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L INTRODUCTION 

During the 1978 Session of the General Assembly, Senate Joint Resolution No. 21 was adopted 
requesting that the Senate and House Finance Committees study the structure of the Virginia 
individual income tax and present recommendations that would improve the inequities of the tax. 
(Appendix I.) Particular items designated in the resolution for study were the marriage penalty, the 
movement away from federal conformity, the increased use of credits at the federal level, tbe 
standard deduction and personal exemptions. 

The chairman of the Senate Finance Committee appointed four members from bis committee 
and the chairman of the House Finance Committee appointed four members from his committee, the 
eigbt members to compose a Joint Subcommittee for purposes of examining Senate Joint Resolution 
No. 21 and making recommendations respective thereto. The Joint Subcommittee elected Omer L 
Hirst its chairman. The Division of Legislative Services served as staff. The Joint Subcommittee met 
numerous times in 1978 and 1979, and received information from its staff, various State agencies 
and professional interest groups. 

Although the Joint Subcommittee has assimilated an abundant amount of material relating to 
inequities in the Virginia income tax structure, the Joint Subcommittee concluded that it was not yet 
in a posture to make a final recommendation on any of the topics being considered and that further 
study was needed. Therefore, the Joint Subcommittee recommended that an interim informational 
report be made to the 1979 General Assembly which would isolate and review tax inequities and 
po�ible approaches to the correction thereof. The Joint Subcommittee further recommends that the 
study be extended for an additional year to permit the members sufficient time to thoroughly 
discuss the issues and make prudent recommendations thereon. A copy of the proposed continuation 
resolution is included as Appendix n.

II. "MARRJAGE PENALTY"

The "marriage penalty" refers to the difference in federal or state income taxes, as the case 
may be, paid by married persons and the taxes the same two joint wage earners would pay if they 
were not married. The marriage penalty in Virginia results from the fact that a married couple has 
to share a standard deduction (i.e., 15% of adjusted gross income not to exceed $2,000, or $1,300 
wbie:hever is greater) or the itemized deduction, while an unmarried couple are each allowed to 
take a standard deduction. If one of the partners of the unmarried couple may itemize his 
deductions, then that partner may itemize his deductions while the other partner takes the standard 
deduction. The penalty occurs only when both partners of the marital union are wage earners. 

The penalty is magnified significantly at the federal level since married wage earners filing a 
joint return must add their salaries together, thereby pushing their tax rate upwards in the federal 
graduated income tax structure. This portion of the "marriage penalty" has been corrected in 
Virginia if the married couple files separately on a combined return. This allows each spouse to 
allocate his income and thereby pay only such rate of tax on that income as would apply to the 
income earned by taxpayer. 

Even though this portion of the penalty has been corrected, a substantial tax benefit is still 
realized by persons "living in sin". For example, if a husband's annual adjusted gross income is 
$25,000 and his wife's income is $12,000, assuming itemized deductions of $4,500, the total state tax 
payable by this married couple equals $1,631.50. �ming the identical factual situation, if the male 
and female were not married, the tax would equal only $1,325.88 or a resulting "marriage penalty" 
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of $305.62. (For other examples, see Appendix m.) 

The number of taxpayers effected by the penalty is nsmg in ever increasing numbers. 
Nationwide from 1969 to 1974, the number of joint returns flled by all married individuals rose 1� 
than four percent. In contrast, the number of joint returns filed by married individuals each of 
whom had wages rose more than ten percent Because of the substantial increase in the number of 
joint returns filed by married individuals both of whom were wage earners. and because of 
dramatic changes in the relative wages earned by these married individuals, the number of joint 
returns filed by husbands and wives who paid the marriage penalty increased from approximately 
nine million in 1969 to more than 13 million in 1974. Therefore, in 1974 approximately 70 percent of 
all joint returns filed by married individuals both of whom bad wages were returns on which such 
individuals paid a marriage penalty. 

Alternatives considered .I!! tbe Joint SUMommittee : 

The first method of co� this embarrassing result, not �used by Virginia but by 
amendments at the federal level which are automatically incorporated through conformity into the 
Virginia income tax structure, was the · approach utilized in Minnesota. Essentially the "Minnesota 
Plan" allows married taxpayers to file as single taxpayers. Estimates prepared by the Department of 
Taxation show that if Virginia were to double each of the current maximum standard deduction 
amounts for married taxpayers so that a couple filing jointly received a deduction not exceeding 
$4.000 and a spouse filing separately or a single .individual each received a deduction not exceeding 
$2,000, the estimated revenue cost would equal approximately $55 million for fiscal year 1981 and 
$45 million for fiscal year 1982 and each year thereafter. 

A second approach considered by the joint subcommittee was a staff proposal modifying an 
American Bar Association recommendation adopted in 1979. (See ABA Recommendation III, Tax 
Section Rcommendation No. 1978-6 in Appendix IV of this report.) This alternative would provide for 
an income tax crec:lit to taxpayers based on the difference between the tax married taxpayers would 
pay if they were single, and the tax actually due by the taxpayers. In computing the credit, only 
earned income would be used. This would simplify the form used to compute the credit and ease 
administrative problems brought about by the credit. The credit would result. however, in an 
additional computation for the taxpayer. 

The rationale for using only earned income in computation of the credit is that married 
taxpayers could find the required figures for the additional computation by referring only to their 
federal forms W-2 or W-2P, their Forms 1099, or annual statements of profit and I�. They would 
not have to split ownership and proceeds from property between them to determine a result, as 
would be the case if all income were included in the problem. 

[For additional information on the marriage penalty and solutions thereto, see Appendix V, Issues 
for Individual Income Tax Reform in Virginia, pages 4.7 through 56.] 

m. STATE CONFORMITY TO FEDERAL INCOME TAX STRUCTURE YS. NON-CONFORMITY

The 1971 extra Session of tbe Virginia General Assembly, after five years of consideration and
study, adopted an individual income tax structure that conformed, in large part, with the federal 
income tax structure which existed at that time. The conformity structure which became effective 
for an taxable years begiooing on and after January 1, 1972 contained the following basic elements: 

1. $600 exemption for three classes - personal, dependent and blindn�.

2. The federal maximum standard deduction of 15% of adjusted gfO$ income not to exceed
$2,000.

3. The Federal minimum standard deduction of $1,300 and existing treatment of joint returns, or
no provision for a split income option.

Under the pre-conformity structure, exemptions were $1,000 for a personal exemption, $300 for a 
dependent exemption, $600 for age or blindn� and $700 for single head of household; the 
maximum standard deduction was 5% of adjusted gross income not to exceed $500. The tax rate 
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schedules adopted by the 1972 Session which became effective with conformity added a slightly 
higher marginal tax rate on incomes over $12,000. The tax on incomes above this amount was 
increased from 5% to 5-3/4%. 

The purpose of this section of the joint subcommittee's report is twofold; first, to review the 
reasons Virginia adopted conformity and to note the similarity of the taxes for Virginia and the 
federal government in terms of the base and, secondly, to review the large number of changes that 
have taken place in the federal individual income tax structure while the Virginia income tax 
structure has remained virtually dormant. Needless to say, many of the federal changes have caused 
the two tax systems to conform less and less and, therefore, placed Virginia in the position of 
receiving fewer benefits from conformity while having to accept the modifications in federal 
Adjusted Gro� Income (AGI} which may or may not be desirable: There also arises the problem of 
trying to adapt the federal gystem to the Commonwealth's given revenue constraints. 

