 
1980-82 

Biennium 

1976-78 
1978-80 
1980-82 

Additional Outlays 
(Millions) 

$+104.2 
+270.5
+470.8

Additional Outlays 
(Millions) 

$ +61.6 
+180.5
+343.8

The 1967-68 to 1973-74 annual average scope and quality increase of 2.3 per

cent for higher education is misleading because of the first and third methodologi

cal reservations discussed earlier. During its formative period a new program 

often may be expected to reflect a very large increase in productivity by serving 

a mushrooming population. The community college system increased its population 

workload from 6,121 in 1967-68 to 36,069 in 1973-74, an increase of 590 percent 

in the number of students served over a six-year period. On the other hand, 

general fund appropriations for the same period went from approximately $9.2 

million to $41.2 million, or an increase of some 450 percent. Referring to the 
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original formula, the depressing effect on scope and quality of this disproportion

ate population increase becomes obvious. 

It is believed that as the community college system approaches its designed 

capacity and the population workload growth rate tapers off scope and quality 

ratios for higher education will rise. As there is no satisfactory method avail

able for predicting the timing or magnitude of such an anticipated change the 

average general fund scope and quality increase rate of 6 percent is utilized 

for higher education. 

Mental Health 

If the scope and quality of all programs in mental health increased at 6 per

cent, the additional cost would be: 

Biennium 

1976-78 
1978-80 
1980-82 

Additional Outlays 
(Millions) 

$+14.7 
+39.8
+72.9

As mentioned in the baseline discussion, the Department of Mental Health and 

Mental Retardation is attempting to reduce the patient/employee ratio in an effort 

to earn the approval of the National Joint Commission on Accreditation of Hospitals. 

If the Department's expectations of a reduced hospital caseload are to be realized, 

some patients must be moved to other facilities which are not currently part 

of the program. However, the nature and costs of desirable alternative care 

facilities are uncertain. If a vigorous program is initiated to develop addi

tional services rapidly, then the projected scope and quality outlays will be 

too low. 
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Public Health 

Public health scope and quality projections based on a 6 percent annual 

rate of increase are as follows: 

Medicaid 

Biennium 

1976-78 
1978-80 
1980-82 

Additional Outlays 
(Millions) 

$ +7.6 
+21.3
+40.1

The Medicaid program did not begin until the 1968-70 biennium. Between 

1969-70 and 1973-74 the program experienced an average annual increase in scope 

and quality of 7.7 percent. However, due to briefness of the program, the 

average annual rate of scope and quality increase for all general fund functions 

has been applied. It is important to note that Medicaid is not predominantly 

operated from the general fund. These computations assume that the general 

fund share will remain reasonably stable at approximately 40 percent of total 

program cost. Keeping these reservations in mind, the scope and quality pro

jections are:

Public Welfare 

Biennium 

1976-78 
1978-80 
1980-82 

Additional Outlays 
(Millions) 

$ +18 .6 
+56.8

+116.8

Applying the 6 percent rate of increase for public welfare scope and quality 

we project: 

Biennium 

1976-78 
1978-80 
1980-82 

Additional Outlays 
(Millions) 

$ +20.s 
+62. 7

+129.1
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It is important to remember that funds for public welfare programs come in 

large part from non-general fund sources. Consequently, a 6 percent annual scope 

and quality increase in the total program requires not only the above general 

fund outlays, but also a constant ratio of special to general funds and availa

bility of special funds in sufficient quantity to maintain the ratio. 

Administration of Justice 

If the scope and quality of programs in this function increased at the 

median rate of 6 percent annually, it would require the baseline outlay plus: 

Biennium 

Employee Benefits 

1976-78 
1978-80 
1980-82 

Additional Outlays 
(Millions) 

$ +63.2 
+76.9

+145.7

The scope and quality of employee benefits have been subject to wide varia

tions over given periods. For example, between 1960-61 and 1969-70 the scope 

and quality of employee benefits increased at an average annual rate of 5.2 

percent,!/ and during the 1967-68 to 1971-72 base period they increased at 0.7 

percent per year.!/ For the base period 1967-68 to 1973-74 scope and quality 

was estimated to have grown at 10.6 percent yearly. For this reason the average 

rate for all functions was employed. At an average annual rate of 6 percent the 

estimated scope and quality requirements are as follows: 

Biennium 

1976-78 
1978-80 
1980-82 

Additional Outlays 
(Millions) 

$ +9.0 
+25.5
+48.3

!/ Knapp, John L., and Associates, Fiscal Prospects and Alternatives. 
The Division of State Planning and Community Affairs, Richmond, Va., April, 1971, 
p.210.

!/ Lipman, Barry E., and Vorhies, Benjamin A., et al. Fiscal Prospects 
and Alternatives: 1974. The Division of State Planning and Conmunity Affairs

and Department of Taxation, Richmond, Va., June, 1973, p. 240. 
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Other 

Scope and quality increases for this category are projected at 6 percent 

per year and are as follows: 

Biennium 

1976-78 
1978-80 
1980-82 

Additional Outlays 
(Millions) 

$ +8.9 
+25.3
+47.8

The historical scope and quality growth rate of 34.8 percent per year appears 

to be unreasonably high. However, most of this abnormally high growth was due 

to the adjusting of base rates of pay and overtime. 

Additional Categories 

The scope and quality of programs in any of the other categories could be 

expanded. Their estimated scope and quality requirements based on the average 

general fund rate of 6 percent are reflected in the table below: 

TABLE 4.23.--ADDITIONAL SCOPE AND QUALITY OUTLAYS 
(MILLIONS OF DOLLARS) 

Bienniums 
1976-78 1978-80 

Resource and Economic 
Development $+7 .3 $+20.7 

General Administration +8 .2 +23.1

Legislative +1.5 +4.2

Transportation +0.8 +2.1

Other Education and 
Culture +1.1 +3.2

Vocational Rehabilitation +o.9 +2.6

1980-82 

$+39.2 

+43.8

+8.0

+4.1

+6.0

+5.o



-342-

Summary 

The categories discussed above account for approximately 98 percent of 

general fund outlays and include all functions except debt service and state 

aid to localities. If all programs were expanded as projected, the additional 

scope and quality outlays would change the baseline gaps as follows: 

Additional 
Outlays for Scope and 

Baseline Gap Scope and Quality Quality Gap 
Biennium !Millions) !Millions} = �Miliions} 

1976-78 $ +318.6 $ +328.1 $ -9.5 

1978-80 +891.7 +815.2 +76.5 

1980-82 +1,847.8 +1,521.4 +326.4 

It may be desired to reduce or even eliminate scope and quality expendi

tures for some functions while others may be increased significantly. The 

table only reflects the cumulative impact which may be expected if individual 

functions receive appropriations according to the median annual rate of 6 

percent. 
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Capital Outlays 

Introduction 

For the next three bienniums we show requests for capital outlays from 

the general fund, and we project amounts actually funded. Then, there is 

a discussion of the potential for funding these capital outlays through 

general obligation borrowing. We do not project capital outlays funded from 

revenue bonds!/, which are primarily for the construction of.self-supporting 

facilities at colleges and universities, or from special funds, which are in 

part federal outlays. 

Requests for Capital Outlays from General Fund Revenues 

Table 4.24 presents the projected capital outlay requests from the general 

fund for the next three bienniums. In each biennium the requests from colleges 

and universities are expected to be about 60 percent of the total. Requests 

to improve mental and public health facilities are anticipated to be the next 

single largest category. Most of the remaining requests are projected to come 

from administration of justice and resource and economic development. 

The requests in the 1978-80 and 1980-82 bienniums assume that the requests 

in the preceding biennium will be completely funded or that the requests not 

funded will be dropped, but neither result will occur in all likelihood. During 

the 1960's about 45 percent of requests were funded; in the 1970-72 biennium 

the ratio dropped to 13.7 percent and then rose in 1972-74 to 30 percent. The 

1974-76 biennium saw 14 percent of the requests funded ($52 million of $372.8 

million). Moreover, only a small percentage of those requests not funded in 

previous years were dropped; in other words, agencies maintained the same set of 

!/ Article X, Section 9(c) of the Constitution permits the state to 
secure revenue bonds with its full faith and credit subject to certain limita
tions. 



Biennium 

1976-78 

1978-80 

1980-82 

1976-82 Total 

TABLE 4.24.--PROJECTED CAPITAL OUTLAYS FROM THE GENERAL FUND, 
1976-78 TO 1980-82 BIENNIUMS 

Higher 
Education 

$213,767,892 

146,530,691 

88,863,495 

Requests 

(Millions of Dollars) 

Mental Health Administration 
and Public Health of Justice 

$78,131,280 $101,602,459 

38,335,950 509,000 

15,154,200 301,000 

Resource & Economic 
Development and / 
Other Categories� 

$71,379,897 

35,206,010 

36,754,650 

b/
Total-

$464,881,528 

220,581,651 

141
1
073

1
345 

$826,536,524 

!_/ Over the three bienniums approximately 80 percent of the total requests are for resources and economic 
development. 

�/ Due to deficiencies in information and/or lack of information submitted, totals are incomplete. 

Note: Projections prepared by the Division of Engineering and Buildings, April 4, 1975. The inflation factor 
embodied in the requests are estimates made by each institution submitting a request for capital outlays. 

I 

� 
� 
I 
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priorities until they were satisfied. We therefore assume that the $320.8 million 

left over from this biennium is included in the $464.9 million requested for the 

1976-78 biennium. Also included are new agency requests and an allowance for in

flation. If 40 percent of the 1976-78 requests were funded, appropriations for 

the remaining $278.9 million would be requested in the following biennium (after

the requests are adjusted for inflation). This would cause deferral of many, 

if not all, of the 1976-78 requests to the 1978-80 biennium. Thus, the funding 

of only a portion of each biennium's capital outlay requests would rule out the 

sum total of requests ($826.5 million) shown in Table 4.24. 

Projected Capital Outlays from General Fund Revenues 

Because requests for capital outlays appear to be a poor basis for projecting 

capital outlays from general fund revenues, we utilize historical ratios of 

general fund appropriations for capital projects to general fund appropriations 

for recurring programs. In recent bienniums, the ratio has remained fairly 

constant. Only in the 1966-68 and 1970-72 bienniums does the ratio differ signi

ficantly from the historical average of 6.3 percent: 

Biennium 

1958-60 
1960-62 
1962-64 
1964-66 
1966-68 
1968-70 
1970-72 
1972-74 
1974-76 

Simple Average

Ratio 
(Percent) 

8.1 
8.3 
5.9 
5.8 

10.7 
8.3 
2.5 
5.6 
1.8 
6.3 

Appropriations 
For Capital Projects 

(Millions) 

$ 30.1 
38.1 
31. 7
35.8

!�i:i�1

43.2
126.8 

52.0 
$ 63.7 

a/ This figure includes $81 million in general obligation bonds which 
funded requests made to the general fund. 
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If we assume that the 6.3 percent ratio of capital to recurring outlays 

were to hold for the next three bienniums, the capital outlays required for 

baseline growth would be: 

Biennium 

1976-78 
1978-80 
1980-82 

Baseline 
Capital Outlays 

(Millions) 

$ 224.S 
256.3 
289.9 

Most of the capital outlay requests are expected to be for higher education, 

mental health, public health, and administration of justice. 

If outlays are realized as projected in the scope and quality summary, then 

scope and quality capital outlays may be estimated by applying the 6.3 percent 

ratio. The same methodology is used as for baseline capital outlays and yields 

the following result: 

These 

gaps to: 

Biennium 

1976-78 
1978-80 
1980-82 

Biennium 

1976-78 
1978-80 
1980-82 

projected capital 

Baseline Gap 
(Millions) 

$ +318.6 
+891.7 

+1,847.8

Additional 
Scope and Quality 
Capital outlays 

(Millions) 

$+20. 7 
+51.4
+95.8

outlays would change the baseline 

Baseline Gap 
Scope and with 

Quality Gap Capital Outlays 
(Millions) (Millions) 

$ -9.5 $ +94.1 
+76 • .5 +635.4

+326.4 +1 1 .557.9

and scope and quality 

Scope and 
Quality Gap 

with 
Capital outlays 

(Millions) 

$-254. 7 
-231.2

-59.3
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In summary, baseline growth and the expansion of scope and quality would 

require large capital outlays from the general fund. Meeting the baseline

capital requirements and improving the scope and quality of most programs would, 

however, cause projected revenues from present sources to fall short of pro

jected outlays in the next three bienniums. 

Four important reservations must be kept in mind when considering the 

projected gaps: 

1. Of primary immediate concern is the long range fate of federal
revenue sharing. If it is continued beyond the January 1, 1976,
expiration date, the anticipated deficits for 1976-78 and 1978-80
could be narrowed and the 1980-82 deficit reduced or transformed
to a surplus.

2. If categorical grants from the federal government were to be
reduced or terminated and the state elects to continue affected
programs via general fund expenditures, then the projected deficits
will be expanded.

3. 

4. 

If the state elects to adopt a broad plan that would significantly 
increase the number of eligible recipients under Title XX, then 
the projected deficits in each biennium will be deepened (see qual
ification No. 5 under Table 4.21). 

Short term projections are usually more reliable than long term 
projections, so the accuracy of the 1976-78 figures is probably 
greater than that of the 1980-82 biennium. 

Capital Outlays from General Obligation Borrowing 

It is not necessary to finance all capital outlays from general fund revenues; 

general obligation borrowing could be another source. In this section we provide 

estimates of the maximum amount that could be borrowed in each biennium. 

Under the constitution, general obligation debt for capital projects is 

permitted, provided that it is approved by a majority of the General Assembly 

and by a majority of the voters in a referendum. Furthermore, 

••• No such debt shall be authorized by the General Assembly 
if the amount thereof when added to amounts approved by the 
people, or authorized by the General Assembly and not yet 
submitted to the people for approval, under this subsection 
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during the three fiscal years immediately preceding the 
authorization by the General Assembly of such debt and the 
fiscal year in which such debt is authorized shall exceed 
twenty-five per centum of an amount equal to 1.15 times the 
average annual tax revenues of the Commonwealth derived from 
taxes on income and retail sales, as certified by the Auditor 
of Public Accounts, for the three fiscal years immediately 
preceding the authorization of such debt by the General 
Assembly. 

No debt shall be incurred under this subsection if the amount 
thereof when added to the aggregate amount of all outstanding 
debt to which the full faith and credit of the Commonwealth is 
pledged other than that excluded from this limitation by.the 
provisions of this article authorizing the contracting of 
debts to redeem a previous debt obligation of the Commonwealth 
and for certain revenue-producing capital projects, less any 
amount set aside in sinking funds for the repayment of such 
outstanding debt, shall exceed an amount equal to 1.15 times 
the average annual tax revenues of the Commonwealth derived 
from taxes on income and retail sales, as certified by the 
Auditor of Public Accounts, for the three fiijcal years immedi
ately preceding the incurring of such debt.!! 

Table 4.25 applies the above provisions to projected revenues from i�come 

taxes on individuals and corporations and from the sales and use tax. The table 

shows that the present debt provisions will permit large new borrowings in the 

next three bienniums if the General Assembly and the voters wish to use the 

maximum authority. Only in the 1976-78 biennium, however, could the maximum 

debt that could be authorized and approved ($268.0 million) completely substitute 

for general fund revenues as a method of financing projected capital outlays 

($245.2 million with $224.5 million in baseline capital outlays and $20.7 million 

in scope and quality capital outlays). In the last two bienniums, maximum debt 

approvals would cover only about 30 percent of projected capital outlays. Of 

course, any new debt would have to be serviced out of general fund revenues. 

Table 4.26 shows the additional debt service required in the next three bienniums 

if the maximum amount of general obligation borrowing were authorized and 

!/ Constitution of Virginia, Article X, Section 9 (b) 



TABLE 4.25--PROJECTED MAXIMUM GENERAL OBLIGATION BORROWING PERMISSIBLE 
UNDER THE CONSTITUTION, FISCAL YEARS 1975-76 TO 1979-80 

Millions of Dollars

Outstanding at End of Fiscal Year 
Year General Projected Average Maximum Debt Which Overall 

Assembl1 Annual Sales and Income Calcula;ion Could be Authoriz1d
/

Gross Sinki'g Net Debt 
Meets!. Taxes

1 
Previous 3 Years Bas� For the Biennium£� Debt Fun� Debt Limit£/ 

1975-76 $ 932.o'i/ $268.0 $268.0 $349.0 $ 34.6 $314.4 $1,071.8 

1977-78 1,237.3 355.7 87.7 436.7 59.6 377.1 1,422.9 

1979-80 1,676.7 482.0 126.3 563.0 102.9 460.1 1,928.2 

!.I Assumes the bonds are approved in a referendum the fiscal year following authorization by the General Assembly. Thus, borrowing authorized 
at the 1976 session of the General Assembly and approved in fiscal year 1976-77 would be available for spending in the 1976-78 biennium. 

'!!.I Twenty-five percent of 1.15 times the average annual tax revenues from the Individual and Fiduciary Income Tax, the Corporate Income Tax, 
and State Sales and Use Tax for the three years iumediately preceding the authorization. 

£/ This figure is equal to the calculation base less debt approved in the three preceding fiscal years. 

�/ There is some controversy as to how to interpret the language in the constitution. Questions concern (1) assuming a bond issue has been 
authorized and approved, should calculations be determined by date of authorization or by date of approval (we used date of approval) and (2) when 
the constitution refers to sales tax is this limited to the sales and use tax or does it include other sales taxes such as those on automobiles, 
liquor, and cigarettes Also is the use tax portion of the sales and use tax included? (We used the sales and use tax but excluded other sales 
taxes). Our calculations would differ if we were to use other assumptions. For example, if the calculations were based on the date of authori
zation rather than the date of approval (and our other assumptions were not changed), then the maximum debt that could be authorized would be 
$268.0 million (1975-76); $87.7 million (1977-78); and $394.3 million .(1979-80). If this were the case, debt service estimates would have to be 
revised. 

�/ Assumes a 5 percent annual amortization rate with payments beginning in the fiscal year following approval and sale of the bonds. Retire
ment payments made on the $81 million issue of May, 1969 are included. For simplicity we assume that debt repayment would be made to a sinking 
fund. Actually, they may go directly for retirement. In either case the effect on net debt is the same. Amortization of the debt and even 
interest payments could begin after the fiscal year following the referendum on the bonds if their sale were delayed too long after approval; 
however, our assumptions do appear to be reasonable. 

£/ 1.15 times the average annual tax revenues from the Individual and Fiduciary Income Tax, the Corporate Income Tax, and State Sales and Use 
Tax for the three years iumediately preceding the incurring of such debt. 

y./ Includes actual figures for fiscal years 1972-73 and 1973-74. 
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approved. If only the $268.0 million were authorized and approved in the 

1976-78 biennium for financing capital projects, the added debt service, given 

the same interest rate and sinking fund assumption as in Table 4.26, would be: 

Interest Payments 
(Millions) 

$14.0 
25.8 
22.9 

Payments 
To 

Sinking Fund 
(Millions) 

$13.4 
26.8 
26.8 

Total 
(Millions) 

$27.4 
52.6 
49.7 

TABLE 4.26.--DEBT SERVICE ON PERMISSIBLE GENERAL 9BLIGATI0N BORROWING, 
1976-78 TO 1980-82 BIENNIUMS� 

Biennium 

1976-78 
1978-80 
1980-82 

(Millions of Dollars) 

lnterestb/Payments-

$14.0 
30.4 
37.8 

Payments 
To 

Sinking Fund.£/

$13.4 
31. 7 
42.9 

Total 

$27.4 
62.1 
80.7 

a/ This table does not include debt service on the already outstanding 
$81.0-million issue of May, 1969. 

'E_/ A 5.5 percent annual rate is assumed with payments beginning in the 
fiscal year following approval and sale of the bonds. Interest is calculated 
on the net debt as investment of sinking fund payments is assumed to partially 
offset interest expense. 

,£1 A 5 percent annual amortization rate is assumed with payments begin-
ning in the fiscal year following approval and sale of the bonds. 

Sunnnary 

Surplus baseline gaps are projected for the 1976-78, 1978-80, and 1980-82 

bienniums. To refresh the reader's memory, the baseline gap is the amount by 

which projected revenue exceeds anticipated expenditures if all programs remain 
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unchanged and allowance is made only for expected population-workload variation 

and price change. The scope and quality gap (negative in the 1976-78 biennium 

and positive in the 1978-80 and 1980-82 bienniums) reflects the general fund 

surplus or deficit anticipated if, in addition to workload and price changes, 

programs are improved at the average annual rate of 6 percent for all general 

fund functions. Capital outlay projections assume a relatively stable relation

ship over time between general fund capital outlays and recurring expenditures. 

Historical evidence suggests this to be a reasonable assumption. The baseline 

gap with capital outlays provides the surplus anticipated if all conditions 

prevail as under the baseline gap and with the addition of capital outlays as 

suggested by historical experience. The scope and quality gap with capital 

outlays reflects deficit balances in each biennium. Under this projection each 

program is adjusted not only for population-workload changes and price changes, 

but also for additional program improvements as described under the scope and 

quality section. To these expenditures are added the historically implied base

line and scope and quality capital outlay requirements. 



CHAPTER V 

LOCAL GOVERNMENT FINANCES 

Introduction 

The purpose of this chapter is to outline the financial position of local 

governments in Virginia and to provide an indication of their future course. 

The reason for doing so is quite simple. No analysis of government can be done 

in a vacuum. What happens at one level of government may have lasting effects 

on another level. This is especially true of state and local fiscal aspects 

since the financial well-being of a state may be affected by the financial 

position of its local governments and vice versa. 

Organization of the chapter is divided into two parts. The first section 

develops revenue and expenditure projections for local governments in Virginia 

through fiscal year 1981-82. The second part presents an analysis of certain 

sources of local revenue with primary emphasis on property taxes. Before we 

address these topics, however, a word of caution must be given. Pro3ections in 

this chapter encompass all local governments in Virginia. To this extent they 

show only the average trend which may or may not be true for any specific 

locality. More will be said about this later with respect to central cities. 

At present, it is worth noting that central cities, urban counties, and rural 

communities can all have different fiscal outlooks. 

-352-
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Historical Sunmary 

The first part of this chapter attempts to make revenue and expenditure 

projections for all local governments in Virginia. Before directing our atten

tion to the future, however, it may be helpful to point out some recent trends 

that have taken place in local government finance over the past few years. For 

purposes of review, therefore, we develop the following two exhibits. 

Table 5.1 presents a percentage breakdown of total local government revenue 

in Virginia by source for fiscal years 1967-68 to 1972-73. As illustrated 

here, local taxation (approximately 67 percent of which is property taxes) 

historically has been the greatest source of local revenue. On the other hand, 

it is clear that federal and state cash transfers have become increasingly im

portant. In terms of total funds, intergovernmental transfers have risen relative 

to any other item over the last six years and now make up the largest portion 

of revenues at the local level. 

TABLE 5.1.--PERCENTAGE DISTRIBUTION OF LOCAL GOVERNME� REVENUES IN VIRGINIA,
FISCAL YEARS 1967-68 TO 1972-73� 

Percent of Total 
Revenue Source 1967-68 1968-69 1969-70 1970-71 

Taxation 46.4 45.0 45.2 45.5 
Property taxes 32.6 31.1 31.3 31.9 
Other taxes 13.8 13.9 13.8 13.6 

Charges & miscellaneous revenue 13.1 12.4 12.6 12.5 
Intergovernmental transfers 40.5 42.7 42.2 42.0 

Federal transfers 4.9 5.2 5.8 5.6 
State transfers 35.6 37.5 36.4 36.4 

Total Revenue 100.0 100.0 100.0 100.0 

Note: Totals may not add to 100.0 percent due to rounding. 

�/ For dollar amounts see Table 5 .5.

1971-72 1972-73 

44.3 42.7 
30.1 28.8 
14.2 13.9 
12.6 12.3 
43.1 45.0 

5.6 8.7 
37.5 36.3 

100.0 100.0 

Source: U. S. Bureau of the Census, Governmental Finances in 19--, selected 
editions (Washington: Government Print{ng ollice); U. S. Bureau of 
the Census, State Government Finances in 19--, selected editions (Washing
ton: Government Printing Office). 
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Looking at the other side of the budget, Table 5.2 presents a breakdown 

of local government expenditures by purpose for fiscal years 1967-68 through 

1972-73. As pointed out by this distribution, education is by far the largest 

single expense at the local level even though its importance relative to other 

functions has declined over the last six years (dropping from 52.5 percent of 

all local outlays in 1967-68 to 46.8 percent in 1972-73). Following educational 

costs, in order of rank, are debt service-11 , public welfare, and police and fire 

protection. In 1972-73, these three items accounted for roughly 27 percent of 

total spending by local jurisdictions. 

TABLE 5.2.--PERCENTAGE DISTRIBUTION OF LOCAL GOVERNMENT EJPENDITURES
IN VIRGINIA FISCAL YEARS 1967-68 TO 1972-7� 

Percent of Total 
Function 1967-68 1968-69 1969-70 1970-71 1971-72 1972-73 

Education 52.5 51. 7 51. 7
Highways 4.0 4.1 3.8
Public welfare 5.7 6.6 6.7
Health and hospitals 2.0 2.0 1.6
Police and fire protection 5.7 5.8 5.9
Sewerage and sanitation 5.0 5.3 4.1
Local parks and recreation 1. 7 2.0 3.1
Financial administration & general 

control 3.2 3.3 3.2 
Interest on general debt 4.5 4.0 4.0 
All other general expenditures 9.8 9.8 10.1 
Redemption of long term general debt 5.9 5.4 5.8 

Total outlays 100.0 100.0 100.0 

Note: Totals may not add to 100.0 percent due to rounding. 

�/ For dollar amounts see Table 5.8. 

Source: See Table 5.1 

50.5 48.2 46.8 
3.6 3.4 3.7 
8.0 9.1 9.1 
1. 7 1.9 1.8 
5.6 5.7 6.1 
4.0 4.7 4.8 
2.2 2.3 2.4 

3.3 3.3 3.8 
4.0 4.3 4.1 

11.3 10.9 10.0 
5.8 6.2 7.4 

100.0 100.0 100.0 

1/ The term "debt service" refers to interest on general debt and redemption of 
long-term general debt. 
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Revenue and Expenditure Projections 

Projection Methodology 

Although far from complete, the above analysis points out some of the more 

salient characteristics of local government finance in Virginia. In light of 

this information, we now devote our efforts to attempt a forecast of local 

revenues and expenditures. The methodology for making these projections is 

based on three underlying procedures. First, all assumptions about future 

prices and population caseloads are the same as those made in Chapter II and 

Chapters IV of this report. Second, the time period for analysis of historical 

data is limited to the 1960's.!/ Finally, any other assumptions with respect 

to the projections are specific, pertaining only to the revenue or expenditure 

item in question. These are discussed below in relation to each item. 

Revenue Projections 

Real Estate Taxes 

Changes in the amount of real estate taxes collected by local governments 

can result from three different variables--changes in the market value of real 

estate; changes in the assessment ratio of real estate; and changes in the tax 

rate on the assessed value of real estate. Under the baseline projection method

ology used throughout this report, only the first variable is considered. The 

tax rate used in these projections is held constant at $.92 per $100 of full 

1/ The overall structure of local finance has changed over time especially 
with the adoption of the sales tax in 1966. Because of this, data before 1960 
was thought to be of little value to the present analysis. 
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valuation (the 1973 weighted average true tax rate on real estate for all 

cities and counties in Virginia!/). This treatment is consistent with the 

provisions of Senate Bill 597, passed in the 1975 session of the General 

Assembly, which will require all localities to begin to tax realty after 1976 

on the basis of assessments made at 100 percent of fair market value. 

With the tax rate and assessment ratio taken as given, the key projection 

factor for real property tax collections becomes the market value of land.

This is projected by applying a 12 percent annual rate of growth to the 1973 

estimated true value of real estate. The 12 percent rate represents slightly 

higher growth than the 11.0 percent average annual increase in true values over 

the past ten years. It was chosen to reflect the recent upsurge in land values 

caused by inflation. 

After future market values are obtained, tax collections are forecast by 

multiplying future land values by the weighted average true tax rate. The 

products of this calculation are then adjusted to fiscal year collections by 

taking 49.1 percent of the total projected receipts for the two years contained 

within the fiscal year. This adjustment is consistent with the relationship 

that existed between property tax collections in fiscal year 1972-73 and the 

total of property tax collections for calendar years 1972 and 1973. 

Public Service Corporation Levies 

Property taxes on public service corporations are projected to be consis

tent with the so-called "Bemiss Act. n1/ This law, passed in 1966, provides for 

1/ The weighted average true tax rate was calculated by dividing the 
total-of local levies on real estate for 1973 by the 1973 true value of real 
estate as reported by the Department of Taxation. 

II Code of Virginia, Section 58-512.1. 
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eventual assessment of public service property at the same true rate as other 

types of property in the locality instead of the 40 percent assessment ratio 

which was previously used. The mechanism for achieving this goal is spread 

over a twenty-year period. It allows for 1/20 of the January 1, 1966, full 

value of this property to be assessed at the local ratio in calendar year 1967 

and in each subsequent year for an additional 1/20 of this base to be added. 

Thus, by December, 1975, 9/20 of the 1966 base value ($2.6 billion) will be 

assessed at the same local ratio as other types of property. During the 

adjustment period, any net additions to public service property above the 

1966 base are also to be assessed at the prevailing local ratio. 

The method used to coordinate projections with this act establishes the 

true value of public service property through fiscal year 1981-82. This 

is done by first apportioning the amount of the 1966 base that will be assessed 

at the present local ratio (the weighted average local ratio in 1973 was 28.6 

percent) and the amount that will be assessed at 40 percent. After this is 

done, net additions to public service property are projected. These pro

jections are made by blowing up the 1974 full value of this property ($5.8 

billion) by 10.2 percent annually, the average annual growth rate in the full 

value of public service corporation property over the last eight years. The 

difference between projected future values and the 1966 base represents the 

amount of net additions to public service corporation property. 

Once all three components of future full values are obtained (see Table 5.3), 

the amounts are multiplied by the applicable assessment ratio to produce a total 

valuation for public service corporation property. Assessed values through 1975-76 

are derived by assessing the adjusted portion of the 1966 base and the value of 

projected net additions by 28.6 percent (the weighted average local assessment 



TABLE 5.3.--PROJECTED FULL VALUES OF PUBLIC SERVICE CORPORATION PROPERTIES, 
1974 TO 1982 

(Millions of Dollars)

1966 True Value of Public Service Co!Eoration Pro2erti 
Value to be Assessed at Projected Net Additions to 

Same Local Ratio As Value to be 1966 Base to be Assessed 
Other Types of Property Assessed at 40% at Same Local Ratio as Projected Full 

Fiscal Year � Pro2ortion Amount Pro2ortion Amount Other !IJ?es of Pro2ert..,!./ Value·s 

1974 $2,590.7 8/20 $1,036.3 12/20 $1,554.4 $3,168.9 $5,759.6 

1975 2,590.7 9/20 1,165.8 11/20 1,424.9 3,756.2 6,346.9 

1976 2,590.7 10/20 1,295.4 10/20 1,295.4 4,403.6 6,994.4 

1977 2,590.7 11/20 1,424.9 9/20 1,165.8 5,117.0 7,707.7 

1978 2,590.7 12/20 1,554.4 8/20 1,036.3 5,903.2 8,493.9 

1979 2,590.7 13/20 1,684.0 7/20 906. 7 6,769.6 9,360.3 

1980 2,590.7 14/20 1,813.5 6/20 777.2 7,724.3 10,315.0 

1981 2,590.7 15/20 1,943.0 5/20 647.7 8,776.5 11,367.2 

1982 2,590.7 16/20 2,072.6 4/20 518.1 9,935.9 12,526.6 

a/ Projected net additions were derived by applying a 10.2 percent annual rate of growth to the 1974 full value of public service corpora-
tion properties. 

Sources: "Full Values of Public Service Corporations.in 1966, 1968, 1970, 1971, 1973, and 1974," special tabulations by the State Corporation 
Coamiasion. 

I 
w 
IJI 
CD 
I 
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ratio in 1973) and by adding the sum of these amounts to the 40 percent assess

ment of the unadjusted portion of the 1966 base. The total of assessed values 

above are then taxed at a rate of $3.31!/ per $100 of valuation to get projected 

property tax collections which in turn are adjusted to fiscal year collections 

by the same method used for real estate taxes. 

As for periods after 1975-76, public service corporation property taxes 

are projected to account for changes in the law which will require all localities 

to move to 100 percent assessments after 1976.!/ Under the new setup, public 

service corporation property will be separated into two classes for purposes of 

taxation. The first class will consist of all property which up to the year in 

question has been changed over to the local assessment ratio (i.e., the portion 

of the 1966 base value of public service corporation property which has been 

adjusted to the local assessment ratio under provisions of the Bemiss Act and 

all net additions to public service property after 1966). This class will be 

assessed at 100 percent of full value and taxed at rate equal to the effective 

rate of taxation applicable to other types of locally assessed property. For 

purposes of these projections, the rate of taxation used to calculate future 

property tax levies on this class of property is $.92 (the 1973 weighted average 

effective true tax rate on real estate for all cities and counties in Virginia). 

The second class of public service corporation property, on the other hand, 

will contain that portion of the 1966 base of utility property which continues 

to be assessed at 40 percent under provisions of the Bemiss Act. The value of 

this property is to be taxed at the local rate in effect prior to the change to 

1/ The rate of $3.31 equals the 1974 weighted average nominal tax rate 
on public service corporation assessments. 

2/ Code of Virginia, Sections 58-512.1, 58-514.2 and 58-760 as amended 
by the 1975 session of the General Assembly. 
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100 percent assessment. Projections of these receipts are made by applying the 

1974 weighted average tax rate on public service corporation property ($3.31 per 

$100 of assessed valuation) to the 40 percent assessed value of this class of 

property •. The tax collections so derived are then added to the tax levies pro

jected for the first class of public service corporation property to get total 

annual tax collections for each year of the projection period. These amounts 

are adjusted to fiscal year receipts by taking 49.1 percent of the t�tal pro

jected collections for the two calendar years contained within the fiscal year. 

Tangible Personal Property Taxes 

The method used to project tangible personal property tax revenues is quite 

similar to the technique that will be used to project expenditures. By analyzing 

historical data, we found that changes in tangible personal property tax col

lections could be approximated by corresponding changes in personal income and 

population. Thus, 1974 was set up as the base year and the following baseline 

approach was used. 

Tangible Personal Property 
Tax Revenues in Year 2 
Tangible Personal Property 
Tax Revenues in Year 1 

= k 

where k is a constant 

Property Taxes on Machinery and Tools 

! a/ 

ersonal Income-
n Year 2 
ersonal Income 
n Year 1 

equal to • 98#/ 

Population i

� 
Year 2 
... P .... op_u __ l_a_t_i_o_n_in 
Year 1 

Property tax collections on machinery and tools are projected to grow by 

7.6 percent annually. This figure represents the average annual increase in 

these revenues over the last seven fiscal years (exclusive of changes in the 

�/ The population and personal income projections used in these calcula
tions are shown in Chapter II and Chapter III. 

b/ In the equation, k is figured on a constant tax rate of $4.03 per 
$100 ;f assessed value (the 1974 weighted average tax rate on tangible personal 
property for all cities and counties in Virginia). 
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tax rate). Only the recent past was chosen for analysis because we felt that 

any trend in these revenues could best be judged from figures taken after the 

1966 enactment of the local option sales tax. 

Merchants' Capital Levies 

When rounded to millions of dollars, hardly any change has occurred in 

property tax collections on merchants' capital over the last five years. As 

a result, only a slight increase in this revenue is projected. The methodology 

used for the forecast is based on a historical trend. 

Local Sales Tax 

As of May 1, 1969, every county and city in Virginia imposed a 1 percent 

"add-on" sales and use tax. For future periods, revenues from this source are 

projected by taking one-third of the state's 3 percent sales and use tax pro

jected in Chapter III and by adjusting this amount upward to account for certain 

discounts in the state tax which are not allowed by the localities.!/ 

Other Taxes 

For the most part, past collections of other local taxes {primarily business 

license taxes) have increased slightly faster than the growth in Virginia per

sonal income. Thus, for future years, the forecast of other local taxes assumes

a somewhat higher rate of growth than the projected annual percentage change in 

personal income as shown in Chapter III. 

Charges and Miscellaneous Revenue 

Because detailed data on charges and miscellaneous revenue were not available, 

1/ One-third of the state's 3 percent sales tax equals roughly 97 percent 
of the local option tax. 
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this source of revenue is projected to grow by its average annual percentage 

change over the last ten years. The figure representing this amount is 10.0 

percent. 

Intergovernmental Transfers 

No overall method was used to project cash transfers to local governments 

because it was felt that more accuracy would be obtained if transfers were 

broken down by the functions to which they were applied. The amounts listed 

as state cash transfers include any federal funds channeled through the state. 

Those referred to as federal cash transfers represent only direct payments from 

the federal government to localities. 

State Cash Transfers for Education 

The state transfers cash to localities to help pay the expenses of various 

educational programs. The largest portion of these receipts are apportioned 

through the Basic State School Aid Fund. Payments from this source accounted for 

$310.2 million (54.5 percent of all state cash transfers for education) in fiscal 

year 1973-74 and included a supplemental appropriation of $22.0 million passed 

by the General Assembly to meet the constitutional requirements for funding the 

standards of quality. Other major categorical items receiving state funds are 

vocational education, special education, and pupil transportation • .  Also included 

in the state cash transfers account is one-third of the state's sales and use 

tax distributed to localities on the basis of school age population. In fiscal 

year 1973-74, this payment amounted to $110.2 million. Not apart of the transfer 

category, however, is that portion of state aid for education spent directly at 

the state level. Such is the case with state outlays for teachers' salary fringe 

benefits. Since this type of aid does not pass through local accounts, it is 
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not entered in the totals presented in the section. 

Projections of future state cash transfers for education are developed by 

two procedures. For the short term (fiscal years 1974-75 and 1975-76) we cal

culate total state payments by summing the individual appropriations which have 

already been budgeted by the state as categorical aids to local school divisions. 

A major change in the distribution and amount of state funds occurs during this 

period because of the enactment of the new basic school aid formula for funding 

the standards of quality. The revised formula will allot funds on the basis of 

an expanded measure of each division's fiscal capacity to finance its public 

schools derived from an index of the division's relative ranking in terms of 

real estate values, personal income, and taxable sales per pupil and per capita. 

It also provides payments to help those localities that would otherwise be re

quired to raise substantial amounts of local funding and those localities which 

would theoretically lose state receipts as a result of the new formula. In addi

tion, the distribution provides new appropriations for compensatory education, 

education of the gifted and talented, and incentive grants. The effect of this 

program is expected to raise the degree of state participation in public educa

tion from its current level of $569 million to $664.5 million by the end of the 

two-year forecast. 

As for more distant years, we make projections of state cash transfers for 

education from the projections of state general fund expenditures developed in 

Chapter IV. In accounting for federal funds passing through the state, we assume 

no growth for those federal grants which do not require matching state funds. 

For those categorical items which contain both state and federal assistance 

(e.g., vocational education) we allow for federal funds to grow in proportion 

to the projected increases in state outlays. This assumes that federal and state 

matching shares will remain constant over the projection period. 
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State Cash Transfers for Highways 

Future projections of state cash transfers for highways were supplied by 

the Virginia Department of Highways. These payments include funds sent to 

municipalities with 3,500 or more population for maintenance on urban extensions 

of primary routes and other streets meeting certain engineering standards plus 

funds distributed to two counties (Arlington and Henrico) which perform their 

own construction and maintenance. They do not include the present 85 percent 

state share of new construction costs because these funds are not spent directly 

at the local level. 

State Cash Transfers for Public Welfare 

Since most public welfare programs in Virginiaare carried out at the local 

level, large outlays show up as local government direct expenditures for public 

welfare. Yet, the majority of funding for these programs comes from either the 

state or the federal government. In 1972-73 nearly 89 percent of all local direct 

expenditures for this purpose were financed by funds received from the state.!/ 

Future projections of state cash transfers for public welfare are made by 

calculating the federal, state, and local share of state-supported programs. 

These were adjusted in future years to take into account the effects of increased 

federal reimbursement for welfare administration and the complete federal take

over of aid to the blind, aid to the permanently and totally disabled, and old 

age assistance in January 1974. Once the adjusted shares were computed, the 

total local portion of each program was subtracted from the total projected 

cost of all welfare programs for the year in question. The difference so obtained 

represents that proportion of total expenditures financed by the state or by 

federal funds distributed through the state. 

!/ Derived from Table 5.5 and Table 5.8. Includes any amount originating 
with the federal government but channeled through the state. 
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Sta�e Cash Transfers for General Suppo_rt of Local Governments 

State aid to localities for general support comes from five major sources-

A.B.C. profits; the state wine and spirits tax; state capitation taxes; excess

fees paid to the state by certain county and city officials; and the motor 

vehicle carrier rolling stock property tax. Of the five, A.B.C. profits and 

the wine tax are the most significant. In fiscal year 1972-73, these two sources 

alone accounted for more than 97 percent of total state cash transfers for general 

local government support. 

TABLE 5.4.--PERCENTAGE OF STATE CASH TRANSFERS FOR GENERAL SUPPORT 
SUPPLIED BY A.B.C. PROFITS AND WINES AND SPIRITS TAX, 

Fiscal Year 

1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 

FISCAL YEARS 1965-66 TO 1972-73 
(Thousands of Dollars) 

A.B.C. Profits 
Total State Cash and Wine and Spirits 
Transfers for Tax Distributed 

General Support To Localities 

$14,040 $12,342 
13,811 13,390 
13,942 12,425 
13,927 12,885 
14,551 13,545 
16,858 15,830 
17,461 16,436 
18,383 17,979 

% of Total 
State Cash 

Transfers for 
General Support 

90.0 
89.7 
89.1 
92.5 
93.1 
93.9 
94.1 
97.8 

Sources: U. s. Bureau of the Census, State Government Finances in 19--
1

selected editions (Washington: Government Printing Office); Report of the 
Comptroller, selected editions (Richmond: Department of Accounts). 

Projections of general support aid are based on the assumption that future 

distributions of A.B.C. profits and wine and spirits tax collections will make 

up the major portion of total transfers as they did in the past. These two 

items, in turn, are projected on the basis of state revenue projections made 
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in Chapter III. In applying the distribution formulas to state totals, it is 

recognized that the state presently collects ABC profits and the wine and spirits 

tax during the fiscal year but distributes them to localities after the close 

of the fiscal year. After fiscal year 1976, however, ABC profits will be distrib

uted to localities on a quarterly basis. Thus, in 1976-77 localities will expe

rience windfall collections as they receive the 1976 fiscal year payment from 

ABC profits and three quarterly payments from ABC profits for fiscal year 1976-77. 

The projections of state cash transfers for general support of local governments 

account for this change. 

State Cash Transfers for All Other Functions 

State cash transfers for all other functions are projected by adjusting 

current payments for inflation and growth in population. We add to these amounts 

additional payments which will be distributed by the Department of Highways to 

aid cities which have to purchase local bus systems and to help those localities 

building fringe parking lots and bus shelters. Projections of this assistance 

were supplied by the Department of Highways. 

Federal Government Cash Transfers 

Since a large portion of federal aid to local governments is accounted for 

under state cash transfers, only a total figure is shown for federal disburse

ments paid directly to localities. Historically, most of this aid was made up 

of federal impact funds sent to local school divisions under Public Laws 874 and 

815. Currently, however, this category also includes general revenue sharing

monies which are being distributed by the Treasury Department. 

To develop a forecast of direct federal payments to local governments in 

Virginia, we found it necessary to make two assumptions. First, we assume 
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that no new transfers of this type will be initiated over the period covered 

by our projections. Second, we make no provision for any change in the present 

method of allotting these funds such as the enactment of special revenue sharing. 

Based on these assumptions, therefore, we project future federal transfers by 

adjusting current payments for inflation and growth in population. The 

methodology for achieving this is the same as that previously used to project 

state expenditure items (see Chapter IV). Next, we add to projected federal 

grants the expected local share of general revenue sharing funds which were de

veloped in Chapter III. In doing this, we make no allowance for the continuation 

of revenue sharing after 1976 when the present legislation expires. As a result, 

federal transfers for fiscal years 1977-78 through 1979-80 drop off sharply from 

the amounts projected for earlier years. 

Summary of Revenue Projections 

From fiscal years 1973-74 to 1981-82, total local government revenue is 

projected to grow at an average annual rate of 9.4 percent. During this time, 

intergovernmental transfers are not expected to grow as fast as other sources 

of local revenue. Thus, the trend that characterized the last half of the 1960's 

and the first part of the 1970's is not projected to continue through 1981-82. 

Instead, the projections show the movement to be reversed. From fiscal year 

1973-74 to fiscal year 1980-81 local sources begin to make up a continuously 

larger share of the total revenue pie. Most of this change is due to increased 

tax collections as tax bases rise with inflation. The outcome is also influenced 

by the fact that we make no provision for change in the scope of state and/or 

federal aids from their present structure. 



Revenue Source 

LOCAL SCIIJllCES 

TAXES: 

Property taxes 

Real Estate 
Public service corporations 
Tangible personal property 
Machinery and tools 
Merchants capital b/ Total property taxes-

Sales tax 

Other taxes 
Total taxes 

CHARGES AND MISCEU.ANEOUS REVENUE 

Total local sources 

OTHER SOURCES 

STATE CASH TRANSFE�/ 

Education 
Highways 
Public welfare 
General support 
All other functions 

Total state transfers 

FEDERAL CASH TRANSFERS 

Total other sources 

TOTAL REVENUE 

$258.3 
39.3 
47.4 
8.8 
1.4 

355.2 

55.9 

93.7 
504.8 

143.1 

647.9 

296.9 

17.6 
43.9 
13.9 
15.2 

387.5 

53.4 

440.9 

$273.5 
40.0 
49.4 
9.2 
1.4 

373.5 

65.0 

102.0 
540.5 

TABLE 5.5-·TOTAL GENERAL REVENUES OF LOCAL GOVERNMENTS IN VIRGINIA 
ACTUAL 1967-68 TO 1972-73; ESTIMATED 1973-74; PROJECI'ED 1974-75 TO 1981-82 

ILL I<!IS OF DOLLARS 

Actual 

$320.4 $370.2 
44.5 48.6 
57.0 67.6 
10.8 13.0 

--,--=la.a•aa.5 ---'1_.=5 

434.2 500.9 

72.0 

119.7 
625.9 

78.6 

135.0 
714.5 

$405.5 
50.4 
76.7 
13.7 
1.6 

547.9 

89.0 

168.7 
805.6 

$452.6 
54.4 
88.1 
14.7 
1.8 

611.6 

96.4 

199.7 
907.7 

$504.6 
57.7 
99.8 
16.4 
2.2 

680.7 

115.6 

223.7 
1,020.0 

$564.4 
61.8 

106.7 
17.4 
2.3 

752.6 

127.3 

242.0 
1,121.9 

$632.1 
67.1 

119.4 
20.2 
2.5 

841.3 

145.9 

274.7 
1,261.9 

$705.2 
72.0 

137.9 
21.7 
2.6 

939.4 

166.8 

322.5 
1,428.7 

148.6 ......Jl..4� 195.7 230.1 261.1 287.2 315.9 347.5 382.3 

689.1 

339.5 
18.5 
49.9 
13.9 
28.9 

450.6 

62.1 

512.7 

800.5 

368.5 
18.8 
74.9 
14.6 
27.5 

504.3 

80.8 

585.1 

910.2 1,035.7 1,168.8 

397.3 
19.5 

95.9 
16.9 
42.1 

571.6 

88.6 

660.2 

446.7 
20.5 

146.2 
17.5 
51.3 

682.2 

101.2 

783.4 

500.8 
31.2 

171.1 
18.4 
50.0 

771.5 

185.2 

956.7 

1,307.2 1,437.8 

569.0 
32.5d/ 

167 .IF 
19.8 
66.7 

855.8 

186.0 

624.2 
33.1 

182.2 
19.1 
74.8 

933.4 

203.1 

1,041.8 1,136.5 

1,609.4 1,811.0 

664.5 
34.9 

192.3 
21.7 
85.5 

998.9 

217.4 

741.2 
35.5 

228.8 
36.8 
80.6 

1,182.9 

212.2 

1,216.3 1,395.1 

$790.2 
77.6 

155.6 
23.3 
2.8 

1,049.5 

189.6 

$888.0 
84.5 

170.8 
25.1 
3.0 

1,171.4 

209.6 

369.2 410.9 
1,608.3 1,791.9 

420.5 462.6 

2,028.8 2,254.5 

779.0 
36.1 

266.9 
22.1 

86.9 
1,191.0 

160.1 

812.3 
36.7 

296.6 
22.7 
93.0 

1,261.3 

179.9 

1,351.1 1,441.2 

$1,088.8 $1.,201.8 $1,385.6 1,570.4 $1,819.1 $2,125.5 $2,349.0 $2,574.3 $2,825.7 $3,206.1 $3,379.9 $3,695.7 

�./ Estimates for 1973-74 contain a mixture of actual data and projections. 

