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Report of the 

House Finance and Sente Finance Subcommittee Studying 

Tax Credits to Businesses Awarding Contracts to 

Facilities Serving the Handicapped 

To 

The Governor and the General Assembly of Virginia 

Richmond, Virginia 

December, 1977 

TO: Honorable Mills E. Godwin, Governor of Virginia 

and 

The General Assembly of Virginia 

I. INTRODUCTION

Senate Joint Resolution No. 103 of the 1977 Session of the General
Assembly directed a joint subcommittee of the House and Senate Finance 
Committees to study the feasibility of providing tax incentives to businesses 
awarding contracts to facilities serving the handicapped. 

SENATE JOINT RESOLUTION NO. 103 

WHEREAS, the severely limiting nature of severely handicapping 
conditions prevents some disabled individuals from successfully entering or 
performing in the competitive labor market; and 

WHEREAS, many severely handicapped individuals must enter 
employment at a less than competitive level in sheltered workshops or 
facilities; and 

WHEREAS, these sheltered workshops or other facilities depend to a 
large extent on obtaining contracts from private industries and industrial 
organizations; and 

WHEREAS, certain private industries already prefer to award contracts 
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to sheltered workshop or oth r fa ilirie er ing the everely handicapped, 
bur are nor reco nized for rhe efforts: and 

\\ HERE . additional bu ine · and indu trial organizations must be 
en ouraged to award contract IO heltered work hop and facilitie erving 
the everely handicapped; now. therefor , be it 

RESOL ED b the enate. the Hou e of Delegate concurring. That a 
joint ·ubcommitree of the ommittee on Finance of both house is 
reque ted to tudy th fea ibilit of affording tax incentives to bu ine e 
and industrial organization for awarding contracts 10 sheltered workshop 
or other facilities which rve the everely handicapped. 

Pursuant to thi directi e, the following were appointed to serve on the 
ubcommittee: enator Ad lard L Braulr hairman: Senator Howard P. 

Anderson: Senator Herbert H. Bateman: Senator live L. DuVal, II: Senator 
Omer L. Hirst: Senator William F. Parkerson, Jr.: D legal David G. 
Brickley: Delegat Warren G. tambaugh. 

The Divi ion of Legi lativ Service made facilities and the following 
taff available to the Committee to carry out the tudy directives: Loui 

Jo eph Fortier. John A. Garka. E. M. Miller. Jr. and Jill M. Pope. 

The Subcommitt e held ev ral meetings at which time persons 
knowledgeable in shelter d work hop management, persons involved in 
State and local procurement and repre entative of management from the 
private busine ector gave the Subcornmit ee information. The 
Subcommitte al o had input from other variou State agencies. Incentive 
programs available in all tates and applicable federal legislation wa al o 
revie\ ed and di cu ed. 

II. Fl DI GS

A heltered work hop i a publi or private nonprofit facility providing 
a controlled working environment and rehabilitative ervice to 
handicapped per ons over sixleen year of ag to the end of teaching 
so ialization and employment skill . The work hop u ually have three 
components: work activity center, which provide therapeutic program for 
th severely handicapped: training component, providing for movement into 
community employment after achievement of nece ary skills: and extended 
employment component, which provide controlled working conditions for 
tho e person unable to achieve lhe necessary kills to obtain employment 
in the ommunit . Presently, ther are 58 heltered work hop in irginia 
employing 2.000 handicapped person . Their products include pens. brooms, 
mattre es, !eel door and ocher variou item . 

Th ultimate goal of the hell red wor hop place ever , orker 
capabl of competing into the private working ommunity. Providing 
m aningfu! mploym nt for tho e per. on abl t work onl in a controlled 
environment i the cond highe t priority. 