Pre-conformity 

Pre-conformity income tax law differed from the corresponding federal law in many significant 
respects. Under pre-conformity, taxpayers had to simultaneously comply with two different sets of 
rules in preparing tax returns as well as determining tax liability. The - convenience to taxpayers 
which might stem from conformity, and also the number of states which at that time had revised 
their state income tax laws to conform to the federal government, led the 1966 Virginia General 
A$embly under House Joint Resolution 64 to call for an independent Commission to study the 
matter. The Commission was known as the Virginia Income Tax Study Commmion. 

The recommendations of the Commission were that "Virginia income tax should be revised, with 
the few exceptions mentioned below, and without altering our present income tax rates, it would be 
brought into conformity with the federal law, particularly in the determination of net income subject 
to tax." The Co1Jl1Ili.$ion recognized that there were three basic areas which led to the 
recommendations. The first was the advantages for taxpayers. The advantages were simplification 
and convenience. The Commimssion found numerous items of income which were treated differently 
under the then existing state and federal law including: sick-pay, pensions aud annuities, dividends, 
alimony, life insurance payments, income of trusts and estates, capital gains and losses, child-care 
expenses, medical expenses, charitable contributions, education expenses, and automobile mileage 
allowances. 

After examining both structures, the Commmion stated "Even where the present Virginia income 
tax rule might appear more desirous than the federal, the advantages of the Virginia rule do not 
seem to the Commission to outweigh the simplification that would flow from having consistent 
provisions in the two laws." Conformity would permit shortened and simplifiea income tax returns. 

The Commmion felt there would be advantages in administration. It would ease administrative 
burden on the Department of Taxation and would allow use of federal income tax data to assist in 
auditing Virginia returns as well as verifying their accuracy. Needless to say, this is not p0$ible 
without conformity. Moreover, it would increase the number of returns with the standard deduction, 
and this in and of itself would ease the audit and processing costs. while at the same time �isting 
taxpayers. 

The final reason concerns the good experience in other states that have adopted conformity. The 
Co1Jl1Ili.$ion did recommend some variance from conformity in the areas of government bond 
interest, deduction for state income taxes, dividends and bank stocks, dividends from Virginia 
corporations, and benefits from the Virginia government retirement gystem. 

In general, the Commmion believed that the number of adjustments to federal. net income 
should be held to a minimum because the simplicity of the recommended new tax return form and 
the ease of compliance and administration are reduced to the extent adjustments are needed to 
determine state net income. The advantages of a conforming state law would disappear rapidly if it 
were to require numerous adjustments to the federal return. 

As a result of the study and the recommendations, there was no action taken. There appeared to 
be two factors responsible for this result. T he first problem was a question regarding the p�ible 
unconstitutional imposition of a tax which would require a reference to the federal Internal Revenue 
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Service Code. This problem was resolved in the new Constitution. A further barrier to favorable 
action in the 1970 Session was the federal enactment in late December, 1969 of the Tax Reform Act 
of 1969 which caused some revenue shortfall problems due to increased federal personal exemptions 
and increased standard deductions. The federal government, over a four-year period, raised the 
personal exemption deduction from $600 to $700 per dependent In addition, they raised the standard 
deduction from a flat 5% to 10% and, effective 1978, raised that amount to 14%. 

In 1970, the General A!Bembly again expressed its desire to reconsider conformity by passing 
House Joint Resolution No. 91 and creating the Income Tax Conformity Statute Study Commismon. 
This Commismon's charge was to recommend the soundest type of conformity legislation if the 
General �mbly would deem it advisable to conform. 

This Commisgon concluded the reasons for conformity were similar to those presented by the 
previous study commimon. Because the federal government under the Tax Reform Act of 1969 
raised the amounts for personal exemptions and the standard deduction, the Commiscrion was caught 
in a dilemma because it wanted· to recommend no cbange in the income tax rates. The dilemma 
was whether to adopt the standard deduction of the federal government or the personal exemption 
treatment The Commimon felt they could not afford to adopt both because of the resulting revenue 
loss. The Commimon recommended adopting the federal standard deduction and felt that, if they 
didn't "the desired simplification of the reporting requirements of Virginia taxpayers would be lost..'' 

Recent Cban1es in tbe Federal Income Tu Laws 
Tu Redaction Act of 1175 

The Tax Reduction Act of 1975 was primarily intended to reduce taxes and stimulate the 
economy. Prior to the enactment of this law, the minimum standard deduction was 15% of AGI with 
a minimum deduction of $1,300 and a maximum deduction of S2,000. The Act of 1975 increased this 
standard deduction to 16% of AGI with limits for a single taxpayer of $1,600 and a maximum of 
$2,300, and for a joint return. a minimum of $1,900 to $2,600. The Act also provided for a direct tax 
credit of $30 for each taxpayer and dependent 

The Act also enacted an earned income credit which is a refundable tax credit equal to 10% of 
the first $4,000 of earned income, phased out as AGI approached $8,000. This applies only to 

· families that maintain a household for one dependent child wbom the taxpayer can ciaun as a
dependent The Act also granted a tax credit of 5% on the purchase price of a new principle
residence for purposes of stimulating the housing industry. In addition, the Act changed the
minirnurn income tax filing levels to correspond with the increased standard deduction.

Tu Reform Act of 1971 

The Tax Reform Act of 1976 served a number of purposes including simplification, fiscal 
stimulus and major revision of the Federal Estate and Gift Tax Law. The Act cbanged the treatment 
of capital gains and losses. It increased the holding period which defines a long-term gain and which 
receives preferential treatment over a two-year period, from a six-month holding period to a 
one-year holding period. In addition, it increased the maximum capital loss deduction from $1,000 to 
$3,000. The Tax Reform Act also made great strides in tax simplification. The treatment of child 
and dependent care expenses was converted from a straight deduction if the taxpayer could itemize 
bis deductions into a flat 20% credit, so it would be available to all taxpayers instead of just those 
who itemize. 

The Act permanently increased the minimum standard deduction to 16% of AGI and increased 
tbe minimum and maximum amounts. For a single individual the minimum and maximum standard 
deductions were increased by $100 so it was a minimum of $1,700 and a maximum of $2,400. The 
corresponding deductible amount for a married couple was $2,100 to a maximum of $2,800. 
Moreover, filing levels were increased while tbe number of tax tables were reduced from 12 to 4. 

AnoLier major change concerned the deduction of alimony payments. Before 1976, taxpayers 
could deduct alimony payments only if they itemized deductions. The Act allowed a straight 
deduction from gross income without having to first qualify for itemized deductions. The Act also 
made a number of changes in tbe retirement income credit The federal act also made changes in 
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sick-pay benefits, military disability pensions and moving expense charges. 

Tu Reduction and Simplification Act of 1977 

This Act was designed to provide economic stimulus to increase consumer spending plus simplify 
the income tax law. In addition to providing a refund for 1976 of $50 for each taxpayer and 
dependent which was phased out at income levels between $25,000 and $30,000, the Act also made a 
substantial change in the standard deduction. As you will recall, while Virginia's standard deduction 
is still 15% of AGI with a minimum of $1,300 and maximum of $2,000, the federal government 
increased the standard deduction to a flat $2,200 for single returns and $3,200 for joint returns and 
heads of households. These changes in the standard deduction plus the personal exemptions and tax 
credits were incorporated into the tax tables so, as a result, only 4% of all taxpayers would have to 
make calculations and compute their taxes under tax rate schedules. 