$994.6 
92.2 

188.4 
27.0 
3.2 

1,305.4 

232.9 

459.4 
1,997.7 

508.8 

$1,113.9 
100.8 
208.9 
29.0 
3.4 

1,456.0 

260.3 

517.3 
2,233.6 

559.7 

2,506.5 2,793.3 

848.1 

37 .3 
337.1 

23.4 
99.2 

1,345.1 

887.2 
37 .9 

380.0 
24.0 

105.6 
1,434.7 

196.3 

$1,247.6 
110.2 
231.2 

31.2 
3.6 

$1,623.8 

290.6 

580.9 
2,495.3 

615.7 

3,111.0 

920.4 
38.5 

413.0 
24.7 

112.1 
1,508.7 

208.9 

1,529.1 1,631.0 $1,717.6 

$4,035.6 $4,424.3 $4,828.6 

}_/ The distribution of total fiscal year property tax collections between real estate taxes, public service corporation levies, tangible personal property taxes, machinery and tool taxes, 
and merchants' capital levies is estimated on the basis of annual levies as reported by the Department of Taxation. 

£/ Includes any amount originating with the federal government but channeled through the state for distribution to local governments. 

�./ The decline in public welfare transfers is caused by the federal takeover of aid to the blind, aid to the permanently and totally disabled, and old age assistance as of January, 1974. 

Sources: U.S. Bureau of the Census, Governmental Finances in 19--, selected editions (Washington: Government Printing Office); Annual Report of the Superintendent of Public Instruction, 

I 
.... 
0\ 
co 
I 

(Richmond: State Board of Education); Annual Report of Department of Welfare and Institutions, selected editions (Richmond: Virginia Department of Welfare and Institutions); Report of the 
Department of Taxation. Fiscal Year Ending June 30

1 
19·-, selected editions (Richmond: Department of Taxation) Report of Comptroller, Fiscal Year Ended June' 30

1 
19--, selected editions 

(Richmond: Department of Accounts); "Statement to Show Estimated Payments to Counties Not in the Primary System and Estimated City Street Payments", letter from T. B. Omohundro, Jr., Virginia 
Department of Highways, June 18, 1975; Commonwealth of Virginia, Department of Taxation, 1973 Virginia Assessment/Sales Ratio Study (Richmond: Department of Taxation, 1975); U.S. Bureau of 
the Census, State Government Finances in 19--; selected editions (Washington: Government Printing Office). 



Revenue Source 1973-74 

Taxation 43.4 
Property Taxes 29.0 
Other Taxes 14.4 

Charges and Miscellaneous Revenue 12.2 

Intergovernmental Transfers 44.4 
State Transfers 36.5 
Federal Transfers ---1.,1 

Total Revenue 100.0 

Source: Table 5.5. 

TABLE 5.6--PERCENTAGE DISTRIBUTION OF PROJECTED LOCAL GOVERNMENT REVENUES IN VIRGINIA 
FISCAL YEARS 1973-74 TO 1981-82 

Percent of Total 
1974-75 1975-76 1976-77 1977-78 1978-79 

43.6 44.7 44.6 47.6 48.5 
29.2 29.8 29.3 31.l 31.7 
14.4 14.9 15.3 16.5 16.8 

12.3 12.3 11.9 12.4 12.5 

44.l 43.0 43.5 40.0 39.0 
36.2 35.3 36.9 35.3 34.l

---1.,1 -1...:J.. � ___!_,]_ �

100.0 100.0 100.0 100.0 100.0 

1979-80 1980•81 1981-82 

49.5 50.5 51.7 
32.3 32.9 33.6 
17.2 17.6 · 18.l

12.6 12.6 12.8 

37.9 36.9 35.5 
33.3 32.4 31.2

� _.!W. _.!i.1

100.0 100.0 100.0 
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Expenditure Projections 

The technique used to project local government expenditures generally 

follows the baseline approach developed for the state expenditure projections 

in Chapter IV. Essentially, this method predicts the change in an expenditure 

item on the basis of changes in the population-workload ratio and the price 

ratio which in turn are derived from select populations and price indexes that 

correlate closely with the item. When the technique is used, no account is 

taken of scope and quality changes, and no allowance is made for the effects 

of increased borrowing on debt service costs. An adjustment for these factors 

will be made separately. Where it is felt that more accurate projections can 

be obtained, deviations from the baseline approach do occur. Because of this, 

the actual method used to project any one expenditure item is set forth in a 

complete subsection dealing with that item. 

Education 

The forecast of local government expenditures for elementary and secondary 

education follows the general baseline methodology. Population-workloads are 

estimated from the changes in future school enrollment projected by the State 

Department of Education. Price ratio factors are derived from the anticipated 

annual changes in the implicit price deflater for state and local government 

purchases of goods and services shown in appendix Table A.6. These 

factors were then applied to 1973-74 actual local outlays as reported in 

the 1973-74 Annual Report of the Superintendent of Public Instruction. 

Highways 

The technique of projecting local government expenditures for highways 

deviates somewhat from the general baseline method. This resulted because 

the use of population and price adjustments did not produce realistic figures. 
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One explanation for the above finding is that a large proportion of highway 

expenditures consist of capital outlays which are more erratic than recurring 

expenses. A more fundamental reason, however, is that highway expenditures 

may be more responsive to other variables such as the mileage of roads to be 

maintained or the density of traffic. 

The alternative method which was chosen to forecast highway expenditures 

makes note of the fact that over the last few years cash transfers to localities 

for these purposes have approximated 35 percent of the total direct highway 

expenditures during the fiscal year. Therefore, this relationship was 

assumed to hold true and future highway expenditures were based on projected 

cash transfers supplied by the Virginia Department of Highways. 

Public Welfare 

Public welfare is by far the most difficult category to project for local 

governments. While the population-workload and price factor technique can be 

used, no overall ratio can be applied because of the diversity of programs and 

program recipients. Thus, the projection base must be broken down to individual 

programs. These are then added to obtain total welfare cost. 

The actual method used to project local welfare programs is consistent 

with that used to project outlays for the state. Subsequently, the population 

factors and price indexes used for each program are the same as those listed 

in Table 4.1. The only difference in the two sets of projections is the dollar 

amount of the program costs and the scope of welfare activities at the two 

levels of government. Concerning this latter point, two programs are accounted 

for in local expenditures which are not included in state outlays. One of 

these is aid to Cuban refugees financed entirely by the federal government. 

The other is non-matched assistance paid by the localities. 
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An analysis of public welfare projections, shows that we account for a 

decline in total expenditures between fiscal years 1972-73 and 1973-74. The 

reduction in outlays during this period corresponds to the federal take

over of certain welfare programs on January 1, 1974.1./ 

Health and Hospitals 

Projections of local government expenditures for health and hospitals 

are derived from the application of the baseline projection methodology. 

Population-workloads are obtained from estimated changes in the total popu

lation of the state which is assumed to grow by 1.3 percent a year through 

1979-80 and 1.2 percent thereafter. Price ratio factors are calculated from 

the annual projected changes in the medical service portion of the consumer 

price index. These are shown in appendix Table A.6. The combination of 

these two factors are then applied to base year expenditures in 1971-72. 

Sewerage and Sanitation 

Projections of local government expenditures for sewerage and sanitation 

follow the baseline methodology, however, we do treat capital outlay different 

from operational expenditures. For operational spending we calculate price 

factors from the projected percentage change in the implicit price deflater 

for state and local government purchases. This is then multiplied by the 

population caseload for sewerage and sanitation which is based on the 

anticipated change in total population of the state through 1982. For the 

capital outlay portion of this function, however, we use the same population 

workloads but base our price adjustments on the projected change in the 

1/ On January 1, 1974, the Social Security Administration assumed the 
program costs of aid to the blind, aid to permanently and totally disabled, 
and old age assistance. 
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implicit price deflator for all government purchases of buildings. The reason 

for this is that we feel the latter index correlates more closely with the 

capital outlay associated with sewer construction. 

Interest on General Debt 

As mentioned earlier, the baseline projection approach for expenditures 

does not account for future increases in debt. One reason for this is that a 

change in the amount of outstanding debt partially reflects ·a need for funds 

which in turn is influenced by the size of a deficit or surplus. Thus, if 

one were to make an assumption about the future course of borrowings, he 

would also indirectly indicate a future trend in revenues and expenditures 

gaps. Consequently, to avoid the implication of such an assumption, no change 

in debt is projected. Rather, interest costs on general debt are carried at 

their current rate on existing debt stocks. In future periods, this amount 

is adjusted to include the effects of redemption payments. 

All Other General Expenditures 

The projections of local government direct expenditures for police and 

fire protection, for local parks and recreation, for financial administration 

and general control, and for all other functions are derived by applying 

population workloads (based on the estimated change in total population through

out state) plus price factors (calculated from the projected change in the 

implicit price deflator for state and local purchases of goods and services) 

to 1971-72 base year expenditures. 

Redemption of Long-Term General Debt 

For lack of other information, the redemption period for long-term general 

debt is assumed to be 18.5 years. This means that approximately 5.4 percent 

of 1972-73 long-term general debt outstanding will be redeemed annually over 
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the projection period. An equivalent rate of debt redemption existed for 

counties and cities in Virginia during 1971-72 as shown below. 

Cities 

Counties 

Total 

TABLE 5.7.--RESERVATION FOR REDEMPTION OF DEBT BY 
CITIES AND COUNTIES IN VIRGINIA, FISCAL YEAR 1971-72 

(Thousands of Dollars) 

Gross Debt 
Outstanding at Reservation for % of Gross Debt 

End of Fiscal Year 

$ 898,270 

886,357 

$1,784,627 

Redemption of 

$49,610 

45,885 

$95,495 

Debt Outstanding 

5.5 

5.2 

5.4 

Source: Report of Auditor of Public Accounts on Comparative Cost 
of City Government, Year Ended June 30, 1972, (Richmond: Auditor of 
Public Accounts, 1974), pp. 23-25, Report of the Auditor of Public 
Accounts on Comparative Cost of County Government, Year Ended June 30, 
1972, (Richmond: Audi-tor of Public Accounts, 1974), pp.15,25. 

Summary of Expenditure Projections 

For fiscal years 1973-74 through 1981-82, total local government outlays 

(before borrowing) are projected to grow by an average annual rate of 6.6 

percent. During this time, education, public welfare, police and fire 

protection, and sewerage and sanitation are expected to remain the major 

expenditure items. In fiscal year 1981-82, these four functions are pro

jected to account for approximately 74 percent of total local budgets (see 

Table 5.9). This outcome, however, is predicated on the assumption that 

there will be no new borrowing. As a result, the actual share of these items 

will probably be somewhat less than 74 percent once new debt is floated. 



TABLE 5.8.--BASl!LINE PROJECTIONS OF "rorAL LOCAL GOVERllMl!llT DIRECT EXPENDITURE (INCLUDING CAPITAL OUTLAY) IN VIRGINIA 
ACTUAL, FISCAL YEARS 1967-68 TO 1972-73; ESTIMATED 1973·74; AND PROJECTED, FISCAL YEARS 1974-75 TO 1981·82 

llions of Dollars 

Actual Estimate�/ Pro ected 
Function 1967-68 1968-69 1969-70 fill!:1! .ill.!:.ll 1972-73 1973-74 1974-75 1975-76 1976-77 ill1::ll 1978-79 1979-80 1980-81 !2.'ll.:ll 

Education $635.6 $681.3 $777.1 $873.4 $924.5 $996.4 $1,248.8 $1,408.7 $1,539.7 $1,664.7 $1,744.0 $1,806.1 $1,861.5 $1,920.8 $1,980.4 
Highways 48.6 54.4 57.8 63.0 64.6 79.9 92.8b/ 94.6 99.1 101.4 103.l 107. 7 106.6 108.3 110.0 
Public Welfare 68.9 86.3 100.9 137.4 174.3 192.7 189.0: 204.8 216.6 257.2 299.4 332.0 376.9 424.6 461.5 
Health & hospitals 24.5 26.7 23.4 29.7 35.7 37.6 42.0 47.3 51.8 56.2 60.6 64.8 69.0 73.2 77.6 
Police & fire protection 68.9 76.9 89.1 96.5 110.0 130.0 144.2 164.4 181.6 198.3 214.8 230.7 246.8 263.4 280.2 
Sewerage & sanitation 60.0 70.3 61.4 69.9 89.1 103.0 115.6 134.8 151.4 167. 7 184.0 199.8 216.l 232.9 250.4 
Local parka & recreation 20.0 26.4 46.7 37.8 44.6 51.6 57.2 65.2 72.l 78. 7 85.3 91.6 98.0 104.5 111.2 
Financial administration & 

general control 38.7 42.7 47.9 56.9 63.4 80.4 89.2 101. 7 112.3 122.7 132.8 142.7 152.7 162.9 173.3 
Interest on general debt 55.0 52.5 60.5 68.6 82.6 87.0 75.5 71.5 67.6 64.0 60.5 57.2 54.l 51.2 48.5 
All other general expenditures --1!!..i ____ill..! -1ll..1 -1ll..! 209.4 212.0 -1lhl 268.0 296.2 � 350.3 ---1:lLl __!QLl 429.5 457.0 

Total direct expenditures 1,138.7 1,247.0 1,417.7 1,629.3 1,798.1 1,970.6 2,289.4 2,561.0 2,789.0 3,034.3 3,234.8 3,408.8 3,584.2 3,771.3 3,950. l 
Redemptjon of long term gem,ral 

� ------2!.,! � 118.2 156,9 ---1!Ll � debtlo 100.1 --1..!Jhl -----2§..1. _ll,l _.M,1 ___§Ll ----1.!:..!! ---1Y 
Total local outlays $1,209.6 $1,318.4 $1,504.2 $1,729.4 $1,916.3 $2,127.5 $2,405.9 $2,671.2 $2,893.3 $3,133.0 $3,328.1 $3,497.1 $3,667.7 $3,850.3 $4,024.9 

!!I Projections for 1973•74 contain a mixture of actual data and projections. Figures for education and public welfare represent actual expenditures as reported by the appropriate source. 
Figures for all other functions are derived by using the projection techniques. 

!/ The decline in public welfare expenditures in 1973-74 was the result of federal take over on January 1, 1974 of three programs: aid to the blind, aid to the permanently and totally 
disabled, and old age assistance. 

£/ Historical figures represent "long-term debt retired" as reported by the U.S. Department of Co11111erce, Bureau of the Census, in Governmental Finances in 19--, (selected editions). 

Sources: u.s. Bureau of the Census, Governmental Finances in 19--, selected editions (Washington: Government Printing Office); Annual Report of the Superintendent of Public Instruction, 
selected editions (Richmond: State Board of Education); Annual Report of Department of Welfare and Institutions, selected editions (Richmond: Virginia Department of Welfare and Institutions). 

I 

V, 

I 



TABLE 5.9.--HB.CE!ITAGE DISTB.IBUTI<lf OF PROJECTED LOCAL GOVEmoo!NT EXPENDITURES IN VIRGINIA 
FISCAL YEARS 1973-74 TO 1981-82 

Function 

J!duc&tion 
Highways 
Public Welfare 
Health & hoapitals 
Police & fire protection 
sewerage & sanitation 
Local parka & recreation 
FiDllllcial administration & general control 
Interest on general debt 
All other general ezpenditurea 
Redemption of long-term general debt 

Total outlays 

1973-74 

51.9 
3.9 
7.9 
1.7 
6.0 
4.8 
2.4 
3.7 
3.1 
9.8 

.....!d 
100.0 

Note: Details •Y not add to totals due to rounding. 

Source: Table 5.8. 

1974-75 

52.7 
3.5 
7.7 
1.8 
6.2 
5.0 
2.4 
3.8 
2.7 

10.0 
� 
100.0 

1975-76 

53.2 
3.4 
7.5 
1.8 
6.3 
5.2 
2.5 
3.9 
2.3 

10.2 
_1.i 
100.0 

Percent of Total 

53.1 
3.2 
8.2 
1.8 
6.3 
5.4 
2.5 
3.9 
2.0 

10.3 
___hl 
100.0 

52.4 
3.1 
9.0 
1.8 
6.!i 
5.5 
2.6 
4.0 
1.8 

10.5 
.....LA 
100.0 

1978-79 

51.6 
3.1 
9.5 
1.9 
6.6 
5.7 
2.6 
4.1 
1.6 

10.8 
_l.,1 
100.0 

1979-80 

50.8 
2.9 

10.3 
1.9 
6.7 
5.9 
2.7 
4.2 
1.5 

11.0 
_bl 
100.0 

1980-81 

49.9 
2.8 

11.0 
1.9 
6.8 
6.0 
2.7 
4.2 
l. 3 

11.2 
___Ll 
100.0 

1981-82 

49.2 
2. 7 

11.5 
1.9 
7.0 
6.2
2.8 
4.3 
1.2 

11.4 
1.9 

100.0 
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Summary of Baseline Projections 

Table 5.10 presents the net result of baseline revenue and expenditure 

projections through fiscal year 1981-82. The projections show surplus gaps 

beginning in 1976-77 with the size of the surplus generally increasing in more 

distant years. The only exception to this trend occurs in 1977-78 when the 

amount of the surplus falls off due to the fact that we make no allowance for 

the reenactment of general revenue sharing. In addition, the amount of the 

positive gap in 1976-77 is accentuated by windfall collections resulting 

from a change in the state distribution of ABC profits from a year end to 

quarterly basis. This move is expected to add a one-time addition of $14.1 

million to local revenues. 

In evaluating the surplus gaps, two factors are seen as major contributors 

to the favorable outlook for local government finances. The first is the 

projected decline in the rate of growth of expenditure items caused in part 

by the anticipated slowdown in inflation and population change. This allows 

a more stable local revenue base to catch up with outlays in future years. 

The second factor contributing to the positive gaps is the absence of any 

allowance for changes in scope and quality within the expenditure categories 

and the absence of any provision for increases in debt. Since these assump

tions understate the most probable growth for expenditures, an adjustment for 
' 

these considerations is accounted for in the following pages. 



Revenue 
Tax revenue 
Charges and miscellaneous revenue 
Intergovernmental transfers 

Total revenue 

Expenditures 
Total direct expenditures 
Redemption of long-term general debt 

Total outlays 

Surplus or deficit before borrowing 

TABLE 5.10.--BASELINE PROJECTIONS OF LOCAL GOVERNMENT FINANCES IN VIRGINIA, / ACTUAL, FISCAL YEARS 1967-68 TO 1972-73; ESTIMATED 1973-74; AND PROJECTED, FISCAL YEARS 1974-75 TO 1981-8i-! 
Millions of Dollars 

Actual Estimated Pro ·ections 

1967-68 1968-69 1969-70 1970-71 .!lli=Zl 1972-73 1973-74 1974-75 1975-76 1976-77 19i7-78 1978-79 

$504.8 $540.5 $625.9 $714.5 $805.6 $907.7 $1,020.0 $1,121.9 $1,261.9 $1,428.7 $1,608.3 $1,791.9 
143.1 148.6 174.6 195. 7 230.1 261.1 287.2 315.9 347.5 382.3 420.5 462.6 
440.9 512. 7 585.1 660.2 783.4 956.7 1,041.8 1.136.5 1,216.3 1,395.1 1,351.1 1,441.2 

$1,088.8 $1,201.8 $1,385.6 $1,570.4 $1,819.1 $2,125.5 $2,349.0 $2,574.3 $2,825.7 $3,206.1 $3,379.9 $3,695.7 

$1,138.7 $1,247.0 $1,417.7 $1,629.3 $1,798.1 $1,970.6 $2,289.4 $2,561.1 $2,789.0 $3,034.3 $3,234.8 $3,408.8 
70.9 � � 100.1 118.2 156.9 116.5 110.2 104.3 98. 7 93.3 88.3 

$1,209.6 $1,318.4 $1,504.2 $1,729.4 $1,916.2 $2,127.5 $2,405.9 $2,671.2 $2,893.3 $3,133.0 $3,328.1 $3,497.1 

$-120.8 $-116.6 $-118.6 $-159.Q $-97 .1 $-2.0 $-56.9 $-96.9 $-67 .6 $+73.1 •�51. 8 $1-198.6 

!:.I These projections do not account for any increase in borrowing or its effects on debt service costs. 

Sources: Table 5.5 and Table 5.9. 

1979-bO 19-�0-,'il l 9Sl-:l2 

$1,997.7 $2.233.6 $2,495.3 
508.8 559.7 615.7 

1,529.1 1,631.0 --1..l.U..:.§. 
$4,035.6 $4,424.3 $4,828.6 

$3,584.2 CJ,771.3 $3,950.1 
83.5 79.0 74.8 

$3,667.7 $3,850.3 $4,024.9 

$+367 .9 $+574.0 $+803. 7 I 

I 
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Scope and Quality Considerations 

Estimates of Scope and Qualitx 

Quantitative estimates of changes in scope and quality are made for each 

category of expenditure by the same method as used in the state expenditure 

projections discussed in Chapter IV. The only alteration occurs in the case

of highway expenditures. Since this category is projected from future state

cash transfers, the method for establishing scope and quality factors had to 

be changed. The alternative approach achieves comparative results by com

pounding 1962-63 state cash transfers for highways by 2.1 percent a year (the 

average rate of growth in projected transfers) until 1972-73. The amount 

accumulated at that time is then used to project a hypothetical total for 

1972-73 highway expenditures based on the initial assumption that state cash 

transfers would approximate 35 percent of total outlays. The proportion of 

actual highway expenditures in 1972-73 not accounted for by this method is 

then assumed to be the amount of expenditures caused by changes in scope and 

quality. This is stated as a percent of total expenditures and adjusted to 

an annual rate. 

Table 5.11 shows a summary of the percentage changes in scope and quality 

for each functional category. The overall figure for total expenditures 

was obtained by adding the individual factors weighted by their percentage 

of the combined total of 1972-73 expenditures!( 

!/ The scope and quality estimates are based on an analysis of total 
local government expenditures in the past. This methodology may be correct 
when intergovernmental flows are known and are accounted for on both the 
revenue and expenditure side. However, in applying these estimates to 
future projections, only those expenditures which are financed by local 
sources may be used as a base for projecting scope and quality change. The 
reason for this is explained in the next section. 
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TABLE 5.11.-- ESTIMATED INCREASE IN SCOPE AND QUALITY 
OF EXPENDITURE PROGRAMS FROM 1962-63 TO 1972-73 

Function!./

Education 
Highways b/Public welfare -
Health and hospitals 
Police and fire protection 
Sewerage and sanitation 
Local parks and recreation 
Financial administration 

and general control 
All other general expenditures 

Total 

Average Annual Percentage 
Increase in Scope and Quality 

3.2 
3.9 
3.8 
7.0 

5.2 
5 .1 

9.8 

6.6 
4.2 

4.2 

a/ 
model:-

Debt service costs do not fit into the conceptual framework of this 

"E../ Based on projected to actual costs of Aid to Dependent Children, Foster 
Care, General Relief, Hospitalization of the Indigent, and Administration. 

Adjustments in the Projections for Scope and Quality 

The scope and quality estimates just derived are assumed to be indicative 

of future improvements in the expenditure categories. In adding these estimates 

to baseline expenditure projections, only that proportion of total expenditures 

representing outlays to be financed from local sources is adjusted for such 

improvements. This means that in calculating the expenditure base for scope 

and quality increases, intergovernmental transfers are subtracted from total 

expenditures. This adjustment is required because any allowance for scope and 

quality based on total expenditures would raise the projected amount spent for 

certain programs originally financed by intergovernmental transfers, while no 

account is made for such an increase in the revenue projections. Thus, the 

net effect would be to overstate projected expenditures. 
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With the scope and quality estimates included, two things happen to  local 

government projections as shown in Table 5.12. First, the deficits that were 

previously projected for fiscal years 1974-75 and 1975-76 become increasingly 

larger as compared to their former level. Second, the surpluses that were pro

jected for fiscal years 1976-77 through 1981-82 are wiped out by higher expendi

tures. Both of these results demonstrate the compounding effect characteristic 

of changes in scope and quality for this projection model. When a program is 

improved, not only do more people begin to receive its benefits, but also, present 

recipients receive greater benefits than they had been getting in the past. This 

twof0ld expansion causes expenditures to mount very rapidly given continual change 

in program content. 

TABLE 5.12.--BASELINE PROJECTIONS OF LOCAL GOVERNMENT FINANCES IN 
VIRGINIA, ADJUSTED FOR CHANGES IN SCOPE AND QUALITY, 

Fiscal Year 

Estimated 

1973-74 

Projections 

1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 

FISCAL YEARS 1973-74 TO 1981-82 
(Millions of Dollars) 

Revenues 

$2,349.0 

2,574.3 
2,825.7 
3,206.1 
3,379.9 
3,695.7 
4,035.6 
4,424.3 
4,828.6 

Expenditures 
Including 
Scope and 

Quality Change 

$2,425.6!./ 

2,751.3 
3,048.7 
3,369.4 
3,689.0 
3,971.8 
4,268.8 
4,591.9 
4,923.2 

Surplus or 
Deficit 

$ -76.6 

-177.0
-223.0
-163.3
-309.1
-276.1
-233.2
-167.6

-94.7

a/ No adjustment is made for scope and quality changes in education and 
public welfare expenditures in fiscal year 1973-74, because they represent actual 
figures as reported by the appropriate agency. 
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Adjustments in the Projections for Borrowing 

So far, no mention has been made of borrowing. It should be remembered, 

however, that debt financing for capital outlays is an integral part of most 

local governments' operations and that some allowance for its effect ought to 

be made. To do this, Table 5.13 is constructed to show what would happen with 

an 8.4 percent annual increase in long-term general debt outstanding. This 

figure represents the average annual growth in long-term debt for Virginia local 

governments over the last ten years, so it should provide a reasonable growth 

rate for analysis • .!/

In the table, the increase in this debt from one fiscal year to another 

is treated as an inflow of funds from borrowing. Redemption payments are 

computed by taking 5.4 percent of the increase in debt beginning one year after 

that amount is incurred. Interest costs are calculated on the amount of net 

long-term general debt outstanding (long-term general debt minus the amount 

redeemed during the year). Both elements of the additional debt service costs 

are then subtracted from the inflow of funds to derive the net inflow of funds 

which would be available to finance capital outlays.1/ Over the entire period, 

this adjustment would privide an additional $1,369.1 million in funds for local 

governments. 

!/ The methodology assumes that projected capital outlays will be large 

enough to warrant an 8.4 percent rate of borrowing. Certainly, this is the case 
at present. 

2/ The increases in debt service costs are subtracted from borrowings to 
simplify the analysis and to provide the net effect on projected deficits and 
surpluses. It is realized that borrowings must be used exclusively for capital 
outlays while interest expense and redemption costs are paid from general funds. 
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TABLE 5.13.--NET INFLOW OF FUNDS AVAILABLE TO FINANCE CAPITAL OUTLAYS WITH AN 8.4 PERCENT 
ANNUAL INCREASE IN DEBT, FISCAL YEARS 1973-74 TO 1981-82 

Fiscal 
Year 

1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 

Total 

Inflow of 
Funds from/B . aorrow1ng-

$ +181.3
+196.5
+21$.0
+230.9
+250.3
+271.3
+294.1
+318.8
+345.6

$+2,301.8 

(Millions of Dollars) 

Additional 
Additional Redemption Interest 

Costs Associated Costs Because 
With Borrowing of Borrowing 

$ �/ $ +6.7 . . .

+9.8 +17.9
+20.4 +29.5
+31.9 +41.4
+44.4 +53.9
+57.9 +66.9
+72.6 +80.6
+88.5 +94.8

+105.7 +109.8

$+431.2 $+501.5 

Net Inflow of 
Funds Available 

to Finance b Capital Outlays--/

$ +174.6
+168.8
+163.1
+157.6
+152.0
+146.5
+140.9
+135.5
+130.1

$+1,369.1 

!.I The inflow of funds from borrowing represents the change in long-term general 
debt outstanding when an 8.4 percent annual growth is applied to the 1972-73 amount out
standing, $2,158.1 million. 

�/ Projected deficits o r  surpluses would be reduced or increased by the amounts 
listed here. 

c/ Under the assumptions, no additional redemption cost will be incurred on the 
1973-74 increase in debt. Redemption payments for this amount will begin in 1974-75. 

Comparison of Revenues and Expenditures 

The fiscal outlook for projected local government finances can be summarized with 

mixed conclusions. Certainly for the near future, fiscal years 1974-75 and 1975-76, 

the financial picture looks rather bleak. Rapidly expanding expenditures during these 

years will, most assuredly, hit local governments hard. Thus, pressure will mount for 

them to raise taxes, to find other sources of aid (particularly from other levels of 

government) and to rely heavily on borrowing. A short-run balancing of revenues and 



-384-

expenditures could result from any one or combination of these factors. Over the 

longer run, however, the financial situation will depend greatly on the rate of ex

pansion in programs which the local governments administer and the possible rise in 

tax rates not considered in these projections. If changes in scope and quality keep 

pace with those of the recent past, the financial picture may continue to result in 

deficits through 1981-82. On the other hand, if program improvements are restrained 

in the face of deficits, some relief may begin to appear in the latter years. Factors 

that contribute to this more favorable trend are the projected slowdown in the rate 

of inflation and its effects on public service costs, the projected slowing of pop

ulation growth, and the decline in other population variables such as local school 

enrollment. 

Measurements of Central City Finances 

The previous analysis applied to all local governments, and trends for the en

tire group may not be applicable to each government. To underline this fact, in 

this section we develop some data for the eight central cities (Alexandria, Hampton, 

Newport News, Norfolk, Portsmouth, Richmond, Roanoke, and Lynchburg). 

Table 5.14 shows data for fiscal year 1972-73, the latest year available. 

Central city per capita revenues from own sources were almost 40 percent higher 

than the state average for all local governments, and total revenues were 39 per

cent higher. Total direct expenditures per capita, on the other hand, were 42 

percent higher in central cities than for the state as a whole. In fact, the 

central cities spent more on a per capita basis in all functional areas except ed

ucation--a difference largely accounted for by lower educational capital outlays 

in the slow-growing central cities. 
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Table 5.15 provides some data for analysis of revenue and expenditure 

trends. From fiscal years 1962-63 to 1972-73, central city per capita revenues 

from own sources rose 176 percent, slightly higher than the statewide average 

for all local government. Overall, including intergovernmental revenue, cen

tral city per capita revenues increased by 254 percent versus 213 percent for 

the comparable statewide measure. Analysis of the data shows that central city 

per capita revenues grew faster in all major categories. Only for miscellaneous 

taxes did per capita revenues for central cities not keep pace with that of all 

local governments. 

With respect to per capita general direct expenditures, total outlays in

creased by 225 percent in the central cities compared to 141 percent for all 

local governments. Of the nine expenditure items listed, education, public 

welfare, highways, health and hospitals, and interest on general debt grew fast

er in the central cities. 

As already noted, per capita revenues from own sources grew only slightly 

higher in central cities than it did for all local governments. A related ques

tion, however, is what happened to local tax bases during the 1960's. To answer 

this, we analyzed two major components of local tax bases--taxable retail sales 

and the true value of taxable real estate. From 1967 to 1974, adjusted per capita 

retail sales increased by 92 percent in the central cities compared to 97 percent 

for all local governments. And from 1962 to 1973, per capita property values rose 

142 percent in central cities versus 178 percent statewide. 

In summary, during the previous decade, central cities fared rather poorly. 

Their per capita revenues grew only slightly faster than for all local govern

ments, but expenditures grew faster. And to compound the problem, per capita values 

for two principal elements in local tax bases--retail sales and the value of real 

estate--grew slower in central cities than elsewhere. 



General Revenue 
Taxes: 

Property 
Sales and gross receipts 
Other 

Charges and miscellaneous 
revenue 

Total general revenue from 
own sources 

Intergovernmental revenue: 
From state and local 

governments 
From federal government 
Total intergovernmental 

revenue 
Total revenue 

General Direct Expenditures 
Education 
Highways 
Public welfare 
Health & hospitals 
Police & fire protection 
Sewerage & sanitation 
Local parks & recreation 
Financial administration 

& general control 
Interest on general debt 
All other general 

expenditures 
Total direct 

expenditure 

Exhibit: 1972 population 
All local governments 
Central cities 

4,765,000 
1,140,300 

TABLE 5.14--COMPARISON OF FINANCES FOR ALL LOCAL GOVERNMENTS 
AND CENTRAL CITIES IN VIRGINIA FISCAL YEAR 1972-73 

Total Amounts 
(Millions of Dollars) Central City Amaunts as 
All Local Central a Percent of Amounts for 

Government .....£ll.!ll All Local Governments 

$611.6 $173.9 28.4 
96.S 32.2 33.4 

199.5 98.1 49.2 

261.1 86.8 33.2 

1,168.7 391.0 33.5 

111 • .)2.I 222.8 28.9 
185.2 92.2 49.8 

956.7 315.0 32.9 
$2,125.4 $706.0 33.2 

$996.4 $229.2 23.0 
79.9 30.6 38.3 

192.7 104.3 54.1 
37.6 14.4 38.3 

130.0 57.5 44.2 
103.0 37.4 36.3 
51.6 22.6 43.8 

80.4 23.5 29.2 
87 .o 31.6 36.3 

212.0 119.3 56.3 

$1,970.6 $670.4 34.0 

Note: Details may not add to totals due to rounding. 

!.I Based on 1972 population estimates by Tayloe Murphy Institute, University of Virginia. 

!./ Intergovernmental revenues from local governments are netted out. 

Per capita Amounts!./ Central City Per capita Amounts 
All Local C.,ntral as a fL·rcent of Per Capita Amounts 

Governments Cities i ,:,r All T l><:al Governments 

$128.35 $152.50 118.8 
20.25 28.24 139.S
41.87 86.03 205.5

54.80 76.12 138.9 

245.27 342.89 139.8 

161.91 195.39 120.7 
38.87 80.86 2oe.o 

200.78 276.24 137 .6 
$446.04 $619.14 138.8 

$209.11 $201.00 96.1 
16. 77 26,84 160.0 
40.44 91.47 226.2 
7.89 12.63 160.1 

27.28 50.43 184.9 
21.62 32.80 151. 7
10.83 19.82 183.0

16.87 20.61 122.2 
18.26 27. 71 151. 8

44.49 104,62 235.2

$413.56 $587.92 142.2

Sources: U.S. Bureau of the Census, City Government Finances in 1972-73, GF73 No. 4, (Washington: Government Printing Office, 1974), pp. 58-59; U.S. Bureau of the Census,�
mental Finances in 1972-73, GF73 No. 5, (Washington: Government Printing Office, 1974), pp. 38-39; Tayloe Murphy Institute, University of Virginia, "Estimates of the Population of 
Virginia Counties and Cities: July 1, 1972 and July 1, 1973," October, 1974. 



TABLE 5.15--TRENDS IN FINANCES OF ALL LOCAL GOVERNMENTS AND CENTRAL CITIES IN VIRGINIA, FISCAL YEARS 1962-63 TO 1972-73 

Percentage Pen.:entage 

Total Amounts Change 1962-63 
Per cseita Amounta.!1 

':hange 1962-63 
{Hillions of Dollars} to 1972-73 to 1972-73 

All Local Govemments Central Cities All Local Central All Local Governments Central Cities All Local Central 
1962-63 1972-73 1962-63 1972-73 Governments .£!.lli!. 1962-63 1972-7 3 1962-63 1972-7 3 Governments .£ll!ll 

General Revenue 

Taxes: 
Property $227.8 $611.6 $74.9 $173.9 +168.5 +132.2 $54.50 $128.35 $64. 71 $152.50 +135. 5 +135. 7 
Sales and gross receipts 96.5 32.2 20.25 28.24 
Other 59.8 199.5 36.l 98.l +233.6 +171. 7 14.31 41.87 31.19 R6.03 +192. 6 +175.8 

Charges and miscellaneous revenue 100.2 261.l 32.8 86.8 +160.6 +164.6 23.97 54.80 28. 34 76.12 +128. 6 +168.6 
Total general revenue from 

own sources 387.8 1,168.7 143.8 391.0 +201.4 +171.9 92.78 245.27 124.23 342. 0 9 +164.3 +176.0 
Intergovernmental revenue: 

From state and local govern-
ments 179.6 771.5 48. lb/ 222.8 +329.6 +363.2 42.97 161.91 41.56 195.39 +276.8 +370. l 

From federal government 28.2 185.2 10.lr 92.2 +556.7 +786 .5 6.75 38.87 8.98 80.86 +475.9 +800.4 
Total intergovernmental revenue 207.8 956.7 58.5 315.0 +360.4 +438.5 49. 71 200. 78 50.54 276.24 +303.9 +446.6 

Total revenue $595.6 $2,125.4 $202.3 $706.0 +256.8 +249.0 $142.49 $446.04 $174.77 $619.14 +213.0 +254. 2 

General Direct E!J!enditures 
Education $365.6 $996.4 $85.l $229.2 +172.5 +169.3 $87.46 $209.11 $73.52 $201.00 +139 .1 +173.4 
Highways 83.0 79.9 13.2 30.6 -3.8 +131.8 19.86 16. 77 11.40 26.84 -15.6 +135.4 
Public welfare 41.9 192.7 19.6 104.3 +360.0 +432.l 10.02 40.44 16.93 91.47 +303.6 +440.3 
Health & hospitals 10.6 37.6 4.6 14.4 +254. 7 +213.0 2.54 7.89 3.97 12.63 +210.6 +218. l 
Police & fire protection 41.5 130.0 21. 7 57.5 +213.3 +165.0 9.93 27.28 18.75 50.43 +174. 7 +169.0 
Sewerage & sanitation 32·.5 103.0 14.6 37.4 +216. 9 +156.2 7.78 21.62 12.61 32.80 +177.9 +160. l 
Local parks & recreation 10.5 51.6 5.7 22.6 +391.4 +296.5 2.51 10.83 4.92 19.82 +331. 5 +302.8 
Financial administration & 

general control 22.5 80.4 8.0 23.5 +257.3 +193.8 5.38 16.87 6.91 20.61 +213.6 +198. 3 
Interest on general debt 34.9 87.0 9.2 31.6 +149.3 +243.5 8.35 18.26 7.95 27. 71 +ll8. 7 +248.6 
All other general expenditures ---2!!.:.i 212.0 � 119.3 +184.2 +326. l 17.85 44.49 24.19 104.62 +149.2 +332.5

Total direct expenditures $717.6 $1,970.6 $209.7 $670.4 +174.6 +219. 7 $171.67 $413.56 $181.17 $587.92 +140.9 +224.5 

Exhibit: 
1962 population 

All local governments 4,180,000 
Central cities 1,157,500 

1972 population 
All local governments 4,765,000 
Central cities 1,140,300 

Note: Details may not add to totals due to rounding. 

f!/ Based on 1962 and 1972 population estimates from Tayloe Murphy Institute, University of Virginia. 

'E_/ Breakdown of transfers from federal government and from other localities was not available for fiscal 1962-63. 

Sources: U.S. Bureau of the Census, Governmental Finances in 19--, selected editions (Washington: Government Printing Office); U.S. Bureau of the rensus, City Government Finances in 
19--, selected editions, Washington: Government Printing Office);' Tayloe Murphy Institute, University of Virginia, "Estimates of the Population of Virginia Counties and Cities: July l, 1972 
-;;;;i-July 1, 1973; University of Virginia, Tayloe Murphy Institute, "Annual Population Estimates, Virginia Cities and Counties, 1960-1970." 

I 

I 



Central Cities 

(State) 
Total 

Central Cities 

(State) 
Total 

Exhibit: 
1967 population

State total 
Central cities 

1974 population 
State total 
Central cities 
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TABLE 5.16.--COMPARISON OF SELECTED REVENUE !ASES 
FOR CENTRAL CITIES AND ALL LOCAL GOVERNMENTS 

Taxable 

1967 

$1,942,231,531 

$5,410,625,893 

True 

1962..£/

$4,632,273,700 

$18,ll7,483,000 

4,508,000 
1,179,900 

4,908,000 
1,144,700 

Retail Sales 
Iotal 

Percent 
1974 Change 

$3,614,965,778 86.1 

$ll,596,293,204 114.3 

Pro:eert:y: Tax Base 
Total 

191#1 
Percent 

Change 

$10,995,479,000 137 .4 

$57,952,019,000 219.9 

1962 population 
State total 
Central cities 

1973 population 
State total 
Central cities 

Per . a/ ca21ta-
Percent

1967 1974 Change 

$1,646 $3,158 91.9 

$1,200 $2,363 96.9 

Per ca:eit�/

1962 1973 

$4,002 $9,671 

$4,334 $12,046 

4,180,000 
1,157,500 

4,811,000 
1,137,000 

Percent 
Change 

141. 7

177.9 

�/ Per capita figures for 1967 are based on Tayloe Murphy Institute estimates and 
1974 figures are based on unpublished data by the U.S. Bureau of the Census. 

�/ Per capita figures for 1962 and 1973 are based on Tayloe Murphy Institute estimates • 

.£I True property values for the state in 1962 were supplied by the Department of Taxa
tion. For central cities, full values were calculated by dividing 1962 assessed values by 
the true assessment ration. 

�/ True property values for 1973 were supplied by the Department of Taxation. 

Sources: Taxable Sales in Virginia Counties and Cities, selected editions (Richmond: 
Department of Taxation); "1962 Estimated True (Full) Value of Locally Taxed Property in 
Virginia Counties, Cities, and Towns Constituting Special School Districts," special tabu
lations by the Department of Taxation; "1973 Virginia Assessment/Sales Ratio Study," Depart
ment of Taxation (Richmond: February, 1975); University of Virginia, Tayloe Murphy Institute, 
"Estimates of the Population of Virginia Counties and Cities: July 1, 1972 and July 1, 1973; 
University of Virginia, Tayloe Murphy Institute, "Annual Population Estimates, Virginia Cities 
and Counties, 1960-1970." 



-389-

Local Revenue Issues 

This part of the chapter provides a concise analysis of local revenue 

issues with primary emphasis on the real property tax and recent reform efforts. 

The real property tax is the single most important source of local revenue for 

Virginia's counties and cities, accounting for approximately 45% of locally 

raised revenue, and in certain rural jurisdictions its significance is much 

greater, ranging up to 80% or more of local revenues. Following the 

discussion of the real property tax, there are brief discussions of other 

local revenue issues. 

The Real Property Tax 

Terminology 

To assist in understanding the property tax, it may be helpful to review 

terminology. Property is first appraised to determine its true market value. 

It has been the custom in Virginia and elsewhere to assess the appraised 

value at some percentage less than 100 percent before the local property tax 

is levied on the assessed value. Legislation passed by the 1975 General 

Assembly, however, requires that all assessments of real estate shall be made 

at 100 percent fair market value, effective January 1, 1976. After that date, 

assessed values should be representative of the appraisal of fair market value. 

Rates 

The only meaningful way to compare tax rates is to compare them based on 

true values of property. The Department of Taxation conducts annual surveys 

which provide this information. For 1973, the survey indicated that true tax 

rates varied from $0.18 per $100 of true value in Surry County to $1.65 in 
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Richmond City. The weighted average rate of $0.92 was strongly affected by 

the heavily populated urban areas of the state. As shown in Appendix 

Table A.7, the majority of the localities had rates lower than the weighted 

average. Reflecting this, the median rate was $0.72. By national standards, 

this was a low rate. According to the 1972 Census of Governments, the median 

tax rate for 349 selected cities was $2.10 per $100 of true value • .!/ Further

more, a U. S. Department of Agriculture study of farm real estate taxation 

showed that in 1969, Virginia's average tax per $100 of full value was $0.68 

compared with a weighted national average of $1.12.l/ 

Assessment Procedures 

Although the property tax is the workhorse of local government, in many 

localities it is not being used to its full potential. Only 19 cities and 

7 counties employ full-time assessors.1/ Many localities assess only as 

required by law--every four years for cities and every six years for counties. 

Often, this is too infrequent for an age marked by population change, new 

land use patterns, and inflation. 

Assessment ratios vary from 4.4 percent of market value to 82 percent. 

The statewide weighted average is 22.5 percent. The practice of not 

assessing at full fair market value is nearly universal in the United States, 

!/ U. S. Department of Commerce, Bureau of the Census, "Taxable Property 
Values and Assessment-Sales Price Ratios", 1972 Census of Governments, 
volume 2, number 2 (Washington: Government Printing Office, 1973) p.17 

2/ U. S. Department of Agriculture, Economic Research Service, "Farm 
Real Estate Taxes" RET-10 (February, 1971), pp.16-17. 

3/ The cities are Alexandria, Charlottesville, Chesapeake, Covington, 
Danville, Fairfax, Hampton, Lynchburg, Newport News, Norfolk, Petersburg, 
Portsmouth, Richmond, Roanoke, Salem, Staunton, Virginia Beach, Waynesboro and 
Williamsburg. The counties are Albemarle, Arlington, Chesterfield, Fairfax, 
Henrico, Prince George, and Prince William. 
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and in recent years Virginia's assessment ratio has been close to the national.-!/ 

Nevertheless, there are strong arguments against such a procedure--it reduces 

taxpayer understanding of the property tax and makes appeal difficult. 

Another problem with underassessment is that it may artifically restrict 

borrowing when borrowing is limited to a certain percentage of assessed property 

values in the area. In Virginia, with a few exceptions, no city or town may 

issue general obligation bonds to an amount which exceeds 18 percent of the 

assessed valuation of the real estate subject to taxation. 

A characteristic of property assessment in Virginia (and in other states 

as well) is that assessment ratios within a community may vary widely. There 

are ususlly two reasons for this--first, different classes of property such 

as nonfarm residential property and agricultural land are intentionally assessed 

at different ratios, and second, property within the same class is assessed at 

different ratios either intentionally on a value basis or unintentionally as a 

result of poor assessment practices. Whatever the reason for differing assess

ment ratios, the end result is a windfall for the property owner benefiting 

from an assessment ratio below the average for his area and an extra burden on 

the property owner who receives an above average assessment. 

For 1973, the Department of Taxation has widened the scope of their 

assessment-sales ratio study to provide a breakdown of the ratios for residential, 

agricultural, and commercial classes of real estate as well as the aggregate. 

Several problems were encountered in preparing these measures. For example, 

since many localities do not classify property for their land books, the 

1/ In 1971, the national weighted average assessment ratio was 32.7 percent 
compared to 33.8 percent (as measured by the census) for Virginia. 

Source: U. S. Department of Commerce, Bureau of the Census, "Taxable 
Property Values and Assessment-Sales Price Ratios", 1972 Census of Governments, 
volume 2, number 2 (Washington: Government Printing Office, 1973) pp.34 and 39. 
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ratios for the classes cannot be combined to arrive at a weighted aggregate 

for the locality. Therefore, the aggregate figure sometimes reflects the 

number of sales used for each type of property rather than the total amount of 

property of each class in a locality. Another problem is the scarcity of sales 

of various kinds of property. This can severely limit the size of the sample 

and make some of the resulting ratios of questionable quality. 

In spite of these obstacles, the figures do demonstrate the wide variation 

of assessment levels by class of property both among different localities and 

within localities. Table 5.17 shows the range of assessment ratios in the 

counties and the cities. Not only is there a wide range among localities for 

any class of property, but also there is a disparity among the ratios for the 

different classes of property. In one county, the assessment ratio for single 

family residential property is more than triple that for agricultural property 

and in many other areas the ratios for residential property range from 30% to 

80% higher than on agricultural property. Generally, commercial properties are 

assessed higher than residential properties which in turn are assessed higher 

than agricultural properties. 

These assessment ratios are derived by comparing sales prices with assess

ments for a sample of sales for each class of property in each locality. The 

figure presented is the median value of all the ratios in the sample. Ideally, 

all the ratios in the sample should cluster closely around the median. However, 

often the values are widely dispersed, showing a lack of uniformity in assess

ments. The Department of Taxation has computed a measure of assessment variation 

by class of property for all counties and cities. A reasonable standard of 

assessment quality would be a coefficient of dispersion of less than 10 percent. 