Th . majorit of work hop ar private nonprofit organizations. Others 
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are associated with the Department: of Mental Health and Mental 
Retardation or the Department of Vocatjonal Rehabilitation. In localitie 
where there are local Mental Health and Mental Retardation Board 
created under Chapter 10 of Title 37.l of the Code of Virginia. the 
workshops often receive State and local matching funds; hOwe er, such 
funds are pecifically earmarked for operating expenses. Chapter 10 fund 
account for approximately 19.5% of the total budgets of workshop . If a 
workShop is to et up production capability, it is necessary for them to 
purchase machinery, miscellaneou equipment. raw material and supplies. 
Such funds cannot generally be utilized for such purpo e . 

Other ource of funds are received from fee paid to the � orkshop 
from the Department of Vocational Rehabilitation for services rendered to 
patients placed in workshops. Private donations, local governmental 
appropriations. where no Chapter IO board exists, and direct federal 
assi tance constitute other categories of revenue possibility. It should be 
noted, however, that the majority of these funds must be used to operate 
or expand the rehabilitation program and not to support the production 
program of the work hop. 

The major ingle ource of funding for workShops, however. is the ale 
of goods and ervices supplied to public and private businesse . Thi 
accounts for 34. % of the average workshop budget. Since this represents 
uch a significant portion of a workShop's budget, the workShop must have 

a con istent demand for their products to stay in operation. 

At present, the demand is low and sporadic. Businesse tend to buy 
their products el ewhere because they are unaware of the capabilities of 
the heltered workshop or feel that they cannot provide quality products. 
Thus, without contract , the workshop are unable to establish a busine s 
histor to show that they are capable of conducting an efficient busine s. 
making quality products t the fair market price and in sufficient 
quantities within a specified time frame. 

Evidence was pre ented to the Joint Subcommittee showing numerous 
case where high quality produc could be upplied by work hops at co t

reduction to bu ine es o contracting. One such example involved a 
contract between the Che apeake and Potoma Telephone Company and the 
Cordett Foundation for the resurfacing of used telephone housings. The 
contract price represented a substantial savings to C & P over what the 
ame recycling proce would have co t had uch process been performed 

elsewhere. 

III. SUBCOMMITTEE CO SIDERATIO

The taff or the Subcommittee made a thorough inve ligation of 
indu ement program establi hed in oth r states to encourage the purcha e 
of commoditie of the handicapped. Tax incentives a inducements were 
practically nonexistant. However, numerou tale had e tablished " et-a id 
program ." Generally, a " t-a id program·· is a procedure whereby a 
go ernmen1at entity determines that it will buy a pecific product or 
ervice only from a qualified sh ltered work hop or other similar facility. 
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It :a:hould al o be pointed out that in 193 , ·· et-a ide" legislation wa 
nacted on the fed rul level for products and ervice of the isuall 

handicapped. Th a r wa. expanded in 1971 to include products and 
er i e of the erel handicapp d. Thi act will be examined fully later 

in the report. 

.. ec-a ide program .. are not new to the Commonwealth of 1rg101a.
Article 3 of Title 53 or the Code of Virginia (.' 53-61 et seq.) enacted in 
1933 r quire all departmen in titutions and agencies of the State to 
make th ir pur ha e of article and upplie from the Department of 
Correction uni s the Director of the Division of Purchase and upply i 
of the opinion that such article or upplie do "not meet the reasonable 
requirements·· of such agency or \ here the requisition cannot be complied 
with completely on account of an in ufficient upply. In addition, * 2.1-450 
of the ode of irginia provides that item which cannot be furni hed by 
th Department of Correction hall be purcha ed from chools or 
workshop under the supervision of the Virginia Commi sion for the 

i uall Handicapped. if uch item are available for ale by uch schools 
or work hops and if uch items conform to the standard e tabli hed by 
the Divi ion of Purcha es and upply and can be purchased at a fair 
market value. 