In fact, the old concept of the standard deduction is completely eliminated from the federal tax 
law and federal tax forms. Amounts equal to what otherwise would be the standard deduction are 
built into the tax tables and known as the zero rate bracket amount (ZBA). Since the standard 
deduction is being built into the tax rate schedules, the Act places the floor under itemized 
deductions equal to what otherwise would be the standard deduction so itemizers would deduct only 
the excess deductions over the standard deductions. 

The Act also made numerous other changs in business tax credits and extended the 1977 cuts to 
corporations and individuals. Finally, the bill increased the filing requirements to correspond with 
the increased standard deduction amounts. 

Conclusions 

As pointed out previously, all these changes at the federal level vary sharply with the Virginia 
individual income tax structure, which has had very limited change. In fact, the 1978 Session of the 
General Assembly enacted one of the few major changes in the income tax law which changed the 
filing requirements to $3,000 starting in tax year 1978 which was due in 1979. As to future federal 
income tax changes in terms of reductions or simplification, it is purely a matter of speculation, 
however, the federal personal exemption has now been increased from $750 to $1,000 effective with 
the beginning of taxable year 1979. The Carter administration has been disc�ing additional income 
tax reduction with little result However, the recent trend toward credits, increased standard 
deductions and changes in the definition of AGI clearly will impact Virginia significantly. For 
example, an increase in the exemption level from $600 to $1,000 effective on and after January l, 
1980 would cost approximately $122 million for fiscal year 1981 and approximately $86 million in 
fiscal year 1982. 

For additional disc�ion of conformity issues and alternatives for structural reform, including 
adoption of federal standard deductions and zero bracket amounts, see Appendix V, 1$ues for 
Individual Income Tax Reform in Virginia, pages 5 through 37. 

IV. INDEXING THE VIRGINIA INCOME TAX

This subject will only receive a cursory examinati�n in this report as a subcommittee of the 
Revenue Resources and Economic Commission (RREC) was conducting an extensive examination of 
this same matter during 1979. In an attempt to avoid unnecessary duplication of responsibilities and 
labor, the Joint Subcommittee utilized the work product of the RREC, with particular attention to a 
publication prepared for that Comm�ion entitled Inflation and the Virginia Income Tax , reprinted 
as Senate Document 5 of 1980 and also contained on pages 1 through 46 of the Annual Report of 
the Revenue Resources and Economic Commission, 1980. 

Although there have been no changes in the rate structure of the income tax since 1971, it is 
obvious from an examination of Table l, that something drastic has occurred and that factor is 
inflation. Table 1 shows that between 1971 and 1978 actual collections under the income tax rose 
from $365,378,374 to $854,815,907 or in excess of a 200% increase. 
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FISCAL 

YEAR 

1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 

TABLE 1 

VIRGINIA INDIVIDUAL INCOME TAX REVENUE 

ACTIJAL 

COLLECTIONS 

$222,677,673 
273,429,980 
282,768,933 
312,984,063 
365,378,374 
441,900,952 
468,967,445 
547,125,306 
614,575,116 
714,086,256 
854,815,907 

PERCENTAGE 

CHANGE 

+ 22.SC£
+ 3.4$
+ 10.71
+ 16.7%
+ 20.91
+ 6.11
+ 16.7%
+ 12.31
+ 16.2$
+ 19.7%

SOURCE: DiVision of Legislative Services 

Even though some of this increase could be attributed to the fact tbat Virginia has realized a 
modest increase in population, the overwbeJming factor behind this increase is the gripping influence 
inflation has bad on the Virginia income tax since the early 1960's. Table 2 lists the income 
brackets now contained in the tax and the percentage of total revenue tbat has shifted into upper 
taxable income brackets. For example, between 1972 and 1976, 6.5% of total revenue collections 
under the income tax moved from the lowest bracket to the next highest bracket (i.e., from the 2% 
bracket to the 3% bracket). 

NET INCOME 

BRACKET 

TABLE 2 

INDIVIDUAL INCOME JAX REVENUE 
BY BRACD:T AS PERCENT OF TOTAL 
INDIVIDUAL INCOME TAX REVENUE, 

Tu Years 1172 : 1978 

PERCENT OF TOTAL REVENUE 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

1972 

23.0· 
15.4 
37.5 
23.9 

1973 

21.1 
14.7 
37.7 
26.2 

1974. 1975 

19.3 
13.9 
38.2 
28.4 

18.0 
13.3 
39.2 
29.4 

SOURCE: Division of Legislative Services 

1976 

16.5 
12.6 
39.4 
31.2 

This same inflationary phenomenon also has a detrimental effect on the standard deduction and 
personal exemptions which have remained at their current amounts since 1971. The actual value of 
these deductions in inflated dollars decreases each year. 

True indexing of an income tax, which bas been accomplished in several states, results in an 
adjustment to the bracket limits and the deductions and exemptions by a figure representing the 
annUal increase in cost of living. Some states use the Consumer Price Index� items-Bureau of 
Labor Statistics of the U. S. Department of Labor. Other states only index the brackets, while others 
index only the exemptions and deductions. Some states have devised their own procedure for 
computing the annual increase in the cost of living. 
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The purpose of indexation is to tax only true growth in income and not income received by a 
taxpayer to enable him to maintain his current economic position in 'the community. Even though 
many Virginians boast that there has not been a general tax increase since 1966, the income tax 
will perpetually increase each year if left unchecked. 

V. RETIREMENT INCOME TAX CREDIT

The Virginia retirement income tax credit was enacted into law as Chapter 781 of the 1976 Acts 
of Assembly to bring uniformity and equity to the income tax treatment of retirement income. The 
credit is computed by using the maximum social security benefit allowable to a single beneficiary oi 
the taxpayer's age as the base and reducing this amount by the actual social security benefits or 
railroad retirement benefits, as the case may be, actually received by the taxpayer. The base is 
further reduced by an amount equaling twice the amount of the adjusted gross income received by 
the taxpayer in exce$ of $12,000. The remaining base is then multiplied by a factor of 5% and the 
resulting sum equals the retirement income tax credit 

Prior to the enactment of the retirement income tax credit, Virginia permitted certain 
subtractions of retirement income from federal adjusted gfO$ income to derive Virginia taxable 
income. Retirees from civilian ·service for the federal government were given a $2,000 deduction and 
retirees from the armed forces who had reached sixty years of age were given the same deduction. 
A $1,000 deduction was also given to the retirees surviving spouse. All other retirees, 65 years of 
age or older, were given a deduction of the first $2,000 received by such retirees over and above 
their social security benefit Retirement benefits received under the Virginia Supplemental 
Retirement System (VSRS) were totally excluded from Virginia taxable income. 

The result of such treatment of retirement income was that many retirees were unhappy and 
most retirees felt they · were being treated poorly when compared to other classes of government 
employees. The solution was the retirement income tax credit which treats all retirement income, 
except VSRS benefits, the same and grants tax relief not on the basis of the source of the income 
received by the retiree, but on the amount of total income received by the retiree. The credit also 
was founded on the principal that the Commonwealth should not gain financially as a result of the 
credit at the expense of retirees. It was estimted that in 1975, under the then existing subtractions 
for retirees, the program was costing approximately $12 to $14 million. The total relief granted 
under the retirement credit for 1976, however, equaled only $5.5 million. This figure increased to 
$7.3 million in 1977. The average credit given also increased from $77 per taxpayer in 1976 to $83 
in 1977. As retirees become educated as to the applicability of the credit, it is anticipted that $12 
million will in fact be reached or exceeded. Even though the credit formula is clearly explained on 
the State income tax form, there is normally a Jag between the time any change is made till the 
time the taxpayer makes himself knowledgeable as to bow the change works. 