However, the frequency distribution in Table 5.18, shows that only 8 localities 

met this criterion for residential property, none met it for agricultural 
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TABLE 5.17.--RANGE AND MEDIAN ASSESSMENT-SALES RATIOS 
FOR VIRGINIA COUNTIES AND CITIES, TAX YEAR, 1973 

Class of Property 

Single-Family Residential 
Range 
Median 

Agriclutural 
Range 
Median 

Commercial-Industrial 
Range 
Median 

Assessment-Sales Ratios 
Counties Cities 

4.5% - 30.4% 
14.6% 

3.1% - 39.2% 
9.05% 

5.1% - 35.6% 
15.3% 

11. 0% - 81. 8%
31.6%

a/ 
... a/ 
. . .-

9.5% - 86.0% 
30.8% 

Note: The multi-family residential classification is not 
included in the above table because only 6 counties and 12 
cities had sufficient sales of multi-family properties to 
prepare an assessment-sales ratio measure. 

a/ Only three cities (Chesapeake, Nansemond, and Virginia 
Beach) had sufficient sales of agricultural land to prepare an 
assessment-sales ratio measure. 

Source: Commonwealth of Virginia, Department of Taxation, 
1973 Virginia Assessment/Sales Ratio Study, (Richmond: 
Department of Taxation, 1975) pp. 19-21. 



TABLE 5,18.--FREgUENCY DISTRIBUTION FOR 1973 COEFFICIENTS OF DISPERSION OF ASSESSMENT RATIOS BY CLASS OF PROPERTY 

Coefficient of Dispersion Si!!llle FamilI Residential Asricultural Commercial Aggregate 
(lercent} Counties Cities Total Counties Cities Total Counties Cities !!!!!! Counties .!ill.ill Total 
5 to 9.9 1 7 8 l l 1 5 6 

10 to 14.9 8 17 25 1 1 2 5 15 20 
15 to 19.9 8 8 16 3 3 1 5 6 6 9 15 

20 to 24.9 17 4 21 6 6 6 4 10 11 6 17 
25 to 29.9 16 1 17 10 1 11 2 7 9 13 2 15 
30 to 34.9 13 1 14 15 1 16 10 2 12 12 1 13 

35 to 39.9 12 12 14 1 15 4 6 10 20 20 
40 to 44.9 4 1 5 9 9 4 2 6 10 1 11 

45 to 49.9 7 7 13 13 2 4 6 5 5 

50 to 54.9 4 4 9 9 10 10 8 8 
55 to 59.9 1 1 6 6 4 2 6 4 4 
60 to 64.9 1 1 1 1 3 1 4 I 

65 to 69.9 1 1 2 2 2 1 3 

70 to 74.9 1 1 2 2 
75 and over _ 1_ 

--

_1_ _2 _ 
--

_2_ _5_ _3_ _s_ 
-- -- --

Total 95 39 134 9o!' 
-#I 9#! 5-,!.I 3#' 

9,ftl 95 39 134 

!!I In some localities the size of the sample of sales data was too small to permit calculation of assessment ratios and coefficients of diapers ions for some classes of property. In these
cases the totals for the frequency distribution will be less than the total number of localities. 

Source: CoDDODwealth of Virginia, Department of Taxation, 1973 Virginia Assessment/Sales Ratio Study, (Richmond: Department of Taxation, 1975) pp. 19-21. 
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property, and only one met it for commercial property. Overall 6 localities 

met this test for the aggregate, and all but one of these were cities and all 

but one had full time assessors. 

Real Property Tax Reform 

A comprehensive study of the real property tax was conducted through 

the Governor's Office in 1973 and reported to the 1974 Session of the General 

Assembly. The Revenue Resources and Economic Commission was assigned the 

responsibility for reviewing the final recommendations of this study and 

developing appropriate measures for implementing its findings. To carry out 

this task, the Commission sponsored an educational seminar and four public 

hearings. Utilizing public comment and staff research, the Commission 

formulated a set of nine recommendations which were translated into 

legislative bills introduced in the 1975 General Assembly Session. 

The Commission's recommended legislation dealt primarily with measures 

to promote and improve public understanding of the real property tax and 

to improve the quality of the appraisal and assessment functions across 

Virginia. Each of the nine Commission sponsored bills was passed by the 

1975 General Assembly, some in amended form. A summary of each of the 

nine Commission sponsored bills plus other real property tax legislation 

which passed but was not sponsored by the Commission follows: 

Senate Bill 522 - Requires each tax jurisdiction to inventory all 
exempt and immune real property and publish annually 
the fair market value, assessed value, and total tax 
due if such property were not exempt or immune 

Senate Bill 553 - Allows any tax jurisdiction to require biennial 
reapplication for retention of exempt status of 
real property. 
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Senate Bill 557 - Requires that notice of any assessment change be 

transmitted to the owner of the reassessed property. 

Senate Bill 558 - Provides for public disclosure of certain assessment 
records and allows a taxpayer upon request to inspect 

property appraisal cards and examine the working 
papers used in the assessment of the taxpayer's property. 

Senate Bill 559 - Establishes within the Department of Taxation a 
continuing education program for local assessment 
personnel including a basic course and an advanced 
course designed to meet full certification requirements 
of the International Association of Assessing Officers 
with State reimbursement for local assessing officers 
who participate. 

Senate Bill 560 - Provides for annual assessment-sales ratio studies 
and their publication by the Department of Taxation. 

Senate Bill 561 - Requires local assessing officers to maintain property 
appraisal cards or sheets and include on the cards or 
sheets the appraised value of the property and the 

calculations used in determining assessed value. 

Senate Bill 599 - Requires that tax jurisdictions assess real property at 

100% fair market value beginning January 1, 1976 and 
lower the tax rate proportionately to the increase in 
assessment such that tax levies do not increase due to 
the assessment change. Public service corporation 

property which is included in the twenty-year equalization 
program shall be taxed as a separate category of property 
until the equalization program is complete. 

Senate Bill 601 - Requires the State Tax Commissioner to establish a 
classification system for real property for inclusion 
on local land books with the cooperation and counsel of 
local assessing officers. 

In addition to the legislation sponsored by the Commission, other bills 

relating to the real property tax were passed by the 1975 General Assembly. A 

summary of these bills follows: 

Senate Bill 208 - Provides for the taxation of leasehold interests in real 

property excluding government property and the terms 

under which leasehold interests are to be assessed. 

Senate Bill 600 - Provides that when an annual assessment or periodic 

reassessment results in an increase in real property 
tax collections of 8 percent or more in a tax 
jurisdiction, excluding new construction and improvements, 

that the jurisdiction shall reduce its nominal tax rate 

proportionately. If a jurisdiction wishes to maintain 
or increase its nominal tax rate where an 8 percent or 
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more increase in real property tax collections has 
occurred, it must hold a public hearing. 

Additional Reform Efforts 

In addition to the legislative measures recommended by the Commission, 

there were other recommendations contained in the Governor's Property Tax 

Reform Study which the Commission either recommended for further study or 

deferred to a later date. Major issues which could be considered in efforts 

to provide additional property tax reform are: 

(1) Methods to improve review and appeal procedures at both local
and state levels.

(2) The shortening of the assessment cycle which currently is 6 years
in counties and 4 years in cities.

(3) The imposition of a state severance tax on minerals in lieu of
the current property tax on minerals in the ground with return
of the proceeds to local taxing jurisdictions.

(4) The evaluation of alternatives to the current property based
service charge on exempt property.

(5) The study of the feasibility of statewide mass appraisal.

Besides the above considerations, some attention could be given to property 

tax relief plans for the elderly such as circuit-breaker proposals. The next 

section of this report describes the property tax relief measures that currently 

exist in Virginia. 

Property Tax Relief 

There are three types of property tax relief currently available to the 

citizens of the Commonwealth: 

(1) The General Assembly may grant tax exemptions to various benevolent,
charitable, nonprofit, or historical organizations.

(2) Localities may grant·property tax deferrals or exemptions to low
income elderly property owners.

(3) Localities may assess agricultural, horticultural, forest, or open
space property on the basis of its use value rather than its market
value.
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A brief discussion of each type of relief follows: 

At present, the following types of property are exempt from local property 

taxation in Virginia: state-owned property; property owned by religious organi

zations that is used exclusively for religious worship or for the residences of 

their ministers; nonprofit private and public cemeteries; the property of public 

libraries and nonprofit educational institutions; and other property designated

by the General Assembly because it is used for religious, charitable, patriotic, 

historical, benevolent, cultural, or public park and playground functions. The 

purpose of these exemptions is to subsidize and, therefore, encourage organi

zations that benefit the public welfare. However, a locality with a heavy 

incidence of tax exempt property may face a serious revenue loss._!/ In order 

to alleviate the tax burden on other property owners who must pay for the 

government services these tax exempt properties receive, the General Assembly 

has passed legislation which allows localities to impose a charge for services 

provided to tax exempt properties except that used for religious worship or for 

the residence of the minister of any church or religious body. 

Since many elderly persons have fixed incomes which do not rise with the 

rapid changes in cost of living, they may find themselves unable to pay the 

taxes on their homes - especially in urbanizing areas. Beginning in tax year 

1972, a local government was allowed to grant real property tax exemptions or 

deferrals on the dwellings of low income property owners 65 and over subject 

to the following conditions: 

1. The combined income of the owners and their relatives living in the

dwelling may not exceed $10,000. The first $4,000 of income of relatives 

other than spouse of the owner, is not included in this total. 

.!/ In 1973, the estimated value of exempt properties in Virginia were

$11 billion or 18% of total real property value. 
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2. The net combined financial worth of the owner and spouse, excluding

the dwelling and one acre of land, may not exceed $35,000. 

3. The owners must follow prescribed filing requirements and lose the

exemption or deferral if their income or worth changes and exceeds the 

limits. 

The localities may set lower net worth and/or income figures. 

At present 22 cities and 27 counties have passed ordinances allowing tax 

relief for the elderly. Their ordinances vary widely and each must be 

reviewed separately to arrive at the amount of tax relief granted in that area. 

Finally, in many urbanizing areas, land once used for farming, forestry, 

or open space is being sold for more intensive uses. Aside from the lure of 

high land prices, some feel that increasingly higher taxes take such a large 

bite out of the farmer's or forester's profit margin that he must sell his 

land and move to a less developed area. In order to preserve some of these 

land uses in urban areas, the locality may assess agricultural, horticultural, 

forest, and/or open space land at its use value rather than its fair market 

value. In this way, these land owners in urban areas will receive lower 

assessments while their land continues in a permitted use. When they sell 

the land or change to a non-qualifying use, they must pay the difference 

between the taxes on the fair market value assessment and those they paid on 

the use value assessment for the previous five years plus 6 percent interest 

per year. To qualify for use value assessment, the land must meet standards 

set by the Commissioner of Agriculture and Commerce for agricultural and 

horticultural land, by the Director of the Department of Conservation and 

Economic Development for forest land, or the Director of the Commission on 

Outdoor Recreation for open space land. 
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While the intent of the bill is to aid bona fide farmers and foresters, 

there is some concern that it will benefit real estate speculators instead. 

The prescribed standards mentioned above have sought to prevent this. In 

addition, members of the State Land Evaluation Advisory Connnittee, which 

publishes the range of use value for each locality, is observing the effects 

of the law to note any loopholes that may develop. 

For 1975, 12 localities - Albemarle, Chesterfield, Clarke, Fauquier, 

Frederick, Hanover, James City, Loudoun, Prince William, Petersburg, Suffolk, 

and Virginia Beach have use value taxation ordinances in effect. 

The Tangible Personal Property Tax 

In tax year 1973, local tangible personal property tax collections 

1/ 
comprised about 8 percent of local general revenue from own sources.- TYP-es 

of property included under this classification are livestock, motor vehicles, 

animal drawn vehicles, bicycles, farm implements and mechanics' tools, felled 

timber and timber products, agricultural products in the hands of a purchaser 

(not a producer), household furnishings, musical and ratio instruments and 

equipment, works of art, jewelry, ships and floating property not required to 

be assessed by the State Corporation Commission, aircraft, ponies and riding 

horses owned and used for pleasure, and other items of a similar nature not 

specifically enumerated by law. However, localities may exempt some or all 

classes of household goods and personal effects, and, as of a 1974 survey by 

the Department of Taxation, only 11 counties and 1 city continue to tax them. 

1._/ Derived from Department of Taxation, Annual Report 1973-1974 (Richmond, 
1974), page 44; and U. S. Bureau of the Census, Governmental Finances in 
1972-73, (Washington: Government Printing Office, 1974) page 33. 
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Nominal tax rates on tangible personal property vary from $1.30 to $9.30 

per $100 of assessed value, but since both the assessment ratios and the 

bases for assessment vary, these rates are rarely comparable. For instance,

the 1974 edition of Tax Rates in Virginia Counties and Urban Counties lists 9 

different bases for assessment used in the various localities surveyed, 

including original cost, blue book, red book, fair market value, depreciated 

cost, book value, etc. Apply to these bases, assessment ratios ranging from 

10 to 100 percent, and a true hodgepodge of effective rates results. 

In addition to the lack of comparability among localities, evasion 

constitutes another problem with the personal property tax. Motor vehicles 

probably account for the bulk of revenue from this source since they are 

difficult to hide and easy to assess. Audit investigation on other types 

of property is most unlikely, making the tax widely evaded. In 1973, the 

assessed value per capita of tangible personal property for all counties and 

cities was only $487_!./ __ an indication of widespread exclusion and evasion. 

If greater comparability is desired, several measures could be initiated 

at the state level to reach this goal including: 

a) Exempting household effects statewide

b) Making taxable only those items not easily evadable

c) Prescribing uniform assessment standards (for example,
denoting one set of values in the Blue Book as those to
be used by all localities for assessing automobiles).

Tax on Machinery and Tools 

The machinery and tools of manufacturing, mining, processing, reprocessing, 

radio and television broadcasting, and dairy farms constitute a separate 

1/ Derived from Department of Taxation, Annual Report 1973-1974 
(Richmond, 1974) p.44, and the 1973 population according to the Tayloe 
Murphy Institute of the University of Virginia. 
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classification for property taxation by localities. The tax rate may differ 

from that on tangible personal property but may not exceed it. In tax year 

1974, local levies on machinery and tools amounted to $16,062,121 or 1.4 

percent of fiscal year 1972-73 local revenues from own sources • .!/ 

Again, lack of comparability is a major problem with this tax. As 

reported by the Division of Industrial Development in the 1974 edition of 

Local Taxes on Manufacturers in Virginia, there are three main types of 

values on which assessments of machinery and tools are based: original 

cost, depreciated cost (book value), and fair market value. Assessment 

ratios may be one percentage for a locality or a schedule of percentages 

based on age. In addition, the assessment methods used for valuing machinery 

and tools are often imprecise and inequitable. Local assessors may lack 

professional skills required to value industrial property and are likely to 

be overly cautious in valuing assets of large firms that are principal 

employers in the area. 

If comparability of this tax among localities is generally desired, it 

could be achieved by having the legislature require the use of one type of 

valuation and one assessment ratio, or, less rigorously, a preferred method 

could be arrived at by professional assessors of this type of property and 

used as the state model. Localities could use it or not as they choose, but 

it would provide a serviceable guide to many local assessing officers. 

.!/ Derived from Department of Taxation, Annual Report 1973-1974
(Richmond, 1974) page 44; and U. S. Bureau of the Census, Governmentsl 
Finances in 1973-73, (Washington: Government Printing Office, 1974) 
page 33. 
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The Tax on Mobile Hornes 

In 1970, the Census reported that 3.1 percent (46,514 units) of the 

total year round housing units in Virginia were mobile homes. This type 

of housing has shown substantial growth since 1960 when it accounted for 

1.5 percent (17,257 units) of all the year round units. In terms of distrib

ution, 82 percent of the mobile homes in 1970 were located in the counties. 

They comprised 4.3 percent of the counties' housing supply as compared to 

1.4 percent of the supply in the cities. 

Due to the growth in popularity of mobile homes the methods of taxing 

this type of unit have been subject to increasing inspection and criticism. 

Controversy exists between those who feel that mobile homeowners do not 

pay their own way and those who feel that they pay an excessive amount of 

taxes per $100 of assessed value for their homes compared to what owners of 

conventional homes pay. As a result of the growing controversy over the way 

in which mobile homes were taxed, the 1974 General Assembly in House Joint 

Resolution 106 directed the Virginia Advisory Legislative Council " ••• to 

make a study and report on all tax laws affecting mobile home owners and 

owners of mobile home parks")/ Among the recommendations made by the 

Virginia Advisory Legislative Council (VALC) was one to" ••• provide that 

the ratio of assessment and the rate of taxation for mobile homes shall be 

the same as that applicable to real property and that such tax may be 

prorated if such mobile home has been within a locality for less than one 

year"}) 

1./ From Mobile Home Taxation, Report of the Virginia Advisory Legislative 
Council To the Governor and the General Assembly of Virginia, Richmond 1975. 

'J:../ Ibid. 
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The VALC recommendations were translated into legislation in House Bill 

1307 in the 1975 General Assembly Session, which passed both houses of the 

legislature and was signed into law by the Governor. The provisions of this 

act are similar to the VALC recommendation cited above, that " ••• the rate

of levy on a mobile home ••• shall be the same as the rate of levy on real

estate". 

Consumer Utility Taxes 

All cities and counties and certain towns are allowed to impose a 

consumer's tax on electric, gas, water, and telephone bills. Currently, 

32 cities, 29 counties, and 35 towns levy consumer utility taxes. Electricity, 

gas, and telephone service are the most frequently taxed but some localities 

also levy a tax on bottled gas and water service. 

The consumer utility tax is levied as fixed percentage against the 

basic utility charge and added to the consumer's utility bill. Most localities 

do not levy the utility tax against the consumer's entire bill but have a 

dollar ceiling beyond which the tax does not apply or a lower rate applies. 

This is particularly true of residential consumers but is less true with 

respect to commercial or industrial users. In many localities there is no 

ceiling for the commercial or industrial tax and the rates apply to the entire 

utility bill. Appendix Table A.9 shows the current level of utility tax rates 

for residential and other users in 1975. 

The 1972 session of the General Assembly passed legislation limiting 

local consumer utility taxes to a rate of 20%, unless a locality had higher 

rates in effect on January 1, 1972. In the latter case the locality was 

allowed to continue to tax at its prior rate but was not permitted to raise 
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that rate • .!/ For residential consumers, the 20% rate could be levied only

against the first $15 of a consumers utility bill, thereby limiting the tax 

to $3 per billing period (usually monthly). For connnercial and industrial 

consumers, no ceiling or dollar cut-off point was set, thus the tax could be 

levied against the entire bill. 

In terms of equity, it may be desirable to try to bring more uniformity 

to local taxation of energy sources. For example, the current structure of 

utility taxes tends to discriminate against commercial and industrial users 

of electricity and natural gas in those localities which have high rates and 

no limitation on the tax, as opposed to users of fuel oil which are subject 

to the 4 percent sales tax. This is less of a problem for residential 

consumers since there is a dollar ceiling on the application of the tax as 

set by state law. Nonetheless, the incidence of the tax impacts more heavily 

on the users of electricity and natural gas between the range of utility bills 

in which most consumers are likely to fall. For instance, electricity and 

natural gas consumers will pay a tax of $3 if they use as much as $15 of 

service per billing period at the maximum tax rate allowed by law applicable 

in several Virginia localities. Fuel oil users, on the other hand, who are 

subject to the 4 percent sales tax would not pay a tax bill of $3 until their 

consumption of fuel oil reached a level of $75 per month. Under these 

conditions, the utility tax would appear to be regressive in that it more 

heavily affects the low to moderate consumers of electricity and natural gas 

and would seem to be discriminatory in that it favors the consumption of fuel 

oil. Beyond $75 per month, however, the users of fuel oil would bear a greater 

tax burden and would pay proportionately higher effective rate of taxation. 

:!_/ Presently, 23 jurisdictions tax utilities at a rate of 20% or more. 
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Thus, only on a $75 bill in our illustration would the tax rates on different 

users of energy be equalized. 

Any attempt to bring uniformity to the taxation of energy sources through 

consumer utility taxes may be very costly to certain localities in terms of 

foregone revenues. As Table 5.19 shows revenues from consumer utility taxes 

averaged 11.1 percent of locally raised revenues in Virginia cities!/ during 

fiscal year 1972-73 with the range being from 2 percent to more than 15 percent 

of local revenues. On the other hand, there is a definite problem of inequitable 

taxation between energy sources and consumers of different types of energy and 

in this period of energy crisis which the state and nation find themselves, 

it may be worthwhile to try to remedy these inequities. 

1/ Nine cities are not included in this analysis. Of these, six (Bedford, 
Bristol, Danville, Galax, Norton and Radford) did not levy a consumer's utility 
tax in fiscal 1972-73 and three (Clifton Forge, Petersburg, and Portsmouth) 
did not provide a separate break out of consumer utility tax revenue in their 
audit reports. 
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TABLE 5.19.--LOCAL CONSUMER UTILITY TAX REVENUE FOR VIRGINIA CITIES, 
FISCAL YEAR 1972-73 

Percent Consumer 

Utility Tax Revenue 
Consumer Utility Total Revenues To Total Revenues 

City Tax Revenue From Local Sources From Local Sources 

Alexandria $ 3,689,523 $ 44,315,493 8.3% 

Buena Vista 20,335 1,042,923 2.0 

Charlottesville 1,030,679 10,751,549 9.6 
Chesapeake 2,491,750 19,084,902 13.1 
Colonial Heights 122,440 3,027,360 4.0 
Covington 203,356 1,818,850 11.2 

Emporia 64,305 826,572 7.8 

Fairfax 240,240 8,737,384 2.8 

Falls Church 191,777 4,538,488 4.2 
Franklin 93,557 1,495,573 6.3 
Fredericksburg 193,748 4,062,298 4.8 
Hampton 690,913 26,302,973 2.6 

Harrisonburg 193,471 4,146,189 4.7 
Hopewell 223,105 4,903,272 4.6 
Lexington 158,259 1,317,535 12.0 
Lynchburg 1,472,698 14,855,005 9.9 
Martinsville 205,189 3,964,610 5.2 
Newport News 2,883,606 36,477,205 7.9 
Norfolk 12,607,816 86,070,289 14.7 
Richmond 11,117,000 96,414,652 11.5 
Roanoke 4,110,432 26,999,388 15.2 
Salem 104,107 4,577,259 2.3 
South Boston 99,254 1,398,986 7.1 
Staunton

/
645,985 4,541,042 14.2 

Suffolk� 542,177 7,060,375 7.7 
Virginia Beach 4,249,217 35,685,280 11.9 
Waynesboro 135,429 4,027,566 3.4 
Williamsburg 114,861 3,024,209 3.8 
Winchester 243

!
889 4

1
914

2
334 5.0 

Totals $51,828,641 $466,381,561 11.11 

1/ Nine cities are not included. Of these six (Bedford, Bristol, Danville, 
Galax� Norton, and Radford) did not levy a consumer's utility tax in fiscal year 
1972-73 and three (Clifton Forge, Petersburg, and Portsmouth) did not provide a 
separate break out of consumer utility tax revenue in their audit reports. 

!/ Includes Suffolk and Nansemond. 

Source: Individual audit reports for Virginia cities, fiscal 1972-73. 



CHAPTER VI 

STATE AID TO LOCALITIES 

Introduction 

This chapter explores major ways of providing fiscal relief to local 

governments. There are two major policy approaches--either provide 

additional state aid or permit new local taxes. Both approaches draw from 

the same tax base--the tax resources in the state. Additional state aid 

means that these resources flow through the state government. On the other 

hand, allowance of new local taxes means that the resource flow is at the 

local level of government. 

State ; :;_d for Education 

Total Spending 

Before examining state aid for public elementary and secondary 

education, it will be helpful to look at all funding for education in 

1973-74, the latest year for which comprehensive data are available. Local 

funds provided almost half (49.5 percent), state funds represented

40.7 percent, and the remaining 9.8 percent were federal (see Table 6.1). 

Most of the federal funds and virtually all of the state funds were used for 

net current expenditures. In contrast, slightly under two-thirds of the local 

funds were used for net current expenditures with the balance devoted to 

capital outlay and debt service. 

The federal funds came in the form of numerous categorical aid programs, 

but most of the money was in compensatory aid, federal impact, and school 

-408-



TABLE 6.1--SOURCES OF FUNDS FOR VIRGINIA PUBLIC SCHOOLS, 1973-74 
(Millions of Dollars) 

Source of Funds 
Total 

Percent 
of 

Amount Total 

Total expenditure�/ $1,321.5 100.0 

Less: capital outlay 136.8 100.0 

Current expenditure 1,184.7 100.0 

Less: Debt service 98.9 100.0 

Debt retirement 64.5 100.0 

Interest 34.4 100.0 

Net current expenditure 1,085.8 100.0 

Note: Detail may not add to totals due to rounding. 

Federal 
Percent 

of 
Amount Total 

$129.3 9.8 

9.9 7.2 

119.4 10.1 

. . . . . .

. . . . . . 

. . . . . .

119.4 11.0 

�/ Excludes administrative activities of the State Department of Education.

Amount 

$538.0 

0.8 

537.2 

. . . 

. . . 

. . . 

537.2 

'E,,/ The $110.2 million state sales tax distribution was treated as state funds. 

Stateli7 
Percent 

of 
Total 

40.7 

0.6 

45.4 

. . .

. . .

. . .

49.5 

Local 

Amount 

$654.2 

126.1 

528.1 

98.9 

64.5 

34.4 

429.2 

Source: Superintendent of Public Instruction, Annual Report, 1973-74 (Richmond, 1974), pp. 200-201,206. 

Percent 
of 

Total 

49.5 

92.2 

44.6 

100.0 

100.0 

100.0 

39.5 I 
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lunch programs. There is now some uncertainty about the form and level of 

funding that these programs will assume in future years. 

The remainder of this section is concerned with state funding and the 

major changes that were made for the 1974-76 biennium. 

The 1973-74 System of State Aid 

For 1973-74 the major types of state aid were the basic school aid fund, 

the local share of the state sales and use tax, and state paid fringe benefits. 

Together these programs accounted for $9 out of every $10 of state aid. The 

remainder of the aid was for transportation of pupils, special education, 

vocational education, teacher education and teaching scholarships, libraries, 

and other categorical programs. 

Basic School Aid Fund 

For 1973-74, the basic school aid fund comprised the largest single 

component of state aid. It was distributed on the basis of average daily 

membership (ADM) and fiscal capacity as determined by the true value of 

real estate. However, the distribution formula was constrained so that no 

locality received less than 54 percent!/ of the cost of salaries based on 

the state minimum salary scale for state-aid support teaching positions. 

The end result was that roughly 70 percent of the 1973-74 basic school fund 

was essentially flat grant money, and the remainder represented equalization 

funds. 

The 1973 General Assembly, armed with new federal general revenue 

sharing funds and under the spur of state constitutional requirements for 

funding educational standards of quality,�/ appropriated $24.7 million to

1/ The formula stipulates 60 percent but the 1973-74 estimated state 
share-was reduced by 10 percent. 

Constitution of Virginia. Article VIII, Section 2. 
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supplement the basic school aid fund. The entire amount represented 

equalization aid, and of the 135 school divisions, 33 received nothing. 

The supplemental appropriation represented a new approach to state aid. 

Although there were some special wrinkles in the formula the main elements 

were the establishment of $628 per student in ADM as the necessary amount 

for school divisions to spend to assure provision of a quality education 

and the provision of state aid to meet this standard once a required level 

of local effort had been met. If the sum of three components--!) local 

spending at a rate equivalent to 80¢ per $100 true value of real estate; 

2) regular basic school aid funds; and 3) the local share of the state sales

tax--did not equal or exceed $628 per pupil, then the state provided the 

necessary supplement. An important feature of the new formula was that it 

required a local expenditure effort equivalent to 80¢ per $100 of true value. 

The majority of the county school divisions (53) and 1 city had to increase 

spending from local sources in order to meet the new standard. 

Sales and Use Tax 

The local share of the state sales and use tax is distributed on the 

basis of the number of children between the ages of 7 and 19. It is to be 

used " ••• for maintenance, operation, capital outlays, debt and interest 

payments, or other expenses incurred in the operation of the free public 

schools ••• 11
1/ In this discussion, and in the state's budget and other

financial records, the funds are treated as state aid to localities. How

ever, the statute requires that for purposes of determining local effort the 

sales tax distribution " ••• shall be considered as funds raised from local 

sources ••• 11±/ This clause was inserted to help several localities comply

1/ Code of Virginia, 58-441.48 (d). 

J:../ Ibid. 
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with appropriation act language requiring each locality to provide from local 

resources not less than 30 percent of total expenditures (excluding capital 

outlay and debt service) for school operation. 

The sales and use tax accounted for roughly one-fifth of state aid in 

1973-74. Distribution favors those areas with a high percentage of school-age 

population and is unrelated to direct measures of fiscal capacity. 

State Payments for Teacher's Fringe Benefits 

The state pays the employers' portion of retirement costs for full-time 

professional and clerical employees of local school boards. For 1973-74, 

this assistance applied to all full-time instructional personnel and was not 

limited to state-aid teaching positions. Furthermore, the aid applied to 

total salaries paid from state and local funds and was not limited to that 

portion of a salary attributable to the state minimum salary scale. 

Although this aid represented about 11 percent of total state funding 

during 1973-74, the payment is frequently overlooked because it never 

appears in local accounts. As for its impact, the 1973-74 method of funding 

fringe benefits favored the high fiscal capacity areas. Since they tend to 

pay high salaries and have low pupil-teacher ratios, they generally received 

proportionately more state aid in fringe benefits than did the lower fiscal 

capacity areas. 

Major Changes in State Aid For The 1974-76 Biennium 

The 1973 supplement to the basic school aid fund was a temporary measure 

for improving state aid to localities. For the 1974-76 biennium it was 

necessary to develop a new formula, since the Attorney General ruled that 

the use of old basic school aid formula did not conform to the state 
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constitutional requirements for funding the actual cost of a quality education • .!/ 

The design of the new aid program for 1974-76 incorporates the basic logic of 

the 1973 legislation but includes other considerations as recommended by the 

second report of the Task Force on Financing the Standards of Quality.±./ Major 

concepts incorporated into the new system include: (1) a new measure of local fiscal 

capacity which includes local personal income and taxable sales in addition to the 

true value of real estate; (2) a new formula that incorporates the new local 

fiscal capacity measure as well as the standards of quality cost per pupil; 

(3) aid for compensatory education; (4) incentive grants for localities that

spend more than the required local share of the standards of quality cost; 

(5) recognition of the differences in local costs, particularly as these costs

relate to exceptional pupils; and (6) a new method for funding teacher fringe 

benefits at the state level. These items are discussed below in relation to 

the major types of state aid. 

Basic School Aid Fund 

Under the new standards of quality program, the basic school aid fund 

now consists of a basic appropriation for regular day school activities plus 

an additional allotment for compensatory education, special education, vocational 

education, education of the gifted and talented, teacher education and staff 

improvement, general adult education, and incentive grants. The fund also 

includes monies for drivers' education, sick leave with pay for teachers, and 

for maintaining libraries and other teaching materials in public schools which 

had previously been funded as separate categorical items. 

.!/ Letter from Attorney General Andrew P. Miller to Delegate W. Ray Smith 
dated February 7, 1973. 

±..I Commonwealth of Virginia, Second Report of the Task Force on Financing 
The Standards of Quality for Virginia Public Schools, (Richmond: July, 1973) 
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Basic Operations' Appropriation 

The largest single component of the basic school aid program is the 

basic appropriation for regular day school activities. It accounts for 

83 percent of the 1974-75 appropriation under this item and in terms of 

total state aid is roughly equivalent to the old basic school aid fund. 

Major changes in the distribution of the basic appropriation are as follows: 

1) A New Measure of Local Fiscal Capacity--In addition, to the true

value of real estate used in the old basic school aid formula, the measure 

of local fiscal capacity for distributing the basic operations' appropriation 

includes personal income and taxable sales (see Table 6.2). The effect of 

this change raises the relative capacity of central cities and the majority 

of small urban areas and lowers the relative capacity of most rural areas 

and developing suburban areas. As for established suburban areas, the result 

is roughly a 50-50 split between those communities having more or less 

capacity under the new composite measure. These outcomes reflect the 

concentration of personal income and retail sales in the urban areas. 

A key decision in the construction of the new measure of fiscal capacity 

was the choice of a standardizing unit. As shown in Table 6.2, both population 

and ADM were selected. In terms of the distribution of funds, capacity per 

capita measures favor those localities with a low ratio of public school 

children to total population--a characteristic of areas with colleges, military 

installations, heavy proportions of working age or elderly residents, or 

large percentages or private school enrollment. Capacity per ADM, on the 

other hand, favors those areas with a high ratio of public school enrollment to 

total population. The logic for including both of these units into a single 

measure of fiscal capacity rests on the assumption that in a crude way, per 

capita capacity allows for the noneducational costs of local government 

which must be financed from local fiscal capacity while per ADM amounts 
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Fiscal Capacity to Finance Public Education in Virginia," by Dr. John L. Knapp of the Tayloe-Murphy Institute, University of Virginia (February, 1973). 
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emphasize the role of education in local budgets. As for the effects, central 

cities plus college and military areas are the primary beneficiaries of the 

use of the per capita measures while established suburban areas benefit most 

from the inclusion of the ADM amounts. 

2) A New Standards of Quality Cost--For 1973-74, the standards quality

cost per pupil was derived by calculating the required statewide number of 

instructional, administrative, and support personnel based on specific pupil

employee objectives set by the Department of Education. These amounts were 

then multiplied by the state minimum salary scale for each class of personnel 

to get total salary costs. Added to this amount was an additional allowance 

for support costs not included in the salary component which was estimated 

from the actual operating expenses that local school boards experienced during 

1970-71. The total of these two items was then divided by total ADM for the 

state to arrive at the standards of qua�ity amount per pupil. This was set 

at $628 per student in ADM. 

Under the new standards of quality program for 1974-75, the computations 

for calculating the basic per pupil cost have been simplified. The new 

personnel standard provides for state reimbursement of eligible positions on 

the basis of 48 professional positions (limited to directors of instruction, 

supervisors, principals, assistant principals, teachers, visiting teachers, 

librarians, and counselors) per 1,000 students in ADM. The total number of 

eligible positions are then multiplied by a single weighted average salary for 

instructional personnel to determine the total salary component. This amount 

is added to an allowance for other supporting costs and divided through by 

total ADM to estimate the basic per pupil cost of the program. For 1974-75, 

this is determined by multiplying a state established salary of $10,046 by 

51,496 reimbursable positions with an allowance of $205 per pupil for other 
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instructional costs. The total of these two elements make up the basic cost 

of $687 per pupil to be funded during the 1974-75 school year. 

3) A New Formula--The new formula for distributing the basic

appropriation of the basic school fund is calculated by multiplying the average 

daily membership of each school division by the standards of quality cost per 

student. The sales tax returned to the division on the basis of school age 

population for the calendar year preceding the fiscal year is then deducted 

and the remaining amount is multiplied by the new local index of fiscal capacity 

to determine the state and local share. The following example illustrates the 

method of distribution for 1974-75: 

1974-75 
ADM 

l 

6,171 $4,239,477 

4 

$717,800 

Col. 3 less 

Col. 4 

$3,521,677 

Required Local Share 

Index Col. 4 x Col. 6 

6 

.41 $1,443,888 

Basic State Share 
Col. 5 less Col. 7 

0 

$2,077,789 

In calculating the basic grant above, it is provided that no locality 

shall be required to raise its total operations expenditure for education 

beyond a certain limit. For 1974-75, the limit is 10 percent plus one-third 

the difference between 10 percent and the total percentage increase in operation 

expenditures as required by the formula. In addition, to protect localities 

from sudden changes in state funding, the basic appropriation also carries 

a no loss provision. This assures localities that unless they experience a 

loss in average daily membership, their share of state funds under this 

appropriation will not be reduced below the amount they received in 1973-74 

from the basic school aid fund. The supplemental fund, and the categorical 

grants for drivers' education, teachers sick leave, and maintaining libraries 

and other teaching materials. For 1974-75, an appropriation of $16.8 million 

was made in addition to the $312.6 million appropriated for the basic 

distribution to guaranty this assurance. 
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Aid for Compensatory Education 

During 1973-74, the federal government made available $35.7 million to 

Virginia for the education of children from poverty backgrounds who were 

performing poorly in reading and other basic skills. Beginning 1974-75, the 

state started a similar program as part of the basic school aid fund to 

provide aid to local school divisions for fifth and sixth grade students who 

participate in a supplemental skill development program in reading and 

mathematics approved by the Department of Education. The amount of the 

reimbursement for each school division in 1974-75 is expected to be roughly 

$300 times the number of 1972-73 fourth grade pupils who scored at or below 

the twelfth percentile, national norm, on the Science Research Associates 

Achievement Tests of Reading. The appropriation for 1975-76 provides for 

$300 times the number of 1972-73 fourth graders who scored at or below the 

twelfth percentile plus 80 percent of those who participated in the skill 

development program in the prior year. Localities which are expected to 

benefit from this aid are mainly the central cities and rural areas where most 

of the children who will be eligivle for this aid are located. 

In evaluating the state's approach toward providing aid for a compensatory 

education program, two possible arguments against using test scores to distribute 

funds are (1) that "it rewards failure" and (2) that the test scores are 

unreliable. Considering the merits of these arguments, the first assertion 

appears weak if the test scores are used in the early years as a diagnostic 

device to measure the skills with which the schools have to work. Whether 

reading scores taken from fourth graders can provide a suitable indication of 

these skills, however, remains to be seen. As for the second argument, if 

correct, it makes a case for improved tests rather than their abandonment. 

It is along these lines that the Department of Education is looking into the 
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possibility of whether criterion-referenced tests can more adequately measure 

the skills development of Virginia's students. 

Incentive Grants 

Another new concept incorporated into the basic school aid fund for this 

biennium is an allowance for incentive funds. Payments under this appropriation 

will provide aid to those localities whose operation expenditures exceed the 

required local expenditure as computed under the basic appropriation formula. 

During 1974-75, $3.8 million will be available for distribution under this 

item - an amount which is expected to match 2 1/2 percent of the additional 

operation expenditures incurred by local school divisions. For 1975-76, 

incentive funds will be increased to $8.3 million which is anticipated to 

represent roughly 5 percent of the excess expenditure. The main beneficiaries 

of these grants will probably be the large central cities and the established 

suburban areas because of their relatively higher salary scales and greater 

supporting costs. Although these grants are envisioned to distribute aid 

to those localities who make an extra effort toward providing a quality 

education, their payment in part will reflect the differential in the structure 

of local prices. To this extent, they will compensate for the naive 

assumption that all localities across the state can purchase the ingredients 

of a quality educational system for the same price ($687 per pupil). The 

amount of reimbursement for those localities who have to pay higher costs, 

however, will be small. 

Aid For Special Education, Gifted And Talented Students, And Vocational Education 

In the past, local school boards have been aided for providing education 

to exceptional types of students through separate categorical grants from 

the state. As a result, no attempt was made to relate the costs of these 
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programs to the appropriations provided for regular day school students. In 

contrast to this approach, the new system of educational finance recognizes 

the fact that children of various degrees of exceptionality and aspirations 

require different levels of expenditure and attempts to reimburse localities 

for 100 percent of the additional costs of these programs over and above the 

regular day school allotment. To provide for this assistance, appropriations 

totaling $36.6 million were included in the 1974-75 basic school aid fund to 

aid localities in the instruction of special education students, gifted and 

talented students, and vocational education students. These funds are 

distributed on a flat grant basis according to the number of full-time 

equivalent students in each category and the amount of reimbursement varies 

with the condition of exceptionality and/or the content of the individual 

program. For special education, these amounts range from $90 in excess cost 

for students with speech handicaps to $850 in excess expenses for multiple 

handicapped children. For vocational education, the range goes from no 

additional cost for classroom instruction in business exploration, general 

business or beginning typewriting, to an excess expense of $300 for students 

engaged in the training of food occupations, auto mechanics, bric.klaying, 

building trades, cabinetmaking, commercial foods, machine shop, power 

mechanics, industrial maintenance mechanics, mine machine repair, printing, 

sheet metal, welding, auto body repair, and diesel mechanics. Payments for 

gifted and talented students, on the other hand, are set at $30 per pupil 

for 1974-75 and $40 per pupil for 1975-76. In addition, the number of 

students eligible for reimbursement under the gifted and talented grant is 

limited to 3 percent of the total number of pupils in ADM in each locality 

for each year of the biennium. 
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Teacher Fringe Benefits 

As mentioned earlier, the state in the past has paid 100 percent of the 

employer's share of Virginia Supplemental Retirement System, Social Security, 

and group insurance benefits for teachers and clerical personnel employed 

by local school boards. For 1975-76, however, the payment for Social Security 

benefits will be limited,for professional and instructional staff, to the 

employer's cost of 48 positions per 1,000 students in ADM and the employer's 

cost of instructional salaries not to exceed an average of $10,528. This 

change will restrict the amount of funding to the number of state aid 

positions and the amount of reimbursable salaries required by the new personnel 

standard. The logic for making this change follows the line of reasoning that 

the state should concentrate its funds primarily on the components required 

to meet the minimum quality program. The impact of this move will probably 

affect the high fiscal capacity areas more than any other type of locality in 

the state. Since they tend to pay high salaries and have low pupil-teacher 

ratios, they have generally received proportionately more state aid in fringe 

benefits than the lower fiscal capacity areas. 

Additional Reform Measures 

The reform measures instituted for the 1974-76 biennium go a long way 

toward providing for a more equitable distribution of state funds for education. 

Improvements to the new system, however, could be made on two fronts. First, 

the new aid formula makes little recognition of the differences in local 

costs. Nonetheless, the notion that a single SOQ cost is applicable to the 

entire state is naive. Because of other job opportunities and the effect 

of urban living costs on labor supply, urban areas must pay higher teacher 

salaries than rural areas. Land costs and construction costs are also 
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likely to be higher in urban areas.!/ For these reasons, an effort should be

made to build crude cost index factors to apply to different areas within 

the state. 

Second, the new system of state aid makes no provision for the costs 

incurred by local school divisions for capital outlay and/or debt service. 

In 1973-74, these expenses constituted roughly 19 percent of total local 

expenditures for education and were financed almost entirely from local funds. 

A more comprehensive distribution of state aid could account for the fact 

that localities (especially those in rapidly developing areas) make a 

substantial effort in the form of capital spending. Additional state aid, 

even at the modest amount, of 10 percent of capital outlays would have provided 

an extra $13 million for local school buildings and equipment during 1973-74. 

State Aid For Welfar�/ 

On January 1, 1972, the state assumed the local share of welfare 

assistance costs for old age assistance, aid to the permanently and totally 

disabled, aid to families with dependent children, and aid to the blind. 

However, all of these programs with the exception of aid to families with 

dependent children were taken over completely by the federal government 

on January 1, 1974. This change left localities responsible for their share 

of administration costs and public assistance costs for the three state-local 

programs--general relief, foster care, and hospitalization of the indigent. 

In addition, localities will continue to be responsible for part of the costs 

of the federally sponsored day care and work incentive programs. 

1/ See "Equal Dollars, Unequal Help--States Should Make Allowances for 
School Cost Differentials," Search (The Urban Institute), Vol. 3, No.l 
(January-February, 1973), pp. 1-4. 

J:./ For more information on this subject see Chapter IV, pp. 318-319. 
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One alternative would be for the state to take over the local assistance 

costs for the three state-local programs. Had this been done in fiscal year 

1973-74, the cost would have been $9.4 million with a large proportion of the 

assistance provided to central cities with high welfare loads. This 

alternative would continue to leave localities responsible for their share of 

all administration costs. In fiscal year 1973-74 their share would have been 

$7.8 million if based on 20 percent of administrative costs. Take-over of 

the local share of day care services and work incentive programs would have 

cost an additional $906,373 in fiscal year 1973-74. 

A more far-reaching proposal would be a complete state take-over of local 

welfare costs. This could be accomplished with a continuation of the existing 

local administrative structure, a move toward regionalization, or full 

absorption of administration by the state government. An approach which would 

continue the existing local administrative structure would have cost the state 

approximately $11.7 million in fiscal year 1973-74. This estimate assumes the 

circumstances prevailing as of January 1, 1974 when the federal government 

became responsible for all administrative and program costs for old age 

assistance, aid to the permanently and totally disabled, and aid to the blind. 

The $11.7 million figure is probably a low estimate since if the state 

were to take over full costs there would be a rise in benefit levels as all 

communities were brought up to state standards. 

Uncertainty about the future role of the federal government is a factor 

that cannot be ignored. A fundamental change in the welfare system could 

eliminate local� and possibly state, burdens for this large and fast growing 

sector. 
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State Aid for Highways 

Highways are primarily a state function in Virginia, yet certain types 

of local governments--municipalities of 3,500 or more, and Arlington and 

Henrico counties--make large outlays financed from their own resources. In 

1972-73 these local governments spent $86.3 million but received aid of $32.1 

million.!/ Thus, for localities operating their own systems, roughly three out 

of every five dollars of expenditures for highways came from local sources. 

In contrast, many counties have virtually no highway costs because the state 

provides for all maintenance and construction. 

Additional aid to local governments that maintain their own highway systems 

would be a significant form of aid because highway expenditures are one of their 

more important costs of government. The present payments of $2,500 per lane 

mile for urban extensions of primary routes and $1,500 per lane mile for certain 

other streets could be increased and given a closer relationship to actual costs 

of maintenance. Furthermore, state aid could be provided for traffic police, and 

the state's share of new construction costs could be increased from the present 

85 percent. 

A more far-reaching proposal would be to merge the highway fund into a trans

portation fund and make funds available for helping localities with the cost of 

subsidizing other forms of transportation such as bus and rapid transit systems.1/ 

!/ See Table 6.3. The data were taken from a survey conducted by the
Institute of Government at the University of Virginia. Although the survey 
uses prescribed procedures of the United States Bureau of Public Roads, it relies 
heavily upon the accuracy of local reporting. Localities in Virginia do not use 
a standardized accounting framework so there are differences in how costs are 
charged. For example, one locality might charge to "utility expense" street work 
associated with installation of utilities; another locality might charge this to 
"road construction expense." 

1/ Beginning 1973-74, approximately $5.5 million was distributed to those 
cities which had to purchase local bus systems and roughly $6.0 million was pro
vided for those localities building fringe parking lots and bus shelters. This 
and future aid will be administered by the Department of Highways. 



Item 

Receipts: 

Total receipts from local sources!-/ 

Total receipts from state government 

Total 

Disbursements: 

Total direct highway disbursements 
for capital outlay 

Total direct highway disbursements 
for maintenancg1 Interes�1on debt-
Othei-" 

Total d/;yect highway disburse
ments-

Intergovernmental transfer�/ 

Debt redemption 

Total disbursements 

TABLE 6.3--HIGHWAY FINANCES OF VIRGINIA LOCALITIES FISCAL YEAR 1972-73 

Localities QJ:!erating Their Own S;t:stems 
MuniciJ!!lities Arlington 

5,000 to 50,000 and and Henrico 
Under 5

1
000 49,999 Over Counties 

$2,645,762 $11,523,545 $17,721,961 $ 5,161,413 

1,165,593 8,001,562 17,154,593 5,739,219 

$3,811,355 $19,525,107 $34,876,554 $10,900,632 

$ 475,873 $ 5,325,841 $15,394,443 $ 1,774,853 

1,640,124 7,200,283 14,620,710 3,446,167 
9,469 484,415 3,074,851 622,887 

1,461,981 5,233,698 10,069,105 3,772,475 

$3,587,447 $18,244,237 $43,159,109 $ 9,616,382 

189,208 1,344,481 3,049,809 

34,700 583,389 5,256,397 1,284
1
250 

$3,811,355 $20,172,107 $51,465,315 $10,900.632 

Total 

$37,052,681 

32,060,967 

$69
1
113

1
648 

$22,971,010 

26,907,284 
4,191,622 

20,537,259 

$74,607,175 

4,583,498 

7,158,736 

$86,349,409 

91 State 
Supported 
Counties 

$10,532,242 

169,539 

$10,701,781 

$ 83,018 

113,520 

10,505,243 

$10,701,781 

$10,701,781 

Total, All 
Localities 

$47,584,923 

32,230,506 

$79,815.429 

$23,054,028 

27,020,804 
4,191,622 

31,042,502 

$85,308,956 

4,583,498 

7,158,736 

$97,051,190 

!.I Includes net receipts from parking facilities and indirect street functions (street cleaning, street lighting, sidewalks, and storm sewer and drainage facilities). 

p_/ The original report did not classify interest on debt as a direct highway disbursement. 

c/ The $31,042,502 total for all localities was composed of estimated costs for undistributed highway equipment, general administration and engineering, highway and traffic 
police, and miscellaneous disbursements. 

�/ Composed mainly of the localities' share of state road construction expenditures. 