The federal government " et-a ide'· program is much more complicated 
but in actuality ac ompli hes an identical purpo e. The program · 
administered by the Committee for the Purcha e from the Blind and Other 
Se erely Handicapped with the ational Industries for the Blind and the 

ational Inoustries for the Severely Handicapped, both private nonprofit 
organizations aiding the visually and severely handicapped, acting as liai on 
belween the Mitered work hops and the Committee. 

The procedure for having a product set aside is a long and arduou 
ta k for the ork hop u uall taking about nine months. Studies must be 
made r garding market condition • availability of upplie and the actual 
pro edure. Combined a a package. the work Mp ubmits the information 
ro the liai on agency who must approve the package. The liaison agenc 
th n submit th package to the ommittee for approval. The proposal to 
have a produce et aside i printed in the "Federal Register'' for 30 day . 
If no objection are made. the product i deemed set aside and i declared 
o in the "Fed rat Register.' The Committee determines the fair market

price and revi w ii annually. A set aside product may be purcha ed only
from the work hop which ha indicated i intention and ability to produce
it.

The federal gov rnmenc has implemented a priority tern regarding 
a id produ t . Fir t priority product are th e produc d b the Pri on 

lndu ·tri : econd. vi·ually handicapped; third. other everel handicapped. 
Th re is no priority sy tern for services. 

Figur fr m NI H indi ate that in 1976, three work hops in Virginia 
had service ontracts with the Federal Gov rnment in the amount of 
S-1 .!i 4. pro iding mplo m nt for 13 person . On the national level 75
work hops parucipating in the set a ide program provided employment for



l,507 handicapped per ons. The total contracts amounted to $16 781,083. 
The federal "set-aside" program has been effective in the ense that it ha 
given the sheltered workshops an opportunity to provide table employment 
for its employees and an opportunity to establish a good bu iness history. 

In addition to federal " et-aside ·• numerou state have similar 
program . In these states workshops were required to meet standards of 
quality and quantity timely and usually at a price determined to be th 
fair market value of the good by the respective Director or Purchases. In 
the event that a good or service has been pecifically de ignated to another 
facility (i.e., corrections) or in an emergency purchase situation, th 
tatutor mandate of purcha ing from heltered work hops is relaxed. 

There are basically two types of State " et aside" legislation. One such 
program provide that if the workshop can meet certain general tandard , 
the state must buy tho e good and ervices. Another merely indicates the 
intention of the state to help workshops and the Department of Purcha e 
i encouraged to make their purchase from workshops. Some of the states 
which have a " et aside" program al o set up independent agencie who e 
duty it i to coordinate purcha e agr ement between the government and 
workshop . 

Other states have instituted unique approaches to state " et-aside." 
Hawaii, for example. requires its Director of Purchases to buy goods from 
heltered work hops if the price of uch goods is within a 5% margin. 

West Virginia will not place goods or service up to a competitive bid if a 
workshop can meet what the Director of Purchases considers to be a fair 
market price. 

IV. RE OMMENDATIONS AND RATIONALE

The Subcommittee explored numerous ugge lions for offering tax 
incentive to bu inesse contracting with work hop . All ugge lions relat d 
lo the late income tax. It was determined that a deduction or credit on 
the corporate income tax wa not upported by the business community. 
Busine e currently contracting with workshops expressed the opinion that 
this type of propo al would not have been a major factor in their decision 
to contract with a work hOp. Such bu ine e were, in fact, enticed by lh 
fact that they could receive quality products at a competitive cost while at 
the same time upporting a worthwhile community project. Also, companies 
not pre ently engaged in work hop contracts lated that they would not b 
wayed toward a work hop contract because of a incom tax credit or 

deduction. 

Since the tudy re·olution spoke olely in term of tax incentives 
bu inesse contracting with workshop and the Subcommittee wa of 
initial conclu ion that uch incentive would erv little purpo e, 
ubcommitlee unanimously agreed to explor other alternative to as i 1 
heltered work hops in performing their mi· ion. 