VI. DEDUCTION OF FEDERAL INCOME TAX

Another issue the Joint Subcommittee discussed was the deduction of federal income taxes from 
the State income tax. Of the forty-three states that levy an income tax, sixteen have allowed a full 
or partial deduction of the federal income tax. Ten of these sixteen states allow a deduction of all 
federal income tax. (See Appendix VI.) 

Three aspects of allowing this deduction were discussed. The first was cost. Based on 1976 
federal income tax data, the Commonwealth would have lost $138.3 million in revenue during the 
tax year 1976 if all State income tax filers had been allowed this deduction. Breaking this figure 
down, the impact of allowing the deduction for persons filing short form returns would have been 
$47 mil!ion and for those filing itemized returns $91.3 million. 

The second aspect discussed was the relation of federal income tax liability of Virginians to 
personal and federal ajusted gross income. The Joint Subcommittee learned the federal income tax 
liability as a percentage of personal income was 10.8 percent for tax year 1976. As a percentage of 
federal adjusted gross income, federal tax liability was 13. 7 percent for the same year. (See 
Appendix VII.) 

The third aspect examined was a comparison with Virginia and those states allowing the 
deduction of federal income tax. The Joint Subcommittee learned that other states have from one to 
twenty-four income tax brackets with rates ranging from 0.5 percent to 17 .0 ercent. (See Appendix 
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VIII.) Those states allowing a deduction of the federal income tax had brackets ranging in number 
from one to seventeen with rates ranging from 0.5 percent to 17 .0 percent (See Appendices IX and 
X.) 

The Joint Subcommittee also looked at the effective tax rate of some states allowing a full 
deduction of the income tax for a more realistic comparison of those states allowing such a 
deduction to Virginia's rate structure. (See Appendix XI.) Those states examined were Minnesota, 
Iowa, and Arizona. The Virginia rates were lower than those of Minnesota and Arizona in all AGI 
classes. The Virginia rate exceeded the rates of Iowa only in income classes of $5,000 and less. 
Thus, one condusion that may be reached is that most of those states allowing a deduction of the 
federal income tax have a higher rate structure.

VII. PROGRESSMTY

The Joint Subcommittee discussed also the issue of the progressivity of the Virginia Income Tax. 
A progressive tax is one in which the rate increases as the tax base increases. Thus the Virginia 
income tax, with its nominal rates increasing as income increases, has, technically, a progressive 
income tax structure. 

A review of Appendix vm Will show that most states levying the personal income tax have a 
nominal progressive structure. This same table Will also show that some twenty-eight states have a 
more progressive structure than Virginia as their tax is spread over a greater number of income 
brackets with accompanying rates.

A review of Appendix XI Will also show that the Virginia structure is progressive up to the 
incomes of greater than $100,000, at which point the rate decreases. The Minnesota rate structure 
also decreases at this point 

VIII. INCOME !AX WITHHOLDING

The last of the major subjects considered by the Joint Subcommittee was an examination of the
income tax Withholding schedules. It was evident from· the fact that total individual income tax 
refunds for fiscal year 1979 exceeded $209 million, that a problem may emt in the current formula 
for income withholding. The 1979 figure exceeds the 1973 refund total of $68 million four-fold. 

The isue is a simple one. Is it Wiser to over-collect from taxpayers through withholding and 
refund the money back at a later date, thereby insuring that all monies due the Commonwealth 
through the income tax are collectible, or decrease the schedules so that some classes of taxpayers 
Will receive le$ refunds and other taxpayers Will owe the Commonwealth additional taxes? The 
present formula allows for withholding at a level sure of producing the tax that would be due the 
Commonwealth when the filing of a return is made. There are advantages and disadvantages to both 
positions. 

The withholding schedules are developed by the State Tax Commissioner, however, it is highly 
unlikely that any change would be made in the current Withholding tables Without legislative 
approval. For an indepth discussion of income tax Withholding, see pages 72 through 78 of Issues for 
Individual Income Tax Reform in Virginia located in Appendix V. 

IX. MISCELLANEOUS CONSIDERATIONS

Child Care Deduction-

Prior to the Tax Reform Act of 1976, the deduction against federal mcome tax for child and 
other dependent care flowed through on the Virginia income tax via the conformity statute. The 
deduction was against adjusted gr«& income for only those taxpayers itemizing. The Reform Act, 
however, changed the dependent care relief measure from a deduction to a credit Since there is no 
flow through of credits under the Virginia conformity . statute, many Virginians were deprived of this 
relief. The federal government made the change to allow all taxpayers, regardlt!$ of whether they 
itemize or take the standard deduction, to benefit from this relief. 

In 1976 the General Assembly attempted to correct the problem by permitting a deduction equal 
to five times the amount of the federal credit. The figure five was determined to be the factor 
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nec�ry to inflate the federal credit to an equivalent State deduction. The 1976 action, however, 
extended the relief to only those taxpayers itemizing their deductions which essentially put 
Virginians in status quo with prior Tax Reform Act of 1976 law. 

In 1978, the General Assembly concluded that the child and dependent care deduction should 
apply to all taxpayers regardl� of method of filing. This action placed applicable Virginia 
taxpayers in an equivalent position with the philosophy taken by Congr�. There no longer appear 
to be inequities in Virginia regarding the child and dependent care issue. 

Consumer Utility Tax-

Another deduction examined by the Joint Subcommittee was the local consumer utility tax, 
prmitted under State law and imposed on a pennis.gve basis by counties and cities in the 
Commonwealth. The considerations included whether the tax could be reconstructed so as to be 
deducted as a tax for federal income tax purposes and if not, whether the tax should be permitted 
as an itemized deduction on the Virginia income tax. The Joint Subcommittee ascertained that the 
tax would have to be abolished and the State 4% sales tax applied to items representing the base to 
be considered deductible at the federal level. The Joint Subcommittee concluded that this was not 
the proper study to address this particular issue with the broad-reaching effects that such a change 
would have and that any such deduction at the State level would result -in further movement away 
from the original concept of income tax conformity. 

Respectfully submitted, 

Omer L Hirst, Chairman 
Joseph A. Leafe, Vice-Chairman 
Herbert H. Bateman 

John C. Buchanan 
Raymond R. Guest, Jr. 
Erwin S. Solomon 
Warren G. Stambaugh 
Stanley C. Walker 
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APPENDIX I 

SENATE JOINT RESOLUTION NO. 21 

Requesting that a Joint Subcommittee of the Senate and House Finance Committees be appointed to 
study the Virginia Individual Income Tax structure. 