Source: Institute of Government, University of Virginia, "Cost of Financing Virginia Municipal Highways, Fiscal Year Ended June 30, 1973," (Charlottesville, University of Virginia, 
1975). 
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The cost of expanded state participation would depend on the program 

selected, but to give some order or magnitude, a switch from the present 2 to 

3 state - local ratio of financing to a 1 to 1 ratio would have cost the state 

about $11 million in fiscal year 1972-73. This amount would have been re

leased for additional road spending or for other uses by localities. 

State Aid For Health 

The State Department of Health now operates all local health departments with 

the state bearing the major share of their costs (the state share varies from 

55 percent to 82 percent of the costs depending upon local ability to pay as 

measured by the true value of real property). Generally, the central cities pay 

larger percentages of cost than rural areas. A new method of deriving local 

shares could be developed which would pay the same share for all localities. The 

logic for this proposal would be that the present formula is a poor measure of 

ability to pay if one considers the differential incidence of public health loads 

and differing expenditure burdens of various localities. Moreover, expenditures 

on health provide benefits beyond local boundaries so there is an argument for 

greater state participation. Ninety percent funding by the state in 1973-74 

would have required an additional $12.4 million • .!/ 

!./ Expenditure data for fiscal year 1973-74 was supplied by L. Thayer,
Fiscal Director of the Department of Health. 
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Revenue Sharing 

The term "re.,enue sharing" is now popularly associated with the 

federal program, but the concept also applies to state government. 

In Virginia, we already have revenue sharing with the sales and use 

tax, A.B.C. profits, and the wine and spirits tax. Although additional 

revenue sharing could be applied to many sources of revenue, we concen

trate on the two largest sources, the individual income tax and the 

sales and use tax. 

Individual and Fiduciaries Income Tax 

If the individual income tax rates were increased enough to 

produce additional revenues, as discussed in Chapter III, considera

tion might be given to sharing part or all of the addition with 

local governments. Such a step would be very similar to a local income 

tax if the basis for distribution were taxpayer residence, the prin

cipal difference being that the tax would be universal rather than 

optiona1 • ..!/ If the shared revenues were distributed on the basis of

some other factor, such as population, employment, incidence of poverty, 

or tax effort, there would be an element of geographic distribution 

with the extent determined by the allocator used. 

In 1973, several states shared their income tax revenues. In 

Illinois, one-twelfth of net state individual and corporate income 

!/ See the section on the local income tax for the advantages

and disadvantages of this new local tax source. Obviously, they would 
respectively become the disadvantages and advantages of state revenue 
sharing through the individual income tax. 



-428-

tax receipts were shared with localities on the basis of population. 

Michigan's revenue sharing plan distributed approximately 9 percent 

of individual income tax receipts, one-half to counties on the basis 

of population, and one-half to cities based on their tax effort times 

their population. New York also had a revenue sharing plan; 18 percent 

of individual income tax collections were distributed to localities 

on the basis of population with double weighting for cities. In 

Wisconsin, the revenue shared with the localities, approximately 

$265.4 million, was distributed on the basis of population, general 

property tax effort and the value of public service corporation prop

erty. The two largest contributors to the $265.4 million were the 

individual income tax (about 25 percent of its revenues) and the 

corporate tax (about 50 percent of its revenues).l/ 

The Sales and Use Tax 

Presently, all cities and counties in Virginia impose a 1 percent 

local option sales and use tax in addition to the 3 percent state levy. 

One-third of the state tax is distributed to localities on the basis of 

their proportion of the state's school-age population. The local 

option portion of the tax is collected by the state and returned to the 

locality from which it was collected. 

Prior to and after its adoption, the distribution of the state 

sales and use tax has been a regular source of debate, primarily because 

of the difficulty in reaching a consensus on what constitutes an 

"equitable" distribution. Some possible meanings of equity in regard 

1/ Advisory Commission on Intergovernmental Relations, Federal
State-Local Finances: Significant Features of Fiscal Federalism, 
1973-74 Edition (Washington, D. C.: Government Printing Office, 
1974), pp. 79-81. 
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to the distribution of the sales tax are: 

1. Revenues should be distributed to the localities where the
taxpayers reside. This statement may be interpreted in two
ways. In the first case, revenue would be distributed to
each locality on an equal per capita basis. This would
imply that the public needs of a locality are strictly
determined by the number of people residing in that
locality. A second approach would distribute revenue
on the basis of the proportion of taxable sales made
to residents of each jurisdiction. This distribution
formula may be justified if the final incidence of the
tax falls upon the ultimate purchaser. The main difficulty
with this approach is measuring the taxable sales of
residents, since most residents do not restrict their
expenditures to one jurisdiction.

2. Revenues should be distributed to the locality that is
the place of sale. This approach either assumes that
the incidence of the tax is on the retailer or that a
locality has a right to a tax collected within its
boundaries.

3. Revenues should be distributed to the locality by some
index of a locality's tax effort. This approach would
reward localities that have a high effort while penal
izing those with a low effort. Thus, localities that
make greater use of their available resources will
receive a larger amount of state aid.

4. Revenues should be distributed to the locality where
there is a need for funds. This approach is hampered
by the lack of a universal definition of need. Need
can be legitimately measured in a number of ways, but
the problem is that people will often measure need by
the criteria which gives them the most aid. The
problem therefore becomes one of agreement.

The above definitions of equity are irreconcilable. There is no 

universal guide to say which is correct, for all contain certain value 

judgments, and, to some extent, they represent an attempt to measure the 

unmeasurable. The present system uses criterion number 2 for the local 

option and number 4 for the local share of the state tax by assuming 

that the proportion of school-age population is a reasonable indicator 

of need. 

There are a number of ways in which the distribution of the sales

tax could be changed. If the present tax base and rates were not 
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altered, then the changes would involve the total proportion going 

to localities and/or the distribution among the localities. The present 

distribution could be changed to one based on place of sale or on a 

new index of need. 

One alternative would combine elements of criteria 2 and 4. This 

proposal would guarantee an amount for each locality equal to 1 percent 

of its taxable sales. However, if this amount were less than the amount 

received by the locality under the existing formula (school-age popula

tion), it would continue to receive the larger amount. In this way 

the existing formula can be changed so that no locality would receive 

a smaller dollar amount of revenue. It is conventional wisdom that 

a distribution plan based on the place of sale helps localities that 

have high per capita taxable sales either because of high per capita 

income, large shopping areas, or a combination of the two. Consequently, 

localities with high per capita sales do not fare as well with a 

distribution on the basis of school�age population. The reverse is 

true for localities with low per capita sales. 

The end result of this proposed distribution formula is that the 

total amount distributed to localities would be larger. In fiscal year 

1973-74, the local share of state sales tax revenues would have been 

$135 million compared with $110 million under the existing plan. The 

$25 million difference would have been financed from the state's 

general fund. 

If the state sales and use tax were increased from 3 to 4 percent, 

the new revenues could be used for revenue sharing with the increase 

distributed on the same basis as the present local share of the state 

tax (school-age population) or on some new basis such as place of sale. 

If the revenues were distributed by taxable sales, the result would 
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be basically the same as an increase in the local option rate from 1 

to 2 percent • .!/ As noted above, distribution by place of sale would 

be very advantageous for those localities with high per capita taxable 

sales, which includes most centra� cities. If Alexandria, Charlottesville, 

Lynchburg, Norfolk, Richmond, and Roanoke had received their 1973-74 

local share of the state tax on the basis of place of sale rather than 

school-age population, they would have received an additional $13 

million. The 1 percentage point addition to the sales tax allocated 

by place of sale would have provided them with an extra $29 million. 

Most smaller cities and suburban counties with well developed shopping 

areas would also have gained. Offsetting these gains would have been 

lower amounts for the remaining areas. 

The preceding remarks have applied to the existing tax base for 

the sales and use tax. Expansion of the base to include selected 

services such as barber shops, car washes, dry cleaners, and repair 

shops would have increased the yield by 10 percent. Conversely, 

�emption of food products now taxed would have reduced the yield 

from the present base by 23.9 percent. 

1/ See the section on the local sales and use tax for the
advantages and disadvantages of increasing this local tax source. 
Of course, they would respectively become the disadvantages and 
advantages of state revenue sharing through the sales and use tax. 
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New Local Tax Powers 

The Local Individual Income Tax 

Although the local individual income tax has had a limited history, 

beginning in Philadelphia in 1939, it has developed into an important 

revenue source for a large number of localities. Over 4,200 jurisdic

tions in ten states have adopted a local individual income tax (see 

appendix Table A.8). Although these numbers may overstate the actual 

importance of the tax, since two states, Ohio and Pennsylvania, account 

for over 3,700 jurisdictions, the number of localities utilizing indi

vidual income taxes has grown consistently. Of Virginia's neighboring 

states, Kentucky and Maryland have localities with local individual 

income taxes. 

Local individual income taxes vary to some extent in the ten states, 

but they can be placed into two categories. The first is a payroll 

tax. This tax is a limited income tax covering only the earned portion 

of income - wages and salaries, or payroll, while allowing the unearned 

portion of income (i.e., dividends, interest, capital gains, rent, 

estates and trusts, etc.) to escape taxation. The second basic category 

is a comprehensive income tax that taxes all income in a manner similar 

to state individual income taxes. The tax may be administered by the 

individual locality itself or "piggybacked" onto the state tax. This 

section will discuss the advantages and disadvantages of income taxes, 

examine the local income tax plans of Indiana, Iowa, and Maryland and, 

finally, present the revenue implications of a local individual income 

tax in Virginia. 
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Advantages and Disadvantages of Local Income Taxes 

Although there is some diversity in the specific local individual 

income taxes in the ten states, they all share a number of common 

advantages and disadvantages. One of the most important advantages of 

the local income tax is that it is a potentially large source of addi• 

tional revenue for localities based on the ability-to-pay theory of 

taxation, a principal not applicable to many local sources of revenue. 

In addition, the taxation of income covers a base responsive to economic 

activity while the present workhorse of local revenues, the property 

tax, leaves much to be desired in this respect. The responsiveness to 

economic activity means that as income increases over time so will 

income tax revenues. Another factor that makes it a large source of 

revenue is its ability to reach commuters. This is especially important 

to the larger, central cities, which have individuals working in the 

city and using city services but residing elsewhere. 

The local income tax leads to a diversification of the local tax 

structure. Most localities are heavily dependent on a few sources for 

most of their revenue (e.g., property tax, sales tax, license taxes, 

etc.). The inclusion of individual income taxation would allow a 

locality the option of turning to another source for revenues rather 

than increasing present taxes. Moreover, allowing localities to impose 

this tax would give them the opportunity to lower or eliminate other 

taxes, especially those that appear to be particularly onerous. 

The local income tax also has a number of advantages in the admin

istrative area if tied to the state base. A local income tax is a 

complex tax that requires a skilled and expensive enforcement apparatus. 

However, if the local tax is combined with and based on the state income 

tax, the tax becomes administratively efficient because the enforce

ment and administrative apparatus is already in place. 
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The local option nature of the tax also yields advantages. Since 

the individual locality could make the decision to utilize the tax, it 

would presumably be based on local needs and preferences rather than 

the needs of the entire state. This distinction in local needs would 

not be possible with a state income tax. Moreover, the locality could 

be free to select an appropriate rate of tax based on its own individual 

revenue needs. 

A local income tax may be more acceptable to taxpayers because 

it could be more visibly tied to local needs. In addition, it could 

conceivably be tied to the mandatory reduction of other taxes. In 

this respect it may tend to make governing bodies more economical and 

efficient as the sole responsibility for imposing the tax rests squarely 

upon the locality. Local taxpayers would have a clear choice between 

no tax and no new government benefits or a tax and the resulting 

package of government goods and services. 

On the other hand, local income taxes have a number of disadvantages. 

One major disadvantage results from the traditional, exclusive state 

use of income taxation. The individual income tax has become a major 

source of revenue for a number of states. Allowing localities to tax 

income would divest these states of their ability to utilize the full 

potential of their primary revenue source. In Virginia it would also 

reduce the state's borrowing powers, since locally imposed taxes would 

not be counted in the state's borrowing base. Although the income tax 

is a large source of revenue for the state, this would not be the case 

for every locality. Low income localities could not obtain the same 

revenue from the income tax as high income localities. Thus, the local 

income tax would not benefit all localities to the same extent. 
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Another disadvantage is the potential nonuniform adoption of the 

tax. In some states only a single locality or a few have enacted a 

local option income tax. This spotty enactment could lead to the 

migration of taxpayers away from these tax areas. In addition, those 

localities with the tax could aggregate nonuniformity by choosing varying 

tax rates. 

Another major disadvantage of the local income tax concerns the 

treatment of commuters. As already mentioned, part of the attraction 

of the local income tax to central cities is that it reaches individuals 

working in the city but residing elsewhere. In most cases, if the 

locality of employment has a tax while the locality of residence does 

not, the commuter is subject to a lower rate of tax than is the resident 

who actually works in that locality. If the locality of residence also 

levies a local income tax, then there is the problem of which tax district 

is entitled to the tax. 

The final disadvantage concerns possible administrative drawbacks. 

The first involves withholding for localities with different rates. 

Unless all localities adopt the tax and use the same rate, a large 

employer, with employees living in several surrounding jurisdictions, 

may find it difficult to apply a number of varying rates. If he used 

one rate, many employees would be inconvenienced by overwithholding or 

underwithholding. Another administrative problem concerns part year 

residents of a locality with an income tax. Which locality would 

receive the revenue? Also, would fractional years of residence between 

localities within the state cause any allocation problems? Finally, 

the use of the state base does provide administrative benefits to the 

locality but it does deprive localities of control over their income tax 

base. Future changes at the state level would affect local income tax 

revenues. 
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An Examination of Local Income Taxes 

The Indiana Plan 

In July, 1973, Indiana implemented a program designed to provide 

counties with 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 (County Adjusted Gross 

Income Tax) 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. The base of the local 

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

both taxes to be collected by the Indiana Department of Revenue. The 

Indiana individual income tax rate is a flat 2 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 1�73 amount minus the property tax replacement credit, (i.e., 

the amount of CAGIT revenue required to be used for property tax relief). 
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Thus, as revenue from the local income tax increases, property tax 

collections must decline. We must note 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 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 assess-

ments 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 

0.5% rate 

0.75% rate 

1.0% rate 

Third and all subsequent years 

0.5% rate 

0.75% rate 

1.0% rate 

Percent of CAGIT revenue 
used for property tax relief 

50 

66 2/3 

75 

50 

33 1/3 

50 

50 

33 1/3 

25 

As of July 1, 1975, a total of 38 of Indiana's 92 counties will 

have 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 if the 

local county council so acts prior to April 1 of that year. 
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An additional feature of Indiana's new tax package is that revenue 

from an increased state sales and use tax is being used to finance a 

Property Tax Relief Fund • .!/ This fund is used to reimburse all localities

for a 20 percent credit allowed against local taxpayers' property tax 

liabilities. A taxpayer's property tax liability is defined as the prop

erty tax payable in a given year plus the amount that the tax due has 

been reduced by 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. 

In addition to having the standard advantages and disadvantages of 

local option individual income taxes, the Indiana plan has some unique 

features. A specified portion of the local revenue must be used to 

decrease local property taxes, thereby depriving the locality complete 

freedom in the use of local revenue. In this respect the plan has 

achieved its goal in those localities that have chosen to implement 

it. Property taxes have declined in those localities by the required 

amounts by substituting local income tax revenues. 

Another noteworthy aspect of the Indiana program is the flat tax 

rate used by the localities. Although most local income taxes have flat 

tax rates, they are at variance with the progressive rate schedules of 

most state income taxes. In Indiana, a flat rate was authorized for 

localities largely because of the state's flat rate. We must note that 

a flat tax rate is not as responsive to changes in economic activity 

:!/ 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 consumption from the tax base. 
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as a progressive tax. In addition, it does not follow the ability-to

pay principal as closely as a progressive tax. A flat rate local option 

tax could be offered for adoption to Virginia localities, and the state 

and local income tax combined woul� be progressive. However, the local 

option tax by itself would not be progressive. 

We must also note that the localities adopting the plan have gen

erally been outside the large urban population centers. This unexpected 

result can probably be attributed to a number of factors. The program is 

relatively new, and the number of counties adopting CAGIT is steadily in

creasing. Also, part of the money must be used to decrease property taxes. 

As a result, localities do not gain as much from a straight local income 

tax. Moreover, the local governments are under less pressure to find 

alternative revenue sources in Indiana than in practically any other state. 

For example, in state and local general revenue collected from own sources 

per $1,000 of personal income, Indiana ranked 48th out of all the states 

and the District of Columbia in fiscal year 1972-73 • .!/

The Iowa Plan 

The Iowa plan for providing localities the option of a local income 

tax is similar in concept to Indiana. A local option individual income 

tax is made available to school districts to increase the quality of 

educational facilities and is an alternative to increasing property 

taxes. 

The Iowa state school foundation program enacted in 1971 allows 

any of the 463 school districts to levy each year, for the school 

general fund, a foundation property tax of $.54 per one hundred dollars 

.!/ U. s. Bureau of the Census, Governmental Finances in 1972-73,
GF 73, No. 5 (Washington, D. C.: Government Printing Office, 1974), 
p. 45.
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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, whichever is less. 

If a school board wishes to spend more than is permitted under this 

law, the board in an effort to increase the quality 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 individual income tax collected in the 

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

individual income tax. 

In comparison to the Indiana plan, the major area of difference 

is that the Iowa income tax is viewed not as an attempt to lower property 

tax revenues, but as an alternative to an increase in property taxes and 

then only for educational purposes in any of the 463 school districts. The 

advantage of the Iowa plan is that voters are given the option of increasing 

education expenditures through a local surtax on the state income tax base. 

The surtax, of course, is very similar to a "�iggyback" tax. Because the 

surtax is based on the state's progressive income tax rates, it makes the 

local tax conform more closely to the ability-to-pay principal of taxation. 

We should note that the procedure for adopting the local income tax 

is rather complex because of the necessary referendum for each small 

school district. In addition, because the surtax is determined by the 
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required education expenditures, the resulting rates can be different 

in each locality and in theory have no limit. Up to this point not 

one school district has decided to enact the local surtax for increasing 

expenditures on education. 

The Maryland Plan 

In 1967 Maryland modified its practice of sharing a portion of 

state income tax revenues by requiring all 23 counties and Baltimore 

City to adopt a "piggyback" type of local income tax based on state 

income tax liability. All 24 subdivisions were required to impose a 

local income tax of not less than 20 percent or more than 50 percent 

(in multiples of 5) of the state income tax. Administration of the 

tax is handled by the state, and the locality pays a pro rata share 

of the administration and collection expenses. 

Maryland's state rate schedule is as follows: 

Taxable Income 

First �1,000 
$1,001 - $2,000 
$2,001 - $3,000 
over $3,000 

Rate 

2% 
3% 
4% 
5% 

and taxable income closely parallels federal taxable income. 

result for Maryland is a progressive income tax. 

The 

The Maryland local income tax plan is a pure form of income tax; 

the locality can select the rate of surtax and use the revenues for any 

purpose. The following table illustrates the actual rates that are 

imposed for a sample of the options: 

Taxable Income 20% Option 

First $1,000 .4% 
$1,001 - $2,000 .6% 
$2,001 - $3,000 .8% 
over $3,000 1.0% 

Effective 
30% Option 

.6% 

.9% 
1.2% 
1.5% 

Tax Rate 
40% Option 

.8% 
1.2% 
1.6% 
2.0% 

50% Option 

1.0% 
1.5% 
2.0% 
2.5% 
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At the present time, 21 of the 24 localities impose the maximum 50 

percent option. As the table shows, this would require rates ranging 

from 1.0 percent to 2.5 percent on taxable income over $3,000. Only 

New York City and Philadelphia impose rates that are higher. 

The tax is collected by the state at the time of filing for the 

state return, and taxpayer compliance is simplified because the tax 

is based on state liability. The commuter problem has been reduced 

because all localities have the tax. All taxpayers are thus liable to 

an income tax in the locality of residence. 

The Maryland local income tax has afforded the localities the 

option of raising revenues through the income tax rather than further 

utilizing existing revenue sources. It appears that part of the local 

income tax revenue has gone to tempering the increase in property taxes. 

This decreased reliance in the property tax can be seen by observing 

the trend in the percentage of property tax revenues to total local 

revenues from own sources. In fiscal year 1965-66, before the local 

income tax was adopted, this percentage was 71.3 percent for Maryland; 

in fiscal year 1972-73 it had declined to 52.3 percent. For all 

local governments in the U. S. the percentage was 67.3 percent in 

fiscal year 1965-66. In fiscal year 1972-73 this reliance had declined 

slightly to 62.4 percent. To further highlight the decreasing reliance 

on property taxes in Maryland, the property tax revenues in Maryland 

grew at a slower rate than the national average from fiscal year 1965-66 

to 1972-73.1/ 

In an effort to place a limit on how much of the base the state 

will have to share, Maryland has restricted the maximum local share to 

!/ U. S. Bureau of the Census, Governmental Finances in 1972-73, 
GF 73, -No. 5 (Washington, D. C.: Government Printing Office, 1974), 
pp. 31-33. 
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50 percent of the state liability. It is important to note that all 

but 3 localities are at this limit. At the past session of the Maryland 

legislature there was pressure to raise this limit to 65 percent. This 

particular measure was defeated, but it does illustrate that in any 

local option income tax plan there will be pressure on the state to 

share a larger portion of the base. 

Alternatives for Virginia 

Before we discuss alternatives for Virginia, we must note that 

although the individual income tax is a major source of local revenues 

in ten states, it is not presently available to local governments in 

Virginia. Section 58-151.04 of the Code of Virginia prohibits local 

governments from imposing any tax or levy upon incomes. Thus, the 

adoption of a local option individual income tax in Virginia would 

require a modification of this section. 

The examination of local individual income taxes, specifically 

those of Indiana, Iowa, and Maryland, has presented a number of options 

for consideration. In Virginia one plan that has received notice 

recently has been the Indiana CAGIT option that ties a flat rate, local 

option individual income tax to a mandatory reduction of property taxes. 

Of course if this link with property tax reduction were not desired, 

only the income tax part of the plan could be adopted. The requirement 

that a portion of local revenues be used for property tax relief could 

be implemented by placing a limit on property tax revenues and requiring 

that a portion of local income tax revenues be used to reduce local 

property taxes. The tax could be on a local option basis with the 

existing state and local administrative facilities handling the adminis

tration. Each locality would be free to decide if it wanted to tap 

this source of revenue. 
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Of course, Virginia's individual income tax is progressive; if 

a progressive local income tax were desired then a tax based on a 

certain percentage of state liability would be more appropriate. Such 

a tax would be similar to the local "piggyback" tax in Maryland. 

Table 6.4 presents the amount of revenue that would have been raised 

in 1972 if selected Virginia localities had adopted this type of local 

income tax. The table presents the revenue yield of a 10, 20, and 

30 percent "piggyback" individual tax on state liability. 

Local Corporate Income Tax 

In addition to considering the local taxation of the income of 

individuals, we must also note the alternative of taxing corporate 

income locally. At present, only a few larger localities in Pennsylvania, 

Kentucky, and Ohio tax corporate income. 

Although the local corporate income tax could yield substantial 

revenues in some of the larger localities of the Commonwealth, it has 

one major drawback -- determining the proportion of net income derived 

within the locality. The state uses a three-factor formula, based on 

sales, property, and wages and salaries, to allocate and apportion 

Virginia income from total income. The allocation problem is more 

difficult at the local level because of smaller geographical boundaries, 

lack of selected corporate records, and the potential cost of an 

effective program to enforce the provisions of such a local tax. 

Another drawback would be its negative impact on prospective industries 

considering Virginia sites and for Virginia industries contemplating 

expansion. 



County 

Augusta 
Buckingham 
Chesterfield 
Fairfax 
Floyd 
Lunenburg 
Northumberland 
Rappahannock 
Wise 

Alexandria 
Chesapeake 
Norfolk 
Norton 
Richmond 
Roanoke 
Suffolk 
Waynesboro 

Virginia Total 

TABLE 6.4--REVENUE IMPACT OF VARIOUS LOCAL OPTION INCOME TAX RATES FOR 
SELECTED LOCALITIES, TAX YEAR 1972 

1972 
Income Tax Revenue Im:eact at Selected Local O:etion Rates 
Collection lU Percent 20 Percent 30 Percent 

$ 2,413,931 $ 241,393 $ 482,786 � 724,179 
311,629 31,163 62,326 93,489 

8,270,346 827,035 1,654,069 2,481,104 
68,708,573 6,870,857 13,741,715 20,612,572 

360,403 36,040 72,081 108,121 
394,933 39,493 78,987 118,480 
462,420 46,242 92,484 138,726 
230,083 23,008 46,017 69,025 

1,824,339 182,434 364,868 547,302 

15,328,200 1,532,820 3,065,640 4,598,460 
5,651,769 565,177 1,130,354 1,695,531 

14,709,933 1,470,993 2,941,987 4,412,980 
270,609 27,061 54,122 81,183 

19,201,354 1,920,135 3,840,271 5,760,406 
6,593,548 659,355 1,318,710 1,978,064 
2,317,971 231,797 463,594 695,391 
1,294,463 129,446 258,893 388,339 

$364,516,929 $36,451,693 $72,903,386 $109,355,079 

SOURCE: Virginia Department of Taxation, De:eartment of Taxation Annual Re:eort, 1973-74, 
{Richmond: November, 1974), p. 28. 

I 

I 
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Local Sales and Use Tax 

Introduction 

All localities impose a 1 percent local option sales and use tax 

that is collected by the state and returned to localities by place of 

sale. In fiscal year 1973-74, the localities of Virginia received 

$113,028,109 in revenues. The revenues from this local sales tax are 

directly tied to the sales tax base, which depends on the level of 

economic activity in each locality. This relationship is clearly 

evident after an examination of the revenues in the different localities. 

In fiscal year 1973-74, the largest amount was received by Fairfax 

County and equalled $11,785,841, or 10.4 percent of total local sales 

tax revenues. The other side of the spectrum was represented by 

King and Queen County, which received $17,731, or 0.02 percent of 

total collections. Obviously, localities have a different view of the 

importance of the local option sales tax. Because the sales tax is 

one of the largest sources of revenue for most localities, many people 

suggest an increase in the local option rate as a viable method of 

providing additional revenue to localities. 

The first section will examine the concept of a local option sales 

tax and the practices in other states. The next section will consider 

the advantages and disadvantages of such a concept. The final section 

will examine the revenue potential of such a measure statewide and for 

a select group of localities to provide a general idea of the relative 

amounts of revenue available to various localities. 

Practices in Other States 

An increase in the local option sales and use tax would involve 
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an increase in the maximum allowable rate that localities are allowed 

to impose. On September 1, 1966, the localities were provided the 

option of imposing a local sales and use tax of 1 percent. All of 

them made use ot this option, and the result was a uniform statewide 

rate of 4 percent (3 percent state and l percent local). Even though 

l5 states have localities that impose some type of local sales tax. 

Virginia is one of the few states where there is a uniform, combined 

state and local sales and use tax rate in every locality. Among our 

neighboring states there is varying behavior. Kentucky, Maryland and 

West Virginia do not have local sales taxes. On the other hand, North 

Carolina and Tennessee allow localities to impose a local sales tax, 

In North Carolina, a large majority of counties levy a 1 percent local 

sales tax while in Tennessee about one-half of the counties levy a 1 

percent local and a few municipalities levy a local tax of either .5 per

cent or 1 percent. In both these states the combined tax rate is neither 

uniform nor does it extend to every locality. 

Advantages and Disadvantages 

There is no question that an increase in the allowable. local 

option sales and use tax rate would provide localities a sizable in

crease in revenues. There are, however, advantages as well as dis� 

advantages to this alternative. 

The sales tax is a relatively broad based tax reasonably re

sponsive to economic activity. Over the years it has provided the 

Co1111lOnwealth a stable, albeit increasing, amount of revenue, These 

features are characteristics of an efficient tax and are certainly 

desirable when compared to some other revenue sources presently avatl

able to localities. The tax is desirable for administrative reasons 

as well. The tax relies on the state sales tax base and is collected 
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and administered by the state. Thus, the localities are free from any 

administrative, enforcement, or collection problems. 

Another important advantage of the local option would be that only 

those localities that needed additional revenues would have to utilize 

this option. Those localities that feel no need to have additional 

revenues would be free to leave their rate unaltered. In addition, if 

the option were raised from 1 percent to 2 percent, localities could 

be allowed to accept only part of the additional option rate, thus 

raising only the necessary revenue in each particular locality. This 

provision would be slightly different from the present requirement that 

if localities choose to adopt the local option, they must implement the 

1 percent rate. 

The first disadvantage is the increase in the combined state and 

local sales tax rate. If the permissable local option rate were in

creased to 2 percent, the combined Virginia rate could become 5 percent. 

Not only would this make the option of increasing the state rate in the 

future much more difficult, but in the present time period it would place 

the combined rate near the highest in the region. 

If the localities were allowed to adopt an increased rate and if 

some opted not to change or selected varying rates, the results would 

destroy Virginia's uniform sales tax rate structure. This situation 

would have several harmful effects. Merchants in nearby localities 

with different rates would have unfair advantages/disadvantages. Out

of-state sellers voluntarily registered to collect the tax might dis

continue collections rather than segregate the locations of sale on 

their returns because varying tax rates are a bookkeeping burden on 
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sellers.!/ 

Another major disadvantage of a local option sales tax is that it 

would raise substantial revenues in certain localities, especially urban

ones, that have a higher level of economic activity, but would not raise

large amounts of revenues in other localities. In addition, certain 

central cities where growth in retail trade is relatively slow and where 

fiscal burdens are concentrated would perhaps not be helped as much as 

other localities by this option. Finally, this additional local option 

would short change the state with respect to its borrowing power be

cause such locally imposed taxes cannot be counted in the state's 

borrowing base. 

Revenue Potential 

The aggregate revenue potential of the local option sales tax is 

substantial. An increase in the local option rate to, say, 2 percent 

and its adoption would double the present revenue yield of the local 

option tax. In fiscal year 1973-74 revenues from the local option would

have doubled from $113,028,109 to $226,056,218, and each locality would 

have received twice as much revenue from the local option tax. Table 

6.5 presents the estimated revenue from this increased local option 

tax in fiscal year 1973-74 for a sample of 17 selected localities. 

This sample should hopefully present an idea of the revenue potential 

involved for various types of localities. 

!/ Federal legislation is pending that would allow states with 
uniform tax rates to require out-of-state sellers to collect their tax 
(even though the seller had no place of business or salesmen located 
in that state). The legislation would not allow jurisdictions with 
varying tax rates to have this advantage. The federal legislation is 
aimed at enticing states to become uniform in their tax law. Should 
this legislation become law, Virginia could be denied large amounts 
of revenue if combined rates did not remain uniform. 
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TABLE 6. 5 --REVENUE IMPACT OF A 2 PERCENT LOCAL 
OPTION SALES TAX ON SELECTED LOCALITIES, 

FISCAL YEAR 1973-74 

County 

Augusta 

Buckingham 
Chester£ ield 
Fairfax 
Floyd 
Lunenburg 
Northumberland 
Rappahannock 
Wise 

City 

Alexandria 
Chesapeake 
Norfolk 
Norton 
Richmond 
Roanoke 
Suffolk 
Waynesboro 

Virginia Total 

Actual 1973-74 
1 Percent Local 
Option Revenue 

� 702,226 
101,961 

1,435,246 
11,785,841 

87,704 
140,628 
105,356 

44,907 
700,773 

3,811,977 
1,439,587 
8,009,279 

197,561 
9,445,924 
3,787,599 

840,967 
589,069 

$113,028,109 

Estimated 1973-74 
2 Percent Local 
Option Revenue 

$ 1,404,452 
203,922 

2,870,492 
23,571,682 

175,408 
281,256 
210,712 
89,814 

1,401,546 

7,623,954 
2,879,174 

16,018,558 
395,122 

18,891,848 

7,575,198 
1,681,934 
1,178,138 

$226,056,218 
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, License Taxes 

Introduction 

In Virginia certain businesses, professions, and occupations are 

subject to state and local license taxes. These license taxes perfol'll 

a dual function, since they are used to regulate certain activities and/ 

or to produce revenue. The various rates of tax on these activities 

differ between localities, but generally they are either a fixed fee, 

a percentage of gross receipts, or a combination of the two. State 

license taxes are usually on a fee basis, and total collections repre

sent less than 1 percent of general fund revenues. 

License taxes have been subject to widespread criticism in recent 

years. For example, the local license taxes based on gross receipts 

have been critized because they often bear little relationship to 

the rates of return of the various businesses. They have also been 

viewed as discouraging to an otherwise desirable and profitable 

business activity in a locality because of extremely high rates. At 

the state level, the license taxes represent an insignificant pro

portion of state revenue and no longer provide principal regulatory 

influence; as a result, they are viewed as nuisance taxes. 

This section will weigh the importance of local license taxea •• 

a source of revenue. It will discuss the current inequities in the 

structure of the tax:, outline the effects of the tax on the taxpayer 

and the community, and look briefly at the regulatory role of local 

license taxes. Variations in tax treatment of different claaaes of 

business and of businesses within the same class will be examined within 

localities, and the tax treatment of similar activities will be compared 

between localities. A discussion of alternatives to the local licenae 
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taxes will then follow. In addition, there will be a similar discussion 

of state license taxes and alternatives to them. 

Local License Taxes 

The Significance of License Taxes as a Revenue Source 

Although the local business, professional, and occupational license 

taxes are not large revenue producers when compared to total revenues 

or to major revenue sources like the real property tax, they do provide 

substantial amounts of supplemental revenue to many localities. Table

6.6 shows the license tax revenue collected by Virginia cities and 

selected counties in fiscal year 1972-73 and compares it to total revenue 

raised locally.l/ License tax revenue represented approximately 7.8 

percent of the locally raised revenues for cities and ranged from as 

little as 3.3 percent to as much as 16.1 percent of total collections. 

For the counties shown, license tax revenue ranged from less than 1 per

cent to more than 8 percent of total local revenue but represented a 

smaller proportion of county revenue than city revenue, or approximately 

3.4 percent. While the ratio of revenues from these taxes to total 

local revenue is quite small in some localities, we must note that 

even a ratio of approximately 5 percent represents from $2.5 to $4.8 

million in cities as large as Alexandria and Norfolk; a ratio of approx

imately 2 percent represents as much as $4.5 million for a county the 

size of Fairfax. 

Since license taxes in most localities are levied on gross receipts 

with only some regard for business costs and profitability, license 

1./ Since license taxes are levied primarily in metropolitan 
localities, the counties selected for Table 6.6 represent those 
counties within Virginia standard metropolitan statistical areas
(SMSA) known to levy license taxes. 
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TABLE 6.6--REVENUES FROM LOCAL BUSINESS, PROFESSIONAL, AND OCCUPATIONAL 
LICENSE TAXES IN VIRGINIA CITIES AND SELECTED COUNTIES, FISCAL YEAR 1972-73 

Percent Business, 
Business, Professional, Professional, and Occu-

City�/ 
and Occupational Total Loc,1 pational License 

License Revenue Revenue!?. Revenue to Total 

Alexandria $ 2,506,942 $ 44,315,493 5.7 
Bedford 58,024 870,008 6.7 
Bristol 229,012 2,900,008 7.9 
Buena Vista 64,208 1,042,923 6.2 
Charlottesville 853,234 10,751,549 7.9 

Chesapeake 774,231 19,084,902 4.1 
Clifton Forge 72,069 966,048 7.5 
Colonial Heights 99,184 3,027,360 3.3 
Covington 117,982 1,818,850 6.5 
Danville 743,829 8,070,979 9.2 

Emporia 84,301 826,572 10.2 
Fairfax 552,720 8,737,384 6.3 
Falls Church 363,920 4,538,488 8.0 
Franklin 90,066 1,495,573 6.0 
Fredericksburg 652,740 4,062,298 16.1 

Galax 119,489 1,405,749 8.5 
Hampton 1,552,512 26,302,973 5.9 
Harrisonburg 420,507 4,146,189 10.1 
Hopewell 269,394 4,903,272 5.5 
Lexington 86,149 1,317,535 6.5 

Lynchburg 1,443,392 14,855,005 9.7 
Martinsville 329,191 3,964,610 8.3 
Nansemond 187,425 4,287,674 4.4 

Newport News 2,644,602 36,477,205 7.3 
Norfolk 4,815,500 86,070,289 5.6 

Norton 76,776 815,554 9.4 
Portsmouth 1,518,979 23,393,681 6.5 
Radford 61,933 1,479,940 4.2 
Richmond 11,100,383 96,414,652 11.5 
Roanoke 3,455,808 26,999,388 12.8 

Salem 308,445 4,577,259 6.7 
South Boston 136,655 1,398,986 9.8 
Staunton 321,051 4,541,042 7.1 
Suffolk 

Virginia Beach 2,128,524 35,685,280 6.0 

Waynesboro 324,859 4,027,566 8.1 
Williamsburg 350,960 3,024,209 11.6 
Winchester 539,090 4,914,334 11.0 

Sub-Total $39,454,086 $503,510,827 7.8 
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TABLE 6.6--REVENUES FROM LOCAL BUSINESS, PROFESSIONAL, AND OCCUPATIONAL LICENSE TAXES

IN VIRGINIA CITIES AND SELECTED COUNTIES, FISCAL YEAR 1972-73 (continued) 

Percent Business,

Business, Professional, Professional, and Occu-
and Occupational Total Loc

i
! pational License

License Revenue Revenue£ Revenue to Total

County 

Albemarle $ 138,623 $ 8,347,057 1. 7 
Amher1;1t 2,896 2,069,619 0.1 
Arlington 4,865,346 68,881,561 7.1 
Augusta 270,469 5,869,638 4.6 
Bedford 1,628 3,659,019 0.04 

Campbell 2,267 4,456,509 0.05 
Chesterfield 516,520 28,478,321 1.8 
Dinwiddie 15,649 1,873,709 0.8 
Fairfax 4,514,213 215,127,390 2.1 
Gloucester 54,314 1,830,685 3.0 

Goochland 28,455 1,584,176 1. 8
Hanover 2,146 4,838,878 0.04
Henrico 3,258,322 41,552,804 7.8
James City 163,228 3,010,258 5.4
Loudoun 2,300 11,319,484 0.02

Prince George 40,832 2,065,663 2.0 
Roanoke 363,337 14,026,464 2.6 
York 19,350 4

2
272

2
349 0.4 

Sub-Total $14,259,895 $423,263,584 3.4 

Total $53,713,981 $926,774,411 6.0 

!!I Excludes those cities where a separate breakout of business, professional, and 
occupational license taxes was not available. 

b/ Includes only locally raised revenues, such as real and personal property 
taxes, bank taxes, miscellaneous fees, and the local option sales tax, but does 
not include any revenues distributed to localities from the state or federal govern
ment. 

SOURCE: Unpublished reports of the Auditor of Public Accounts, Commonwealth 
of Virginia. 
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taxes provide a stable source of local revenue. Recently the growth 

of license tax revenues has almost been assured because of the impact 

of inflation on gross receipts. However, the traits of gross receipts 

taxes that make them particularly difficult for localities to give up 

are the same traits that make them seem burdensome to the taxpayer. 

The Equity Implications of Gross Receipts Taxes 

There are several ways that we can analyze the equity of gross 

receipts taxes, but the analyses will differ depending upon which 

theory of taxation local governments choose to employ. One theory of 

taxation presumes that taxes should be based on the taxpayer's ability 

to pay. Based on this theory individuals or businesses with less 

income or profit should pay less tax than taxpayers with larger amounts 

of income or profit. This theory also declares that the tax liabilities 

of individuals or businesses should be equal when their incomes or 

profits are equal. Contrary to this theory, the other theory of taxa

tion states that the amount of tax for each member of a cotmDUnity 

should be based on the proportion of public services that he has 

required relative to the rest of the community and to the cost incurred 

by government in providing the services. We can see that these two 

theories are not compatible with each other. For example, even though 

a business may have operated at a loss, it may have required extensive 

police and fire protection. The first theory would say that this 

business should pay no tax, but the second theory would maintain that 

the firm still had an obligation to pay for its share of public 

services. 

If the structure of local business, professional, and occupational 

license taxes were predicated on the theory that tax liability should bear 

a relationship to the demand for and benefit derived from public 
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services, then some measure of these benefits would be necessary. 

Since it is extremely difficult to determine the exact value (i.e., 

benefits) of public services such as fire or police protection on a 

firm-by-firm basis, we must approximate their value by some other means. 

If we were to assume that benefits could be equated with business 

volume, there exist several possible bases for taxation. James B. 

O'Neal, Jr., who authored a manual in 1959 for use by Virginia munici

palities in establishing a local license tax, has identified three 

volume-related bases--gross receipts, value added by handling, and 

classified gross receipts •. !/

Gross receipts refer to total money collected by a firm for the 

sale of goods and services. Because a tax based on gross receipts 

relies on a single factor and a single tax rate for all businesses, 

it is straightforward and relatively easy to administer. Although a

gross receipts tax does base tax liability on the extent of market 

use, businesses view it with disfavor since it makes no allowance for 

the different profit margins, and thus ability-to-pay, inherent to 

various kinds of businesses. 

A tax on the value added by handling, or gross receipts less 

the costs of input goods and services, bases tax liability on the 

value of the productive service provided by the individual or firm. 

Since the value added concept does compensate for various markup rates 

used by different businesses, it is more acceptable to many taxpayers 

in terms of ability-to-pay than a gross receipts tax. However, if 

the idea is to equate the value of benefits from public services to 

1./ James B. O'Neal, Jr., Municipal License Tax Manual, Joint
Report No. 13, (Richmond and Charlottesville: League of Virginia 
Municipalities and Bureau of Public Administration, University of 
Virginia, 1959), p. 5. 
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business volume, a value added tax begins to diverge from the cost

benefit theory of taxation. Furthermore, a tax based on value added 

by handling is more complicated to calculate; thus, it is a more 

difficult tax to administer. 

Classified gross receipts partially combine features of each of 

the first two bases. A classified gross receipts tax differs from a 

straight gross receipts tax in that it employs various tax rates for 

different classes of business. The various tax rates are often de

termined by the relative differences in the ratios of value added to 

gross receipts {i.e., operating ratios, gross profit margins, or 

profitability) for classes of business that tend to have similar ratios.

Classes of businesses whose value of productive services generally 

bears a larger relationship to gross receipts are taxed at a higher 

rate than classes whose ratio of value added to gross receipts is 

smaller. For example, under a classi{ied gross receipts tax, a business 

class for which the ratio of value added to gross receipts is generally 

double the ratio of another business class might be subject to a tax

rate twice the rate applied to the second business class. While this 

type of taxation appears to gain greater approval from taxpayers in 

terms of ability-to-pay than a straight gross receipts tax, it too 

deviates from the theory of taxation that calls for a relationship 

between tax liability and benefits from public services. The administra

tive advantage of a classified gross receipts tax is that even though 

various tax rates may be employed, they are levied on a single factor 

for all businesses • .!/

!/ James B. O'Neal, Jr., Municipal License Tax Manual, pp. 6-9.
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Classified gross receipts taxes appear to be the most prevalent 

form of local license taxation in Virginia. As a result, we can 

surmise that local governments have tried to mix the cost-benefit 

theory of taxation with either the ability-to-pay theory or other ex

traneous factors. Gross receipts offer a proxy measure of public 

service benefits that local firms receive; however, the various tax 

rates levied on different classes of business cause the cost-benefit 

theory to be violated. This can be shown in the following example. 

Consider firm A and firm Bin locality X each with gross receipts of 

$200,000. Both use the market to the same extent, and each establish

ment is thus assumed to require about the same public services. If 

locality X levied a classified gross receipts tax on firm A at a rate 

of 30 cents per $100 of gross receipts and firm Bat a rate of 75 cents 

per $100, firm A would pay a $600 tax and firm B would pay $1,500. 

Cost-benefit analysis would call for both firms to be taxed equally. 

Table 6.7 shows the various tax rates and the taxable gross re

ceipts tor eight Virginia localities with classified gross receipts 

taxes. Because license taxes are primarily levied in metropolitan 

areas, the eight localities shown in the table represent a central 

city and a suburban county or city from each of the four major metro

politan areas of Virginia--Northern Virginia, Richmond, Tidewater, and 

Roanoke. The seven classes of business for which tax rates are given 

represent all but two of the broad classes in which O'Neal identifies 

similar operating ratios • .!/ These seven seem to embrace most of the 

business and professional activities subject to local license taxation. 

The other two classes not shown are manufacturers and amusements; we 

did not include them because manufacturers were only subject to license 

1/ James B. O'Neal, Jr., Municipal License Tax Manual, p. 30. 



TABLE 6.7--A <DPARISON OF BUSINESS, PROFESSIONAL, AND OCCUPATIONAL 
LICENSE TAX RATES IN SELECTED METROPOLITAN LOCALITIES, AS OF DECEMBER, 1974 

Arlington Henrico Richmond 
Business Class and Tax Rate Count! Alexandria Count! CitJ: Norfolk 

R�tail Merchants 
Fixed Fee $25.00 $30.00 $30.00 $30.00 $38.50 
Tax Rate (Per $100) 35¢ 35¢ 30¢ 50¢ 33,;: 
Taxable Gross Receipts All receipts over $8,570 All receipts All receipts over $3,000 

Wholesale Merchants 
Fixed Fee $25.00 $25.00 $30.00 $30.00 $50.00 
Tax Rate (Per $100) 8¢ 11¢ 20¢ 25¢ 15¢ 
Taxable Gross Receipts!/ All receipts Over $22,727 Gross purchaseg/ All gross All gross 

over $10,00� purchases purchases 

Professional Occupations 
Fixed Fee $25.00 $30.00 $30.00 $30.00 $38.50 
Tax Rate (Per $100) 1.00 60,;: 75,;: 1.58 77,;: 
Taxable Gross Receipts All receipts Over $5,000 All receipts All receipts over $3,000 

Personal Service Occupations 
Fixed Fee $25.00 $30.00 $30.00 $30.00 $38.50 
Tax Rate (Per $100) 65,;: 35¢ 30¢ 50,;: 38.5¢ 
Taxable Gross Receipts All receipts Over $8,570 All receipts All receipts Over $3,000 

Business Service Occupations 
Fixed Fee $25.00 $30.00 $38.50 
Tax Rate (Per $100) 35¢ �5¢ 38.5,;: 
Taxable Gross Receipts All receipts Over $8,570 Over $3,000 

Repair Service Occupations 
Fixed Fee $25.00 $30.00 $30.00 $38.50 
Tax Rate (Per $100) 35¢ 35¢ 50¢ 38.5¢ 
Taxable Gross Receipts All receipts Over $8,570 All receipts Over $3,000 

Contractors and Contracting 
$60.ooM Fixed Fee $25.00 $30.CO $30.00 $38.50 

Tax Rate (Per $100).!:,/ 35¢ 15¢ 19¢ 19.8¢ 
Taxable Gross Receipts All receipts All receipts All receipts Receipts to $500,000 

Virginia 
Beach 

$25.00 
25¢ 

Over $2,500 

$50.00 
12¢ 

Over $2,500 

$25.00 
73¢ 

over $2,500 

$25.00 
50,;: 

Over $2,500 

$25.00 
32¢ 

Over $2,500 

$25.00 
50,;: 

Over $2,500 

$50.00 
17,;: 

over $5,000 

Roanoke 
County 

$25.00 
15¢ 

All receipts 

$50.00 
35¢ 

Over $3,000 

$25.00 
15,;: 

over $500 

$25.00 
15¢ 

Over $500 

$25.00 
15,;: 

Over $500 

$25.00 
15¢ 

over $500 

$25.00 
15,;: 

Over $1,000 

Roanoke 
__fil!L. 

$55.00 
55,;: 

All receipts 

$55.00 
33¢ 

All receipts 

$20.00 
· 1.10

Over $4,000 

$55.00 
55,;: 

All receipts 

$55.00 
17,;: 

All receipts 

!.I Certain localities levy a tax on the gross purchases of wholesalers in place of a groas receipts tax. Those shown in this table include Henrico Clounty, Richmond City, and 
Norfolk. 

"!i./ Henrico County levies a 17¢ tax per $100 of gross purchases in excess of $5 million but less than $10 million; a 15,;: tax per $100 is levied on gross purchases in excess of $10 
million. 

£/ The rates shown are for "non-fee basis" contractors. The rates for "fee-basis" contractors and the localities that levy them are as follows: 
Henrico County, $1.50 per $100 of gross receipts; Richmond City, 1.58 percent of fees; Norfolk, 1.265 percent of fees. 
In addition to the rate shown above the "non-fee basis" contractors in Norfolk, a tax of 1.1,;: per $100 is levied on gross receipts over $500,000. 

g/ An additional $60 is levied for gross receipts totalling more than $25,000. 