The Virginia Retail Sal and Use Tax wa the fir t alternati 
explored. Materials purchased by workshops are used for manufacturing or 
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furnre proc ing h nc there would b no sale tax liability at this point 
a . uch mnteriul would olreacty be ·pe ifically xempted from the tax. 
AL . ince 1he i1em manufactured by work hops are normall performed 
in a ub on1ra tor capacity and. in an event. ar items made for re ale 
purpo s. 1h sales tax would not b applicable at 1hi stage. 

Trnnsponation 10 and from workshops i often furni h d to worker b 
the workshop. Th ubcommitte concluded that refunding the motor 
vehicle fuel wx paid by the work hop would in no way a ist the 
work hOps in ecuring conrrac . either would it amount to a significant 
coniribution in relation to a workshop· overall budget. 

A direct appropriation to , ork hop wa al o discussed, but was again 
not felt to be the proper approach in assuring that a workshop would 
survive a a viable manufacturing and working enterprise within the 
bu ine communit . What wa determined to b needed was an 
opportunity allowing the work hop to prove them elve by e tabli hing 
performance record with public and private bu ine es. 

The Subcommittee la tly examined th various " et-a ide program " 
currently ulilized b the federal government and numerous other tate 
(See Appendix l). The ubcommiuee concluded that this type of program 
could pro ide the work hop with the impetu needed to establish a track 
record regardin° their variou capabilitie . With thi approach in mind, 
our Subcommiltee make the folio, ing recommendation. 

That th Divi ion or Purcha e and Suppl hall publi h annual! a Ii t 
con i ring of not le than twelve categorie of materials. upplies and 
equipm nt repre enting item which the Divi ion ha difficult 
procuring either by reason of limited competition in purchase price or 
product quality. Such Ii t hall not include item currently produced b 
chools or work hop under the supervi ion of the irginia Cammi ion 

for the Vi uall. Handicapp d or inmate confined in State correctional 
in tit.ution . Any item included on Lh Ii l hall be purcha ed b_ the 
Divi ion from nonprofit heltered work hop erving the handicapped 
without Lhe necessity of comp titive bidding, if the Director or the 
Divi ion of Purcha and uppl i atisfied that uch item : (I can 
be purcha d at their fair market value: (2) will be of acceptable 
quality; and, (3) are or can be produced in sufficient quanlitie within 
the time demand r quired. 

ubcommittee wa of the opinion that materials, upplies and 
quipm nt not included on Lhe Ii t of preferential it m to be procured 

from helter d work hop at th time uch Ii t wa publi hed. but wa 
tac r di cov red to be an item which the Division could not readily 
procur be aus of scarcity of supply or lack of competitive bidding, 
ma be purcha d by th ire tor from a heltered � ilhout competitiv 
bid if ·uch purcha would be within the b t intere t or the 

om mon weal th. 

Your ub ommitte al o ugge ts th t 1he attached legi lation ( e 
pp ndix II) b introdu ed in the 197 es ion of the eneral Assembly to 
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mandate their recommended program of "set 8-Sides" for sheltered 
workshop 

On November 11, 1977, the Senate Finance Committee unanimou ly 
adopted this report of the Joint Subcommittee and on November 21, 1977, 
the report was unanimously adopted by the House of Delegates Finance 
Committee. 

Respectfully submitted, 

Adelard L. Brault, Chairman 

Howard P. Anderson 

Herbert H. Bateman 

David G. Brickley 

Clive L. DuVal, II 

Omer L. Hirst 

William F. Parkerson, Jr. 