WHEREAS, equity in the treatment of the citizens of Virginia is of prime importance in the 
formulation of the Commownealth's tax structure; and 

WHEREAS, the constantly changing environment of the Commonwealth, including its citizens, its 
economy, and its needs nece$itates a constant monitoring and examination of the equity and 
faime$ of its taxes; and 

WHEREAS, the Virginia Individual Income Tax has clearly become the largest source of revenue 
to the Commonwealth and is the largest State tax paid by a large number of Virginians; and 

WHEREAS, increasing levels of income stemming from inflation and the progre$ive nature of 
the income tax structure have increased the burden of the tax as well as magnified the inequities of 
the tax; and 

WHEREAS, beginning with taxable year nineteen hundred seventy-two Virginia conformed with 
the federeal income tax structure for reasons of equity and administrative simplicity; and 

WHEREAS, in the past few years, the Tax Reduction Act of 1975, the Tax Reform Act of 1976, 
and the Tax Reduction and Simplification Act of 1977 have caused the acceleration of the 
divergence of the Virginia and United States income tax structures which has caused Virginia and its 
taxpayers to lose a substantial portion of the benefits gained when conformity was adopted; and 

WHEREAS, other major areas of the income tax structure also need to be explored and 
analyzed, such as, the marriage penalty, the increased use of credits rather than exemptions at the 
federal level; a decreasing reliance on the standard deduction, as well as the effect of anticipated 
future federal reforms; and 

WHEREAS, the Commonwealth wishes to ensure that Virginia tax laws remain as equitable as 
possible; now, therefore, be it 

RESOLVED by the Senate of Virginia, the House of Delegates concurring, That a Joint 
Subcommittee of the Senate and House Finance Committees be appointed to study the Virginia 
Individual Income tax structure including its conformity, rates and exemptions and to present 
recommendations that would improve the equity of the income tax. 

The Joint Subcommittee shall be composed of eight members who shall be appointed in the 
following manner: four members appointed by the chairman of the Senate Finance Commitee from 
the membership of that committee and four members appointed by the chairman of the House 
Finance Committee from the membership of that committee. The Joint Subcommittee shall elect one 
of its members to serve as its chairman. 

The legislative members of the Joint Subcommittee shall receive such compensation as is 
authorized by law for members of the General Assembly and be reimbursed for their expenses 
incurred for the work of the Joint Subcommittee. The Division of Legislative Services shall serve as 
staff and all officials and employees of all State agencie shall cooperate fully with the Joint 
Subcommittee. 

The Joint Subcommittee shall make a report of its findings, deliberations, and recommendations 
to the Governor and the General Assembly not later than November one, nineteen hundred 
seventy-nine. 
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APPENDIX II 

BOUSE JOINT RESOLUTION NO-

Continuing the Joint Subcommittee studying the individual income tax structure. 

WHEREAS, a Joint Subcommittee of the Senate and House Finance Committees was established 
pursuant to Senate Joint Resolution No. 21 by the nineteen hundred seventy-eight General Assembly 
to study the Virginia individual income tax structure; and 

WHEREAS, the Joint Subcommittee met numerous times during the 1978 and 1979 interim and 
examined the so-called marriage penalty, complete conformity with the federal income tax system, 
exemptions and deductions, indexation, progressivity of the tax rate structure, and various credits 
provided at the state and federal level; and 

WHEREAS, the Joint Subcommittee has filed with this session of the General Assembly a report, 
however, it did not finalize its recommendations concerning tliose issues before it; now, therefore, be 
it 

RESOLVED by the House of Delegates, the Senate concurring, That the Joint Subcommittee of · 
the Senate and House Finance Committees studying the Virginia individual income tax is hereby 
continued for an additional year to finalize its recommendations to the Governor and the General 
Assembly. The Joint Subcommittee shall complete its work on or before October one, nineteen 
hundred eighty. 

The membership of the Joint Subcommittee shall consist of those same members serving on the 
Subcommittee pursuant to Senate Joint Resolution No. 21 of the nineteen hundred seventy-eight 
session. 
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Appendix IV 

RESOLVED that the American Bar Association recommends to the Con­
gress that the Internal Re,·enue Code of 1954 be amended to adopt the 
stock-ownership attribution rules of section 318. except for the 50 percent 
limitation contained in section 3 I 8(a)(2)(C). for purposes of determining 
whether control of a corporation exists in the context of acquisitions of 
stock or propertv which are made for the principal purpose of evading or 
a"oiding tax: 

FURTHER RESOLVED that the Section of Taxation is directed to urge 
upon the proper committees of the Congress amendments which will 
achieve the foregoing results. 

RECOMMENDATION II 

(TAX SECTION RECOMMENDATION No. 1978-5) 

TO AMEND THE INTERNAL REVENUE CODE OF 1954 TO PERMIT 
THE USE OF INVESTMENT TAX CREDITS TO THE FULL EXTENT 
OF TAX LIABILITY. AND TO ALLOW CARRYOVER OF UNUSED 
CREDITS INDEFINITELY. 

RESOLVED that the American Bar Association recommends to the 
Congress that .the Internal Revenue Code of 1954 be amended to permit 
the refund of an overpayment of income tax attributable to carryback or 
carryover of Iossa and credits to a taxable year with respect to which a 
timely petition has been filed in the Tax Court; 

FURTHER RESOLVED that the Section of Taxation is directed to urge 
on the proper committees of the Congress amendments which will achieve 
the foregoing results; 

FURTHER RESOLVED that the American Bar Association supports 
such amendment whether or not the Congress determines that it should 
be accompanied by a reduction in investment credit rates or appropriate 
other changes in the Internal Revenue Code to offset any revenue loss 
produced by the amendment. 

RECOMMENDATION III 

(TAX SECTION RECOMMENDATION No. 1978-6) 

TO AMEND THE INTERNAL REVENUE CODE OF 1954 TO ALLOW 
A CREDIT AGAINST TAX SO THAT NO MARRIED INDIVIDCAL 
HAVING EARNED INCOME SHALL PAY A GREATER TAX THERE­
ON BECAVSE OF MARITAL ST ATVS.

RESOLVED that the American Bar Association recommends to the 
Congress that the Internal Re,·enue Code of 1954 be amended to allow. to 
married indi,·iduals. a credit against the tax imposed on their income. which 
rredi1 shall be equal to the taxes which married indi\·iduals pav on their 
earned income in excess of the sum of the taxes each would pa�· on his or her 
earned income if unmarried. so that no married indi\'idual ha\'irtg earned 
income shall pa:' a greater tax thereon because of mamal status: 

FCRTHER RESOLVED that the Section of Taxation is directed co urge 
on the proper committees of the Congress amendments which will achie\·e 
the foregoing results. 
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,·eJr is worth onlv 58 percent of J credit realized in the tirst 1·ear. :\ credit;::;.--·· 
. ,. 

:-eJlized Jt the end of J ten-ve:ir carr\'o\"er period is onlv worth -!6 perceru.,�( J
credit recei,·ed in the 1·e:ir earned. The altern:ic1,·e nf refundable ,;,r.�.Jfcs -.,·Js 
rejected because granting direct cash pavments 10 a business ot!lt';:'i,·ise than .1s 
JO offset a�ainst taxes owed invoh-es broader quescion,s_.�i::.·=piJlicv .. .\ limired 
CJrr\'O\'('r period lon15er than the present St:\'e.n 1·e:1�; .,,·Js aJ�o reJC:Cted became 
Jm· limit on the use of e:irned credits tends to frp:,,r:ue the purpose 1)f the credit. 
Jnd there is little difference between ad

::r
ijnrsrering :1 limited but long CJrrvnver 

period and J.dmimstering unlirni�59:.:.':lrr.·01·er period. 
The 5<"ction ot' Tax.Jtion h-s-rfo earlier recommencbcion t!1Jt is rel:lted to this 

R,.:r:orri:71end.1flon. ;.. · ·, 
>in member of,·.:,J-,;�i�nacing committee or nf rhe Council of rhe Secuon of 

T.Jxation is)';,<,,;n to ha�e a material interest in the Recommendation I),.. , irrne 
of J spy;i,c�mplovment or engJge�enc co obtain the result of the Recommend:1-

• !�ri'The _pr:orosed �:'.:rirfrn�"' .\"'�·J.i . .!1:w:- ()f'lt:..2.!:�:�::v..::.112.���1.:.�l!�dc:=.:.�.;.:.:�..=:>
�:.::-·:1,;!.:..�.-;a:recf'i:1ie::m in Jn�· pending matter. 