SOURCES: Paul K. Casey, Tax Rates in Virginia Cities and Selected Counties: 1974, Joint Report No. 32, (Richmond and Charlottesville: Virginia Municipal League and Institute of 
Govermnent, University of Virginia, April, 1975), pp. 35�57; see also sections of local ordinances dealing with licenses. 

I 
... 
..,, 
.., 
I 
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taxes in one of the eight localities and because the rates for amuse

ments varied depending upon the type of amusement • .!/

The preceding example of how various classes of business are 

treated differently within a locality and how the cost-benefit theory 

of taxation is violated could apply to any one of the eight localities 

shown in Table 6.7. Tax rates for the various classes of business 

within these localities vary by as much as 12 times each other. Busi

nesses with equal gross receipts and thus with about the same apparent 

requirements for local services would have substantially different tax 

liabilities. We can demonstrate the differences in treatment if we 

compare the tax loads of various professions and businesses in a given 

locality. If we first compare the treatment of a retail merchant to a 

manufacturer within any of the eight localities, we note a substantial 

difference. Consider a department store and a manufacturer in the city 

of Roanoke each with gross receipts of $1 million. The manufacturer 

is subject to no gross receipts tax, but the department store is taxed 

at 55 cents per $100 of gross receipts and must pay $5,555.1/ Secondly, 

assume that a barber and a physician both conduct businesses in the city 

of Richmond, and each has gross receipts of $50,000 per year. The 

barber is taxed at the personal service rate of 50 cents per $100 of 

gross receipts, but the physician is taxed at the professional occu

pation rate of $1.58 per $100. The tax liabilities of the barber and 

physician are $280 and $820, respectively. A final example weighs the 

treatment of contractors against the treatment of both repair and 

business services in the city of Alexandria. If a plumber (contractor), 

.!I 
Alexandria levies a flat $30 fee on manufacturers. 

1:..1 Tax liabilities also include the fixed fees shown in Table 
6.7. 
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an upholsterer (repair service), and a printer (business service) in 

Alexandria each have gross receipts of $25,000, the plumber pays a 

tax of $60 while the upholsterer and printer pay $117.50, or almost 

double the tax liability of the plumber. In each case, two operations 

may have similar demands for services provided by local government, 

but one would pay less tax or even no tax for its share of benefits. 

If the rationale behind a classified gross receipts tax is com

pensation for the differences in operating ratios among business 

classes and therefore a better relationship to the taxpayer's ability 

to pay, the logic is not altogether sound. Even with the various tax 

rates adjusted so that more profitable businesses are taxed more 

heavily, there is no provision for the various subclasses of businesses

within a broad category that have profit margins above or below the 

operating ratio indicated for the category. We can show how classified

gross receipts taxation fails to meet the ability-to-pay test with 

Tables 6.8 and 6.9. Table 6.8 has the operating ratios for the 

seven broad categories of business identified in the earlier table, 

and Table 6.9 further refines the ratios for various types of retail 

activity • .!/ These data indicate that certain retail merchants are

generally more profitable and probably better able to pay taxes than 

others. At the same time, if a locality were to tax retail merchants 

as a general class, which is the usual case, a grocer and a furniture 

retailer with equal gross receipts would bear disproportionate tax 

loads relative to their ability to pay. With local gross receipts tax 

.!/ The most refined data available in Statistics of Income for
various subclasses of broad business activities are for retail 
merchants; although each of the other business classes could probably 
be broken down in a similar fashion, we chose retail merchants for 
this reason. 



TABLE 6.8--RATIOS OF VALUE ADDED TO GROSS 
RECEIPTS FOR SIMILAR BUSINESS ACTIVITIES, 1970 

Business Class 

Retail Merchants 
Wholesale Merchants 
Professional Occupations 
Personal Service Occupations 
Business Service Occupations 
Repair Service Occupations 
Contractors and Contracting 

Percent Value Added 
to Gross Receipts 

28.1 
17.7 
92.9 
61.4 
42.9 
51.4 
22.2 

SOURCE: Internal Revenue Service, Statistics of Income: 
Business Income Tax Returns, 1970, (Washington: U. S. 
Government Printing Office, September, 1973), pp. 4-16 and 
p. 36.

TABLE 6.9--RATIOS OF VALUE ADDED TO GROSS RECEIPTS FOR 
RETAIL MERCHANTS BY PRINCIPAL ACTIVITY AND IN GENERAL, 1970 

Principal 
Retail Activity 

Building Materials, Hardware, 
and Farm Equipment Stores 

General Merchandise Stores 
Food Stores 
Drug and Proprietary Stores 
Automobile and Truck Dealers 
Apparel and Accessory Stores 
Furniture, Home Furnishings, and 

Equipment Stores 

ALL RETAIL STORES 

Percent Value Added 
to Gross Receipts 

24.9 
36.5 
20.6 
30.5 
15.2 
37.0 

35.2 

28.1 

SOURCE: Internal Revenue Service, Statistics of Income: 
Business Income Tax Returns, 1970, (Washington: U. S. 
Government Printing Office, September, 1973), pp. 11-13. 
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rates tied to general operating ratios for broad classes of businesses, 

there is probably little consolation to the grocer to know that he is 

subject to a lesser tax rate than a professional person or a business 

service enterprise. 

We can make a similar analysis for the treatment of professionals. 

Listed below are the ratios of value added to gross receipts for four 

subclasses of the professional occupation group:.!/ 

Physicians and Surgeons 
Attorneys 
Engineers and Architects 
Certified Public Accountants 

Percent Value Added 
to Gross Receipts 

96.6 
95.9 
79.0 
97.5 

While three of the four professions appear to be almost equally profit

able and thus to have equivalent abilities to pay, engineers and 

architects show less profitability. In localities where these four 

subclasses are taxed at a single rate for professional occupations, as 

is the usual case, engineers and architects would receive less than 

equitable tax treatment. 

In addition to not providing for differences in the ability to 

pay of subclasses within a broad group, classified gross receipts tax

ation does not provide for the variations in profitability that 

correspond to various sizes of business. Table 6.10 shows the operating 

ratios by the extent of business activity for all retail merchants and 

for three subclasses. We again selected retail merchants because the 

!/ Data source: Internal Revenue Service, Statistics of Income: 
Business Income Tax Returns, 1970, (Washington: U. S. Government 
Printing Office, September, 1973), p. 36. 
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TABLE 6.10--RATIOS OF VALUE ADDED TO GROSS RECEIPTS FOR VARIOUS 
RETAIL ACTIVITIES AND IN GENERAL BY BUSINESS VOLUME, 1970 

Percent Value Added to Gross Receiets 
General Apparel and 

All Retail Food Merchandise Accessory 
Business Receiets Merchants Stores Stores Stores 

$0 - $9,999 38.2 25.6 43.8' 38.1 

$10,000 - $49,999 34.3 21.2 34.2 32.1 

$50,000 - $99,999 32.0 20.0 25.2 33.0 

$100,000 - $499,999 30.3 17.8 25.6 32.9 

$500,000 - $999,999 27.4 17.5 27.6 25.0 

$1,000,000 - $4,999,999 22.9 17.4 29.6 35.6 

$5,000,000 or more 27.9 14.5 13.9' 
* 

* Not available. 

SOURCE: Internal Revenue Service, Statistics of Income: Business 

Income Tax Returns, 1970, (Washington: U. S. Government Printing Office, 
September, 1973) pp. 21, 43-44. 

data are subclassified in better detail than for any other major cate

gory of business. The table indicates that there are fluctuations in 

the profitability of given business activities as the use of the market 

increases. Generally, the ratios of value added to gross receipts de

cline for the businesses shown as business receipts increase to approxi

mately $500,000; thereafter, profitability may increase and then again 

decline. In any case, it is apparent that the differences in profit• 

ability caused by varying size for the business activities shown are

often significant and may vary by as much as 30 percentage points. 
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Thus, a small fashion boutique with gross receipts under $10,000 may 

be better able to pay taxes than a larger ready-to-wear store with 

receipts totalling $500,000. Similarly, a neighborhood food mart with 

gross receipts equal to $40,000 could have a higher profit margin 

than a nationwide grocery chain store whose receipts are $1 million. 

Therefore, with respect to ability-to-pay the tax loads of the larger 

ready-to-wear and grocery chain stores are disproportionate to those 

of the smaller and more profitable boutique and neighborhood food mart. 

We can view still other discrepancies in classified gross receipts 

taxation in terms of ability-to-pay if we consider other fluctuations 

in the profitability of various businesses. Various factors influence 

the profitability of individual businesses. Changes in economic 

activity affect market conditions for certain products or services, 

and changes in business costs affect prices. Inflation has had a 

significant impact on all taxpayers; however, when inflation carries 

prices upward, it also carries gross receipts upward, even though the 

business' costs may rise even faster, leading to a decline in profit

ability. We have shown how declining profitability affects the com

parative tax loads of various business activities, but inflation could 

compound this problem because not all goods and services are subject 

to the same rates of inflation. Table 6.11 shows the consumer price 

indexes for various business activities. Comparing the percent increases 

from 1973 to 1974 for food at home and for apparel and upkeep, we note 

that their respective prices increased by 14.8 and 7.4 percent. This 

would indicate that inflation has had twice the impact on the gross 

receipts of grocers than it has had on clothing retailers, even though 

the two are both retail merchants and are usually taxed at equivalent 
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rates. The comparative increases in fees for medical attention and 

legal services from 1972 to 1973 are 3.3 and 8.9 percent, respectively. 

Again, since both professions are generally subject to the same tax 

rate, inflation has probably had a greater impact on attorneys. We 

can also examine the differences in the year-to-year effects of infla

tion. Table 6.11 indicates that for men's haircuts, which is a personal 

service, prices increased by annual rates of 3.0, 2.2, 6.1, and 8.7 

percent from 1970 to 1974. Thus, the variations in effects of inflation 

within classes complicate tax treatment, and the year-to-year differences 

add further to the problem. Other factors that affect the profitability 

of individual businesses are the relative advantageousness of business 

locations (i.e., access to the market) within the community and the 

differing entrepreneurial abilities of owners. We only note these influences 

and point out that most of the same problems and inequities mentioned

above apply. 

TABLE 6.11--CONSUMER PRICE INDEXES FOR VARIOUS GOODS AND 
SERVICES AND FOR ALL ITEMS BY CALENDAR YF.AR.1 1967•100 

1970 1971 1972 1973 .!lli 

Food at Home 113.7 116.4 121.6 141.4 162.4 
Furniture and Bedding 115.5 119.1 121.1 125.3 136.1 
Apparel and Upkeep 116.1 119.8 122.3 126.8 136.2 
Drugs and Prescriptions 103.6 105.4 105.6 105.9 109.6 
Physicians Fees 121.4 129.8 133.8 138.2 150.9 
Legal Services 124.7 135.5 148.6 161.8 175.5 
Men's Haircuts 119.0 122.6 125.3 132.9 144.5 

ALL ITEMS 116.3 121.3 125.3 133.1 147.7 

SOURCES: U. S. Department of Labor, Monthly Labor Review, (Washington:
January, 1972), pp. 114-119; MLR, (January, 1973), pp. 104-109; MLll, 
(January, 1974), pp. 112-117;�, (January, 1975), pp. 113-118; MLll,
{April, 1975), pp. 109-114. 

� � 
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Another explanation unrelated to any theory of taxation for the 

classification of businesses for purposes of gross receipts taxation 

might be that it enables localities to use the available tax base to 

their advantage; if this is the intent of classification, it can lead 

to inequities that become discouraging to business. When a certain 

business activity is significant within a given locality, it becomes 

a logical source of sizeable amounts of revenue. Tax rates can be 

increased in order to capitalize further on the base that this business 

provides. An example of this kind of classification and the inequities 

that it can produce is the difference in treatment of the hotel/motel 

industry in the eight sample metropolitan localities that were shown 

in Table 6.7. In six of the eight localities hotels and motels are 

classified as separate businesses with the applicable tax rates 

specified in the local ordinances. These localities include the cities 

of Roanoke, Norfolk, Virginia Beach, and Richmond and the counties of 

Arlington and Henrico. In Alexandria and Roanoke county hotels and 

motels are included in the lists of taxable personal services and are 

taxed at the same rates as those given in Table 6.7 for that class. 

However, if we examine the tax rates for each of the six localities 

that classify hotels and motels separately, we find that in four of these 

localities the hotel/motel industry is taxed at the same rate as for 

personal services. 

The two localities with different tax.rates for hotels/motels 

are Arlington county and Virginia Beach, and we note that in these two 

localities the industry is probably more active because of tourism or 

federal government activity than in the other six localities in the 

sample. In Arlington county the difference between the hotel/motel 

rate and the personal service rate is substantial. While personal 
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service enterprises in Arlington county are taxed at 65 cents per $100 

of gross receipts, the hotel/motel industry is subject to a tax of $4 

per $100 of gross receipts in excess of $5,000, or more than six times

the rate for other personal services. Of the $7.2 million in license 

tax collections for calendar year 1974 in Arlington county, more than 

$900,000 came from hotels/motels • .!/ This represented almost 13 percent 

of total license tax revenues, even though the $22.2 million in taxable

gross receipts of Arlington county hotels/motels represented less than

2 percent of the total taxable gross receipts base for the period. In 

Virginia Beach the tax rate for hotels/motels is 46 cents per $100 of 

gross receipts in excess of $2,500 and compares closely to the personal 

service rate of 50 cents per $100 of gross receipts in excess of $2,500. 

License tax collections from hotels and motels in Virginia Beach amounted 

to approximately $90,000 for fiscal year 1973-74 and represented about 

3 percent of the $2.8 million in total license tax revenues. The taxable 

gross receipts of hotels/motels in Virginia Beach were approximately 

$40.0 million, which is roughly equivalent to the hotel/motel base in 

Arlington county and made up an estimated 4 percent of the total taxable 

gross receipts in Virginia Beach. 

We can observe another instance where the reliance on a given 

business activity differs significantly between localities. We estimate 

that the taxable gross receipts of grocers in Henrico county were approxi

mately $133.6 million for fiscal year 1973-74, which is about double the 

1/ Arlington county license tax data by business source were not 
available on a fiscal year basis. All data for calendar year 1974 rely 
on a computer print-out from the commissioner of revenue showing year

to-date totals and entitled Recapitulation of Licenses Issued by the 
Commissioner of Revenue and Monies Paid to the Treasurer of Arlington 
County During the Month of December, 1974. 
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amount we estimate for grocers in the city of Roanoke during the same 

period, or $67.2 million. However, our estimates of tax collections 

from grocers are about the same share of total license tax receipts for 

each locality (10.4 percent for Henrico county and 10.1 percent for the 

city of Roanoke).l/ The reason is that the tax rate applied to retailers

in Henrico county is 35 cents per $100 of gross receipts, while in 

Roanoke city it is 55 cents per $100, or almost double Henrico's rate. 

Thus, we can see how local governments rely differently on a given 

business base and how tax loads consequently differ between localities. 

The Incidence and Effects of Gross Receipts Taxes 

We can also discuss gross receipts taxes in the context of excise 

taxation, for even though the two are nominally different, gross re

ceipts taxes may have effects similar to those of an e.�cise tax on the 

taxpayer and the comnunity in general. An excise tax levied on the 

manufacture or sale of a particular good generally influences the final 

price to the consumer, but the extent of the influence depends upon the 

degree of responsiveness (i.e., elasticity) of the quantities demanded 

and supplied to changes in the price. When demand and supply are both 

elastic to some degree, as is the usual case, the burden of the tax 

cannot be passed entirely from the seller to the buyer but must be 

shared between the two. If the final price of the good to the consumer 

increases as the result of an excise tax, he demands less of it; thus, 

the seller is forced to supply less and resources are shifted to the 

production of other goods not subject to the excise tax. When purchases 

1/ Estimates of the share of total tax rely on data furnished by 
the local commissioners of revenue. Estimates of taxable gross receipts 
rely on the food at home component of the CPI shown in Table 6.11 and 
data from U. S. Department of Commerce, 1972 Census of Retail Trade: 
Virginia, (Washington, D.C.: U.S. Government Printing Office, October, 
1974), pp. 25 and 42. 
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of the taxed good are reduced, consumers may demand more of other tax

free goods. Because resources have been shifted away from the taxed 

good, production of other goods could increase. If we assume that 

other goods are produced in a competitive system under conditions of 

increasing cost, the prices of other goods will rise as production 

expands. Therefore, consumers of both the taxed good and the other 

goods are forced to pay higher prices, and both suffer losses in real 

income and in the satisfaction that they derive from both goods. 

Furthermore, the tax has shifted the allocation of resources from one 

industry to another allowing one to benefit from expanded production 

and higher prices and the other to suffer from reduced production and 

a share of the tax burden • .!/ Our discussion will now turn to the in

cidence of the gross receipts tax, the effects of the tax on prices of 

local goods and services, and the shifting of resources between localities. 

We have noted some of the factors that make it difficult for busi

nesses to transfer the burden of an excise tax to consumers of the 

taxed good. The burden of gross receipts taxes is even more difficult 

to transfer, because such efforts directly affect the tax base. While 

an excise tax is usually added to the price of a particular good at the 

time of sale, gross receipts taxes are levied on the sum of the values 

of all goods and services sold. Therefore, if businesses attempted to 

adjust their prices upward in order to recoup their estimated gross re

ceipts tax liability, they would only increase the tax base and further 

add to total tax liability. For example, assume that a locality in 

which gross receipts for all retail merchants are $1,000 million adopts 

1/ Richard A. Musgrave and Peggy B. Musgrave, Public Finance in
Theory and Practice, (New York: McGraw-Hill, Inc., 1973), pp. 426-432. 
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a license tax of 50 cents per $100 (0.5 percent) of gross receipts. 

Total revenue would be $5 million. Suppose that each merchant estimates

his tax liability and increases his prices by 0.5 percent to provide 

for his anticipated tax bill and still retain the same level of profits. 

If we assume that price increases will not reduce or will reduce very 

slightly the quantity of retail goods demanded, the quantity of retail 

goods supplied would not change or would change insignificantly upon 

adoption of the tax. The gross receipts of all retail merchants would 

approach $1,005 million, and the sum of all tax liabilities $5,025,000. 

Under these circumstances the incidence of the tax would fall primarily 

on consumers, but retailers could never fully avoid bearing some share

of the tax bill. 

Assume now that consumer demand for retail goods declines as 

merchants increase prices. In this case there could be two other effects 

from the adoption of a 0.5 percent gross receipts tax. Gross receipts 

might either remain constant or decline, and tax liability would either 

remain at or fall short of $5 million. In either instance, efforts to 

extract the entire tax from consumers would fail and would cause the 

merchants to lose sales and suffer reduced profits • .!/ As a result, 

the quantity of retail goods available for purchase could decline even 

further as merchants left the locality and as potential retailers chose 

to establish businesses in other localities. 

While each locality may have one or several businesses, professions, 

or occupations on which it relies substantially, these activities 

1/ The question of who bears the ultimate burden of an excise or 
gross-receipts tax is similar to the question of who bears the burden 
of the corporate income tax; there is no definitive answer to these 
questions. See the introduction to the corporate income tax section 
of Chapter III for a discussion of this subject. 
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generally became established in the area after consideration of a 

number of factors. Two such factors are a favorable market for the 

good or service and a favorable tax atmosphere toward the activity 

when compared to other potential locations. If we again examine Table 

6.7, our analysis of the four metropolitan regions represented shows 

the general equivalence of tax rates for most business classes between 

neighboring localities. For example, we note that professionals and 

retailers in Virginia Beach are taxed at rates comparable to the rates 

for those same classes in Norfolk, and wholesalers are taxed at roughly the 

same rate in the city of Roanoke as in Roanoke county. These similarities 

are probably not coincidental but in all likelihood reflect the competition 

between neighboring localities to attract and to keep established busi

nesses (i.e., to preserve the growth of the local tax base) within the 

community. 

Where the differences in tax rates between neighboring localities 

are more sizeable, such as between Arlington county and Alexandria and 

betwee� Henrico county and Richmond for professional occupations, 

several consequences can occur. For Arlington county and Richmond, the 

tax rate for professionals is approximately double that for professionals 

in Alexandria and Henrico county, respectively. These differences may 

be justified if the costs of local services are higher in one locality 

or if a more extensive range of public services is available. If there 

were no such differences it would be clearly adyantageous to taxpayers 

in the professional occupation class to relocate to the locality with 

lower taxes. While a short exodus would probably not affect the demand 

for individual professional services to a great extent (i.e., that most 

clients or patients would probably not be greatly inconvenienced if they 

chose to retain the same services and to travel to nearby localities), 
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it would tend to limit the professional services available in the oria

!nal community and to deplete its tax base. The reverse would occur 

in the community with the lower rates; the availability of professional

services would increase, and the tax base would enlarge. 

However, it may not be a simple or inexpensive matter to relocate 

an otherwise profitable enterprise solely for tax purposes. The previous 

example of the hotel/motel industry and its tax treatment in Arlington 

county demonstrates this problem. Even though the mark.et potential may 

not be much different in nearby Alexandria, where the applicable tax 

rate would be less than one-tenth the rate in Arlington county, it would 

be almost impossible both physically and financially to move. Because 

of the fixed nature of the business, hotels and motels are unlikely to 

exodus; at the same time, prospective hotels and motels considering the 

metropolitan area are likely to choose another locality. Therefore, 

the locality that imposes substantially higher tax rates than its 

neighboring localities risks limiting the'growth of its tax base from 

the exodus of business from the locality or from the reluctance of new 

business to enter it. 

Interregional differences in tax rates might also influence the 

development of new businesses or the expansion of existing businesses. 

For example, even though tax rates in neighboring localities may be 

competitive, they may be considerably different from rates in other

areas of the state. If we compare the tax rates for wholesalers listed 

in Table 6.7 for the Roanoke area to the rates for the same group in 

the Northern Virginia area, we can see the disparity in tax treatment. 

While the two localities .in each area tax wholesalers at almost equiva

lent rates,.wholesalers in the Roanoke area are taxed at rates almost 

three times the rates of the Northern Virginia localities. Moreover, 
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a locality with substantially higher tax rates is at a disadvantage 

both when compared to its neighboring localities and to other areas of 

the state. Suppose that a retailer is considering business locations 

in either the Roanoke area or the Tidewater area. The retailer would 

weigh the tax rates in the city of Roanoke against the much lower rates 

in either Roanoke county, Norfolk, or Virginia Beach. Thus, we can 

surmise that a locality with relatively high tax rates when compared 

to other localities with similar markets and about the same public 

services not only risks limiting the growth of its tax base, but it 

risks limiting the growth of economic activity for all localities in 

the area. 

The Regulatory Role of License Taxes 

In addition to their use as a source of revenue, local license 

taxes are used as a regulatory instrument; some local ordinances in fact 

refer to the tax as a payment in exchange for the privilege to transact 

business. To satisfy certain regulatory requirements of the community, 

localities assess various fixed fees, which are separate from the taxes 

on gross receipts. Fixed fees for the businesses and professional 

activities in Table 6.7 and others viewed as desirable and necessary 

to the community are generally nominal, and the amount of these fees 

is probably indirectly related to the costs incurred by local govern

ment in issuing licenses and performing periodic inspections. 

Public sentiment may, however, require that certain market 

activities be regulated more heavily than others. Such activities are 

not subject to gross receipts taxes but are usually subject to much 

larger fixed fees whose objective is to curtail the activity. For 

example, Richmond requires an annual fixed fee of $3,000 from fortune-
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tellers and a weekly fee of $450 from medicine vendors, and Arlington 

county assesses each massage parlor an annual fee of $5,000. 

It is difficult to determine where the revenue producing role of 

license taxes ends and the regulatory role begins, since regulation 

often is only implied by the subjectivity of the various fixed fees. 

However, the requirement that most activities be licensed enables 

localities to discourage certain activities with relative ease and 

provides an important local safeguard to the public welfare. Because 

both roles are so closely interwoven, attempts to modify or abolish 

license taxes must provide for each. 

Alternatives to the Local License Taxes 

As we have shown in Table 6.6, local license tax collections 

amounted to $53.7 million in fiscal year 1972-73 for all cities and 

certain metropolitan counties. Alternatives to the current provisions 

therefore must be capable of producing the same amount of revenue for 

these localities. They must also retain about the same growth potential 

as the gross receipts taxes, since collections increase at a rate roughly 

equivalent to the inflation rate. In addition, alternatives should 

provide for the regulatory needs of the community. There are a number 

of alternatives that could fulfill these requirements. Several of 

these options would repeal the use of gross receipts taxes and substitute 

another tax on some other base. Each of them provides for the con

tinuation of licensing for regulatory purposes but would separate that 

function from the revenue producing function. Other alternatives would 

provide uniform guidelines to restructure license tax provisions state

wide. We shall now discuss the merits and disadvantages of each of the 

alternatives. 
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Local Income Taxation--Because current law reserves exclusively for the 

state the authority to tax income, the use of classified gross receipts 

taxes by localities may be an indirect method of taxing income. If 

we accept the ability-to-pay theory of taxation as a model for alter

natives, then the option that would best relate to it would be to 

abolish gross receipts taxes and grant localities the authority to tax 

income. An income tax would provide more equity to all the various 

classes and subclasses of businesses, professions, and occupations 

within the locality, since those with equal profits or incoae would 

pay equal amounts of tax. Moreover, an income tax would require 

those activities with higher levels of profits or greater incomes to 

pay more taxes than those at lower levels. Thus, current situations in 

which high volume, low profit businesses must pay large tax bills but 

are less able to pay than smaller, more profitable businesses would be 

corrected. In addition, if the structure of the local income tax 

were the same as for state tax purposes, taxpayers would be able to 

deduct certain business expenses when calculating their taxable income. 

Thus, it would provide more equity to activities whose profitability 

is affected by year-to-year fluctuations in business costs. Since a 

local income tax would provide uniform tax treatment to all classes of 

business within a locality, it would eliminate the reliance by locali

ties on one or several business activities for large amounts of revenue. 

Finally, if each locality levied the income tax �t the same rate, the 

interlocality differences in the tax treatment of similar classes of 

business would disappear, and the availability of some activities and 

services within localities or within certain areas of the state might 

increase. 
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There are two ways that localities could tax income. One would be 

to provide each locality with the option to levy and administer an in

come tax. The other would be to permit a local option "piggyback" in

come tax, whereby the state would administer and collect the tax and 

return the revenue to the localities. While each type of income tax 

could produce the desired equity and diminish interlocality differences, 

we must also consider the negative aspects of replacing the gross re

ceipts taxes with a local income tax.1 1 While a local income tax would 

provide uniform treatment to all members of the locality, it would 

transfer the burden of the current tax to a new set of taxpayers. 

Currently, all forms of business (i.e., corporations, partnerships, 

and proprietorships) must pay the local gross receipts taxes. If the

localities were permitted to use only the individual income tax, the 

incomes of larger, corporate businesses would not be included in the 

tax base. However, the incomes of smaller partnership and proprietor

ship businesses and subchapter S corporations as well as the income of 

private individuals would be subject to the tax. The smaller businesses 

could claim that compared to larger businesses they receive inequitable 

treatment. In all likelihood, private individuals would object to the 

tax, since for them it would not replace any other visible tax. Thus, 

the tax bills of corporate businesses would be reduced, with small 

businesses and private individuals assuming the load. 

If the state were to further expand loc�l authority to permit 

taxation of corporate income, the income tax would capture all 

corporate businesses including manufacturers. In most localities, 

!/ For a 
of the various 
that discusses 

more detailed discussion of the advantages and disadvantages 
types of local income taxes, see the section of this chapter 
this subject. 
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manufacturers are not currently subject to license taxes, or pay only a 

minimal fee. Thus, the tax could represent one more negative factor 

both for prospective industries considering Virginia sites and for 

Virginia industries contemplating expansion. Another problem with a 

local corporate income tax is that it would be difficult for firms to 

determine the proportion of net profits derived in local jurisdictions. 

Finally, unless the local corporate income tax were quite substantial 

it would not produce as significant an amount of revenue as would the 

individual income tax ... !/

A final argument against this alternative is that some localities 

might receive more revenue from it than from the gross receipts taxes, 

while others might receive less. If a local tax were placed on indi

vidual income, some suburban counties that are primarily residential 

would probably receive more revenue. On the other hand, cities with 

relatively more corporate businesses would suffer declines in rev

enues. We can see this if we examine the revenue impact of a "piggy

back" income tax for the eight sample localities.1/ Table 6.12 shows 

collections from the license tax and the revenue potential of various 

"piggyback" taxes or a local option sales tax. A 10 percent "piggy

back" tax would have produced less revenue than the license tax for 

each of the sample localities. With either a 20 or 30 percent tax 

each of the counties would have received more revenue, but Richmond, 

Norfolk, and Roanoke city would have lost revenue. A further in

crease in the "piggyback" tax rate, which could provide equivalent 

1./ See the local income tax section of this chapter for more 
discussion of this subject. 

2/ We use a "piggyback" income tax for this example because we do 
not have the data to develop revenue estimates for the other types of 
locally administered income taxes. 



TABLE 6,12--A COMPARISON OF REVENUES FROM THE LOCAL LICENSE TAXES TO REVENUES 
FROM A LOCAL OPTION INCOME TAX OR SALES TAX FOR SELECTED METROPOLITAN LOCALITIES 

Business, Professional, and 
Occupational License Revenue From a "Piggyback" Income Tax 1 Tax Year 1972 

Revenue From a 
1 Percent Local Option 

Locality Revenue 1 Fiscal Year 1972-73 10 Percent 20 Percent 30 Percent Sales Tax
1 

Fiscal Year 1972-73 

Arlington County $ 4,865,346 $2,755,355 $5,510,709 $8,266,064 $4,170,199 

Alexandria 2,506,942 1,532,820 3,065,640 4,598,460 3,285,060 

Henrico County 3,258,322 1,657,222 3,314,444 4,971,666 4,755,144 

Riclunond City 11,100,383 1,920,135 3,840,270 5,760,406 8,466,190 

Norfolk 4,815,500 1,470,993 2,941,986 4,412,979 7,155,186 

Virginia Beach 2,128,524 1,308,067 2,616,133 3,924,201 3,370,697 

Roanoke County 363,337 603,679 1,207,358 1,811,038 1,368,163 

Roanoke City 3,455,808 659,354 1,318,710 1,978,064 3,596,847 

SOURCES: Unpublished reports of the Auditor of Public Accounts, Conmionwealth of Virginia. Report of the Department of Taxation
1 

Fiscal 
Year Ending June 30 1 1974, (Riclunond: November, 1974), p. 28. Report of the Department of Taxation 1 Fiscal Year Ending June 301 1973, 
(Richmond: December, 1973) , p. 35. 
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revenues to the cities, would benefit counties even more. 

If the local license taxes based on gross receipts were repealed 

in favor of a local income tax, some provision would have to be made 

for the continued regulation of local business activities. With a 

local income tax fulfilling the revenue producing function, license 

fees could be levied solely for the privilege of transacting business 

in the locality and to provide local government with a convenient 

vehicle for regulation. In order to eliminate the possibility that 

license fees might again become exorbitant for businesses active in a 

connnunity and thus again be used in a primarily revenue producing 

capacity, there could be some statewide constraint placed on them. 

This could be accomplished if the state stipulated that within all 

localities certain business, professional, and occupational activities 

are about equally necessary and desirable. These activities could be 

determined by legislative action or by a review board created for this 

purpose. The state could then furnish a catalog of these activities 

to all localities. Included in this catalog, for example, could be 

the seven classes of activities listed in Table 6.8 or any other 

activities that the decision making body set forth. Each locality 

could independently levy its own license fees with the only constraint 

being that all catalogued activities must pay the same fees. Any 

activity not listed in the catalog would not be subject to this fee 

constraint and would be required to pay whatev�r license fee the 

locality levied. New types of activities desiring to become listed 

in the catalog or those omitted from it could petition the decision 

making body for registry. 

If a local income tax were permitted in localities that currently 

levy gross receipts taxes, it would provide a new tax base that is 



-481-

large enough to produce substantial revenue. In addition to the rev

enue from the income tax, local revenue would be supplemented by the 

continued collection of the fixed fees for licenses. 

Local Sales Taxation--A second alternative to the local license taxes

based on gross receipts would be to replace them by increasing the 

local option sales tax rate from 1 to 2 percent. The advantage to 

this alternative is that disparaties in tax treatment of businesses, 

professions, and occupations within localities would disappear, since 

these groups would no longer be required to pay either the gross receipts 

tax or at least nominally any replacement tax. If all localities that 

currently levy gross receipts taxes adopted the additional 1 percent tax, 

many interlocality differences would be diminished; this would encourage

more uniform growth of business activities and services. 

There are, however, several drawbacks to this alternative. We have 

noted that buyers and sellers share the burden of the gross receipts 

taxes. While most economists think that the burden of the sales tax 

falls solely on consumers, some argue that it too is shared between 

buyers and sellers. If this assumption is correct, a sales tax would 

not really transfer the burden of tax from one group to another. Regard

less of who eventually pays these taxes, a sales tax is much more visible 

to the consumer than a gross receipts tax, and it would probably be met 

with consumer resistance. They would probably view it as a decrease in 

the tax load shouldered by business for which they must pay. 

In addition, the structure of the current sales tax does not include 

the services of various professions and occupations, such as those pro

vided by attorneys, barbers, or mechanics, in the tax base. If we 

assume that the incidence of both the gross receipts tax and the sales 
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tax falls on buyers and sellers of the taxed goods and services, then adop

tion of an additional 1 percent local option sales tax would redistribute 

the burden of the tax to buyers and sellers of tangible goods only. 

A final argument against this alternative is that it might provide 

less revenue than the gross receipts taxes to some localities that have a 

relatively low volume of retail activity but a relatively high concentra

tion of professional and occupational service activities, and vice versa. 

If we refer again to Table 6.12 we see that an additional 1 percent local 

option sales tax would have produced sufficient replacement revenue for 

the gross receipts taxes in six of the sample localities in 1972-73. How

ever, in the city of Richmond and Arlington county, sales tax revenues 

would have fallen short of collections from the license taxes ... !/ 

As for the income tax alternative, some provision for the regula

tion of certain activities would be necessary. To provide for this 

function, the same state cataloguing procedure as outlined earlier could 

accompany the sales tax alternative. 

State Revenue Sharing--The third alternative to the local gross re

ceipts taxes is to abolish them and initiate a state revenue sharing 

program to localities to replace the lost revenue. As for the first 

two alternatives, most of the inequities and interlocality differences 

would be eliminated. However, the extent of elimination would depend 

upon which state tax sources were used to replace the local revenue 

and whether the state desired to share its revenues with all localities 

or with only those localities that levy gross receipts taxes. The 

additional state revenues needed to fund either type of program could 

1./ For more discussion of the pros and cons of a local option sales
tax, see the s.ection of this chapter that deals with this topic. 



-483-

come from increases in the state income taxes, the sales tax, or a combi

nation of both. There are various distribution formulas that could be 

used to allocate state revenues back to localities, but under each of 

them some localities would stand to pay more tax to fund the program 

than would be returned to them • .!/ If the state shared its revenues 

with only localities that currently use gross receipts as a basis for 

license taxation, other localities that do not use them would con

tribute additional revenue but would receive none back. 

Since the state individual income tax and sales tax are broad 

based, sufficient replacement revenue could be collected with a modi

fication to the current state income tax schedule or an increase in the 

state sales tax. For example, the state individual income tax rate 

schedule shown below would have produced approximately $69.2 million 

in additional revenues for the 1972 tax year:!:./ 

Taxable Income Tax Rate 

$ 0 - $ 3,000 2% 
$ 3,001 - $ 5,000 3% 
$ 5,001 - $10,000 6% 
$10,001 - $15,000 7% 
$15,001 - $20,000 8% 
over - $20,000 9% 

An increase in the state sales and use tax rate from 3 to 4 percent would 

have produced approximately $97.4 million for fiscal year 1972-73.1/ 

..!/ See the section of this chapter on state revenue sharing in 
which this topic is discussed in more detail. 

!: . ./ This is Schedule D of Table 3.18. For more discussion of this 
and other alternative state income tax rate schedules and their revenue 
potential, see the individual income tax section of Chapter III. 

1/ Currently, 1 cent of every 3 cents collected by the state from 
the sales tax is returned to the localities on the basis of school age 
population. We assume that if the state sales tax were increased to 4 
percent the state would continue to return the proceeds from 1 percentage 
point to the localities on this basis. 
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To provide for local regulatory requirements the state catalog of 

business activities could be used in conjunction with state revenue 

sharing. 

Restructuring of Local License Taxes--Instead of abolishing the local 

license taxes based on gross receipts, there are two other alternatives 

that would restructure them to provide more equity. We have noted that 

when gross receipts tax rates are tied to the relative differences in 

operating ratios between broad classes of similar activities, there is 

a crude provision for profitability and thus ability-to-pay. Even 

though most localities currently levy classified gross receipts taxes, 

the tax rates for different classes of business often do not display 

the same relative differences found for operating ratios. We can see 

this if we refer again to Tables 6.7 and 6.8. The operating ratio for 

personal service occupations is about 66 percent of the ratio for pro

fessional occupations, and the ratio for repair service occupations is 

about 55 percent of the ratio for professionals. If localities truly 

conformed to the rationale behind classified gross receipts taxes, 

differences in the tax rates for these classes would reflect these same 

relationships. Upon examination of the rates shown for the localities 

in Table 6.7, we see that this is not always the case. 

One of the two alternatives would be to categorize activities that 

have displayed similar operating ratios over some recent time period 

and require that local gross receipts tax rates for these classes re

flect the same relative differences as in profitability. This mandatory 

classification could be required through legislative action or by grant

ing authority to a gross receipts tax review board. If we refer once 

more to the seven classes of business shown in Table 6.8, state classi-
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fication could, for example, require that in all localities the high

est rate be applied to professionals, since they appear to be most 

profitable. State classification would mandate descending rates for 

the other classes, according to the rank order of their operating 

ratios. Thus, personal services would be taxed at a rate that is 66 

percent of the professional rate, repair services would be taxed at 

a rate that is 55 percent of professionals, and so on. If desired, 

the classes shown in Table 6.8 could be subdivided or expanded so that 

tax rates could vary further for additional subclasses or classes with 

significantly different profitability. If a state review board were 

created, there could be a periodic review of the operating ratios for 

all classes to provide for possible changes in profitability over time. 

In addition, it could either modify or suggest legislative modification 

of the required relationships between local tax rates.!/

If the state chose to retain its authority to tax income, this 

alternative would provide localities with an indirect albeit.crude 

measure of income. Since it would provide mandatory guidelines to the 

localities, there would be some assurance to the various business classes

that tax rates would attempt to reflect their general ability to pay. 

It would also guarantee that no one group would be subject to special 

treatment, since a rate increase or decrease for one class would have 

to be accompanied by similar changes for other classes. Furthermore, 

under this plan each locality could determ�ne its own rates and enact 

changes as necessary. Since total revenues from the gross receipts 

taxes would probably not change substantially, most localities would

!/ 
We assume that creation of a state gross receipts tax review 

board with powers to require and periodically modify proportionate 
relationships in tax rates would present no constitutionality problems. 
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not risk losing sizeable amounts of revenue. Finally, the same set of 

taxpayers would continue to pay the tax. 

There are certain disadvantages to this option. There would still be 

discrepancies in tax treatment when the relative profitability of an 

individual activity differed significantly from the proportionate 

differences set forth in the state guidelines. As we have noted, these 

differences occur for subclasses of broad groups, for similar busi-

nesses of different size, and when year-to-year fluctuations in business

costs affect profitability. In addition. there would be some con

tinuation of interlocality differences in treatment. Finally, unless 

the state catalog were also adopted, the regulatory role of the license 

taxes would still be conuningled with the revenue producing role. How

ever, if a state review board were created to determine a uniform local 

classification system, it could also perform the duties associated with 

the preparation of the state catalog. 

The other alternative would also retain gross receipts as a local 

tax base but would restructure the tax along altogether different lines. 

Instead of classifying similar businesses and taxing each group at a 

different rate, it would abolish classification by legislative mandate 

and require that all local businesses, professions, and occupations 

within certain ranges of profitability be taxed equally. Under this 

plan gross receipts tax rates would increase as profitability in

creased. In a study of the Fairfax county gros� receipts tax, Samuel 

A. Finz and William G. Hudgens propose this method of taxation.1/

ll Samuel A. Finz and William G. Hudgens, An Analysis of the Gross 
Receipts Tax in Fairfax County, Virginia, (Chicago: Municipal Finance 
Officers Association, March 16, 1975), pp. 4-7. 
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Finz and Hudgens, for example, developed a rate schedule for Fairfax 

county dependent upon various ranges of profitability as determined 

by the ratio of gross income to gross receipts. They determined the 

mean ratio for each range and then developed tax rates to reflect the 

relative differences between the means. Shown below are the ranges 

of ratios, mean ratios, and tax rates that Finz and Hudgens proposed 

for Fairfax county:!/ 

Gross Income to 
Gross Receipts Ratio 

Category (Percent) 

Loss to 14.0 
14.1 to 34.0 
34.1 to 44.0 
44.1 to 64.0 
64.1 to 89.0 
89.1 and above 

Gross Income to 
Gross Receipts Mean 

(Percent) 

2.00 
24.05 
39.05 
54.05 
76.55 
90.00 

Tax Rate Per 
$100 Gross Receipts 

$.02 
.n 

.37 

.51 

.73 

.85 

If gross receipts taxes were restructured to conform to this plan, the 

state could set forth local guidelines through a gross receipts tax re

view board. The board would require that local tax rates reflect re

lationships similar to those shown above or for other·ranges of 

profitability. 

One advantage of this alternative is that it more closely parallels 

the taxpayer's ability to pay than the classified gross receipts tax. 

Any activity, regardless of whether it is a business, profession, or 

occupation, whose ratio of gross income to gross receipts is more than 

the ratio for another activity would be subject to a higher tax rate, 

and activities with similar rates of return would be subject to the same 

tax rate.11 Moreover, if rates are developed along these lines, high 

!/ Samuel A. Finz and William G. Hudgens, An Analysis of the Gross 
Receipts Tax in Fairfax County. Virginia, pp. 8-9. 

ll We assume that it would not be unconstitutional to levy dif
ferent tax rates on businesses of a similar nature, for the rationale 
behind this alternative is similar to that behind a graduated income tax. 
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volume, low profit businesses would continue to pay tax but probably at 

substantially lower rates than currently. There would also be a pro

vision for activities that suffer from year-to-year changes in business 

costs, since tax rates would depend on the firm's profitability for the 

particular tax year. The same group of taxpayers that currently pays 

the tax would continue to do so, and each locality could determine its 

own rates and enact changes as necessary. Inasmuch as tax rates would 

be tied to ranges of profitability and not to classes of business, it 

would be highly unlikely that any group could be singled out for 

special treatment to provide a large share of the tax; thus, tax loads 

would be more equitably distributed among the business conununity. 

If this alternative were adopted, several problems would still 

remain. Since tax rates would be dependent upon profitability, they would 

he highly flexible. Localities could experience. substantial decli�es 

in revenues unless tax rates were sufficiently high. Tax collections 

could fluctuate widely from year to year, and localities could find 

it difficult to forecast the revenue from the tax. On the other 

hand, if tax rates were high enough to assure localities of a minimum 

amount of revenue, there would be the risk of overburdening all business 

activities. Under this plan there would also be some continuation of 

interlocality differences. Although this type of tax does provide a 

limited measure of ability-to-pay, it relies on gross rather than net 

income and is therefore not as good a measure as an income tax. We 

could argue then that a better indicator of profitability might be the 

ratio of net income to gross receipts and that gross receipts tax rates 

should be tied to these ratios. Finz and Hudgens also investigated this 

possibility in their study. They concluded that a tax structure based

on this measure of ability-to-pay would not produce as much revenue as 
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one using gross income because of the substantial number of firms 

showing no net profit.!/ In addition, if we desired to structure the 

gross receipts tax in this way, then why not provide still more equity 

and permit a local tax on net income? 

Since classification would be abolished under this alternative, the 

link between the regulatory role and the revenue producing role would 

have to be severed. To ensure that license fees served only the regu-

latory purpose, the state could adopt the catalog in concurrence with 

this option. 

State License Taxes 

At the state level business, professional, and occupational license

taxes perform the same dual role observed among localities. They both 

produce revenue and regulate certain activities. However, neither of 

these roles is quite as important at the state as at the local level. 

License tax collections for fiscal year 1973-74 amounted to only $3.3 

million, or about 0.3 percent of total general fund revenues. We fore

cast that license tax collections for the 1976-78 biennium will represent 

only about 0.2 percent of general fund revenues and that by 1980-82 they 

will represent only 0.1 percent. Most state license taxes are low and 

often provide only minor regulatory influence when compared to those 

imposed by the localities and the efforts of other state agencies. 

1/ Samuel A. Finz and William G. Hudgens, An Analysis of the 
Gross Receipts Tax in Fairfax County. Virginia, p. 5. 



-490-

In 1966, when the sales and use tax became effective, many state 

license taxes were repealed, and their importance as a source of revenue 

immediately declined from approximately $16 million to about the current 

level of collections. The primary reason for the decline in revenue was 

the abolition of the state license tax on retail merchants; prior to 1966, 

approximately 70 percent of state license tax revenues was paid by that 

group. 

Table 6.13 shows total state license tax collections for fiscal year 

1973-74 by the various business, professional, and occupational classes. 

We can see that the group currently contributing most to total license tax 

collections is contractors. They paid $1.3 million, or almost 40 percent 

of total license tax revenues, in 1973-74. Vending machine operators 

comprise the next largest group, with their license tax payments totalling 

about $0.5 million for fiscal year 1973-74, or 15 percent of collections. 

Six other groups each contribute over $100,000 annually. These include 

attorneys, commission merchants and brokers, medical doctors, peddlers, 

real estate brokers, and tobacco retailers. The remainder of the tax 

is paid by about 50 assorted activities, which are listed in the table. 

The state license taxes viewed as revenue producers and with only 

a limited regulatory function generate an overwhelming share of the 

collections. Typical fees for professional occupations, such as medical 

doctors, dentists, and attorneys, are $10, $15, or $25. The fees for 

these professions depend upon the number of year� in practice with rela

tively new practices paying the smaller fees. For contractors, state 

license fees range from as little as $5 to $250; these fees depend upon 

the gross amount of orders and contracts. Fees for the remainder of 

activities vary widely, but the majority of them probably do not present 

a burden to the taxpayer. 
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TABLE 6.13--STATE BUSINESS, PROFESSIONAL, AND OCCUPATIONAL LICENSE 
TAXES BY CLASSIFICATION, FISCAL YEAR ENDING JUNE 30 1 1974 

License 
Classification 

Amusements: 
Amusement Parks 
Carnivals, Shows, Circuses 

and Menageries 
Circuses, Carnivals, etc., 

held during agricultural 
fairs 

Coliseums, Arenas and Au
ditoriums 

Hobby-Horse Machines, 
Merry-Go-Rounds, and 
other like machines 

Moving Picture Shows 
Theatres, Public Perform

ances, Exhibitions, etc, 
Antique Shows and Sales, 

and Other Shows and 
Sales 

Architects 
Attorneys at Law 
Auction Sales of Jewelry, 

Etc. 
Auctioneers 
Bowling Alleys 
Brokers: 

Stockbrokers 
Dealing in options or futures 
Wholesale merchandise 

brokers 
Coin-Operated Machines and 

Operators 
Collection Agencies 
Commission Merchants and 

Brokers 
Common Criers 
Contractors, Electrical 

Contractors, Plumbers 
and Steam Fitters 

Cotton and Peanut Dealers 
Cotton Buyers, Wholesale
Cotton Factors 
Credit Unions 
Dentists 
Engineers, Professional 
Fortune-Tellers, Clairvoy-

ants, and Practitioners of 
Palmistry & Phrenology 

Garages 
Grain Dealers--Wholesale
Horse and Mule Sales in 

Carload Lots 
Hotels 
Industrial Loan Associations
Itinerant Merchants, Etc, 
Junk Dealers and Canvass-

ers 

Total Taxes, 
Penalties,and Fees!. 