Warren G. Stambaugh 
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Ari--:ona 

Colo ·ada 

Connt:ecticut 

Geocgia 

Hawaii 

C 

Idaho 

Illinois 

Indiana 

low, 

K nLucky 

:-taine 

Maryland 

APPE: DIX 

INCENTIVE PROGRAMS ESTABLISHED BY OT!-ICR s·rATES 

T.ix lnccnt·vcs 
Sc Aside 

P:-or::-ams 

Passed - last 
session 
Effcc ive -
July 1. 1977 

0Lher lnccnLives 

Certain pr ·ercn s 
LO L,mdicapped 
persons 

Act 175 passed 
in 1976 provides 
a Si, pre ierence 
(or sheltered 
workshop produc s 

Exempt from State 
income tax 

Exer;ptions for 
nonpror· 
organiz.:ition 

Pcnd"nR Len is ation 

Special consideration 
for special workshop 
Bill defeated in 1976 



-

..... 

State 

Orc: 1,on 

Pen:u;ylvani.a 

S. Carolina

S. ;)al�ota

Tennessee 

Tex:1s 

Utah 

\·J. Vi r:-., · nia 

\ ificonsin 

Ta;{ Incentive 
Set .\side 
Pro;;ra::is 

:::nactcd 195] 
Zxpanded 1963 

P.'.lssed, !-lay 4, 
1977 

Otl�er 1nccntiv s 

:!u11prof.it or:�:ini;;a
ti.on; tu:t 
C!::e1:1!1tions 

Sheltered workshops 
e;;e1:1'.)t fro1:1 propci.:ty 
tax anQ the business 
and occupation tax; 
a�thnrization and 
cncourn3c,ncn t of 
nurchn•;cs fror.i 
�hcltcred wor�shops 

Pending Legislation 

:Jonnrofit or�onization; 
Exemptions from 
cu��ctitive biddin3 



N 

s 't 

t-c1�s:tchu!j · s 
. .., 

"li.n •SU i1 

Mi.�s uri 

Mon .Jn, 

!·l�w Jersey

New Mexico 

N. :)akota

Ohio 

Okl:ihomo 

i'.-ix lnccn · · cs 

::ot sp ci(ically 
to nonpro i 
orp:1nii!a ions 

Sc Asic 
Prograr1s 0th r Inc 'n Lvc_!l. 

�nae ed - 1 'l 7 S 
Anendcd nnJ .x .nded 

1977 

Pas$cd 1975 Session 
EffecLive July 1, 
1977 

Allows S ace ag nci.es 

P nd i.nJ� 

o purchase from
shcl crcd workshops
excent �here it is
prohibit d by law
but do's not rcqui.r ·
such �urchas Crom
sh l e. d workshops

An A o establish 
a handicapped produc·s 
and services council 
co _acilitate purchases 
of hcltcred workshops 

Applicabl xc p llonprofit oq�anb:<1-
whcre such purchases cion ta1: x mptions
would con lict with xcmption from 
Sc.cc :igcncies compcci ive bidding 
producinr, same 
products 



APPENDIX II 

A BILL to amend the Code of 
2.1-450.1, relating to purchase 

irginia by adding a ection numbered 
from nonprofit sheltered workshop . 

Be it enacted b the General A embly of Virginia: 

I. That the Code of Virginia is amended by adding a section numbered
2.1-450.1 a folio\ :

§ 2.1-450.1. Purchases from nonprofit sheltered workshops serving the

handicapped.-A. The Division shall publish annually a list consisting of not 
less than tu:e/ve categories of materials. supplies and equipment 
representing items which the Division has had difficulty procuring. either 
by reason of limited competition in purchase price or product quality. 

uch !isl shall exclude items currently produced b ·chools or workshops 
under the supervision of the Virginia Commission for the Visual!; 
Handicapped or by inmates confined in State correctional institutions. 

B. Any item included on the list required by subsection A. shall be
purchased by the Division from nonprofit sheltered workshops serving the 
handicapped without the necessity of competitive bidding. 1/ the Division 
is satisfied that uch items (1) can be purchased at their fair market value. 
(ii) will be of acceptable quality and. (iii) can be produced in sufficient
quantitites within the lime demands required.

C. Nothing in this action hall prohibit the Division from amending
the list required under subsection A b) adding additional categories as 

the may develop after such list has been published . 
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