REcoM!>tESDATIOs lII 

(T.,,.X SECTION RECOMME.VD,fflO.\' No. 1978-6) 

l"nder the Code. higher rax rares ap;:,lv to the taxable income of married 
individuals,, hen eJch of them contribute� lppr,·"imJtelv :!l) pt"rcem ,)r more :o 
t�1e:r totJi income than w equiv:1Jem r::ixahle income of an unmarried indi,·id:i:i.l. 
Thus . .l husband Jnd wife in some cJses Fa" higher t:ixes on their ir:di1·1duJI 
incomes than rhev •.,·ould pav if the,· were nor married. For earned inccme Jt 
le:lst. hi�her tax races •.houlrl not :ipph- bec::iuse ind iv id uals .1re married . 

It ti rtr.('mmmdtd that :i credit be .11lo"·ed to nffset the :idditil)nal r:ix \, hirh 
married 1ndiviciuais h:i,·ing e::irned inrnrne pav on such income bec:w�e nf 
marital ,tatus. 

Disc!.Lmo11 

TJ-:e amo!mt of .idditinn:i! rax which J husband :ind wife: e:ich ha,·in� ir.cqrne 
pa, n:1 ,11ch income because of marital HJ!.Us. rh,� �o-called "m;irri:ige nen;1l:v." 
dcc-pends upon the arnoum oi rhe :icgrcga�e income of the husband :rnd...,, ife ;rnd 
the r:iuo of their incomes. one to rhe other. The marriage pena!c,, is caus�d 'w 
rhe relarionsh10 bec·.,·een che r:ue schedules for :narried indi,·iduals filing y•inriv 
or se?:ir:Helv and the r:ite !chedule for :in unmarried indi"iduaL This relation­
ship. est::iblished h· the T;ix Reform Act of 1969. was spec!f:callv demrned tn 
Jl!ev1ate the disparitv between taxes paid on equal inwme bv marrieci ir.cin id­
uais .1nd an unmarried indi,·id1�al. The relationship .issu:-es that an unmarried 
1m�i"idual does not pav a tax more thJn �O percent gre:iter than the t:ix pa:d bv 
married indi\'iduals with ta:-<::i.ble income equJl co the unmarried indi\·iciuJl's 
t:ixable income. 

Congress realize<l thJt, in aileviacing the disparicv between tax r:\te� for 
married individu:1ls and an unmJrried indi1·idual. it would cause married 
1:1dividu:1ls each of whom had income to pav more cax on their a�gre:;:ire 
income than thev would on their separate incomes if thev were not marrierL 
However. Con2;re�s justified this result on the grounds that married indi,·id uals· 
expenses were like!v to be le�s than two unmarried indh·iduals· expenses. Con­
gress concluded that since married individuals had J greater abilitv ro pav taxes 
than unmarried indi,·iduals. it would impose higher tax r::ires on the income of 
m;irried individu:ih rh;in qn \he income <Jf .:m unm.:?rried indi'"idual. 

Fror� 19t;9. whec1 Cor.1:�ess so jus11fied :he m.:irriaise penalrv. '.O l 97-!. rhe 
hre�r ,e:ir for which F,)r"!1 \\'-2 ;in;;lv·m is :ivaibbie. rhe number of jomr reiu:-:i• 

· .:'i!ed 1,\· "ill m:irrit"l indi·,1du.1I., �r·,�� k�< th:in four perc�nt. In ,:onr,:ist. ··�,.:
nun:hr•r ,)f jo11,t :·t:t�:rr1., r;Ic: .1 ;;\ ;1:.a:··e1� �tl{! �:1:11.i:� t�J l:h ,)f wh<)!l1 h,Hl \,a�t·�
rn<� ,uur� rh.1n ten percer:t. B-:r:ime ,;t th� ,,1h<tanu:d increase in the nllrr:b,:r <>t.
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Appendix IV 
( continued) 

joint returns filed bv married individuals both of whom were wage earners. and 
because of dramatic changes in the relative wages earned bv these married 
individuals. the number of joint returns filed bv husbands and wives who paid 
the marriage penaltv increased from approximacelv nine million in 1969 to 
more than 13 million in 1974. In perspective. in 1974 approximatelv iO per­
cent of all joint returns filed bv married individuals both of whom had wages 
were returns on which such :ndi\·iduals paid a marriage penalty 7 These returns
represented approximatelv one-third of all joint returns filed in 1974 that 
reported wages. (It is probable that some married individuals who filed joint 
returns reporting income from self-emplovment but no wages. and some 
married individuals who filed separate returns. also paid a marriage penalcv in 
1974. At this writing statistics on the size of these groups are not available.) 

Analvsis of 1974 Form W-2 data also dispels the notion that the marriage 
penaltv is paid onlv bv the well-to-do. These data indicate that approximately 
20 percent of the married individuals who paid the marriage penaltv in 1974 
had combined incomes of less than S l 0.000: 54 percent had combined incomes 
between S 10.000 and 520.000: 25 percent had combined incomes between 
S20.000 and $50.000; and less than one percent had combined incomes in excess 
of .$50.000. 

While Form W-2 data are not yet available for years after 1974. Bureau of the 
Census statistics on family income in 1976 indicate that. of families with earned 
income. 62 percent had two or more earners. up from 59 percent in 1969. These 
statistics also reveal an actual reduction between 1969 and 1976 in the number of 
one-earner families. This indicates that the trend coward the two-earner famil\" 
e:c:ists not only among new ..-oung families but among established couples as well. 

Thus. as the number of two-earner married couples increases. the adequac\" 
of Congress· justification. expressed in 1969. for taxing married indi,·iduals' 
income at higher rates than an unmarried individual's income is called into 
serious question. This is borne out bv recent taxpaver unrest O\'er the marriage 
penalty. (In its acute stages such dissatisfaction has produced .. di\"Orce­
remarriage'" tax planning challenged bv the Service as "'sham-cransaction(sj' 
designed to manipulate for federal income tax purposes an indfriduars marital 
status as of the close of a taxable year." Rev. Rul. i6-255. I 9i6-2 C.B. -*Vl. 

These facts prompt the present proposal that the marriage penaitv on earned 
income be eliminated. The Recommendation would serve the ends of tax equitv 
and neutrality without. as is shown below. adding materiallv co che complexicv of 
the Code. 

The Recommendation would allow a credit against the taxes imposed b\· 
chapter I. A husband and wife. each of whom has earned income. would 
determine the credit bv calculating the sum of the t::ixes each 1,·ould ha\·e paid 
on earned income if unmarried. after reducing earned income for personal 
exemptions. and an amount of income equal to that which would have been 
offset bv the general tax credit (by resorting to the Tax Tables or current Form 
l 040 Schedule TC), and subtracting that sum from the tax imposed on their 
aggregate earned income. after the same reductions. as married individuals. 
A married individual filing a separate return would determine the credit in 
the same way, but would divide the credit by two at the end of the calculation. 

If the sum of the taxes married indi,·iduals would ha,·e paid if the earned 
income of each were taxed at the rates for an unmarried individual were to 
exceed the tax they would pav at the rates for married indi,·irluals. a married 
couple would pav no additional tax. Thus. the Recommendation would 
eliminate the tax penaln· while retainin� the rax reward of marital status. The 
originating committee considered and rejected me:hods of increasing taxes on a 
"penaltv-free·· married couple to generate re,·enue chat would ottset the 
revenue lose because of the credit. 