$ 2,672 

15,402 

2,548 
33,018 

12,061 

14,134 
10,512 

116,261 

928 
32,055 
24,468 

29,491 
3,090 

66,931 

537;678 
3,845 

149,389 
1,066 

1,305,816 
3,997 

100 

31,537 
38,638 
6,525 

19,729 
12,791 
12,034 

60,669 
2,852 

16,882 

8,474 

License 
Classification 

Junk Dealers in Second
Hand Paper and Canvass
ers 

Labor and Emigrant Agents 
Laundries 
Livestock Dealers 
Lodging Houses 
Medical Doctors 
Merchants on Trains
Merchants Placing Vending 

Machines 
Optometrists 
Patent and Trademark 

Attorneys 
Pawnbrokers 
Peddlers 
Photographers 
Pistol Dealers 
Police and Firemen's Pen

sion, Etc., Associations
Pool and Billiard Rooms
Pulpwood, Veneer Logs,

Mine Props, and Railroad 
Crossties--Suppliers of 

Real Estate Brokers 
Savings and Loan Associa

tions 
Small Business Investment 

Companies 
Soft Drinks (manufacturers 

of bottled carbonated bev
erages) 

Storage and Impounding 
Telephone and Telegraph 

(unincorporated) 
Tobacco Retailers 
Tobacco Sellers at Whole-

sale 
Trading Stamps 
Undertakers 
Vendors of Medicines, 

Salves, Liniments, Etc. 
Veterinary Surgeons
Registration of Persons,

Producers, or Mfrs. Sub
ject to Forest Products
Tu:: 

Original Certificates at 
$lr00 each

Duplicate Certificates at 
2s, each 

Total 

,!./ Details may not add to total because of rounding, 

Total Tues,
Penalties

,and Feed 

$ 625 

5,887 
20,309 
3,515 

108,065 
34 

9,571 
5,971 

1,750 
10,581 

120,290 
22,382 

6,760 

471 
35,110 

587 
109,585 

4,873 

1,704 

1,093 
19,594 

2,049 
140,346 

6,282 
37,506 
11,177 

2,833 
:,l,433 

'°s 

5 

$3,269,476 

SOURCE: Report of the Department of Tu:ation1 Fiscal Year lnding Jupa 301 1974, 
(Richmond: November, 1974), p. 38, 



-492-

While most state license taxes have not been extensively criticized as 

inequitable or oppressive to business, we can cite some of the same problems 

as for local license taxes. If we assume that state license taxes should 

adhere to the ability-to-pay theory of taxation, then state license taxes 

are in violation of this theory. For example, there is no reason why any 

group should pay less tax than another group with about the same ability to 

pay. On the other hand, there is no reason for state license fees to vary 

between classes if we assume that license fees are related to the costs of 

issuing licenses. Finally, some state fees actually vary depending upon 

the size of the locality as measured by population. Thus, the same arguments 

as for the local license taxes apply when two similar activities operate in 

different localities but pay different state license taxes in each. These 

differences in fees could further influence the concentration of certain 

types of business within localities of a given size. 

Those license taxes that are primarily regulatory are limited in number 

but are usually quite large. For example, itinerant vendors must pay 

$200 per month, and fortune-tellers must pay a $500 fee annually for each 

locality in which they operate. The use of such large fees seems to be 

directed toward the regulation of certain market activities more than toward 

protection of the public. The rigorous, protective regulation of many 

activities deemed necessary for the public welfare is conducted chiefly by 

other state agencies and is completely independent of the primarily revenue 

producing function of state license taxation. The Department of Professional 

and Occupational Regulation serves as the administrative body for 20 separate 

state professional and occupational agencies, which respectively examine, 

certify, and regulate among others, the activities of barbers, hairdressers, 

veterinarians, and examiners of mines. Various other agencies, such as the 

State Board of Medicine, the State Board of Embalmers and Funeral Directors, 
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and the State Registration Board of Contractors, regulate those respective 

professions and occupations. 

Because state license fees are generally not very large and do not 

provide a great deal of regulatory influence, they are viewed by many as nui

sance taxes. For some of the activities that must pay only very small fees, 

the cost of administering the tax might even outweigh the revenue collected. 

Moreover, some of the activities that are subject to the state license taxes 

are often so sporadic that enforcement may be difficult and relatively costly. 

For these reasons Virginia may wish to repeal all state license taxes. 

Since the regulation that state license taxes provide for activities such as 

itinerant vendors and fortune-tellers is primarily a local concern and is 

enforced mc1inly by the locality, abolition of the state license taxes would 

probably not diminish this function • ..!/ As noted earlier, n•any of the other

professional and occupational activities for which state regulation is 

necessary are already regulated by various other state agencies. If 

the state were to abolish license taxes, the loss in revenues would be 

less than $4 million per year. Assuming continuation of local licensing 

for only regulatory purposes, the absence of state fees might allow 

localities to increase some of their fixed fees on these activities, and 

to an extent their revenues, without any real increase to the taxpayer. 

As an alternative to complete and immediate elimination of state license 

taxes because of the reduction in revenues, license taxes could be 

abolished gradually over a 3 year period. Under such a plan, the state 

fees would be reduced by one-third each year until they were completely 

1/ We note that some localities may rely to a certain extent on the 
application for and issuance of state licenses to provide them with informa
tion used in the enforcement of local license ordinances. However, other 
localities indicate that the collection of state license fees often is the 
result of collection of the local license taxes. 
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abolished by the fourth year, and revenues would only decline by a little 

over $1 million per year. 

Conclusion 

The current structure of local license taxes produces inequities 

that make the tax disagreeable to businesses, professions, and occupa

tions and can create interlocality differences in the availability of 

goods and services. There are several alternatives that would provide 

greater equity, reduce interlocality discrepancies in tax treatment, 

and fulfill both the revenue and regulatory requirements of local govern

ment. The local license taxes based on gross receipts could be repealed 

with replacement revenues coming from a local income tax, an increase 

in the local option sales tax, or a state revenue sharing program. If 

these alternatives are unacceptable localities could retain gross re

ceipts as a tax base, but the state could require modifications in the 

application of the tax. One modification would be a state mandated 

classification system whereby all local tax rates would have to reflect 

the same relative differences as in profitability. The other modification 

would require that local tax rates be tied to various ranges of profit

ability so that all activities with similar rates of return would be 

taxed equally. To provide for regulation, mandatory guidelines could 

be set forth that would limit license fees for most ordinary market 

activities but would impose no constraint on fees for others. 

At the state level, license taxes are not an important source of 

revenue, and the regulation that they provide is secondary to that of 

other state a&encies and the localities. Thus, state license taxes 

could either be completely abolished or abolished in stages with limited 

fiscal impact. 
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Local Option Crown Tax 

The possibility of a state crown tax was discussed in Chapter 

III. An alternative would be to make such a tax a local option in

lieu of a statewide levy. Table 6.14 shows estimated 1973-74 collections 

for our 17 area sample, assuming the tax generated the average per 

capita amount of states levying such a tax and assuming all localities 

exercise the option. 

We also discussed in Chapter III the revenue potential for 

Virginia of a state tax similar to the Washington litter tax. Our 

estimates indicate that if such a tax were established, collections 

would be approximately $1.6 million. Alternatively, revenues from a 

local option litter tax at the same rate would be nominal for most 

localities. 
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TABLE 6.14--ESTIMATED REVENUE FROM A LOCAL 
OPTION CROWN TAX 1 FISCAL YEAR 1973-74!./ 

Locality 

Alexandria 
Augusta 
Buckingham 

Chesapeake 
Chesterfield 
Fairfax County 

Floyd 
Lunenburg 
Norfolk 

Northumberland 
Norton 
Rappahannock 

Richmond City 
Roanoke City 
Suffolk 

Waynesboro 
Wise 

State 

Estimated Revenue

� 254,000 
57,000 
10,000 

145,000 
145,000 
987,000 

8,000 
13,000 

561,000 

10,000 
14,000 

2,000 

584,000 
212,000 
80,000 

51,000 
86,000 

$9,718,000 

a/ State revenue estimated on the basis of
$2.02 per capita collections and using preliminary 
1973 population figures. This figure was allocated 
to localities on the basis of the average of taxable 
food sales in calendar years 1973 and 1974. 
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Local Option Motor Fuel Tax 

A local option motor fuels tax, such as 1 cent per gallon, would be a 

new departure for Virginia, since like most other states, motor fuel taxes 

are reserved for the state government and earmarked for highway spending. 

A local tax could be used as a source of general revenue or be earmarked 

for transportation or highway purposes. The yield of a given tax to a 

particular locality would depend on the area's volume of service station 

business adjusted for the tax policies in surrounding Virginia localities, 

and, where close to state boundaries, tax levels of neighboring states. 

As of January 1, 1975, a 9 cent per gallon rate applied in Virginia, North 

Carolina, and Kentucky. The rates in the other neighboring states ranged

from 7 cents in Tennessee to 8.5 cents in West Virginia. 

Local Option Motor Vehicle Sales and Use Tax 

The Motor Vehicle Sales and Use Tax is presently reserved as a state 

tax; localities are prohibited from using it.�./ If the taxation of automobile 

sales was made consistent with the sale of many other items in retail trade 

(i.e., a 3 percent state tax with a 1 percent local option), there would be 

a substantial increase in revenues for the state and a new source for 

localities. 

Assuming that all localities exercised a 1 percent option, that the 

tax would not be a significant deterrent to sales, and that the base were 

the same as now the tax would have provided $44.3 million for local govern

ments in the 1972-74 biennium.!/ 

!/ See Code of Virginia, Section 58-685.25. 

l:./ Calculated by dividing actual state receipts in the 1972-74 
biennium by one-half. 
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Rolling Stock Taxation 

Background 

The rolling stock of motor carriers of property in the Commonwealth 

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

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.

Proceeds 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 1974, there were 16 motor 

carriers operating under intrastate common carrier freight certificates; 

these carriers paid $136,390 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 common 

carrier. Fueling the charge of differential treatment is the procedure 

whereby most intrastate common carriers operate under more than one 

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

!/ "A Statement of Rolling Stock and Taxes for the year 1974 
for Motor Vehicle Carriers," State Corporation Commission, Common
wealth of Virginia, 1974. 
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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 and 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 $136,000 

in 1974, several parties within the sec view it as a nuisance. 

Investigating these criticisms, the Revenue Resources and Economic 

Study Connnission 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 stock of motor carriers of property • .!/

The study was commissioned to investigate the equity and efficienty 

of the present dual system. 

The consultants found weaknesses in the present system. Signif

icant differences were found to exist across the state in the assessment 

and collection of personal property taxes on motor carriers of property. 

!/ 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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While urban areas generally used fixed depreciation 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. Con

sequently, 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 domiciled elsewhere

and paid taxes there. These commissioners felt that carriers were 

playing one locality against the other. 

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:cus 

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. 

Alternative to the Present System 

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

in the procedures currently used to tax motor carriers, we present one 
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possible alternative that would repeal the rolling stock tax as it applies 

to intrastate coDBllon carriers of property. In its place, these vehicles 

would become subject to the local personal property tax. 

Using data supplied by the applicant on his 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 addition 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 cononissioner would 

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 cononissioner. 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 Commonwealth 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 

taxes to some political subdivision of the Conononwealth. 
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With intrastate common carriers of property subject to local per

sonal 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 coDDDon 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 1974 the total dis

tribution to all localities was approximately $136,000. Almost 50 per

cent of the localities losing revenue would lose under $300 annually 

while no locality would lose over $2,900 annually. 

To facilitate determining a situs for every Virginia registered 

vehicle, DMV could be enjoined from issuing Virginia registrations 

unless the applicant specifies a 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. 

This alternative is identical to the commission's reconmendation 

on rolling stock taxation to the 1975 session of the General Assembly, 

House Bill No. 1063, which was defeated.!/ 

!/ This bill was Exhibit 10 in Senate Document No. 13, the report
of the Revenue Resources and Economic C0111Dission to the 1975 session of 
the General Assembly. 
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APPENDIX TABLES 
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TABLE A.1--CLASSIFICATION OF CITIES AND COUNTIES 

URBAN AREAS 

Metropolitan Cities!1--Alexandria, Bristol, Chesapeake, Colonial Heights,
Fairfax, Falls Church, Hampton, Hopewell, Lynchburg, Newport News, Norfolk, 
Petersburg, Portsmouth, Richmond, Roanoke, Salem, Suffolk, Virginia Beach, 
and Williamsburg. 

2/ Metropolitan Counties- --the counties of Amherst, Appomattox, Arlington,
Botetourt, Campbell, Charles City, Chesterfield, Craig, Dinwiddie, Fairfax, 
Gloucester, Goochland, Hanover, Henrico, James City, Loudoun, Powhatan, 
Prince George, Prince William, Roanoke, Scott, Washington, and York. 

Small Urban Areas21--the counties of Albemarle, Allegheny, Augusta, Bedford,
Carroll, Culpeper, Frederick, Grayson,Gre•nsville, Halifax, Henry, Mont
gomery, New Kent, Pittsylvania, Pulaski, Rockbridge, Rockingham, Smyth, 
Southampton, Spotsylvania, Stafford, Tazewell, Warren, Wise, and Wythe, 
and the cities of Bedford, Buena Vista, Charlottesville, Clifton Forge, 
Covington, Danville, Emporia, Franklin, Fredericksburg, Galax, Harrison
burg, Lexington, Martinsville, Norton, Radford, South Boston, Staunton, 
Waynesboro, and Winchester. 

The counties of Accomack, Amelia, Bath, Bland, Brunswick, Buchanan, Bucking
ham, Caroline, Charlotte, Clarke, Cumberland, Dickenson, Essex, Fauquier, 
Floyd, Fluvanna, Franklin, Giles, Greene, Highland, Isle of Wight, King and 
Queen, King George, King William, Lancaster, Lee, Louisa, Lunenburg, Madison, 
Mathews, Mecklenburg, Middlesex, Nelson, Northampton, Northumberland, Nottoway, 
Orange, Page, Patrick, Prince Edward, Rappahannock, Richmond, Russell, Shenan
doah, Surry, Sussex, and Westmoreland. 

!/ Cities classified as Standard Metropolitan Statistical Areas (SMSA's) by 
the U. S. Bureau of the Budget. 

1/ Counties within SMSA's as defined by the U. s. Bureau of the Budget. 

3/ Non-metropolitan cities and non-metropolitan counties with a city or town 
of 3,500 population and over within or on their borders. 

!/ Counties without a city or town of 3,500 or more people within or on their 
borders. 
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TABLE A.2. -- STATE INDIVIDUAL INCOME TAXES: RATES, JULY 1, 1973 

State 
Net income after 

personal exemption 

Alabama.............. First$1,000 ....... ,, 
$1,001-$3,000 ....... . 
$3,001-$5,000 ....... . 
Over $5,000 ........ . 

Federal 
Ra111 tax d• 

(percent) ductible 

1.5 
3 
4.5 
5 

X 

Alaska . . . . . . . . . . . . . . . 16 percent of the total Federal income tax that 
would be payable for the same taxable year at 
the Federal tax rates in effect on December 31, 
1963. 

Arizona 1• 2 .••••• , • • • • • First $1,000 ........ . 
$1,001-$2,000 ....... . 

$2,001-$3,000 ....... . 
$3,001-$4,000 ....... , 
$4,001-$5,000 ....... . 
$5,001-$8,000 ....... . 
Over $6,000 ........ . 

Arkan• . . . . . . . • . . . . . First $2,999 ........ . 
$3, 0()().$5,999. . . . . . . . 
$8,()()().$8,999 ....... . 
$9,()()().$14,999. . . . . . . 
$15,()()().$24,999 ..... . 

$25,000 or over. . . . . . . 

California' . . . . . . . . . . . . First $2,000 ........ . 
$2,001-$3,500 ....... . 
$3,501-$6,000 ....... . 
$5,001-$6,500 ....... . 
$8,501-$8,000 ....... . 
$8,001-$9,500 ....... . 
$9,501-$11,000 ...... . 

$11,001-$12,500 ..... . 
$12,501-$14,000 ..... . 
$14,0CJ0.$15,500 ..... . 
Over $16,500 ....... . 

Colorado . . . . . . . . . . . . . First $1,000 ........ . 
$1,001-$2,000 ....... . 
$2,001-$3,000 ....... . 
$3,001-$4,000 ....... . 
$4,001-$5,000 ....... . 
$5,001·$6,000 ...... . 
$8,001,$7,000 ....... . 
$7,001-$6,000 ....... . 
$8,001-$9,000 ....... . 
$9,001-$10,000 ...... . 
Over $10,000 ....... . 

Connecticut . . . . . . . . . . . Capital gains ........ . 

Delawn ...... , . . . . . . First $1,000 •...•..•• 
$1,001-$2,000 ••...•.. 
$2,001-$3,000 ....... . 
$3,001-$4,000 .•..••.. 
$4,001-$6,000 ....••.. 
$5,001-$6,000 .•...•.. 
$8,001-$8,000 ......•• 
$8,001-$20,000 •..... , 

2 
3 
4 
6 
6 
7 
8 

1 
2.5 
3.5 
4.5 
6 
7 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 

3 
3.5 
4 
4.5 
5 
5.5 
6 
6.5 
7 
7.5 
8 

6 

1.6 
2 
3 
4 
6 
6 
7 
8 

X 

X 

Special rates or features 

A property tax rafund or credit is provided for 
senior citizens. · Reduced rates 
provided for low income taxpayers. 

The following rates apply to heads of hou .. 
holds: 
First$3,000...... . . . . . . . . . • • . . . l'll, 

$3,001-$4,500. . • . . . . . . . . . . . . . . . . 2 
$4,501-$6,000. . . . . . . . . . . . . . . . . . . 3 
$8,001-$7,500 •......... , . . . . . . . . 4 
$7,501-$9,000. . . . . . . . . . . . . . . . . . 5 
$9,001-$10,500... . . . . . . . . . . . . . . . 6 
$10,501,$12,000. . . . . . . . . . . . . . . . . 7 
$12,001-$13,500. . . . . . . . . . . . . . . . . 8 
$13,501,$15,000. . . . . . . . . . . . . . . . . 9 
$16,0CJ0.$16,500 ......... , , ...... 10 
Over $16,500 . . . . . . . . . . . . . . . . . . . 11 
A resident renter credit is provided. 

Surtax on income from intangibl• in exce11 of 
$6,000, 2 percent. Taxpayers are allowed a 
credit equal to 1/2 of 1 percent of net taxable 
income on tha first $9,000 of taxable income. 3 

A $7 tax credit is allowed each taxpayer and 
each dependent for sales tax paid on food. If 
there is no income tax liability the taxpayer can 
apply for a refund. A property tax credit or r. 
fund is also provided for senior citizens. 

Excludes $2,000 racaived by totlllly and per
manently disabled persons , or by penons over 
60 whose earned income for the tax year is less 
than $2,500 and whose adjusted groa income 
Cwlthout reduction by this exclusion) is not 
over $10,000 for tha tax y- Clhe above dollar 
amounts era doubled for qualified taxpayan 
filing jointly). 
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TABLE A.2. -- STATE INDIVIDUAL INCOME TAXES: 

State 
Net income after 

personal exemption 

Delaware (Continued), . . . . $20,001-$25,00 0 ..... . 
$25 ,001-$30,000 ..... . 
$30,001-$40,000 ..... . 
$40 ,001-$50,000 .•.... 
$50,001-$75,000 ..... . 
$75 ,001-$100,000 .... . 
Over $100,000 ...•... 

Geo.-gia . . . . . • • . . • • . • . First $1,000 .......•. 
$1,001-$3,000 ..•..... 
$3,001-$5,000, ...... . 
$5,001-$7,000 ....... . 
$7,001-$10,000 ...•... 
Over $10,000 ......•. 

Hawaii 2 • • • • • • • • • • • • • • First $500 ..••...... 
$501-$1,000 ... , .... . 
$1,001-$1,5 00 ....... . 
$1,501-$2,000 .••. , , , . 
$2,001-$3,000. , , .. , , • 
$3,001-$5,000 ..•....• 
$5,001-$10,000 •...... 
$10,001-$14 ,000 .....• 
$14,001-$20,000 ..•... 
$20,001-$30,000 ..•... 
Over $30,000 ....... . 

ldaho 1 •••••••••• , •. , • First $1,000 ...••.. , , 
$1,001-$2,000 ....... . 
$2,001-$3,000 .•••.... 
$3,001-$4 ,000 .•.....• 
$4,001 ·$5,000 ..•..•.. 
Over $5,000 .•••..... 

Illinois . • . • • • • • • • . . . . • Total net income ..... , 

Indiana . . . . . . . . . . . . . . Adjusted gross income .• 

Federal 
Rate tax de-

(percent) ductible 

8.5 
9 

11 
12 
14 
1 5  
18 

1 
2 

3 
4 
5 

6 

2.25 
3.25 
4.5 0 
5.00 

6.50 
7.5 0 
8.50 
9.50 

10.0 0
10.50 
1 1.00

2.0 
4.0 
4.5 
5.5 

6.5 
7.5 

2.5 

2 

RATES, JULY 1, 1973 (continued) 

Special rates or features 

Rates shown in tat.le apply to married persons 
filing jointly and heads of households. The 
following rates apply to single persons: 
First $750 .•..•..••••• , •.. , . • • . 1% 
$75 1-$2,250 . . . . • . . . . . . • . . . . . . . . 2 
$2,251-$3,750 .....• , ••••... , .• , • 3 
$3, 75 1-$5 ,250. . , . • . • • • , , • . . . • . . . 4 
$5,25 1-$7,000. . . . . . . . • . . . . . . . . . . 5 
Over $7,000 .......•...•.•. , , • • • 6 
For married persons filing separately, ratft for 
married filing jointly apply to income classes 
half as large. 

Alternative tax on capital gains: Deduct 50 per
cent of capital gains and pay an additional 4 
percent on such gains. The income classes re
ported are for individuals. For joint returns the 
rates lhown apply to income classes twice as 
large. Special tax rates are provided for heads 
of households ranging from 2.25% on taxable 
income not over $500 to 11% on tauble in
come in excess of $60,0 00. A sales tax credit 
based on modified adjusted gross income 
brackets is provided , ranging from $1 to $21 
per qualified exemption. Taxpayers are also 
provided credits for students attending institu
tions of higher learning ($5 to $50) and de
pendent children attending school in grades 
kindergarten to twelve ($2 to $20). The amount 
of credit is based on size of A.G.I. If a taxpay
er's credits exceed his tax , a refund will be 
made. 

For a surviving spouse and a head of a house
hold the rates shown apply to income classes 
twice as large. A $10 filing feet is impooed on 
each return. A $10 t�x credit is allowed for 
each personal exemption for sales tax paid. For 
taxpayers 6 5  or over , a refund will be made if 
credits exceed tax. For the 1973 
tax year only, an additional credit of $5 is 
allowed for each personal exemption the tax
payer is parmitted on his federal return , if 
such deduction is taken on his Idaho return. 

An income tax credit or rebate is provided for 
property taxes or rent payments of taxpayers 
age 6 5  and over or disabled, with income below 
$5,000. 
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TABLE A,2, -... STATE INDIVIDUAL INCOME TAXES: RATES. JULY 1
1 

1973 (continued)

---------- - ·-·-· ·-----

State 

Iowa .............. . 

K- ............. . 

Kentucky .. .. .. .. • .. 

Louili-1 ••••••••••• 

Maine .•..••..•...... 

Maryland ........... . 

MMUC:husetts ........ . 

Michigan .. .. .. .. .. .. 

Net income attar 
penonal exemption 

First $1,000 ......•. 
$1,001-$2,000 •.•...• 
$2,001-$3,000 ...... . 
$3,001-$4,000 ...... . 
$4,001-$7,000 ...... . 

$7,001-$9,000 .....•. 
Over $9,000 ....... . 

First $2,000 .....•.. 
$2,001-$3,000 ....••. 
$3,001-$6,000 ...... . 

$6,001-$7,000 •...... 
Over $7,000 ....... . 

First $3,000 ........ 
$3,001-$4,000 ....... 
$4,001-$6,000 ....... 
$6,001-$6,000 ....... 
Over $8,000 ........ 

First $10,000 ....••• 
$10,lm$50,000 .•••• 
Over $50,000 ....••• 

First $2,000 . • . . . • . . 
$2,001-$6,000 ...•••• 
$5,001-$10,000 .....• 
$10,001-$2 5,000 ....• 
$2 5,001-$50,000 .•.•. 
Over $60,000 ....... 

First $1,000 ••...... 
$1,001-$2,000 •.••••. 
$2,001-$3,000 ..••••• 
Over $3,000 ...••••. 

Earned Income ....•. 
lnternt and dividends, 
capital gains on 
intangiblas • . . . . • . •• 

All taxable income .... 

Rate 
(percent ) 

0.7 5 
1.5 
3 
4 
5 

6 
7 

2 
3.6 
4 
5 

6.5 

2 
3 

4 
5 

8 

2 
4 

6 

1 
2 

3 

4 
5 

8 

2 
3 

4 
6 

5 

9 

3.9 

Federal 
tax da

ductible 

X 

X 

X
S 

City income tax 

Special rates or features 

Residents or nonresidents with net income of 
$4,000 or less are nontaxable. If payment of 
the tax reducn net income to 1 ... than $4,000 
the tax is reduced to that amount that would 
result in allowing the taxpayer to retain a net 
income of $4,000. 

The income cl- reported are for individuals 
and heads of households. For joint returns the 
rates shown apply to income cl- twice as 
large. A credit for property tax• is allowed for 
•lior citizen homastead relief. Cash refunds 
granted if tax credit exceeds income tax due. 
(Method of claiming relief revised eff. 1/1/7 4.) 

The income cl- reported are for individuals 
and heads of households. For joint r11turns the 
ratas shown apply to income cl- twice as 
large. 

A credit is allowed for State personal property 
tax• payable. 

No tax is imposed on, and the tax may not re
duce, total income below $5,000 for a husband 
and wife or $3,000 for a single individual. A 
consumer tax credit is allowed: $4 each for 
the taxpayer and his spouse and $8 for each 
qualified dependent. If there is no income tax 
liability the taxpayer can apply for a refund. 

The following credits are allowed: 

Not over $100 .•.....•• 

Credit 

20% of city tax 
$10 1-$1 50 ........... . 
$1 6 1·$200 ........... . 
Over $200 ..••••••...• 

$20 + 10% of excess over $100 
$2 5 + 5% of excess over S 150 
$2 7.50 + 5% of exces,. u,11r $200 
Maximum credit$10,000 

The sum of this credit and the credit allowed tor charitable con· 
trlbutions may not exceed tax liability. 

A credit is allowed for property taxes besed on type and/or age of 
claimant and household income. If the allowable claim exceeds the 
income tax due, or if no income tax is due, the unused claim shall 
be paid to the claimant. 
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TABLE A.2. -- STATE INDIVIDUAL INCOME TAXESJ_ RATES, JULY 1 1 1973 (continued) 

State 

Minnesota 

Mississippi . . • . • • • • . • . 

Missouri. •....••..... 

Montana ..•.•.•.••... 

Nebraska2 ••••••••••• 

N- Hampshire ••••.•• 

New Jersey •••••••••• 

Net income after 
personal exemption 

· First SSOO .•••••••• 
$501-$1,000 •.•••••• 
$1,001-$2,000 ••••••• 
$2,001-$3,000 ..••••• 
$3,001-$4,000 .•••••• 
$4,001-$5,000 .•••••• 
$5,001-$7,000 . .••••• 
$7,001-$9,000 .•••••• 
$9,001-$12,500 •••• , • 
$12,501-$20,000 .•••• 
Over $20,000 •.•.•••• 

First $5,000 •••••••• 
Over $5,000 •••••••• 

First $1,000 .••••••• 
$1,001-$2,000 .•••••• 
$2,001-$3,000 •.•••• , 
$3,001-$4,000 .•••.•• 
$4,001-$5,000 .•••••• 
$5,001,$6,000 ••••••• 
$6,001-$7,000 .••..•• 
$7,001-$8,000. , ••••• 
$8,001-$9,000 .•••••• 
Over $9,000 .•••.••• 

First $1,000 •••••••• 
$1,001-$2,000 .•••••• 
$2,001-$4,000 •.••••• 
$4,001-$6,000 .•••••• 
$6,001-$8,000 .•••••• 
$8,001-$10,000, ••••• 
$10,001-$14,000 ••••. 
$14,001-$20,000 .•••• 
$20,001-$35,000 ••••• 
Over $35,000 ..•••••. 

Rate 
(percent) 

1.6 
2.2 
3.5 
5.8 
7.3 
8.8 

10.2 
11.5 
12.8 
14.0 
1 5.0 

3 
4 

1.5 
2 
2.5 
3 
3.5 
4 
4.5 
5 
5.5 
6 

2 
3 

4 
5 
6 
7 
8 
9 

10 
11 

Federal 
tax dit

ductible 

X 

X 

x' 

The tax Is imposed on the taxpayer's Federal in
come tax liability before credits, with limited 
�justments. The rate is set as a flat percentage by 
the State Board of Equalization and Assessment 
on or br,fore November 15 annually for the tax 
able year beginning during the subsequent calendar 
year. The rate for 1973 was 13%. 

Interest and dividends 
(excluding interest on 
savings deposits) • • • • • 4.25 
Commuter's income tax. 4 

First $1,000 ••••••• , 2 
$1,001-$3,000. . • • • • • 3 
$3,001-$5,000. • • • • • • 4 
$5,001-$7,000. • • • • • • 5 
$7,001-$9,000. • • • • • • 6 
$9,001-$11,000...... 7 
$11,001-$13,000..... 8 
$13,001-$15,000..... 9 
$15,001-$17,000. • • • • • 10 
$17,001-$19,000. • • • • • 11 
$19,001-$21,000 . • • • . • 12 
$21,001-$23,000...... 1 3  

Special rates or features 

A credit for property taxes Is allowed tor senior 
citizen homestead relief and for renters. Cash 
refund granted if lax credit exceeds incoma tax 
due. 

After computing the tax liability pursuant to 
these rates, there 5hall be added as a surcharge, 
10% of thetax liability. The minimum tax Is 
$1 on all Individuals having taxable income. 

A $10 tax credit is allowed each taxpayer and 
each dependent for sales tax paid on food. If 
there Is no Income tax liability the taxpayer 
can apply for a refund. 

Tax epplles to commuters only, New Jersev
New York area. I n  addition there Is a 6% tax 
on minimum taxable income. A surcharge of 

2%% of the regular income tax and the minimum 
Income tax, before the deduction of any al
lowable credits, is imposed effective 1/1n4. 
No tax Is due from individuals with A.G.I. 
of $2,500 or less; married, head of a household, 
or a surviving spouse of $5,000 or less.. 
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TABLE A.2. -- STATE INDIVIDUAL INCOME TAXES: RATES, JULY 1, 1973 (continued) 

Federal 
Net income after Rate tax de -

State pel'IOnal exemption (percent) ductible Special rates or features 

New Jersey (Continued) .. $23,001-$26,000 ...... 14 
Over $26,000 ........ 16 
All taxable Income" .... 2.3 "Tax applies to commuters only , New Jersey· 

Pennsylvania area. 

New Mexico 1
•

2 
. . . . . . . . First $500 .......... 1 The income classes reported are for single in -

$501-$1,000 ......... 1.5 dividuals and married individuals filing separate 
$1,001-$1,600 ........ 1.5 returns. For heeds of households and married 
$1,501-$2,000 ........ 2.0 individuals filing joint returns the rates shown 
$2,001-$3,000 ......... 2.5 apply to income classes twice as large. A 
$3,001-$4,000 ......... 3.0 credit is allowed for State-local taxes paid dur -
$4,001-$5,000 ......... 3.5 ing the tax year by taxpayers with modified 
$5,001-$6,000 ......... 4.0 gross income of $6,000 or less. The credit 
$6,001-$7,000 ......... 4.6 ranges from Oto $133 based on income and 
$7,001-$8,000 ......... 5.0 number of exemptions. If the credit exceeds 
$8,001-$10,000 ........ 6.0 tax li-•bility , the excess will be refunded. 
$10,001-$12,000 ....... 7.0 
$12,001-$20,000 ....... 7.5 
$20,001-$60,000 ....... 8.0 
$50,001-$100,000 ...... 8.6 
°'!er $100,000 ........ 9 

New York . . . . . . . . . . . First $1,000 .......... 2 No tax is due from individuals with a N.V. 
$1,001-$3,000 ......... 3 A.G.I. of $2,500 or I-; married , heed of a 
$3,001-$5,000 ......... 4 household or a surviving spouse of $5,000 or 
$5,001-$7,000 ......... 5 1-. Capital gains treatment is similar to that 
$7,001-$9,000 ......... 6 provided under Federal law. Income from un -
$9,001-$11,000 ........ 7 incorporated busin- is taxed at 5% percent. 
$11,001-$13,000 ....... 8 The following credit is allowed: 
$13,001-$15,000 ....... 9 

$15,001-$17,000 ....... 10 If tax is- credit is-
$17,001-$19,000 ....... 11 $100 or less ... full amount of tax. 
$19,001-$21,000 . . . . . . 12 $100.$200 .... difference between $200 
$21,001-$23.000 ....... 13 and amount of tax. 
$23,001-$25,000 ....... 14 $200 or more . . no credit. 
Over $25,000 ......... 15 

In addition to the personal income tax, a 6'lf 
tax is imposed on the N.V. minimum taxabl& 
income (tax preference items) of individuals, 
estates , or trusts. A surcharge of 2%% of the 
regular income tax and the minimum income 
tax, before the deduction of any allowable 
credits , is imposed effective 1/1/74. 

North Carolina . . . . . . . . First $2,000 .......... 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$2,001-$4,000 ......... 4 
$4,001-$6,000 ......... 5 
$6,001-$10,000 ........ 6 
Over $10,000 .....•..• 7 

North Dakota ......... First $1,000 .......... 1 X An additional 1 % tax is imposed on net incomes 
$1,001-$3,000 ......... 2 derived from a busin�ss. trade, or profession, 
$3,001-$5,000 ......... 3 other than as an employee. Effective for taxable 
$5,001-$6,000 ......... 5 years beginning on or after 1 / 1 /72, a 2nd. 
$6,001-$8,000 ......... 7.5 additional tax of 1% of taxable income is im -
Over $8,000 .......... 10 posed , with a minimum tax $2.50 and a max-

imum of $12.50. 
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TABLE A.2. -- STATE INDIVIDUAL INCOME TAXES: 

Net income after 
S111te - personal exemption 

Federal 

Rate taxdtt-
(percent) ductible 

RATES, JULY 1
1 

1973 (continued) 

Sp�'(fal rates or features 
--------------------------------· ------·· · ·· ···---------

Ohio ••••••••••••• 

Oklahoma2 ••••••••• 

Oregon .•.••••••••• 

Pennsylvania .••••... 

Rhode Island ••••••• 

South Carolina •••••. 

Tennessee ..•••••••• 

Utah ........... .. 

Vermr,nt2 •••••••••• 

First $5,000 .•••• , , • 
$5,001-$10,000 •••••• 
$10,001-$1!!,000, •••• 
$15,001-$20,000 ••••• 
s�.001.540,000 ••••• 
Over $40,000 .•••••• 

First $1,000 •••••••• 
$1,001-$2,500 .•••••• 
$2,501-$3,750 ..••••• 
$3,751-$5,000 •• , •••• 
$5,001-$6,250 .•••••• 
$6,251-$7,500 ..•••• , 
Over $7,500 •••••••• 

First $500 .••• , ••.• 
$501-$1,000 .••••••• 
$1,001-$2,000 ..••••• 
$2,001-$3,000 .•••••• 
$3,001-$4,000 .•••••• 
$4,001-$5,000 .•••••• 
Over $5,000 .•.••••• 

All taxable income .•.• 

)!, 
1 
2 
2% 
3 
3% 

)!, 
1 
2 
3 
4 
5 
_6 

4 
5 
6 
7 
8 
9 

10 

2.3 

The tax is imposed on the taxpayer's modified 
Federal incom!I tax liability. The rate for 197 3 
Is 15%. 

First $2,000 ..•••••. 
$2,001-$4,000 .•••••• 
$4,001-$6,000 ...•••. 
$6,001-$8,000 . •••... 
$8,001-$10,000 ..•••• 
Over $10.000 •.....• 

Interest and dividends. . 

First $1,500 ....••.• 
$1,501-$3,000 .•••.•. 

$3,001-$4,500 ...... 
$4,501-$6,000 ••.•••• 

$6,001-$7,500 .•••••• 
Over $7,500, ..•••.•• 

2 
3 
4 
5 
6 
7 

6 

2.5 
3.5 

4.5 
5.5 
6.5 
7.25 

x• 

X 

The tax imposed at a rate of 25% of the Federal 
income tax liability of the taxpayer for the tax· 
able y�ar (aher the allowance of retirement in
come credit, investment credit, foreign t:ix credit 
and tax· free covenant bonds credit, but before 

The following ta,c credit is allowed taxpayers 
filing Joint returns, 1,rovided the husband and 
wife each had adju5ted gro55 incomr of $&00 or 
more excluding intcrcil, dividends, royalties, 
rents and capital gains: 

Adj. gro55 income 
(less exemptions) 

$10,000 or less 
$10,001·$20,000 
Over $20,000 

Cdl equal to following 
% of tax liability 

20% 
12 

. s 

The income classes reported are for Individuals 
and married persons filing separately. For joint 
returns the rates shown apply to income classes 
twice as large. The rates for heads of house
holds range from 1/2% on the 1st. $1,500 to 
6% on taxable income over $11,500. 

The income classe5 reported are for Individuals. 
For joint returns and heads of households the 
rates shown apply to income classes twice as 
large. A credit is provided in an amount equal 
to 25 percent of the Federal retirement in
come tax credit to the extent that such credit 
Is based on Oregon taxable income. 

The tax does not apply to persons aged 65 or 
older who, during the taxable year, receive 
gross income from all sources of not more than 
$2,800 if there are no dependents, or $4,000 if 
there is a dep,ndent spouse or other dependent. 

Dividends from corporations having at least 75 
percent of their property subject to the Ten
nessee ad valorem taic are taxed at 4 percenl 

Rates shown in tabla apply to married persons 
filing jointly. The following rates apply to 
single persons: 
First$750 ............. 2% 
$751-$1,500. • • • . . . . • • • • 3 
$1,501-$2.250 ..••.• , • , • • 4 
$2,251-$3,000........... 5 
$3,001-$3,750. . . • . . . • . . . 6 
O•,er $3,750 • • • • . . • . . • • . 7.25 

If a taxpayer's liability exceeds, by any amount. 
what that liahility would have been had it been 
determined in accordance with the Federal In· 
terndl Revenue Code in effect on Janu3ry 1, 
1967, instead of the federal statute in effect for 
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TABLE A.2. -- STATE INDIVIDUAL INCOME TAXES: RATES, JULY 1 1 1973 (continued) 

State 

Vermont 2 (Continuedl .. 

Virginia ........... . 

West Virginia . . . . . . . . 

Wisconsin 2 •••••••••• 

Net income after 
personal exemption 

Federal 
Rate tax de -

(pen:ent) ductible 

the allowance of any other credit against that 
liability or the addition of any surtax upon that 
liability granted or imposed under Federal law), 
reduced by a percentage equal to the percentage 
of the taxpayer's adjusted gross income for the 
taxable y•r which is not Vermont income. For 
taxable years beginning after December 3 1, 19 72, 
and before January 1, 19 74 a 12% surcharge is 
imposed (9% for taxable years beginning after 
December 3 1, 19 73).9 

First $3 ,000 ........ . 
$3 ,001-$5 ,000 ....... . 
$5 ,001-$12,000 ...... . 
Over $12,000 ....... . 

First $2,000 · .. , . · · . · 
$2,001-$4,000 ....... . 
$4,001-$6,000 ....... . 
$6,001-$8,000 ....... . 
$8,001-$10,000 ...... . 
$10,001-$12,000 ..... . 
$12,001-$14,000 ... .. . 
$14,001-$16,000 ..... . 
$16,001-$18,000 ..... . 
$18,001-$20,000 ..... . 
$20,001-$22,000 ..... '. 
$22,001-$26,000 ..... . 
$26,001-$3 2,000 ..... 
$3 2,001-$38,000 ..... . 
$3 8,001-$44,000 ..... . 
$44,001-$60,000 ..... . 
$50,001-$60,000 ..... . 
$60,001-$70,000 ..... . 
$70,001-$80,000 ..... . 
$80,001-$9 0,000 ..... 
$90,001-$100,000 .... . 
$100,001-$150,000 ... . 
$15 0,001-$200,000 ... . 
Over $200,000 . . . . . . 

First $1,000 ........ . 
$1,001-$2,000 ....... . 
$2,001-$3 ,000 ....... . 
$3 ,001-$4,000 ....... . 
$4,001-$6,000 ....... . 
$5 ,001-$6,000 ....... . 
$6,001-$7,000 ....... . 
$7,001-$8,000 ....... . 
$8,001-$9 ,000 ....... . 
$9 ,001-$10,000 ...... . 
$10,001-$11,000 ..... . 
$11,001-$12,000 ..... . 
$12,001-$13 ,000 ..... . 
$13 ,001-$14,000 ..... . 
Over $14,000 ....... . 

2 
3 
5 
5.75 

2.1 
2.3 
2.8 
3.2 
3.5 
4.0 
4.6 
4.9 
5.3 
5.4 
6.0 
6.1 
6.5 
6.8 
7.2 
7.5 
7.9 
8.2 
8.6 
8.8 
9.1 
9.3 
9.5 
9.6 

3.1 
3.4 
3.6 
4.8 
5.4 
5.9 
6.5 
7.6 
8.2 
8.8 
9.3 
9.9 

10.5 
11.1 
11.4

Special rates or featu-

the year for which the return is filed a credit is 
allowed equal to 106% of the amount of the 
excea, applicable to the taxpayer's tax liability 
for the succeeding year. Resident taxpayers 
who are full -time students for at lust five 
months in the year are allowed a $10 credit. 
Effective June 1, 1969 a sales tax credit bamd 
on modified adjusted gross income brackets and 
number of exemptions is prov 1ded , ranging from 
SO to $81. If a taxpayer's credits exceed his tax, 
a refund will be made. R•ident 
taxpayers are provided a credit for property 

• taxes or rent constituting property tax& For 
taxpayers 66 or older if income tax liability is
1- than the credit the difference � the
liability and the Cllldit will be refunded 10• 

The income cl•-reported are for individuals 
and heads of households. For joint returns the 
rates shown apply to income cl- twice as 
large. 

A property tax credit is allowed for home
stead relief. Cash refund granted if property 
tax credit exceeds income tax due. 
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TABLE A.2. -- STATE INDIVIDUAL INCOME TAXES; RATES, JULY 1 1 1973 (continued) 

State 

Washington, D.C. 

Net income after 
personal exemption 

First $1,000 ........ . 
$1,001-$2,000 .....•.. 
$2,001-$3,000 ....... . 
$3,001-$5,000 ••.•..•. 
$5,001-$8,000 .•••.••. 
$8,001-$12,000 .....•. 
$12,001-$17,000 ••.... 
$17,001-$25,000 ..... . 
Over $25,000 ...•..•. 

Federal 
Rate tax de-

(percent) ductible 

2 
3 
4 
6· 
6· 
7· 
8 
9 

10 

Special rates or features 

Income from unincorporated business is taxed 
at 7 percent (8% eff. 1/1n4), minimum tax, 
$25. A tax credit is provided for low income 
taxpayers (AGI not over $6,000) for increased 
sales tax on food ($2 to $6 credit per exemp
tion). A refund is allowed if the credit exceeds 
tax liability. 

1 Community property State in which, in general, 112 the community incoma is taxable to each ,pause. 
2 Allows deduction of Statt individutl Income tax it•lf in computing State tax liability. 
3Effectiv• for taxable ynrs beginni1111 on or altar July 1, 1969, taXpayers whoa only activities in the State consist of maki"II oaln, who do not -n or 

19nt rul NCate In tlw State and whose annual gross sales in or into Colorado amount to not more than $100,000. may elect to pay a tax of 1 /2 of 
'" of annual gross receipts derived from sales in or into Colorado in lieu of payino an inc"me tax. 

8 Limited to $300 for 1i1111le persons and $600 for married parson• filing joint returns. 
5Llmlted to the 1- of la) the Federal income tax actually paid or accrued for the taxable year, or (bl the Ftderal tax that would tesult from applying 

the Fadaral rat91 in affect on December 31, 1967 to FaCMral taxable lncoma for the taxable ynr. 
1 Limited to itemized nrturns. 
7For tax yaera beginning on and after J•nuary 1. 1974, and btrrore January 1. 1975, the deduction is limited to $3.000. 
1Limiled to $500 pw taxpayer. 
9The tax liability f�r any taxable year shall not in any case equal an amount such th•t the combined Vwmont and Federal income tax liability of the 

taxpayer far the tu-able year, IMI the Federal income tax liability lwithout considenttion of the deduction for V•ment income tax• paid or 
ecx:ruodl ... - 4% per .. nt of the total income of the taxpayer for that tulllle y-. 

1°Claimentl u.-.., 66 shall Iii• for • crtdlt on forms provl- by the commlllio,,.,. Such cl•iml shall be -- -retaly fram tho Varrnont 
Income tax retuma and no amount of claim shell ba oll- u a crtdit ..,inar Income 1aX llebllity. 

SOURCE: Connnerce Clearing House, State Tax Reporter as shown in Advisory 
Commission on Intergovernmental Relations, Federal-State-Local Finances: 
Significant Features of Fiscal Federalism, 1973-74 Edition (Washington: 
U. s. Government Printing Office, 1974), pp. 261-268.



State 

Alabama .........

Arizona . . . . . . . . .

Arlcanm ....... ,. 

California .•.•••..• 

Colorado .. . .. .. .. 

Sea footnotes at the and of table. 

TABLE A.3--STATE SALES TAXES: TYPES AND RATES, JULY 1, 1973 

(Percent) 

Rates on selected services s,biect to tax 

Rate on Trans-
tangible 

Tele- porta-

per- tion of 
sonal phone persons Rates on other services and buli-

prop- Restau- Tran- and Gas and and subject to tax 

arty Admis- rant sient tele- elec- prop- (including retail sal., subject to 
Type of tax' at retail sions meals lodging graph tricity Water erty special rates) 

Retail sales 42 4 4 4 Lease or rental of tangible property, 4 % except, 
motor vehicles and trailan. 1 %'Jr. and, linens and 
garments, 2'Jr.; �hural machinery and equip-
ment. and min Ing and manufacturing machinery, 
1 %%; gross r-lpt, of amusam1nt operators. 4%. 

do 3 3 3 3 3 3 3 :r' Lease or rental of real and tangible personal 
property, advertising, printing, publishing. 
contracting. storage, and anuanent operators, 
3"; extracting and procaaing mhwals, 2'Jr.; 
timbering. 1%%; meat-packing and whole-
sale seles of feed to poultrymen and stockmen, 
3/B'lr,. 

do 3 3 3 3 3 3. 3 Repair services, including automobile, electri-
cal and other repairs, printing. photography, 
and �ipll from coin-operated devices (ex-
cept cm- washes), 3". Use tax on personal 
property of c:m-riers and utilities, including 
motor carriers, railroads (except fuel consumed 
in the oparation of railroad rolling stock), pub-
lie pipe line carriers, airlines, telephone and 
telegraph companies, gas companies, water com-
pan ies and electric companies, 1 % throuwi 
6/30/72; 1%%, 711 /72-{;/30/73; 2% 7/1/73-
6/30/74; and 3" 7/1/74 and thereafter. 

do 4% 4% Renting. 1-ing, producing, fabrication, 
processing. printing or imprinting of tangible 
personal property, 4%%. 

do 3 3 3 3 T Selling, 1-ing or delivering in Colorado of 
tangible personal property by a ratail sele for 
use, storage, distribution or co11111mption within 
the State, 3". 

I 

U'I 
.... 

� 
I 



TABLE A.3--STATE SALES TAXES: TYPES AND RATES, JULY 1, 1973 (continued) 
(Percent) 

R11181 on Nlected ..vicas subject to 1aX 

Rate on Tra,-. 
tangible ,porta-

per- Tele- tion of 
sonal phone �s Rates on other services and businesses 
prop- Restau- Tran- and Gas and and subject to tax 
arty Admis- rant sient tale- alee- prop- ( including retail sales subject to 

State Type of tax' at retail sions meals lodging graph tricity Water erty special ra\115) 

Connecticut• . . . . . . . . Retail sales 6% 6%7 6% 6%" 6%" 6%" Storing for use or consumption of any article 
or item of tangible personal property, 6%%. 

Florida ............ do 4 4 4 4 46 46 Fishing, hunting, camping. swimming and 
diving equipment, 5% of wholesale price or 
cost. Rental, storage or furnishing of taxable 
things or services, altering, remodeling or re-
pairing tangible personal property, 1- or 
rental of commercial offices or buildings. the 
rental of privately owned perking and docking 
facilities, wired television service, coin oper-
ated vending machines, 4%. 

Georgia •....•....•• do 3 3 3 3 3 3 :f L- or rental of tangible personal prop-
erty, and charges on amusements and amuse-
ment devices, 3%. 

Hawaii . . . . . . . . . . . . Multiple 4 4 4 4 Manufacturers, producers, wholesalers, and 
stage selected service busin-s. 1/2"; sugar proces-
sales sors and pineapple canners, 1 /2"; insurance 

solicitors, 2"; contractors. sales repreanta-
tives, professions, radio broadcasting stations, 
service businesses and other busi.- (not 
oth-ise specified), including amusement 
business, 4%. 

Idaho . . . . . . . . . . . . Retail sales 3 3 3 3 Renting, leasing, producing, fabricating. pro-
cessing, printing or imprinting of tangible 
personal property, and gross receipts of 
amusement operators, 3%. ( 5% of the gross 
receipts from sales of tickets to closed circuit 
telecasts of boxing. sparring and wrestling 
matches). 

Illinois . . . . . . . . . . . . do 4 4 Property sold in connection with a sale of 
service, 4%; remodeling. repairing and 

See footnotes at the end of table. 

I 

UI 
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State 

Illinois (cont'd) . . . . . . .

Indiana ... , ... , . , .. 

Iowa . . . . . . . . . . . . .

Kansas ........... , 

Kentucky . . . . . . . . . .

Louisiana . . . . . . . . . .

Maine .. ,,,,.,,.,,. 

SH footnot11 at N tnd of table. 

TABLE A.3--STATE SALES TAXES: TYPES AND RATES, JULY 1, 1973 (continued) 
(Percent) 

Rates on select,ed lll'Yices subject to tax 

Rate on Trans-
tangible porta•

per· Tele- tion of 
slonal phone persons Rates on other services and businesses 
prop- Restau· Tran- and Gas and and subject to tax 
erty Admis- rant sient tele- elec· prop· (Including retail sales subject to 

Type of tax1 at retail sions meals lodging graph tricity Water erty special rates) 

reconditioning of tangible personal property, 
4%, Hotel operators are subject to a hotel oc-
cupancy tax of 5% of 95% of the gross receipts 
from the rental of rooms to transients. 

Retail ales 4 4 4 4' 4' 46 Lease or rental of tangible pe,sonal property, 
sales at auction, cable talevision service, 4%, 

do 3 3 3 3 3 3 3 Laundry, drycleaning, automobile and cold 
storage, printing, repair service to tangible 
personal property, and gross receipts derived 
from operation of amusement devices and 
commercial amusement enterprises, 3%. 

do 3 3 3 3 3 3' 3' Orycleanlng, pressing, dyeing and laundry ser· 
vice (other than through coin-operated devices); 
washing and waxing vehicles; sales to con-
tractors, subcontractors or repairmen of m• 
terials and supplies� use in building, improv• 
ing. altering or repairing property for others; 
service or maintenance agreements; gross re-
ceipts from the operation of any coin-operated 
device (other than laundry services); and lease 
or rental of tangible personal property, 3%. 

do 6, s• 5 5 5 5 Storage, use or other consumption of tangible 
personal property, sewer services, photography 
and photo finishing, 5%. 

do 3 3 3 3 Laundry, drycleaning. automobile and cold 
storage, printing. repairing. renting, or leasing 
of tangible personal property, 3%. 

do 6 5 5 5 5 5 h'!r:':ina, stc-1ng, fabricatir.� ':!' printin� ,::f 
tangible personal property, 5%. 

I 

UI 
""' 

UI 
I 



State 

Maryland 

Massachusetts • . . . . . . 

Michigan .....•.... 

Minnesota . . . . . . . . .

Missiuippi9 
. . . . . . . .

Seo footnotlS et the - of table. 

TABLE A.3--STATE SALES TAXES: TYPES AND RATES, JULY 1, 1973 (continued) 
(Percent) 

Rate on 
tangible 

per-
sional 
prop-
erty Admis-

Type of tax 1 at retail sions 

Retail sales 42 

do 3 

do 4 

do 42 4 

Multiple 52 

stage 
sales 

Rates on selected services subject to tax 

Tele-
phona 

Restau- Tren- and Gas and 
rant sient lele- alee-

meals lodging greph tricity 

4' 4 46 

4 4 4 4 

4 4 4 4 

5 6 6 

Trans-
porta-

tion of 
persons 

and 
prop-

Water erty 

4 

5 s4 

Rates on other services and busi,
subjact to tax 

( including retail salE:S subject to 
special ratesl 

L- or rental of tangible personal property, pro
duction, fabrication, or printing on special order, 
4%; farm equipment, manufacturing machinary 
and equipment, 2"; watercraft, 3%. 

Renting. leasing. producing, fabricating. proces
sing, printing or imprinting of tangible personal 
property, 3%. Transient lodging is subject to a 
5.7% (5% plus 14% surtax) room occupancy 
excise tax. 

Sales of property to persons engaged in oon
structing. altering. repairing or Improving realty 
for others; and I- or rental of tangible per
sonal property, 4%. 

Renting. lasing. processing, producing, fabricat
ing or printing tangible panonal property, 4%; 
coin-operated vending machines, 3%. 

Wholesaling. 1/8" (with following exceptions: 
ales of m•t for human comumptlon, %%; alco
holic beverages. motor fuel, soft drinks and 
syrups, 5%); extracting or mining of minerals, 
5"'; specified mallanaous busineaes (including 
bowling alleys. pool parlors, laundry and dry 
cl•ning. photo finishing. storage, certain repair 
services), R, except cotton ginning. 1 Stl per bale; 
sales of railroad track material (to a railroad 
whose rates are fixed) 3%; contracting (contracts 
excading $10,000), 2%%; f•m tracton. 1%; 
other f.-m equipment, brooders, feeders. -
tarers. self-propelled equipment used In logging. 
pulpwood operations or tree farming. 3%; 
electric power associations; renting or leasing 
manufacturing or processin!J machinery, and 
sales of manufacturing machinery and manu
facturing rnachina parts over $600, 1%. 

I 
\II 

s: 
I 



TABLE A.3--STATE SALES TAXES: TYPES AND RATES, JULY 1, 1973 (continued) 
(Percent) 

Rates on selected services subject to tax 

Rate on Trans-
tangible porta-

per- Tele- tion of 
sonal phone persor,< Rates on other services and businesses 
prop- Restau- Tran- and Gas and and subject to tax 
erty Admis- rant sient tele- elec- pro,,- (including retail sales subject to 

State Type of tax1 at retail sions meals lodging graph tricity Water erty special rates) 

Missouri . . . . . . . . . . Retail sales 3 3 3 3 3 3' 3 :J4 Trailer camp rentals, and lease or rental of 
tangible personal property, 3%, 

Nebraska (Next year's rate do 211.t 211.t 211.t 211.t 211.t 211.t 211.t Renting, leasing, producing, fabricating, 
determined annually by the processing, printing, or imprinting of tangible 
State Board of Equallza• personal property, 2'1..%. tlon, by Nov. 15) 

Nevada ....•• , ...• do 3 3 Renting, leasing, producing, fabrication, 
( includes 1 % mandatory processing, and printing, or i'Tlprinting of 

county tax) tangible personal property, 3%, 

New Jersey . . . . . do 6 510 6 6 Advertising, renting, leasing p�oducing, fab-
ricating, processing, printing, or imprinting, 
and installation or maintena:ice of tangible 
personal property, 5%, 

New Mexico . . . . . . . do 42 4 4 4 4 4 4 4 Leasing or storing tangible personal property, 
and sales of services, 4%, Sales of farm im-
plements. 2%. 

New York . . . . . . . . . do 4 410 4 4 4 4· Renting, leasing, producing, 'tbricatin;. pro-
cessing, printing, or imprinti"'lg, and installation 

or main�enance of tangible personal property, 4%, 

North Carolina . . . . . . do 32 3 3 Leasing or renting of tangibie personal property, 
laundry and dryclea:iing, 3%: airplanes, boats, 
railway locomotives and ca,,, 2% (with : �ax-
imum tex of $120 per item); sales of horses or 
mules, sales of fuel to farmers, manufacturing 
industries and plants other than for residential 
heating purposes, and to commercial laundries or 
t� pressing and drycleaning establish mer.ts, sales 
,:f !':'2�i--'.-,ery to farmers, r.-:�r:.;facturing indus-
�des, ;:::·;�dry tnd drycieor:-� establishr:-:ents, 

and c�:1er selected items, 1% (maximum tax is 
$80 per article for several items). 

See footnote, et the end of teble. 
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State 

North Dakota . . . . . . . . 

Ohio . . . . . . . . . . . . .

Oklahoma •••••••••. 

Pennsylvania . . . . . . . .

Rhode Island . . . . . . . .

South Carollrw . . . . . . .

South Dakota ••.••••• 

.. foo- at tlle ond of-·

TABLE A.3--STATE SALES TAXES: TYPES AND RATES, JULY 1, 1973 (continued) 
(Percent) 

Rata on •lac:1911 avices subject to tax 

Rate on Trans-
tangible porta-

per- Tele- tion of 
sonal phone persons Rata on oth• avicn and bu� 
prop- Rntau· Tran- and Gnand and subject to tax 
arty Admis- rant sient tel• elec- prop- I including retail sales subject to 

Type of tax 1 at retail sions meals lodging graph tricity Water erty special rates) 

Retail saln 42 4 4 4 4 4 4 Leasing, renting. fabricating. and storing of 
tangible personal property, proceeds from coin-
operated amuanent or entll"Ui- machinery, 

and lhe - of a,d or gravel from the 
soil, 4%. 

do 4 4 4 Printing. proceaing. and raprocluc:ing. 4%. 

do � 2 2 2 2 2 'i" Advertising llimitedl, gross proCNCII from 
amul8fflent deviols, printing. automobile 
storage, 2%. 

do 6 6 6 &' � L- or rental of tantJible permnal property, r• 
pairing. alwing. or cleaning of tangible pnorwl 
property Iott. than -11111 apparel or "-I, 
printing. or imprinting of ta19ble panonel 
property for parsons who furnilh mawlah, 
ci.ning. polilhing, lubricating. and iNjJIICtlng 
of motor Vllhicln. and rental income of coin-
operated --- machines. .. 

do 5 5 5 5 5 R-ing. i.sing. producing. fllbriceting. pre> 
cnsing, and printing, or imprinting of tangible 
parsorwl property, R. 

do 4 4 4 4 4' R-lng or lasing of tangible pnorwl prop-
erty, and laundry and drydanlng. ft. 

do 42 
3 4 3 3 3 3 Farm machinery, and ..-ic:uhural lrrigltlon 

equipment sold by licenlld mailers, a; con-
tractors. groa receipts from engaging in the 
practice of any profeaiorwl or butina in which 
the arvice renclered is of• jWofwlionel, ta:hnicel, 
or 11:lentific rwture, but not including pnons 
engagacl in the heeling arts or vtltarinarlens, 4"'-
Gross racei!>ts from amuament clllvicn. 3"-

I 
VI 
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TABLE A.3--STATE SALES TAXES: TYPES AND RATES, JULY I, 1973 (continued) 
(Percent) 

Rates on selected services subject to tax 

Rate on Trans-
tangible porta-

per- Tele- tion of 
sonal phone persons Rates on other services ar,d businesses 
prop- Restau- Tran- and Gas and and subject to tax 
erty Admis- rant sient tele- elec- prop- (includir,g retail sales ,•;:-,;ect to 

State Type of tax 1 at retail sions meals lodging graph tricity Water erty special rates) 

Tennessee . . . . . . . . Retail sales 3% 3% 3% 3% 3%6 3%6 Vending machine operators may pay a $2 reg is-
tration fee plus $1 per machine, and 1 Y,% of 
gross receipts from such machines in lieu of 
privilege and sales taxes, except that the tax on 
gross receipts from machin�s d'soe�sing tobacco 
items is 2%%; parking lots and s:orage of motor 
vehicles, repair services, in:tal!nt:on, lease or 
rental of !angible personal property, laundry and 
drycleaning, 3%%; machinery for "new and 
expanded" industry, air & water pollution con-
trol equipment used in fabricating or producing 
tangible personal property, & farm machinery 
and equipment, 1%, 

Texas ....... , , .. do 42 4 46 Producing, processing, and lease or rental of 
tangible personal property, 4%, 

Utah . . . . . . . . . . . do 4 4 4 4 4 4 44 Laundry, and drycleanlng, rep2irin:1, renovating, 
installing, fabricating, and lease or rental of 
tangible personal property, 4%. 

Vermont , ... , •.•• do 3 3 II 11 3 Renting, leasing, producing, fsccicating, pro-
cessing, ;irinting or imprintln; .,,. tangible 
personal property, 3%. 

Virginia . . . . . . . . . do 32 3 3 Fa::iricatir,g, storage, lease or re��al of tan;i-
ble personal property, 3%. 

Washington o O o O I O  0 do 4% 4% 4% 4% Chacges fer certain specified services, 4%%; 
selected amusement and recreation activities, 
4l!.% (unless subject to county or city admission 
taxes, in whict, case they remain taxable under 
the State business and occupation tax, 1 %) • 

West Virginia. • • , , .• do 32 
3 3 3 Ail se,-.,ic'lS (including services rend-.red in 

am:isement places), except pu,i:c utilities and 
perso�.;I and professional ser,ices; and renting 

See footnotes on the foll-Ing pogo, or leasing tangible personal prcp�rty, 3%. 

I 
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State 

TABLE A. 3--STATE SALES TAXES: TYPES AND RATES, JULY 1, 1973 (continued) 
(Percent) 

Rates on salected sarvices subject to tax 

Rate on 
tangible 

per-
11>nal 
prop- Rmau- Tran-

erty Admis- rant sient 

Type of tax 1 at retail sions meals lodging 

Tele-
phone 

and Gas and 
tel&- elec-

graph tricity Water 

Trans-

porta-
tion of 
persons 

and 
prop-
ertv 

Rates on other services and businesNS 
subject to tax 

( including retail sales subject to 
special rates) 

Wisconsin ..•.. Retail sals 4 410 
4 4 4 46 Laundry, drycleaning, photographic services, the 

repair, service, maintenance, lease or rental of 

Wyoming .....•.... do 3 3 3 3 3 

all items of taxable tangible personal property, 
4%. 

Laundry, drycleaning, producing. fabricating. 
repairing, altering. printing, lease or rental 
(with exceptions) of tangible personal property, 
plus numerous other service busin-. 3%. 

District of Columbia . . . do 5 6 6 5 
56 

5 Laundry, drycleaning and pressing services (ex
cept self-se-vice coin operated 98rvices), textile 
rental (with exceptions), and nonprescription 
medicines, 2%. Producing. fabricating. printing. 
lease or rental (with exceptions), and repair of 
tangible personal property, 5%. 

1 All but I few Statw levy Nin tax• of the singlHtllgl retail type, Hawaii and Missl•ippi levy multiple1111g11 sales tax• (althou., the Arizona and New Mexico taxes .-e applicable to some nonretaJI bu1in81181, they are 
-ntialfy retail al• taxes). Wnhinvton and West Virginia levy a IJ'OII receil)tl 'tllx on all bu1inet111, distinct from their sales taxH. Alaska also levies a gross receipts tax on businesses, New Jerny levl• a retail 
gron raceipts tax plus an unincorporated buslrlftl tax (which includN, unincorporated retail norm�; Delaware levies a marchanb license tax baled on gross receipts; and lndiane teV1es I tax on the grOII income of 
all penon1 or corporations doing bull- In lncliena. The l'lltft appllcoble to retailen (with exwptioNI undor - grou rocelpts tnn are•• follows: Alaska %% on gron recelDts of $20,000-$100,000, and 1'"
on grou rocalp11 in excea of $100,000; Dela-..,, mallen generally, 4/5 of 1" leu $20,000 each quarter; lncliana475/1000of 1'1(,; New Jersey, retail pross receip11 -1 /20 of 1% on gross raceip11 in axceu of 
$150,000, unincorporated bu1i-. tax - % of 1 % ii grDB 11!Ceipts exceed $5,000; Washington, 44/100'\ and Wast Virginia, 56/100%. 

2 Motor vehiclN ,re taxable at the general ratft with certain eacaptions. The following Statwl IOPIY different rates to motor wthicl• under their ganr.al sates and use tax laws: Alabama. 1 %%; Miaialppi, 3"; and North 
C.,ollna, 2" (maximum $1201. The following exlfflPt motor vehlctn from their general saln and 1118 taXM but Im- special soles or groa rocalpts tax• on them under their motor vehicle 18X laws: District 
of Columbia &" tltllng 1ax; Maryland, 4" titting 1ax; Mlnnno1a, 4" excise tax; New Mexico, 2" oxclte 1ax: North Deko18, 4% excise 1ax ; Oklahoma, 2% excise tax: South Dakota, 3% excise tax; Te- 3% selas 
and - tax: Virginia, 2" •lw 811d - ,ax; and Wast Virginia, 3" titling tax. SH oloo table 00 for •las tax trwtment of motor vehictn. 

3
c.n. •las Of gr- ....ipu ta- undor _.. "Utility Tax Act." 

4 Arizona and Ml-lppl also tax tho tnnspOMlltlan of all and gn by plpellne. Geo,..., exomp11 tran-natlon of 111'-'Y, end charves by municlpalitlft, counti,S, oncl public traneit authOfitl" for transporting -
sengen upon their conveyances. Ka111n exanpts traf1IPOl"tatlon of perwons. Missouri exempts contrwct tran1DOrtation af employees to and from wark, and tran,portation of property. Oklahoma, and Utah do 
not 1ax trenaportatfon of property, Mtallllppi taxes taxicab transportation et fllll rate of 2%. local transit bu•• are exempt, Oklahoma does not tax local trlJntpOrtation, school tranaportation, and ferel of 
11 - Of'- U1all - not tax - raitw.y fa- In Arizona, but, taxi cab, and tnicki,. ......_..........., N "common C111Tiorl'' pay tho csrlor tax (2%"1 end.,. nompt """' the •lw tax. 

5S..u-lW tax9d at�"' if tho_ k_ odoquom......._ 
6Co- exompll .. - oloctrlclty for - In col'lllructlon and oti. lndultrlol ..._ Connoctlcut nompts .........,,. - t91agroph, 1181, eloctrlclty, 811d - _,,_ pn,vldod ta conoumen through mol111, 11,- or 

plpas ta the extant of $10 per month. Gao and olectrlclty uad for domatllc -ng""' exompt. Florido""""""" fuell uad by a public.,,. private utility In the ge-.tlon of eltctric - or erwgy for •le. 
S.lw of fuol ond utllltlao ta raldontlol ho-holcll.,. oxompt. lndlona nempll AH, electrlclty, and - uad in manufacturing. mini,., refining. all or mlnerol extl'IICtion, and irTlgation; ollo nempts •le of 
utility_,,_ 1D other utHltln. K,,.. exompta gn. electrlclty, and - uad in f.-ming. procoalng. manufacturing. mining. drilli,., refining. irrigation, telephone 811d telegraph •�d other taxable...,,._ or 
for.,.,., ,-voment In,_ cornmen,o by rollroadl or public utllltlao. Kentucky exemptl-,,y or--.v product,. fuels UIOd In manufacturing. proceatng, mining, or refining to the extant that COIII 
ex- 3" of tho coot of production. Maryland oxomptl •• of 1181 and eloctrlclty whon - for - of ,_le or.,. in 1Mnufocturlng, -,,bling. procmsing, refining, or tho ""*811an of ollctriclty, 
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TABLE A.3--STATE SALES TAXES: TYPES AND RATES, JULY 1, 1973 (continued) 
{Percent) 

Mississippi OXl!fflllll wholosole 11111 of oloctrlclty bolWltn p_., camponios and tax• lndustrlol 11111 of 9111 end electricity 1t Iha rate of 1 %. Mi11ourl exempts electrical energy usld In manufacturing, processing, 
etc •• of I product. if the total coat of electrical energy used exceeds 10% of the total cost of production, exduding the con of electric::al energy so uslld. Pennsylvania exempts gas and electricity, end intrastate 
telephone or telegraph service when purchntd by tho user solely for hl1 own residential use. Rhode Island exempts gas end electricity furnished for domestic use by occupants of residential premises. South 
Carolina's tax is not applicable to sales of gas used In manufacturing or in furnishing laundry service; also exempt are sales of electricity for uw In monufacturing tan9ible personalty and e:ectricity sold to radio 
end television stations used in producing progrems. Tennessee tlKOS gas, electricity and wator sold to or utld by menufecturars at the rate of 1 % (If used directly In the menufacturing p•ocass they era exl!ffll)tl. 
TeJtn exempts gas and electrlclty used In manufacturit1g, mining, or agriculture. Wisconsin's tax Is not applicable to gas or to electrlclty for space heating charged at a specific rate. Wyoming exempts gas and 
tlectricity consumed in manufacturing, processing, and the transporutlon business. The District of Columbia exempts gas and electrlcTtv used In manufacturing. a,sembllng, processing ard refining, 

'1 R•t1ur1nt meals below a certain price are exempt: Connecticut, len than $1; Maryland, S1 or l'lls: the Manachusetts retail sales tax exempts restaurant mnls, which 1$1 or morel .:,re taxed ot 5%. 
1The tax on sale or tickets to prize fighters or wrestling matches on closed circuit television is 5% of the gross receipts. The 5% tax also applies to payments received from broadcasting companin for the right to 

televl .. or broadcnt any match. , 
91n Mlaisslppi, effective August 1, 1968, lh• State •In tax on tangible personal proparty- lnc,-ld from 3%% to 5%; h..--, authority for locel sal., tax wa1 repalPd. 

10tn New Jersey, admissions to I place of amusement are t1xabl1 If tht charge Is In excess of 75 cents. Admissions to horse race "meetings are taxable at 10% under a ,eparate admlnlons tax. Ne\l'i' Vork taxes admissions 
when the charge is ewer 10 cents: exempt 1ra participating sports (such II bowting and 9Nlmlngl, motion picture th'Ytres, raca tracks, boxing, wrestling, ind live dramatic or rttusical pe:iormancas. Siles of ad· 
rr,ission: to motion picture theatres costing 75 cent! or less are exempt ln Wisconsin. 

11Taxed at 5% under separate '"Meals and Rooms Tax." 

SOURCE: Commerce Clearing House, State Tax Reporter, as shown in Advisory Commission 
Intergovernmental Relations, Federal-State-Local Finances: Significant Features of Fiscal 
Federalism, 1973-74, (Washington: Government Printing Office, 1974), pp. 242-250. 
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Possible Taxable Service 

Amusements - movie theaters; per
formances; bowling, pool, skating, 
swiuming,,riding, and other rec
reation fees; Turkish baths; mas
sage and reducing salons; health 
clubs; golf and country clubs; 
other recreation clubs; itinerant 
amusement shows. 

Business Services - advertising; 
promotion and direct msil; armor
ed cars; janitorial services; 
mailing services; telephone answer
ing services; testing laboratories; 
wrapping,packing, and packaging of 
merchandise; weighing; sign paint
ing; equipment rental; collection 
agencies; bookkeeping services; 
secretarial services; employment 
agencies. 

Construction Services - all con
struction services relating to 
buildings and structures erected 
for the improvement of realty; 
real estate construction contracts
primary; carpentry; masonry; plast
ering; painting, papering, and 
interior decorating; excavating 
and grading; pipe fitting and 
plumbing; house and building mov
ing; well drilling. 

Educational Services - private 
schools; dancing schools; music 
lessons; flying lessons; vocational 
schools; modeling schools; art 
schools. 

Financial Services - bank service 
charges; finance charges; all 
types of insurance premiums; in
vestment counseling. 

Personal Services - barbers and 
beauty salons; dry cleaning, press
ing, dyeing and laundry; coin 
operated laundry and dry cleaning; 
shoe repair and shoe shine; altera
tions; sewing and stitching; fur 
storage, repair, dyers, and dress
ers. 

(Table continued on next page.) 

TABLE A.4--EXAMINATION OF POSSIBLE TAXABLE SERVICES AND RELATED ISSUES 

Is the Service 
Subject to Other 

Gross Receipts Taxes? 

License taxes are 
imposed by localities 
on admissions and on 
some of the others. 

Merchants license 
taxes are imposed by 
many localities on 
all of these. 

Some localities im
pose license taxes 
on the fees received 
on gross amount of 

contract or order 
of contractors. 

Private schools are 
not usually subject 
to these taxes, but 
dancing schools and 
some others frequent
ly are. 

There is a state 
tax on the gross 
premiums of insur
ance companies. 

These are subject to 
license taxes on 
gross receipts by 
localities. 

Ease of Administration 

This would require collections from many new deal
ers, including one night performances and itinerant 
amusement shows. A question would arise about tax
ing amusements to raise money for charities, and 
"charitable" would have to be defined. Relating 
to clubs where fees are paid in the form of member
ship dues, it might logically follow that all dues 
to all clubs are taxable. 

Most of these are fairly easy to define and would 
add new dealers to the tax rolls. However, adver
tising is difficult to define, there is a question 
about tax interstate commerce, and it would be 
costly to administer the tax on out-of-state adver
tisers. 

The point can be made that the purchase of real 
property, including structures, is a capital in
vestment and not a consmner expenditure. Repairs 
and remodeling may be classified as repairs to 
tangible property and therefore are taxable. It 
would be difficult to differentiate between con
struction of structure and the addition or alter
ation of a few rooms. It would be difficult to 
enforce complete compliance among so many small 
concerns. Many new dea_lers would be added to the
tax rolls. 

Careful definition would be necessary to encom
pass all types of educational services. Since many 
lessons are taught by private individuals, evasion 
would be easy. 

The dealers in question would be easily locata
ble. Finance charges would have to be differen
tiated from interest. Finance charges apply to 
bank credit cards and retail store credit cards 
as well as to financial institutions. It would 
be necessary to define the types of insurance 
premiums taxed • 

Since most of these services are provided by re
tail stores which already collect the tax on 
some items, it would be fairly easy to extend 
coverage to these items. It might be beneficial 
to set some sort of lower limit to exempt shoe
shine boys and other extremely small operators. 

Taxpayer Equity 

This category would have to in
clude most types of amusements 
to avoid discrimination against 

the ones taxed. 

Taxing these services would 
frequently discriminate against 
the small nonvertically inte
grated firm. 

Taxing construction could be a 
penalty to potential construc
tion investors and might be 
detrimental to the construction 
market. Taxing only a primary 
contractor would discriminate 
against general contractors 
and would be easily avoidable. 
Taxing minor work done by car
penters, plasters, etc. would 
be equitable if all categories 
were included. 

This is a very questionable 
category since it taxes people 
for learning a vocation. 

Taxing this category penalizes 
people with small accounts, 
people dealing with certain 
banks, credit users, and people 
dealing with investment counsel-
ors rather than bankers or stock 
brokers. Taxing insurance pre-
iums imposes a tax on saving since 
the purchase of insurance is often a 
form of saving as well as a pur
chase of the service. 

Taxpayer equity seems satisfac
tory although most states do 
not tax these - perhaps because 
many are viewed as necessities. 

?ot<.·utL .. d Net 
Revenue Impact 

Very good. 

Good, (not 
including 
advertising.) 

Very good. 

Good, (not 
including private 
schools.) 

Good, (not 
including insurance 
premiums or finance 
charges.) 

Good. 
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Possible Taxable Service 

Professional Services - accountants; 
architects; attorneys; artists; 
chemists; doctors; dentists; nurses; 
allied health personnel; veterina
rians; engineers; geologists; sur
veyors; morticians; pharmacists; 
chiropractors; fortune tellers; 
pawn brokers; taxidermists; in
terior decorators. 

Public Utilities - electric power; 
gas; water; telephone and telegraph. 

Repair Services - automobile re
pair; battery, tire, and allied; 
oilers and lubricators; washing, 
waxing, and polishing; wrecker 
service; vulcanizing and retread
ing; boat repair; machine repair; 
motorcycle, scooter, and bicycle 
repair; motor repair; tin and 
sheet metal repair; roof, shingle, 
and glass repair; electrical re
pair; household appliance, tele
vision and radio repair; jewelry 
and watch repair; furniture, rug, 
upholstery repair and cleaning; 
office and business machine repair; 
swimning pool cleaning; wood 
preparation; welding; finishers; 
polishers; exterminators. 

Intrastate Transportation Ser
vices - buses; taxis; trucks; 
trains; airplanes. 

Miscellaneous - boarding of ani
mals; grooming of animals; stud 
fees; engraving, photography, 
and retouching; printing and 
binding; refuse services; park
ing lots, storage warehouses 
and lockers. 

TABLE A.4--EXAMINATION OF POSSIBLE TAXABLE SERVICES AND RELATED ISSUES (Continued) 

Is the Service 
Subject to Other 

Gross Receipts Taxes? 

Many professionals 
are subject to local 
license taxes on 
gross receipts. 

Most localities levy 
some type of user or 
sales tax on public 
utilities. These 
may have a nominal 
tax rate of as high 
as 25% although 
upper limits often 
lessen the effective 
rate. Many state 
public service 
corporation taxes 
relate to gross 
receipts. 

Frequently subject 
to local license 
tax.es. 

Many are taxed by 
the state on gross 
receipts. 

These may be sub
ject to license 
taxes in many 
localities. 

Ease of Administration 

This tax may be difficult to collect from so many 
independent practitioners. 

These services are simple to define and to collect 
from. A question would arise about the local taxes. 
If permitted to continue, taxes would be excessive. 
If disallowed, localities would lose revenue. 

Repair services are fairly easy to define. Many 
retail dealers offer repair services so that ex
tending coverage to these would not be extremely 
difficult. It might lower the compliance costs 
to the dealer. 

Intrastate transportation is difficult to define 
and difficult for both the Department of Taxation 
and dealer to collect taxes on since it requires 
the separation of intrastate from interstate 
transportation. 

Most of these are fairly easy to define and to 
administer. 

Taxpayer Equity 

There are questions about tax
ing health and legal services. 
Who pays the tax bill on court 
assigned legal services'/ 

Taxing these may discriminate 
against the users of electri
city or natural gas when the 
alternatives are fuel oil or 
bottled gas, which are subject 
only to the regular sales tax. 

Satisfactory. 

Penalizes nonvertically inte
grated firms and individuals 
not using private transporta
tion. Discourages public 
transportation which many 
areas have found desirable 
enough to subsidize. 

Satisfactory. 

Potential Net 
Reve�!:1� Impac� 

Very good. 

':er:. goo<l if all 
present truces are 

maiataineda 

Very good. 

Very good. 

Low for any one 
of these categories. 
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TABLE A.5. PROJECTED PRICE INDEXES (1975·-76 = 100) 

GNP Implicit Price Deflater Implicit Price Deflater Medical Services 
Implicit for State and Local for all Government Consumer Portion of the 

Fiscal Price Government Purchases of Purchases of Buildings Price Consumer 
Year Deflater Goods and Services Except Military Index Price Index 

1975-76 100.0 100.0 100.0 100.0 100.0 

1976-77 107.0 107.8 111.4 107.7 107.1 

1977-78 113.6 115.2 122.5 114.6 113.8 

1978-79 119. 7 122.1 133.2 121.1 120.1 

1979-80 125.7 128.9 144.0 127.3 126.2 

1980-81 131. 7 135.9 155.1 133.4 132.4 

1981-82 137.8 142.8 166.7 139.8 138.5 

SOURCE: Methodology and historical data on file with the staff of the Revenue Resources and 
Economic Commission 
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TABLE A.6. ANNUAL RATE OF CHANGE (Percent) 

GNP Implicit Price Deflator Implicit Price Deflator Medical Services 
Implicit for State and Local for all Government Consumer Portion of the 

Fiscal Price Government Purchases of Purchases of Buildings Price Consumer 
Year Deflator Goods and Services ExceEt Military Index Price Index 

1976-77 +7.0 +7 .8 +11.4 +7. 7 +7 .1

1977-78 +6.2 +6.9 +10.0 +6.4 +6.3

1978-79 +5.4 +6.0 +8.7 +5.7 +5.5

1979-80 +5.0 +5.6 +8.1 +5.1 +5.1

1980-81 +4.8 +5.4 +7.7 +4.8 +4.9 I 

1981-82 +4.6 +5.1 +7 .5 +4.8 +4.6 I 

SOURCE: Table A.5. 
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TABLE A.7--AVERAGE NOMINAL AND AVERAGE EFFECTIVE TRUE REAL PROPERTY TAX 
RATES IN VIRGINIA COUNTIES AND CITIES, 1971 AND 1973 

(Exclusive of Town Taxes Imposed by Incorporated Towns for Town Purposes) 

Median Assessment Average Nominal Average Effective 
COUNTY Ratio Tax Rate True Tax Rate 

1971 1973 1971 1973 1971 1973 

Accomack 18.8% 13.6% $2.94 $2.94 $0.55 $0.40 
Albemarle 12.2 8.5 5.90 5.90 • 72 .45 
Alleghany 16.7 15.3 4.75 4.75 .79 .73 
Amelia 10.7 8.4 3.00 3.75 .32 .32 
Amherst 11.9 12.2 3,18 3.35 .38 .41 

Appomattox 16.0 16.4 3.00 2.90 .48 .48 
Arlington 34.4 29 .o 3.83 3.83 1.32 1. ll
Augusta 25.6 20.9 2.60 2.60 .67 .54
Bath 22.3 12.2 3.16 3.57 .70 .44
Bedford 11.0 13.2 4.30 3.80 .47 .50

Bland 5.6 5.8 5.54 5.15 .31 .30 
Botetourt 12.5 9.8 4.40 4. 75 .55 .47 
Brunswick 18.1 15.0 3.00 3.50 .54 .53 
Buchanan 9.4 6.7 5.50 5.50 .52 .37 
Buckingham 10.6 8.2 2.50 3.75 .27 .31 

Campbell 15.1 18.5 3.40 3.15 .51 .58 
Caroline 12.2 10.7 3. 25 3.35 .40 .36 
Carroll 11. l 23.3 6.50 2.20 .72 .51 
Charles City 11.9 8.8 4.25 5.00 .51 .44 
Charlotte 10.9 9.2 3.90 4.70 .43 .43 

Chesterfield 27.9 24.8 3.10 3.10 .86 • 77

Clarke 17.9 13.4 3.25 3. 25 .58 .44 

Craig 15.2 9.4 4.00 4.00 .61 .38 

Culpeper 16.7 12.3 3.00 3.00 .50 .37 

Cumberland 10.8 7.9 3.60 3.60 • 39 • 28

Dickenson 7.3 8.5 7.00 7.00 .51 .60 

Dinwiddie 16.0 15.1 3.70 3.00 .59 .45 

Essex 23.4 17.0 1.85 1.85 .43 .31 

Fairfax 32.6 30.5 4.31 4.31 1.41 1. 31
Fauquier 10.0 10.8 4.20 3.75 .42 .41

Floyd 12.6 6.3 4.00 5.00 .so .32 
Fluvanna 13. 2 12.4 2.90 3.10 .38 .38 
Franklin 9.8 9.2 4.80 4.50 .47 .41 

Frederick 16.7 12.3 3.40 3.70 .57 .46 

Giles 11. 7 10.5 4.45 4.80 .52 .so 
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TABLE A.7--AVERAGE NOMINAL AND AVERAGE EFFECTIVE TRUE REAL PROPERTY TAX 
RATES IN VIRGINIA COUNTIES AND CITIES, 1971 AND 1973 (Cont'd.) 

Median Assessment Average Nominal Average Effective 
COUNTY Ratio Tax Rate True Tax Rate 

1971 1973 1971 1973 1971 1973 

Gloucester 21.4% 24.2% $2.23 $2.07 $0.48 $0.50 
Goochland 17.3 16.4 3.45 3.05 .60 .50 
Grayson 12.2 8.7 2.79 2.79 .34 • 24
Greene 13.5 15.0 4.50 4.50 .61 .68
Greensville 18.8 20.0 2.00 2.00 .38 .40

Halifax 15.4 10.0 2.85 2.85 .44 • 29
Hanover 20.2 15. 2 2.90 2.90 .59 .44
Henrico 33.7 29.5 2.98 3.08 1.00 • 91
Henry 13.1 13.8 4. 25 4.00 .56 .55
Highland 21.4 10.0 2.50 2.50 .54 • 25

Isle of Wight 16.0 13.4 3.00 3.00 .48 .40 
James City 23.3 17.6 4.20 4.00 .98 .70 
King George 21.1 16.2 3.35 3.35 • 71 .54 
King & Queen 15.0 9.3 3.50 4.00 .53 .37 
King William 18.0 15.3 2.85(1) 3.70(1) .51(1) .57(1) 

Lancaster 23.2 15.4 1.80 2.70 .42 .42 
Lee 7.0 6.8 10.40 10.42 .73 • 71
Loudoun 27.6 26.5 2.65 3.20 .73 .85
Louisa 13.8 10.5 3.10 3.10 .43 .33
Lunenburg 15.0 12.0 4.00 4.00 .60 .48

Madison 11.1 9.1 3.90 3.90 .43 • 35
Mathews 23.3 16.0 2.50 2.50 .58 .40
Mecklenburg 15.1 14.0 2.96 2.96 .45 .41
Middlesex 17.6 20.0 2.25 1.90 .40 .38
Montgomery 12.1 13.7 4.75 6.90 .57 .95

Nelson 6.8 8.5 5.00 5.00 .34 .43 
New Kent 14.4 10.0 4. 25 4.80 .61 .48 
Northampton 14.5 15. 3 4.50(2) 4.50(2) .65(2) • 69 ( 2)
Northumberland 24.6 14.4 2.20 2.40 .54 • 35
Nottoway 19.1 15.9 3.60 3.90 .69 .62

Orange 15.7 14.3 4.45 4.45 .70 • 64
Page 7.7 5.1 5.85 5.85 .45 .30
Patrick 12.3 8.9 3.50 3.50 .43 .31
Pittsylvania 26.7 20.9 2.75 2.75 .73 .57
Powhatan 22.6 16.7 3.55 3.50 .80 .58

Prince Edward 11. 7 12.6 2.50 2.80 • 29 • 35
Prince George 24.0 20.1 2.90 2.90 .70 .58
Prince William 29.5 22.7 3.92 4.67 1.16 1.06 
Pulaski 10.6 12.2 5.30 5.30 .56 • 65
Rappahannock 7.8 6.5 4.10 4.10 .32 • 27
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TABLE A.7--AVERAGE NOMINAL AND AVERAGE EFFECTIVE TRUE REAL PROPERTY TAX 
RATES IN VIRGINIA COUNTIES AND CITIES, 1971 AND 1973 (Cont'd.) 

Median Assessment Average Nominal Average Effective 
COUNTY Ratio Tax Rate True Tax Rate 

1971 1973 1971 1973 1971 1973 

Richmond 21.3% 16.4% $2.60 $3.00 $0.55 $0.49 
Roanoke 30.6 24.9 2.95 2.95 .90 .73 
Rockbridge 15.4 11.6 4.35 4.65 .67 .54 
Rockingham 17.5 17.7 2.70 2.70 .47 .48 
Russell 16.5 14.9 3.72 4.35 .61 .65 

Scott 7.4 4.8 8.20 9.00 .61 .43 
Shenandoah 16.7 19.0 2.20 2.20 .37 .42 
Smyth 8.2 6.3 6.00 7.00 .49 .44 
Southampton 14.0 15.7 4.50 4.00 .63 .63 
Spotsylvania 23.2 27.7 3.30 2.30 . 77 .64 

Stafford 29.0 21.1 3.00 3.30 .87 .70 
Surry 12.2 9.1 2.00 2.00 • 24 .18 
Sussex 12.0 11.3 4.00 4.00 .48 .45 
Tazewell 15.1 15.5 4.67 3.40 • 71 .53 
Warren 9.9 8.0 3.90 3.90 . 39 .31 

Washington 7.7 4.4 8.80 9.20 .68 .40 
Westmoreland 24.0 20.0 3.40 3.40 .82 .68 
Wise 20.5 15.2 4.25 3.50 .87 .53 
Wythe 13.4 10.1 4.50 4.50 .60 .45 
York 17.2 16.7 4.37(3) 4.30(3) .75(3) .72(3) 

CITY 

Alexandria 42.8 40.0 4.05 4.00 1. 73 1.60 
Bedford 53.3 42.7 1.30 1.30 .69 .56 
Bristol 33.3 30.0 4.00 4.00 1.33 1. 20
Buena Vista 32.2 25.9 3.60 3.85 1.16 1.00
Charlottesville 22.3 19.3 4.79 4.79 1.07 .92 

Chesapeake 47.7 37.5 3.26 3.26 1.56 1.22 
Clifton Forge 37.4 34.2 3.40 3.50 1. 27 1. 20
Colonial Heights 87.1 75.0 1.30 1.30 1.13 .98
Covington 25.4 20.3 4.15 4.15 1.05 .84
Danvill e  51.3 44.0 1. 75 1. 75 .90 • 77

Emporia 46.6 34.3 1.60 1.60 • 75 .55 
Fairfax 40.1 34.2 3.98 3.98 1.60 1.36 
Falls Church 46.3 32.3 2.85 3.00 1.32 .97 
Franklin 46.4 44.0 2.30 2.30 1.07 1.01 
Fredericksburg 34.9 26.9 3.20 3.20 1.12 .86 
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TABLE J...7--AVERAGE NOMINAL AND AVERAGE EFFECTIVE TRUE REAL PROPERTY TAX 
RATES IN VIRGINIA COUNTIES AND CITIES, 1971 AND 1973 (Cont'd.) 

CITY 

Galax 
Hampton 
Harrisonburg 
Hopewell 
Lexington 

Lynchburg 
Martinsville 
Nansemond 
Newport News 
Norfolk 

Norton 
Petersburg 
Portsmouth 
Radford 
Richmond 

Roanoke 
Salem 
South Boston 
Staunton 
Suffolk 

Virginia Beach 
Waynesboro 
Williamsburg 
Winchester 

VIRGINIA MEDIAN 

Median Assessment 
Ratio 

1971 1973 

14. 2% 11.0% 
39.9 34.5 
34.1 26.3 
34.7 29.8 
77. 7 64.0 

41.6 35.8 
52.1 48.3 
17.0 12.9 
44.3 29.1 
so. 1 44.9 

22.1 16.4 
85.5 78.0 
62.3 52.3 
36.6 30.5 
87.7 81.9 

40.0 31.4 
34.7 27.5 
22.0 19.4 
26.0 22.8 
51.1 39.8 

41.1 45.5 
20.3 16.9 
28.7 30.4 
39.2 30.4 

33.0% 22.5% 

Average Nominal 
Tax Rate 

1971 1973 

$5.15 $5.15 
3.35 3.15 

2.50 2.50 
3.20 3.20 
1.20 1. 20

3.00 3.00 
1.90 1.90 
5.07(4) 5.20(4) 
3.96 3.96 
2.70 2.70 

4.50 4.50 
1.90 1.90 
2. 25 2.25 
2.80 2.80 
2.01 2.01 

3.45 3.45 
3.25 3.25 
4.80 4.80 
3.20 3.60 
3.10 3.10 

2.09 1.55 
5.00 5.00 
2.60 2.10 
2.70 2.70 

$3.21 $3.21 

(1) Applied only to real estate outside the Town of West Point.
(2) Applies only to real estate outside the Town of Cape Charles.
(3) Applies only to real estate outside the Town of Poquoson.
(4) Became a city on July 1, 1972.

Average Effective 
True Tax Rate 

1971 1973 

$0.82 $0.63 
1.34 1. 29

• 85 .66
1.ll .95

.93 • 77

1.25 1.07 
.99 • 92
.86(4) • 6 7( 4)

1. 75 1.15 
1.37 1. 21

.99 .74
1.62 1.48 
1.40 1.18 
1.02 .85 
1. 76 1.65 

1.38 1.08 
1.13 .89 
1.06 .93 

.83 .82 
1.58 1. 23

.86 • 71
1.02 • 85

• 75 .64
1.06 .82

$1.06 $0.72 
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TABLE A.8--LOCAL INCOME TAXES, RATES AND COLLECTIONS 
(Dollar amounts in thousands) 

State and local government 

Alabama: 

Auburn 

Birmingham 
Gadsden 

Opelika 

Rainbow City 

Delaware: 

Wilmington 

Indiana (countiesl: 1 

Bartholomew 

Benton 

Blackford 

Brown 

Carroll 

Cass 

Clinton 

Decatur 

DeKalb 

Elkhart 

Fountain 

Hancock 

Hendricks (eff. 1/1n4) 

Huntington 

Jasper 
Johnson 

Kosciusko 

Lawrence 

Marshall 
Morgan 

Newton (eff. 1 /1 /74) 

Noble 

Ohio 

Randolph 

Rush 

Starke 

Steuben (eff. 1/1/74) 

Tipten 

Union 

Wabash 

Washington 

Wayne 

Wells 

White 

Kentucky: 

Ashland 

Auburn 

Benton 

Berea 

Bowling Green 

Burkesville 

Catlettsburg 
----· 

See footnotes at and of table. 

Rate 

July 1, 1973 

(percent) 

1.0 

1.0 

2.0 

1.0 

2.0 

1.25 

1.0 

0.5 

0.5 

0.5 

0.5 

0.5 

1.0 

1.0 

0.5 

1.0 

0.5 

1.0 

0.5 

1.0 

0.5 

0.5 

0.5 

1.0 

1.0 

0.5 

0.5 

1.0 

0.5 

0.5 

0.75 

0.5 

0.5 

0.5 

1.0 

1.0 

0.5 

1.0 

0.5 

1.0 

1.5 

1.0 

0.5 

1.5 

1.5 

0.5 

1.0 

Total tax 

collections 

$28,043 

5,165 

20,752 

Municipal tax collecti� 1871-72 

(Citla with - 60,000 population in 1970) 

Amount 

$5,527 

2,977 

7,614 

Income tax collections 

As I percent of 

total collections 

19.7 

57.6 

38.7 
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TABLE A.8--LOCAL INCOME TAXES, BATES AND COLLECTIONS (continued) 
(Dollar amounts in thousands) 

Stute and local government 

Keutucky (Continut!d) 
Covington 
Cyntl,iana 
Danville 
Dawscn Springs 
Elizabethtown 
Flemingsburg 
Frankfort 
Fulton 
Gamaliel 
Glasgow 
Hazard 
Hickman 
Hopkinsvill• 
Leitchfield 
Lexington 
Louisville 

Jefferson County• 
Ludlow 
Marshall County 
Mayfield 
Maysville 
Middlesboro 
Morgantown 
Newport 
Owensboro 
Paclvcah 
Pike.ille 
Prestonsburg 
Princeton 
Richmond 
Russellville 
Springfield 
Versailles 
Wilder 
Woodford County 

Maryland: 
Baltimore City 
20Counties 
Queen Anne's County 
Talbet County 
Worcester County 

Michigan: 3 

Albion 
Battle Creek 
Big Rapids 
Detroit 
Flint 
Grand Rapids 
Grayling 
Hamtramck 
Highland Park 

See footnotes at end of table. 

Rate 
July 1, 1973 

(percent) 

2.5 
1.5 
1.0 
1.0 
0.8 
1.0 
1.0 

.1.0 
1.0 
1.0 
1.0 
1.0 
1.0 
1.0 
:.!.O 
1.25 
2.0 
1.0 
0.5 
1.0 
1.5 
1.0 
1.0 
2.0 
1.0 
1.25 
1.5 
1.0 
1.0 
1.0 
1.0 
1.0 
1.0 
0.25 
0.5 

% of State tax 
50 
50 

40 

35 
20 

1.0 
1.0 
1.0 
2.o' 
1.0 
1.0 
1.0 
1.0 
1.0 

Total tax 
collections 

$4,754 

13,925 
38,333 

2,885 

$229,285 

268,924 
18,884 
16,484 

Municipal tax i:ollcc:tiot1s, 1971-72 
(Cities with over 50,000 population in 1970) 

Amount 

$2,682 

1,718 
21,312 

1,375 

$32,550 

94,473 
10,778 
7,727 

Income tax collections 

As a percent of 
total collections 

56.4 

55.9· 
55.6 

47.7 

14.2 

35.1 
57.1 
46.9 
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TABLE A.8--LOCAL INCOME TAXES, RATES AND COLLECTIONS (continued) 
(Dollar amounts in thousands) 

State and local government 

Michigan (Continuedl: 3 

Hudson 
Jackson 
Lansing 
Lapeer 
Pontiac 
Port Huron 
Saginaw 

Missouri: 
Kansas City 
St. Louis 

New York: 
New York City 

Ohio: 
Akron 
Canton 
Cincinnati 
Cleveland 
Cleveland Heights 
Columbus 
Dayton 
Elyria 
Euclid 
Hamilton 
Kettering 
Lakewood 
Lima 
Lorain 
Mansfield 
Parma 
Springfield 
Toledo 
Warren 
Youngstown 
315 cities and villages 

(with less than 50,000 
populationl 

Pennsylvania:' 
Abington Township 
Allentown 
Altoona 
Bethlehem 
Chester 
Erie 
Harrisburg 
Lancaster 
Penn Hills Township 
Philadelphia 
Pittsburgh 
Reading 
Scranton 

See footnOtes It end of table. 