All adjustments to income. deductions. and credits would operate as if there 
were no marri�<i ea.-ner• credit. 
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Appendix IV 
( continued) 

The tax rates applicable co the income of unmarried indi,·iduals would not be 
affected bv the married earners credit. 

The following examples illustrate how the married earners credit would ha,·e 
been calculated for income earned in 1977 by a husband and wife filing a joim 
return. In the first example. each ,pouse ha.s earned income of Sl.5.000: in the 
second example, one spouse has earned income of $10.000 and the other spouse 
has earned income of $20.000. (See table on following page.) 

For the following reasons. the Recommendation is confined to a credit based 
on earned income. 

The scope of the marriage penalty problem should be limited as much as is 
consistent with solving the problem for the taxpayers who are affected most b,· 
it. The statistics on income mentioned above suggest that more than three­
quarters of the married individuals who pay the marriage penal ty probabh- ha,·e 

I. Tax on earned incom 
as married filing

e 

jointly:
a. Earned income o

husband and wife
f 

b. Tax on (la) as
marrieds filing
jointly

2. Sum of taxes on
individual earned
income if single:
a. Earned income o 

husband
b. Earned income

of wife
c. Tax on 2a
d. Tax on 2b

3. '.\farried Earners
Credit

( la) 

(lb) 

f 

(2a) 

(2b) 

(2c> 

(.:!<l) 

S30.000 

3.939 

S15.000 

13.000 
2.-l3i 
�.-t;) I 

E:mmple #2 

la) $30.000 

(lb) 5.939 
(I) $5.939 (I) $5,939

. 

2.a) SIO.OUO

2b} 20.000 
2c) 1.216 
.:a) j,�J�J� 

(2> S4.914 (2) S5.215

(3) Sl.023 (3) S il4

little or no income other than their earned income. Limiting the problem to 
earned income. therefore. remo,·es the burden of the- marriage penalty tax from 
the \'3St majoritv of the individuals who pav it. 

Limiting the problem to the marriage penaJtv on earned income facilitates its 
solution from an administrative point of view. '.\larried indi,·iduals could find 
the figures thev would use to compute the married earners credit bv referring 
onlv to their Forms W-2 or W-2P, their Forms 1099, or annual statements of 
pro.fit and loss. They would not have to split ownership and proceeds from 
propertv between them to determine a result. as would be the case if all income 
\\'ere included in the problem. 

If the problem were not limited to e:irned income. the few married individuals 
p3"ing the marria�e penalt" who ha,·e unearned income. the higher bracket 
taxpavers. would be encour:iged co shift propertv o":nership between them to 
achie\'e the best tax advantage. The results of this maneu,·ering would make the 
solution to the marriage pen�h,· problem more costlv than the married earners 
credit orooosed in the R�commendauon. 

for 'similar reasons. if the marriage penaltv problem were not limited to 
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Appendix rv
( continued) 

earned income. a vastly more complex solution than that proposed in the Recom­
mendation would be necessarv. Provision would have co be made co allocate 
deductions between spouses and to minimize the effect of numerous cax­
a,·oidance de,·ices designed co snift income between spouse! as was done under 
pre-1948 indiYidual filing. 

Therefore the Recommendation is limited to address the marriage penaltv 
problem only in respect of the difference between the tax due on two individ­
uals' ta.'<able earned income. on the one hand when they are married. anli on the 
other hand when thev are not. 

Even so limited. the marriage penaltv is susceptible to a broad spectrum of 
so"utions. One is the imputation of earned income to a one-earner married 
couple to reflect an amount of income equal to the value of services rendered bv 
the nonearner spouse for the family unit or the value of the nonearner spouse's 
time freed from labor-force employment. Whatever one's view of such an 
imputation of income, one can ac least point out chat receipt of such valuable 
sen·ice, b�· the one-earner married couple justifies a difference ill tax paid by 
one-earner and by two-earner married couples. The originating committee re­
jected this solurion because of the administrative difficulties in placing values on 
such earned income. Additional problems are raised. for example. in the case of 
a two-earner married couple. when one of the spouses has pan-time ··service 
value" earned income and part-time "traditional" earned income. 

Another solution that the committee considered and rejected is mandatorv 
individual filing for married individuals with earned income who pav the 
marriage penalty. Individual filing raises numerous tax avoidance problems 
(f.µnily pa·rmerships, etc.) that the committee belie,·ed could be a\·oided while still 
reducing substantialh· the burden of the marriage penalcv. Optional individual 
filing, the term used to describe the often suggested solution of allowing one­
earner married couples co split income as they present!\· do while allowing two­
e.irner married couples to report their income individuaJlv. raises the same tax 
arnidance problems and adds administrative problems. Some of the latter are 
educating taxpayers about who has an option and when the option can or should 
be exercised. and predicting the re\'enue impact resulting from inappropriate 
exercise of the option. As the approach of the Recommendation to the marriage 
penalty problem is limited. individual filing is not necessarv to effect it. 

Another solution that the originating committee considered and rejected is a 
new rate table for married individuals that would result in the ta."< paid bv such 
individuals equaling the tax that would be paid by two unmarried indh·iduals 
with equal individual taxable earned income. While a new table might be useful 
if all inco!"e were in iss'.Je. as the committee limited the problem. a more limited 
solution. in the context of the present tax rate schedules and tables. is available. 

Another solution considered and rejected bv the committee is the aJlowance of 
a deduction ;.gair· .;t the earned income of married individuals. Suci1 a deduction 
would be calculated so that for each tax bracket married individuaJs each of 
whom had earned income would reduce their taxable earned income sufficientlv 
to produce an effectfre tax rate for that bracket which would not exceed the tax 
rate applicable to two unmarried indi\·iduals. each of whom had an equivalent 
amount of taxable earned income. The deduction is not as effecth·e in solving 
the problem as is the solution proposed by the Recommendation. The deduc­
tion would be more to the advantage of high-income taxpavers than it would to 
the majoritv of the tax pa yen who are paving the marriage penalt,·. In short. 
taxpavers for whom the penaltv represents the highest percentage of tax.es due. 
and whose numbers are greatest, would not recei\·e the most relief under the 
deduction solution. 

Ir is belie,·ed that the proposed solurion to the problem posed bv the burden 
of the marriage penaltv on married indh·iduals each of whom has e.irned 
income. a credit. would not encourage sham emplovment relationships to 
establish earned income for both spouses. If one spouse were co compensate the 
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Appendix N 
( continued) 

other through a corporation, partnership. or other separate entity, and either 
spouse were to own stock (including ownership through attribution under 
section 318), present rules would make a .. sham salary" a constructive dividend. 
These rules would still obtain if there were a married earners credit. (See Reg. § 
1.162-7). Similarly, in the case of a parmership or other entity, a "sham salary'' 
for a partner's or owner's spouse would raise the same assignment-of-income 
questions with a married earners credit that such avoidance devices raise todav. 
Moreover, section 162 provides that to be deductible compensation must be 
reasonable in amount, based on services actually rendered, and actually paid or 
incurred. These rules would continue co deter sham compensation arrange­
ments. 