Rate 
July 1, 1973 

(percentl 

1.0 
1.0 
1.0 
1.0 
1.0 
1.0 
1.0 

1.0 
1.0 

0.7-3.55 

1.5 
1.5 
2.0 
1.0 
1.0 
1.5 
1.0 
1.0 
1.0 
1.5 
1.0 
1.0 
1.0 
1.0 
1.0 
1.0 
1.5 
1.5 
1.0 
1.5 

0.25-1.7 

1.07 

1.0• 
1.o'

1.07 

1.09 

1.0• 
1.07 

1.07 

1.07 

3.312510 

1.0 1 1 

1.07 

1.o•, 12 

Total tax 
collections 

$14,859 

11,991 

10,212 

78,610 
125,035 

3,830,557 

26,440 
9,770 

75,528 
81,181 
5,025 

45,024 
27,344 
3,413 
8,240 
5,002 
4,437 
5,295 
2,872 
8,712 
4,350 
6,126 
5,886 

33,363 
3,507 

13,925 

3,892 
9,082 
3,246 
6,342 
4,523 
9,597 
5,927 
4,578 
2,943 

410,362 
77,281 
6,312 
7,825 

Municipal tax collectiont,. 1971-72 
(Cities with - 60,000 papulatlon in 1910! 

Amount 

$6,120 

4,322 

3,601 

29,106 
36,784 

805,578 

17,478 
7,814 

43,608 
38,807 
1,298 

35,196 
15,882 
1,808 
3,278 
3,703 
2,304 
1,518 
2,106 
3,418 
3,053 
3,484 
4,736 

25,002 
2,693 
9,299 

n.L 
1,941

745 
1,857 
2,118 
1,855 

978 
694 
925 

256,738 
13,028 
1,530 
2,128 

Income tax collections 

As a percent of 
total collections 

41.2 

36.0 

34.3 

37.0 
29.4 

21.0 

86.1 
80.0 
57.7 
47.8 
25.9 
78.2 
57.3 
53.0 
39.8 
74.0 
51.9 
28.7 
73.3 
60.9 
70.2 
58.9 
80.5 
74.9 
76.8 
86.8 

n.& 
21.4 
23.0 
26.1 
48.8 
17.2 
16.5 
15.2 
31.4 
82.6 
16.9 
24.2 
27.2 
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TABLE A.8--LOCAL INCOME TAXES, RATES AND COLLECTIONS (continued) 
(Dollar amounts in thousands) 

Municipal tax coll�-.:;tions, 1971-n
!Cities with over 50,000 population in 1970) 

Rate 
July 1, 1973 

(percent) 

Income tax collections 

State and local government 

Pennsylvania: 6 (Continued) 
Wilkes-Barre 
York 
Approx. 3,750 other local 

jurisdictions (including 
over 1,000 school 
systems) 

0.57 

1.0' 
0.25-1.0 

Total tax 
collections 

$4,291 
4,157 

Amount 

$630 

656 

--------------------------------· ·---·----·-·· 

As a percent of 
total collections 

14.7 
13.4 

Note: Excluda W•hington. D.C. which has a graduatMI. net Income tax that it more closety akin to • State tax thao t,, If •!-Jo municipal income ta,ces c .. 
table 141 ;, Also excluJes the Denver Employ• Occupational Privilege Tax of $2 per emplo>tee pw month, whirh nppfia only to en,ployns ..,.ning 
at least $260 per month; the N-rk 1'11, payroll tax lmJJOsad on employ- profit and nonprofit,, hllllng a payrd! .-, $2,500 per calondJ< q-tor; 
me San Frano;i..a 1% poyroll expenso ID leff. 10/lnOI; the 1/2 of 1'11, quartarly payroll tax on employers irnposod In tho Tri-count,· Metropolitan 
Transit District lencompouing all of Washington. Clackamas end Multnomoh counties, Oregon); end the 1M of 1 percent payroll tax 1,_ci on 
employers in the Lane County Oregon M .... Trafllit District. 

- Signilio, a county, or e city under 50,000 population. 
tLa.• .. not available." 

1The tu: rate on nonrnidants for all countia is 1/4 of,,.,. 
2A to,i,,,�� out,j«t tc• t� 1.71; 1-""'CWI' - impmm by the City of Louiwillo may creditthia ti>< -inst the 2.0 D8<cent levied bv Jefferson County. 
3Undor the Michigan "Uniform City lncomtlTIIX Act," the prescribed ratm.,. I.Cl p ..... m for ros\dents and 0.5 percent for nonresident._ A resldem 

is allowed cndit for taxes p11id to another city as I nonrNidfflt. 
4

The rat• for residents in Detroit was incn,&sed from 1 percent to 2 percent effactive October 1, 1968. 
5New York City NSidents· rate ranpesfrom 0. 7 percant on taxable incorrw of less than $1.000 to 3.6 pll'Cfflt on taxable incorM in excess of $30.000. 

An earnings tax of 0.45 percent of wa9115 or 65/100 of 1 percent on net ewnings from salf.-employment. not to exceed that which 'liould be due 
if taxpayer were• rasid9nt, is levied eg;tin� nonreidents. A .ii% tax is impoNd on unincorporated busiNIIBIS eanied on in the city. 

6Except for Philadelµhia,, Pittsburgh, and Scranton. the total r.rte payable by any tu:paver is limited to 1 peraml F, .. coterminous juri:.cJictions., such 
• borough - boroUQh school district. the maximum is usually divided OQually between the jurildictio,. unle11 otherwise agreed. Ii-•.

1Chool districtl may tax only rnicanrs. Thus .. if a borough and a coterminous schoo% district eec:h have a stated rate of 1 perce11t. tha total ef· 
foctMt rat• for resident• Is 1 percent (% ol 1 por-,t -h to the borough and school district) and the tax on nonf'flklonts is 1 percent, the 
stated r8'9 impoMd by tlM borough. 

7n,. school dillrict rate is tho •mo• tlw municipal ratO. 
•n,.. o,:hool district rattt ia 0.6 percent. 
1

There 1s no tchool district income tax. 
1 0n,. Philadelphio school district i.._ • 2" tax on inv•ment incorno. 
11Sehoot diotrict rate. The Pittobu"" city inawne tu - r_.- offoctiwa Jonuary 1. 1973. 
12Combinod city ...i ochool dlsffict rate moy not ox- 2.0 percent. 

SOURCE: Commerce Clearing House, State Tax Reporter, as shown in 
Advisory C011111ission on Intergovernmental Relations, Federal-State
Local Finances: Significant Features of Fiscal Federalism, 
1973-74, (Washington: Government Printing Office, 1974), 
pp. 291-294. 



TABLE A. 9.--CONSUMER UTILITY TAX RATES IN VIRGINIA CITIES, COUNTIES, ANJJ 1vw1,� 

MARCH 1975 
----·------------------------------....;;.===---..;;;;..;;;..;..�------------------------------------

� 

City of Alexandria 

City of Buena Vista 

City of Charlottesville 

City of Cheaapeake 
( See Pllge 12 for South 
Norfolk ordinances) 

City of Clifton Forge 

City of Colonial Heights 

City of Covington 

Date Tax 
l'irst Imposed 

October l, 1954 

April 1, 1957 

July 1, 1948 

January 2, 1963 

June 1, 1970 

July 1, 1959 

January 1, 1957 

lOJd"'irst $50 

2oj, First $5 
(Except ltlnufacturers) 

2oj, First $25 
(ltlnufacturera holding city license) 

5i First $3,000 
� Excess $3,000 

loj, First $7. 50 Gas 
loj, First $15 Residential Electric 
1oj, First $450 Coaaercial & Industrial 

Electric 
Exclude residential electric service for 

-tar heating billed under the -ter 
heating schedule were a separate meter 
is used and on bills submitted for res
idential unmetered electric service. 

1oj, First $10 Residential 
loj, Firat $100 Com.rcial & Industrial 
Exclude electric aervice for -ter 

heating billed under the -ter heat
ing schedule where a separate meter 
is used and on bills submitted for 
unmetered electric service. 

Exclude tax on bills submitted for sales 
for resale. 

5i First $10 
Exclude electric service for -ter 

heating billed under the water 
heating schedule where a separate 
meter is used. 

� First $100 

Revisions in Original Ordinances 
rate Changes 

July 1, 1962 - Rate on Residential changed 

August l, 1962 

July 1, 1968 

July 1, 1971 

None 

July l, 1972 

July l, 1964 

July l, 1971 

AllgUst l, 1971 

July l, 1972 

July l, 1958 

July 1, 1971 

January 1, 1975 

to loj, all from loj, First $50 
Rate on Ccmnercial and Industrial 

changed to loj, Fir at $100 from 
loj, First $50. 

- Rate on Residential Electric 
changed from loj, All to loj, 
First $10 

- Rate increased to 1� 

- Ceiling increased to $15 Residential 
Ceiling inereued to $150 Coamercial 

and Industrial 

- Rate changed to loj, First $3,000 and 
� excess from 5% Firat $3,000 and 
� excess 

- Rate increased to 15% ( Gas and 
Electric) 

- Rate increased to 25i ( Gas and 
Electric) 

- Rate on Residential changed to 15i 
First $15 from loj, first $10 

- Rate on Coanerci&l and Industrial 
changed to 1� First $125 from 
loj, first $100 

- Rate changed to loj, First $10 from 
5i first $10 

- Rate changed to 5i First 
$7,000 from � First $100 

Exclude electric service for 
water heating billed under 
the water heating schedule 
where a separate meter is used. 

- Rate changed to loj, Residential 
and Commercial and Industrial 

Ceilings changed from $7,000 all 
to $100 Residential and $7,000 
Commercial and Industrial 

- Ceiling on Commercial and Industrial 
decreased from $7,000 to $5,000 
plus 5i on amount between $5,000 
and $10,000; 2i on amount between 
$10,000 and $50,000; and f of li 
on all sums in excess of $50,000. 

Present Rate 

16" first $15 Residential 
l� First $150 Conaercial 

and Industrial 

2oj, First $5 (Except Manufacturers) 
2oj, First $25 ( Manufacturers holding city llceue) 

Exclude bills submitted for watchl1ghta. 

loj, First $3,000 
4i Exceas $3,000 I 

VI 

w 

2� First $7. 50 Gu � 
2� First $15 Residential Electric I 
2� First $450 Commercial & Induatrial Electric 
Exclude residential electric service for -ter 

heating billed under the water heating 11Cbe4-
ule 11here a separate meter ia used 11114 on billa 
aubmi tted for residential unmetered electric 
service. 

15i First $15 Residential 
15i First $125 Commercial & Indulltri&l 
Exclude electric service for water heet:lng bille4 

under the water heating achedule 1lbere a ..._... 
rete meter is used and on billa submitted far 
unmetered electric service. 

Exclude tax on bills submitted for salea for 
reaale. 

1oj, First $10 
Exclude electric service for water heating bUled 

under the water heating schedule where a ..,.... 
rate meter is used. 

loj, First $100 Beaidential 
loj, First $ 5,000 Coamercial and Induatri&l.; � an 

the amount between $5,000 end $10,000; 2" an tbe 
amount between $10,000 end $50,000; i of 1� on 
all sums in excess of $50,000. 

Exclude electric service for water heating billed 
on en off-peak water heater schedule where a 
separate meter is used. 



Virginia 

� 

City of Emporia 

City of Fairfax 

City of NJ.a Church 

City of Franklin 

City of Frederickaburg 

City of Hllllpton 

Date Tax 
First Imposed 

July 1, 1959 

July 1, 1963 

July 1, 1954 

July 1, 1969 

september l, 1968 

July 1, 1959 

� 

� First $10 Residential 
� First $100 Commercial & Industrial 

E:cclude electric service for water 
heating billed under the water heat
ing iichedule where a separate meter is 
used. 

lo£ First $10 Residential 
lo,£ First $25 Commercial & Industrial 
Ezclude bills subml. tted for unmetered 

service. 

lo£ First $50 

lo,£ First $15 Residential 
1o£ First $1,000 Commercial & Industrial 

� First $10 Residential 
� First $100 C-rcial & Industrial 

Ezclude 9lectric service for water heat
ing billed under the water heating 
schedule where a separate meter is used; 
on separately metered space heating and 
on unmetered electric service. 

lo,£ First $6 Gu 
lo£ First $12 Electric 
Ezclude electric service for water heat

ing billed under the water heating 
schedule where a separate meter is used 

Revisions in Original Ordinances 

July 1, 1970 - Rate increased to lo,£ 

None 

None 

None 

Beptember 1, 1970 - Rate increased to lo,£ 

July 1, 1961 

July 1, 1964 

July 1, 1965 

July 1, 1971 

- Rate increased to 1� (Gas and 
Electric) 

- Rate on Residential Electric changed 
to 2o,£ First $15 from 15i First 
$12. 

Rate on eo-rcial & Industrial Elec
tric changed to lo,£ Firat $500 from 
l� First $12. 

Rate on Gas tllanged to 20'£ First $5 
from 15j First $6. 

- Rate on Residential Electric changed 
to 16' First $21 from 20'£ First $15 

Rate on Gas changed to 15i First $4
from 2o,£ First $5. 

- Rate increased to 2� (Gas and Electric) 
Ceiling decreased to $100 Commercial and 

Industrial. 

Preaent Rate 

10'£ First $10 Residential 
lo,£ First $100 eo-rcial & Industrial 
Ezclude electric service for water heating billed 

on off-peak water heating achedule where a 
separate meter is used. 

lo,£ First $10 Residential 
lo,£ First $25 Commercial & Industrial 

Ezclude bills submitted for unmetered service. 

lo,£ First $50 

lo,£ Firat $15 Residential 
lo,£ First $1,000 Commercial & Industrial 

10'£ First $10 Residential. 
lo£ First $100 eo,-rcial. a, Industrial 
Ezclude electric service for water heating billed 

under the water heating schedule where a aeparat< 
meter is used; on separately metered space heat
ing and on unmetered electric service. 

2� First $12 Residential. Electric 
� First $100 Commer,,ial. & Industrial. 
� First $4 · all Gaa Cuat.c,ars 
El<clude electric service for water heating billeol. 

under the water heating schednle where a separat 
meter is used. 

I 
V, 
I.,.) 
V, 
I 



Date Tu: 
First Imposed 

City of llopewll 111,y 1, 1962 

Cit:, or tu1ne;ton Jul:, 1, 1968 

City of Bellport R..,. January 1, 1959 

·�! t:, of Norfolk February 1, 19118 

.!!!!! 

l°' F1rst $10 Residential. 
l°' First $25 Comercial 
l°' Fi rat $2,500 Induatrial 
:SX:clude elect,ric service for water 

heating billed wider the water 
heating schedule where a separate 
meter ia uaed and on bill• aubmi tted 
for ,_tered service. 

2°' Firat $10 Re1idential 
2°' F1rat $50 eo-rcial & Industrial 
Exclude bills 1ubmitted for unmetered 

service. 

� First $6 Gu 
� First $12 Residential Electric 
� 1"1nt $100 eo-rcial & Induatrial 
Electric 

Exclude electric service tor w.ter beat
ing billed under the water bMting 
schedule 1lbere a 1eparate meter ia used. 

8' (Gu and Electric) 

llfliaiona 1D Original Ordinance• 
.!!!:!, Changes 

.Jul;r 1, � - Rate :lncreued to 2°'

Ronn 

Jan1.ar:, 1, 1963 

�-1, 1969 

J� 1, 1970 

Febz uar:, 1, 1951 

Febzuar:, 1, 1953 

Febzuar:, 1, 1955 

Febrll&ey 1, 1957 

� 1, 1969 

Jlll7 1, 1970 

July 1, 1971 

- Rate increased to l°' (Gu 
and Electric) 

- Rate OD Re1idential electric 
changed to 11<£ F1r1t $13.20 
from l°' First $12 

Rate on Comnercial & Indultrial 
electric changed to 11<£ Firat 
$110 from l°' First $100 

Rate on Gu changed to 11<£ Firat 
$6. 60 from l°' Fi rat $6 

- Rate increased to 22<£ 

- Rate increaaed to 10'£ (Gu and 
Electric) 

- Rate on Gu reduced to 10'£ on
Firat $5 

- Rate on Reaidential Electric 
changed to 1� First $12 from 
10'£ all and 10'£ on water beat
ing service impaled 

Rate on Gu changed to 10'£ First 
$6 from l°' First $5 

- Rate on Comnercial. and Industrial 
r.aa changed to l°' all from l°' 
Firat $6 

- Rate on Commercial and Indultrial 
Gu changed from l°' all to 1°'
First $6 

- Rate increaaed to 15" (Ou and 
Electric) 

- Rate increaaed to 20'£ (Ou and 
Electric) 

- Rate increaaed. to 25<£ ( Gu md 
Electric) 

- Ceiling increaaed. to $15 
Residential - Electric 

Ceiling increaaed to $2,000 
eo-rcial & Induatrial - Gu 

Febr,,aq 11, 1975 - Ceiling decreased OD ec-rcial 
and Induatrial Electric to $50 
plua 1,<£ ot exceu 

Pre1ent Rate 

20'£ F1rat $10 Reaidential 
2°' Firat $25 eo-rcial 
2°' Firat $2,500 Induatrial 
Exclude electric service for water heating t! ll'!i 

U."lder the water heating schedule where a ae;,ua'° 
meter ia used, and OD bills submitted for =�ere 
aervice. 

20'£ First $10 Ruidential 
2°' First $50 Comnercial & Industrial 
Exclude bills submitted. for unmetered. aervice. 

m First $6.6o Gu 
22<£ Fi.rat $13.20 Baaidential Electric 
22<£ First $110 Commercial & Induatrial Electric 
Exclude electric aervice for water heating billed 

under the water heating acbedule where • aepsn • � 
meter ia .used. 

I 
VI 
w 
O' 
I 

25" Fi rat $15 Reaidential Electric ( Single Meter ) 
251, First $50 C.•,-rcial & Industrial Electr!c; 

15<£ ezcesa 
2,<£ Firat$6 lleaid.ential Gaa (Single Meter) 
2� Firat $2,000 Comnercial & Indultrial Gu 

(Single Meter) 



City of Fetersburg 

City of Portsmouth 

First Imposed 

January 15, 1948 

� l, 1949 1� First $100 
� Next $200 
1� Excesa $300 

Revisions in Original Ordinances 
� � 

February l, 1952 - Rate increased to &£ 

February 1, 1959 - Rate on Residential Electric 
changed to 1� First $12 from 
&£ all 

August 1, 1960 

April 2, 1963 

June l, 1959 

July 1, 1967 

July 1, 1970 

Rate on eom.rcial and Industrial 
Electric changed to l°' First 
$5,000 from &£ &11 

Exclude electric service for water 
heating billed under the water 
heating schedule where a separate 

meter is used. 

- Rate on Residential Electric changed 
to 1� Firat $12 from l°' First $12 

Rate on Coaaercial and Industrial Elec
tric changed to 1� First $500 from 
1� First $5,000 

Exclude electric service for water 
heating billed under the water heat
ing schedule where a separate meter 
ia used. 

- Excluded revenues from watchlights 

- Rate on Residential Electric changed 
to 1� Firat $12 

Rate on Electric Service other than 
Residential changed to 1� First 
$200 

Exclude electric service for water 
heating billed under the water 
heating schedule where a separate 
meter is used. 

- Rate on Residential Electric changed 
to 2� Firat $12 

Rate on Commercial & Industrial 
changed to 2� First $200 

- Ceilings increased to $17 Residential 
Ceilings increased to $1,000 Commer

cial & Industrial 

Preaent Rate 

l� Fl.rat $12 Residential 
1� Fl.rat $500 eo ... rci&l. & Industrial 
Exclude electric service for V&ter heating billed 

under the V&ter heating schedule where a separate 
18Bter ia used and on bills aubmitted for V&tch
lighta. 

2� First $17 Residential 
2� First $1,000 Coaaerci&l. & Industrial 
Exclude electric service for nter heating billed 

under the •ter heating schedule where a aeparate 
meter 1a used. 

I 
V1 
I.,,) 
-..J 
I 



Virginia 
Revisions in Or!iinal Ordinances Date Tax 

Cities First !!!i?!!&ed Rate Date � Present Rate 

City of Richm::>nd February- 1, 1947 5" July 1, 1959 - Rate changed from 5" all to 1<,J; 25" First $20 Residential 
First $12 Residential 1<,J; First 25" First $625 Commercial and Industrial 
$12 on Water Heating Service 5i Elu:eaa $625 Commercial and Industrial 
Imposed. 

1<,J; First $300 Conaercial & Indu1-
trial plua 5" Excess $300 Commer-
dal & Industrial 

June 1, 1962 - Rate changed from 1o,; First $12 
Residential to 13" First $12 
Residential of Metered Electric-
i ty Service. 

Rate changed from lc,J; First $300 
Collllll!rcial & Induatrial plua 
5" Excess $300 Commercial and 
Induatrial to 13" First $500 
Commercial and Industrial plua 
5" Exce11 $500 Conaercial and 
Induatrial. 

June 1, 1968 - Rate increased to 15" 

June 1, 1969 - Rate changed from 15" First $12 
metered residential to lat, 
First $16 metered residential. 

Rate changed from 15" First $12 
water heating service (s

ari
-

rate meter} to 1at, First 16 
I water heating service (sepa-

rate meter). VI 

w Rate changed from 15" First $500 
00 metered Co11111ercial & Industrial I 

to lat, First $625 metered 
Collllll!rcial & Induatrial. 

Ceiling on 5" excess metered 
Conmercial & Industrial changed 
from $500 to $625 . 

June 1, 1970 - Rate changed from lat, First $16 
metered residential and 1at, 
First $16 water heating ser-
vice (separate meter) to 23" 
First $20. 

Rate changed from 181, First $625 
metered Commercial and Indus-
trial to 23" First $625. 

June 1, 1971 - Rate increased to 25" 

City of South Boston September 1, 1952 5" September 1, 1967 - Rate changed from 5" all to 1<,J; 1<,J; First $15 Residential 
First $15 Residential 1<,J; First $1,000 Commercial and Industrial 

1<,J; First $1,000 Commercial and Exclude bills submitted for unmetered 
Industrial. electric service. 

Exclude bills submitted for un-
metered electric service. 



City of Stawiton 

City of SUffol.lt 

City of Virginia Beach 

City of Waynesboro 

City of Willlauburg 

llai;e Tl!IZ 
First Imposed 

July 1, 1957 

January 1, 1974 

February 1, 1957 

July 1, 1954 

July 1, 1958" 

� 

1� First $10 Residential 
1� First $100 Commercial & Industrial 
Exclude electric service for water heat-

ing billed wider water heating 
schedule 'llbere a separate meter is used. 

1� First $15 Residential 
1� First $10,000 Commercial & Industrial 

1� First $12 Residential 
1� water Heating Service (Separate Meter) 

flt, C:0-rci&l (Applied to city limits of 
old city) 

1� Firat $100 

5� First $10 Residential 
� First $200 Co....-cial & Industrial 

Exclude electric service for water heat
ing billed wider the water heating 
schedule where a aeparate meter is used. 

Revisions in Original Ordinances 

February 1, 1959 
January 1, 1963 

January 1, 1968 

December l, 1973 

July 1, 1974 

NORE 

January 1, 1963 

July 1, 1967 

June 1, 1969 

June 1, 1971 

January 1, 1957 

July 1, 1960 

- Rate increased to 15� 
- Rate increased to 2�; ordinance 

e:r:piratia, date January 30, 1962 
exten4ed to December '1, 1967 

- Ori1nanee ""l'iration date extended 
to December 31, 1973 

- Ordinance e:r:piratian date extended 
to December 31, 1974 

- Ordinance expiration date extended 
to December 31, 1975 

- 1� First $6 Gas 
l� Fir1t $12 Residential Electric 

flt, C:O-rcial Electric 
Exclude electric aervice for water 

heating billed under the 118ter 
beating schedule llhere a separate 
meter is used and on bills sub
mitted for watchlights. 

- Rate changed from l� First $12 
Reaidential Electric to l� 

Rate changed from flt, C:O-rcial 
Electric to � First $400 
Colllllerci&l & Industrial 

Rate changed from 1� First $6 
Gas to l� 

- Rate increased to 2� Electric 
Reaidential 

Rate increued to � Electric 
C:0-rci&l & Industrial. 
Rate increued to 2� Gu. 

- Rate decreased to � -
Gu · Commercial and Industrial 
Ceiling increased to $400 - Gae 

eo,..rcial and Indwltrial 

- Rate increased to l� 

- Rate increased to l� 

Present Rate 

2� First $10 F.esidential 
2� First $100 Commercial & Industrial 
Exclude electric service for water heating hilled 

wider the water heating schedule llhere a separate 
meter 1B used. 

l� First $15 Residential 
l°' First $10,000 Commercial & Industrial 
Excludes tax on bills submitted for sales for 

resale. 
2� First $12 Reaidential Electric 
� First $400 Commercial & Induatrial Electric 
2� First $12 Reaidential Gu 
� First $400 Commercial &114 Induatri&l - Gu 
Exclude electric aervice for water heating billed 

under the water heating schedule llhere a separate 
meter is used and on billa submitted for watch 
lights. 

1� First $loo 

1� First $10 Residential Electric 
1� First $200 Commercial -& Industrial Electric 
l� First $10 Residential Clas 
1� First $200 Commercial & Industrial 

I 
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Exclude electric service for water heating billed 
under the water heating schedule where a separate 
meter is used. 



.J..nt;r ,, �· . .aJ.cema.rle 

County of' Arlington 

:::aunty of A1J8usta 

county of Brunswick 

County ot Caroline 

County or Charles City 

County of Clarke 

County of llimrlcl4ie 

County ot Fairftz 

County or Fauquier 

County of Gloucester 

First. Imposed 

July 1, 1966 

June 1, 1968 

July 1, 1968 

July 1, 1972 

June 15, 1974 

August l, 1970 

June l, 1968 

Jul1' l, 1968 

�t l., l.966 

August l., 1973 

August l., 1970 

� 

51 First $20 Residential 
5·t First $1,500 Commercial � Jnd'.lstrial 

Exclude electric service for water heat
in5 billed under the water heating sched· 
ule where a separate meter is used. 

141, 

15'J, First $10 Residential 
15� First $100 Comnercial & Industrial 
Exclude elect.ric service t'or water heat-

in� billed under the water heating 
schedule where a Separate meter la used. 

lO'J, Firat $10 Reaidential 
lO'J, First $100 Comercial and Industrial 
Excludes electric service for water heatin.� 

and space heatin5 where a separate meter· 
is used. Excludes unmetered services and 
sales for resale. 

20'J, Firat $15 Residential 
20'J, Firat $50 CoD1110rcial and Industrial 
El:cludea electric service for water heat-

ing and apace heating where separate 
meter is used and billa submitted for 
sale for resale . 

lO'J, First $10 Residential 
lO'J, First $100 Coaaercial & Induatrial 
Exclude electric aervice for water heating 

billed under the water heating schedule 
where a separate meter 1a used and on 
separately metered apace heating. A110 
on unmetered electric service. 

Exclude bills aubmitted for sales for re
nle. 

5'J, First $10 Residential 
5'J, Firat $100 eo-rcial & Indwitrial 

lO'J, Firat $10 Reaidential 
lO'J, !'irat $100 Commrcial & Indwltrial 
Exclude electric service for water h•t-

inc billed under the nter heating 
schedule where a separate ater la used 
and on separately metered apace heating. 
Also on unmetered electric service. 

El:clude tu on bills tubmi tted for sales 
f'or rea&le. 

lO'J, !'irat $10 Reaidential 
lO'J, Firat $100 C--Cial or Indwltrial 

15'J, First $10 Residential 
15'J, First $100 Comercial & Industrial 
Excludes electric service for water heatins: 

.and apace heating where a separate •ter 
ia used. Excludes unmetered services and 
sales for resale. 

lO'J, First $10 Residential 
5'J, First $100 Commercial & Industrial 

Ezclude tax on bills 1ubmitted for sales 
f'or reaale. 

J.te 

.Tuly l, 1967 

July l, 1968 

- Rate on Residential changed from 
5i First $20 to lO'J, First $20 

Rate on Conmercial & Industrial 
ch-ed from 5i First $1,500 
to lO'J, First $2,000 

- Rate on Residential changed from 
lO'J, First $20 to 20'J, First $20 

Ceilill6 on Commercial & Industrial 
increased from $2,000 to $3,000 
plus 2·% excess $3,000, 

December 1, 1968 - Rate changed on residential to 4� 
First $5; lO'J, next $10; 41, excess 
$15 from 14i all 

None 

None 

None 

None 

July 1, 1970 

None 

July l, 1971 

- Rate increased from � to 1� 
Ceiling decreeaed from $100 to 

$75 Commercial & Industrial 

- Ceilinc increued to $50 Reaiden
ial 

Ceiling increued to $600 Commercial 
and Industrial 

- Rate increased to 14.61, 

July l, 1974 - Ceillng on Comercial & Indwltrial 
increued to $900 

llovember 5, 1974 - Rate decreaaed from 14.� 
to 81,. 

December 17, 1974 - Ceiling increased from $900 
to $1,600 Conmercial and 
Industrial. 

None 

None 

Present Rate 

2� First $20 Residential 
l°' First $3,000 Commercial & Industrial 

2'J, Excess $3,000 
Exclude electric service for water heati11& billed 

under the water neating schedule vb.ere a 1eparate 
meter is used . 

Eff'ective A1J8ust 31, 1969 the tu: was rescinded. 

15S First $10 Residential 
15'J, First $100 Co11111ercial & Industrial 
Exclude electric service for water heating billed 

under the water heating schedule where a separate 
meter 1a uaed. 

lO'J, First $10 Residential 
l°' First $100 Commercial and Industrial 
Excludes electric service for water heating 

and apace heatin� where a separate meter 
ia used. Excludes unmetered services and 
sales for resale. 

2<l!L First $15 Residential 
20'J, First $50 Co.,..rcial and Induatrial 
Ezcludes electric service for wter heating and 

apace heating where separate meter ia Wied and 
billi submitted for sale for reaale. 

lO'J, Firat $10 Residential 
lO'J, Firat $100 Comercial & Indwltrial 
Exclude electric service for water beating billed 

under the water heating schedule where a separate 
meter ia used and on aeparately metered apace 
heating. Also on unmetered electric aervice. 

Exclude bills submitted f'or sales tor rea&l.e. 

l.O'J, First $10 Residential 
lO'J, First $75 Commercial & Indwltrial 

l.O'J, Firat $10 Residential 
lO'J, Firat $100 eo,-rcial & Indwltrial 
Exclude electric service f'or nter be&tiltg billed 

under the wter heati.ag schednle where a aepuate 
meter is used and on separately metered apace 
heating. Also on unmetered electric service. 

Exclude tax on bills aubmitted for sal.ea for rea&le. 

81, First $50 Residential 
81, Firat $1,600 Comercial and Induatrial 

15" Firat $10 Residential 
15" First $100 Comercial & Indwltrial 
Excludes electric service f'or wter heating 

and apace heating where a aepa.rate meter 
is used. Excludes wmetered services and 
sales for resale. 

lO'J, First $10 Residential 
5'J, Firat $100 Commercial & Induatrial 

Exclude tu: on bills submitted for aal.ea for rell&l.e. 

I 
VI 

� 
0 
I 



Counties 

County of Goochland 

County of Greene 

Cow,ty of Halifax 

County of Henrico 

County of King George 

County of lolldoWl 

County of Mldiaon 

County of Nelson 

County of Rowhatan 

ColUlty of Prince William 

County of Rockingham 

County of Stafford 

Date Tax 
First Imposed 

August 1, 1969 

Jill¥ 1, 1972 

Jill¥ l, 1970 

May 15, 1971 

September 1, 1970 

June l, 1971 

September 15, 1972 

July 1, 1960 

July 1, 1972 

September l, 1966 

September 15 , 1972 

August 1, 1972 

Rate 

6'/., First $10 Residential 
61, First $25 r.ommercial \-. Industrial 

Exclude electric service for water heating 
billed under the water heating schedule 
where a separate meter is uaed and on 
separately metered space heating. Alao 
on wunetered electric service. 

Exclude tax on bills submitted for sales 
for resale. 

151, First $15 Residential 
151, Fl.rat $50 C011111ercial and Industrial 

lo1, Fl.rat $10 Residential 
lo1, First $100 Commercial & Industrial 
Exclude electric service for water heating 

billed under the water heating schedule 
where a separate meter is used and on 
separately metered apace heating. Also 
on unmetered electric service and aalea 
for resale. 

lo1, First $10 Residential 
lo1, F'irst $100 Commercial & Industrial 
Exclude sales to public service corporations 

or municipalities for resale. Also on un
metered aerrlcea, watchlighta and facili
ties charges • 

lo1, First $10 Residential 
lo1, First $100 Co111111ercial & Industrial 
Exclude electric service for water heating 

and apace heating where a separate meter 
ia used or sales for resale. 

Revisions in Original Ordinances 
Date � 

July 1, 1971 - Rate increased to 10� 

None 

July 1, 1972 

None 

None 

- Rate on Residential changed from 
lo1, First $10 to 2o1, First $10 

Rate on Commercial and Industrial 
changed from lo1, First $100 to 
2o1, Fl.rat $100 plua 11, exceas $100 

lo1, First $30 Residential November 5, 1974 - Rate decreased to 91, 
lo1, Fl.rat $300 Commercial & Industrial 

lo1, First $10 Residential None 
lo1, First $100 Commercial & Industrial 
Excludes electric service for water heating 

and space heating where a separate meter is 
uaed. Excludes unmetered services and sales 
for resale. 

2o1, First $10 
Exclude tax on bills for sales for resale. 

lo1, First $10 Residential 
lo1, First $100 Commercial and Industrial 
Excludes electric service for water heating 

and apace ·heating where a separate meter 
is used. Excludes unmetered services and 
sales for resale. 

lo1, First $10 
Exclude bills submitted for unmetered 

service 

151, First $10 Residential 
151, First $100 Commercial and Industrial 
Excludes sales for resale 

10% First $10 Residential 
10% First $100 Commercial and Industrial 
Excludes electric service for water heating 

and space heating where a separate meter 
ia UBed. Excludes sales for reaal11. 

None 

!lone 

August 1, 1968 

July 1, 1969 

November 1, 1972 

July 1, 1974 

None 

None 

- Rate changed to 151, First $13. 35 

- Ceiling increased to $20 Residential 
Ceiling increaaed to $60 Colllllercial & 

Industrial 
- Rate on Commercial and Industrial 

changed from 151, to 2o1, vi th no 
ceiling 

- Ceiling on Residential decreased from 
$20 to $15 

Rate on Commercial and Industrial 
decreased frcm 2o1, to 151, 

Present Rate 

1o1, First $10 Residential 
lo1, First $25 Commercial & Industrial 
Exclude electric service for water heating billed 

under the water heating schedule where a separate 
meter ia uaed and on separately metered apace 
heating. Also on unmetered electric service. 

Exclude tu on bills submitted for sales for resale, 

15� First $15 Residential 
151, First $50 Colllllercial and Industrial 

2o1, Fl.rat $10 Residential 
�at, First $100 Collll8rcial & Induatrla 1 

li Exceaa $100 
Exclude electric service for water heating billed 

under the water heating schedule where a aeparate 
meter ia ued &!Id on separately metered apace 
heating. Also on 1-tered electric service and 
aalea tor resale. 

lo1, First $10 Residential 
lo1, First $100 Commercial & Industrial 
Exclude sales to public service corporatiou 

or mmicipal.itiea tor resale. Al.ao on un
metered servicea, watchlighta and facili
ties charge&. 

lo1, Fl.rat $10 Residential 
lo1, First $100 ea-rcial & Industrial 
Exclude electric aervice for water heating and 

apace heating where a separate meter ia uaed 
or aalea for resale. 

91. First $30 Residential 

91. First $300 Comlercial a. Industrial 

lo1, First $10 Residential 
1o1, First $100 eom.rcial and Industrial 
Excludes electric service for water heating 

I 
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and apace heating where a separate meter is 
used. Exclude• unmetered services and sale• 
for resale. 

2o1, First $10 
Exclude tax on billa for aalea for resale. 

1o1, First $10 Reaidential 
lo1, First $100 Collll8rcial and Industrial 
Excludes electric service for water heating 

and apace heating were a separate meter 
is uaed. Exclude• unmetered services and 
aalea for resale. 

151, First $15 Residential 
151, Commercial and Industrial - Ifo ceiling 
Exclude bills aubmi tted for unmetered service. 

151, First $10 Residential 
151, First $100 Commercial and Indus trie.J. 
Excludes sales for resale 

1o1, First $10 Residential 
lo1, First $100 Commercial and Industrial 
Excludes electric service for water heating 

and apace heating where a separate meter 
1• 1111M_ RT,..1nitA11 ••111111 -f"n ... ..-•a.1111. 



Date Tax 
First Imposed 

:'own of Bridgewater September l, 1969 

Town of' Broadvq January l, l�O 

Town of Cl<Mlr September l, 1973 

� l, 1968 

TCIIID of Crew 

Jul¥ 22, 1972 

Septeber 1, 1967 

TCIIID or Grottoeo ,._i 22, 1972 

Town of Hal.ifu: April l, 1972 

Town of Hemdon A-t l, 1966 

Town of La Crosse March 1, 1�3 

Revisions in Original Ordinances 

10,, First $10 Residential January 1, 1972 
ia,, First $300 Comnercial and Industrial 
Exclude electric service for water heating 

billed under the water beating schedule 
where 3. separate meter is usej �nd c:1 
separately mei.ered space heating and Wl
metered electric ser1tiice. Also :,n sales 
for resale. 

10,, First $10 Residential September l, 1972 
10,, First $100 Ccmnercial and Industrial 
Exclude electric aervice tor •ter heating 

billed under the water heating schedule 
where a separate meter is used and on 
separately metered apace heating and 
unmetered electric service. Also on sales 
ror reaale. 

2°" First $10 Residential None 
2°" First $100 Ccmmercial & Industrial 

11' Exceao $100 
Exclude electric service tor water heating 

billed under the water beating schedule 
where a separate meter is used and on 
separately metered space heating. Also on 
unmetered electric service and sales for re
sale. 

1,1' First $10 Residential 
1,1' Firot $100 Cmaercial & Industrial 
Exclude electric service for water heating 

billed under the water heating schedule 
where a aeparate meter is used and on bills 
submitted tor wmetered electric service. 

151' Firot $15 Residential 
151' Firot $200 C:-rcial ond Induotrial 
1!11:clude electric aervice tor water beating 

or IIJl&C9 heating vbere a oepara.te meter 
11 uaed and on wmetered electric service. 
.U.O on aal.e• tor reaal.e. 

1,1' J'irot $10 Residontial 
1,1' First $100 Ccaaercial and Industrial 
Excludes electric aerrtce tor water heating 

and apace heatiDI where a separate 
meter 1o uaed. E><cludes mmetered 
aerricea and aales tor resale. 

1,1' J'lrst $20 Rosi-ial. 
1,1' F1rat $60 C-rcial & Indllatrial 
Exclude l>illo oulaitted for ,_1;ere4 

electric service. 

10,, First $10 Residential 
10,, First $200 c-ical & Industrial 
Exclude billo BUlaitted for wmetered 

electric oenice. 

1CJ11 Pirot $10 Rooidontial. 
lOII F1rat $100 C-rcial and Industrial 
Excludes electric service ror water beating 

and apace heating vb.ere a separate meter 
is u.aed. Excludes unnetered services and 
aalea for resale. 

1CJ11 First $10 Reoident1a1 
10,, Firot $100 Camercial. and Indllatrial 
Excludes electric senrice for water heating 

8lld space beating where a separate meter 
is used. Excludes unmei;ered services and 
sales for resale. 

10,, First $10 Residential 
10,, First $100 COlllllercial & Industrial 

10,, First $15 Residential 
10,, First $100 C�rcial and Industrial 

None 

None 

None 

None 

August l, 1�2 

None 

October l, 1�2 

September l, 1969 

None 

- Rate increased fran 10,, to l"' 
Canmercial and Industrial 

Ceiling increased fran $10 to $15 
Residential 

Ceiling increased frcrn $300 to $500 
Commercial and Industrial 

- Rate on Residential changed fran 10,, 
First $10 to 1,1' First $10 

Rate on Cmmercial and Industrial 
changed fraa 10,, First $100 to l"' 
First $100 

- Rate on Residential changed fraa lo1' 
First $10 to l"' First $10 

Rate on Ccmmercial and Industrial 
cbanged fran 10,, First $200 to 1,1' 
Firot $200 

- Rate incrmaed to 20,,; plus 11' 
ezceoa $100. COlllll8rcial and 
Industrial 

- Ceiling increased to $15 
Residential 

Ceiling increased to $150 
Ccmn.ercial & Industrial. 

Present Rate 

10,, First $15 Residential 
l,1' First $500 Camnercial and Industrial 
Exclude electric service for water heating billed 

under the wter heating schedule where a separate 
meter is used and on separately metered space 
heating and unmetered electric service. Also on 
sales for resale. 

l"' First $10 Residential 
1"' First $100 Camnercial and Industrial 
Eselude electric service for water heating billed 

under the water heating schedule where a separate 
meter is used and on separately metered space 
heatina: and urmaetered electric service. Also on 
sales f'or resale. 

2°" First $10 Residential 
2o1' First $100 Ccmaercial & Industrial 

11' Excess $100 
Ex.elude electric service for water beating billed 

under the water heating schedule where a separate 
meter is used and on separately metered space 
heating. Also cn unmetered electric service and 
sales for rese.le. 

l,1' First $10 Reoidential 
l,1' First $100 Cmmercial & Industrial 
Exclude electric senrice for water heating billed 

under the water beating schedule where a separate 
meter is uaed and on bills submitted tor um.etered 
electric service. 

151' firlt $15 ·aeoidential 
l"' first $200 Coallll!rcial and IndWltrial 
Exclude electric service for •ter h•tiDR 

or apace beati.Dg where a separate •tei' 
is 1llled and on wmetered. electric aenice. 
Alao on •ale• tor resale. 

1"' Firot $10 Reoidential 
1,1' First $100 Cmnercial. and Induotrial. 
Excludes electric service for water beating 

and space heating llbere a separate 
meter ia used. Excludes umetered 
senricea and sales for resale. 

1,1' First $20 Reddential 
1,1' Firot $60 ec-ercial & Indutrial. 
Exclude 'billo IIU!mitted for mmetered 

electric aerrlce. 

l,1' First $10 Residential 
l,1' First $200 C<maercial & Induotrial 
Exclude bills submitted for unmetered electric 

aen:ice. 

1°" First $10 Reoidontial. 
10,, Firot $100 c._..rcial and Indllotrial 
Ex.eludes electric aen:ice for water beating 

and space heating where a separate meter 
is used. Excludes umetered services and 
aal.ea for resale. 

2o1' First $10 Residential 
2o1' First $100 Ccmnercial and Industrial, Plus 

11' E><ceu $100 
Excludes e1ectric service for water beating and 

space beating where a separate meter is used. 
· Excludes wmetered services and sales tor resale. 

10,, First $15 Residential 
10,, First $150 Camnercial & Industrial. 

lri/, First $15 Residential 
1a,, First $100 Camnercial and Industrial 
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Town of Manassas 

Town of Mt. Crawford 

Town of Orange 

Tovn of Poquoson 

Town of Quantico 

ToWn of South Hill 

Town of TiJDberville 

ToWn of Victoria 

Town of Vienna 

Town of Warrenton 

Town of Waverly 

Date Tax 
First Imposed 

March 1. 1966 

Ju]¥ 22. l'R2 

October l, l'RO 

Ju]¥ 1. l'R2 

August l, 1966 

October l, l'Rl 

September 1, l'R2 

December l, l'Rl 

October l, 1964 

March 11. 1966 

February l, 1966 

Revisions in Original Ordinances 

October l, l'RO 

May 1, l'Rl 

Ju]¥ 1. l'R2 

Ju]¥ l, l'R4 

151, First $10 Residential None 
151, First $100 CC111111ercial and Industrial 
Excludes electric service for water heating 

and space heating where a separate meter 
is used. Excludes unmetered services and 
sales for resale. 

10'1, First $10 Residential 
10'1, First $100 Ccmnercial and Industrial 

10'1, First $15 Residential 
10'1, First $100 Canmercial and Industrial 
Ezcludes electric service for water heat� 

and space heating where a separate meter 
is used. Ezcludes umnetered services and 
sales for resale. 

10'1, First $10 Residential 
10'1, First $20 Canmercial and Industrial 

10'1, First $15 Residential 
10'1, First $100 Cclllllercial and Industrial 

151, First $10 Residential 
151, First $100 Ccmnercial and Industrial 
Excludes sales for resale 

10'1, First $15 Residential 
10'1, First $200 Ccmnercial and Industrial 
Excludes bills submitted for unmetered 

service 

'71,, First $10 Residential 
51, First $25 Canmercial & Industrial 

Excludes bills submd.tted for unmetered 
electric service, 

51, First $10 Residential 
51, First $100 CC111111ercial & Industrial 

Exclude bills submitted for unmetered 
electric service. 

Ju]¥ l, 1972 

None 

March 15. 1972 

None 

None 

February l, 1974 

August l, 1970 

Ju]¥ 1. 1968 

10'1, First $10 Residential None 
10'1, First $50 Canmercial & Industrial 
Exclude electric service for water heating 

billed under the water heating schedule 
where a separate meter is used and for 
umnetered electric service. 

- Rate increased to 71, 

- Rate on Residential decreased to � 
Rate on Ccmmercial and Industrial 

decreased to 51, 
Established $1,000 Ceiling on 

Canmercial and Industrial 
- Rate on Residential increased fran � 

to '71,, 
Rate on CC111111ercial and Industrial !.n

creased fran '71,, to 10'1, 
Ceiling on Canmercial and Industrial 

decreased to $500 
- Rate on Residential changed fran '71,, 

No ceiling to 20'1, first $15. 
Rate on Ccmnercial and Industrial 

increased fran 10'1, to 20'1, 

- Rate on Residential changed fran 
10'1, to 20'1, 

Rate on Ccmnercial and Industrial 
changed fran 10'1, to 20'1, 

- Rate on Residential changed fran 
10'1, to 151, 

Rate on Ccmnercial and Industrial 
changed fran 10'1, to 1'71,, 

- Rate increased to 151,

- Rate on Reside.'ltial changed fran 
51, First $10 to 10'1, First $25 

Rate on Ccmnercial & Industrial 
changed fran 51, First $25 to 
10'1, First $ 300 

- Rate increased to 10'1, 

Present Rate 

20'1, First $15 Residential 
20'1, First $500 Ccmnercial and Industrial 

151, First $10 Residential 
151, First $100 Camnercial and Industrial 
Excludes electric service for water heating 

and space beating were a separate meter 
is used. Excludes unmetered services and 
sales for resale. 

20'1, First $10 Residential 
20'1, First $100 Ccmnercial and Industrial 

10'1, First $15 Residential 
10'1, First $100 Commercial and Industrial 
Excludes electric service for water heating 

and space heating where a separate meter 
is used. Excludes umnetered services and 
sales for resale. 

151, First $10 Residential 
151, First $20 Ccmnercial and Industrial 

10'1, First $15 Residential 
10'1, First $100 Ccmnercial and Industrial 

1'71,, First $10 Residential 
151, First $100 Ccmnercial and Industrial 
Excludes sales for resale 

151, First $15 Residential 
151, First $200 Ccmnercial and Industrial 
Excludes bills submitted for unmetered service 

101, First $25 Residential 
10'1, First $300 Ccmnercial & Industrial 
Exclude bills submitted for unmetered electric 

service. 

10'1, First $10 Residential 
101, First $100 Ccmnercial & Industrial 
Exclude bills submitted for unmetered electric 

service. 

10'1, First $10 Residential 
10'1, First $50 Caamercial & Industrial 

I 
I.II 
.,::,,. 
w 

I 

Exclude electric serrice for water heating billed 
under the water heating schedule where a separate 
meter is used and for unmetered electric service. 



Tcr.n1 of Woodstock 

Date Tax 
First Imposed 

September 1, 1968 51 First $10 lesldential 
51 First $50 Commerclal 
51 First $100 Industrial 

Ncae 

Revisions in Original Ordinances 
Pres�nt Rate 

51 First $10 Residential 
51 First $50 Commercial 
5? First $100 Industrial 

Source: Virginia Electric and Pover Company, "MunicipalitiH Within the States of Virginia nd Vest Virginia Which Impose A Utility Tax on Purchaaea of Electric and Gu Utility Services," 
data supplied by 11. D. Johnson, Jfarch. 1975. 
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