If one spouse. pursuant to a contract with the other spouse. were to 
compensate that spouse directly without use of a separate entitY. it is sub­
mitted that. with taX avoidance as its primary purpose. this arrangement would 
in any event be insufficient to constitute an assignment of income from the 
earning spouse to the non-earning spouse. Moreover. if the contract for services 
were to result in remuneration for most domestic se�vices in the home. such 
remuneration would be excluded from "wages" and therefore would not be 
included in the definition of "earned income" for the married earners credit. 
(S,, Reg. § 31.340 l(a)(3)-1). As long as a piausible arrangement ( for example. 
the provision of traditional domestic sct"\·ices in che home) would not suffice to 
achieve married earner status. taxpayers would not resort to implausible sham 
arrangements to become eligible for the credit. 

t:nder the Recommendation. married individuals in communitv propenv 
states would �till file joint returns, as would married indh·iduals in common law 
states. The onlv difference is that under the Recommendation the tax result for 
married individuals in the communit\' propertv 5tates would be calculated in 
respect of each individual's earned income. since that is how the credit would be 
calculated. �tarried individuals· separate earned incomes alread,• form the basis 
for calculating \'arious federal taxes in communitv property states. and the cal­
culation or the credit as if indi\;duaJs were subject co tax solely on their O\\'n 
earned income docs not raise a constitutional question. 

The constitutionalitv of the tax rate schedules that produce the marriage 
penalty was upheld in Banrr v. United States, 550 F.2d 1239 (7th Cir. 19i7), 
affg 422 F. Supp. 958 (1976), cert. dn&ied.. 434 U.S. 1012 (1978). 

The Section of Ta.,:ation has no earlier recommendation chat is related to this 
Recommendation. 

:'llo member of the originating committee or of the Council of the Section of 
Taxation is kno\\'n to ha,·c a material interest in this Recommendation bv virtue 
of a specifi� emplovment or engagement to obt3in the result of tne Recom­
mendation. It is recommended that the amendment be gt\"en only prospecti,·c 
application. so that clients would not be affected in anv pending matter. 

V 

(TAX SECTION RECOMMENDATION No. 1978-i) 

TO A,._fE:'1.D THE INTER:,.fAL REVE:-.Il"E C OF 1954 TO 
ELHUNATE THE . ITIAL PRIVATE 
FOU�DATI0'.'-1 EXCISE OR PE.' . TAXES FOR \'EARS 
FOLLOWI�G THE TAXABL IN WHICH THE CAl:SE FOR 
1:\-lPOSITION OF Sl'C S ARISES. 
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SECTION 1: 

INTRODUCTION 

The individual and fiduciaries income tax is the state's largest source 

of general fund revenue. For fiscal year 1979, individual income tax 

collections totalled $966.6 million and represented 43.7 percent of 

total general fund revenues. In addition, the importance of the individual 

income tax as a revenue source has increased and will continue to increase 

over time. For example, only six years ago individual income tax collections 

for fiscal year 1973 totalled $441.9 million, or about half the current 

annual collection level, and represented 39.2 percent of total general 

fund revenues. By the end of fiscal year 1982, individual income tax 

revenues are projected to total $1,368 million, or over SO percent of 

projected total general fund revenues • .!/ Obviously, any change to the

state's current income tax structure could potentially have a significant 

revenue �mpact for the state. 

This study of issues for individual income tax reform in Virginia was 

undertaken in response to Senate Joint Resolution No. 21, which was 
2/ 

passed at the 1978 session of the General Assembly.- This resolution 

established a joint legislative study committee to examine such issues 

as the equity of the income tax structure, the interrelationship between 

inflation and the progressivity of the tax structure, conformity to the 

1/ Based on the Governor's long term estimates of general fund
revenues developed December 15, 1978. 

'.!:./ Appendix I attached to this paper contains the text of Senate 
Joint Resolution No. 21. 
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federal income tax structure, the impact of recent and anticipated 

federal legislative changes on Virginia taxpayers, the marriage penalty, 

the use of credits in lieu of exemptions, and changes in- the use of the 

stano�rd deduction. The resolution requires that the joint legislative 

committee make a report and formulate recommendations by November 1, 

1979. 

This study is intended to provide the Executive Branch background on 

selected issues with which to respond to any legislative recommendations 

and/or to develop its own tax reform package. The paper is organized 

into three major sections. Following this introduction is an analysis 

of advantages and disadvantages of conformity to the federal income tax 

structure. Also included is a brief discussion of the option available 

to states for federal administration and collection of state income 

taxes; 

The next section begins with a description of the state's current income 

tax structure. In this section, we examine in detail such issues as 

alternatives to the current personal exemptions, the current treatment 

of taxpayers who must claim the standard deduction and alternatives, 

remedies for the marriage penalty, and the treatment of retired and 

elderly taxpayers. For the most part, we examine each of these issues 

in isolation and, where applicable, the revenue and distributional 

impacts of alternatives. Also included in this section is a discussion 

of the impact of inflation on the income tax structure and the taxpayer. 

However, currently available data and revenue estimating technology, as 

well as the uncertainties surrounding the possible reform in the foregoing 

areas, really preclude more than general discussion of indexation as an 
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alternative at this time. Therefore, we have not developed estimates of 

revenue and distributional impacts of alternatives for indexation. In 

addition, there have already been several recent studies and at least 

one current study of the impact of inflation on the Virginia income tax 

structure, all of which are referenced later in this paper. In this 

section, we also discuss briefly and in a general way the possibility 

for reform of the Virgi�ia withholding formula. Since the issues surrounding 

withholding and its re�ationship with revenues, tax administration, and 

taxpayer burdens are highly complex, here we also reserve analysis of 

specific alternatives for a more detailed study of the issue to be 

completed at a later date. 

In the final section of this paper, we develop two alternative tax 

reform packages drawing on the isolated analyses of each reform issue in 

the previous section. The packages are developed with the objectives of 

maintaining conformity to the federal income tax structure, correcting 

provisions that currently have the most serious adverse equity effects 

on the taxpayer, effecting reform without requiring a tax rate increase, 

and minimizing as much as possible the revenue impact of any change. 

This is accomplished primarily.by redistributing the current tax burden 

among the taxpayers in a way that makes the tax structure more progressive. 

In conclusion, we emphasize that the alternatives presented in this 

paper, with respect to both individual issues and to combination tax 

packages, are intended only to provide fundamental background information 

that policy makers can use to formulate their own alternatives. 
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SECTION 2: 

CONFORMITY TO THE FEDERAL INCOME TAX STRUCTURE 

The adoption of conformity in 1972 had two objectives -- (1) to simplify 

the state income tax for the taxpayer and (2) to.provide for more effec­

tive and efficient administration of the income tax. This section will 

discuss the specific advantages and disadvantages of conformity as they 

originally related to these two objectives and will examine how they 

have changed since 1972. In addition, it will examine the extensiveness 

of conformity to the federal income tax structure among the states. 

Finally, it will briefly examine the related alternative of federal 

administration of the state income tax. 

Advantages of Conformity 

For the �irginia taxpayer, conformity essentially meant two things. 

First, under the original conformity legislation, the law provided for 

the same standard deduction limits for state purposes as for federal 

purposes and the same allowable itemized deductions (with the exception 

of the itemized deduction for state income taxes). In addition, con­

formity required taxpayers to claim the same type and amount of deduction 

at the state level as at the federal level. Because of the differences 

in the federai and state amounts and types of deductions claimed prior 

to conformity, many taxpayers were required to maintain separate records 

for federal and Virginia tax purposes. Thus, the utilization of the 

same deductions eliminated the need for taxpayers to maintain two dif-
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ferent sets of federal and state tax records. In addition, these fea­

tures of conformity offered the taxpayer greater uniformity in the 

method by which he computed his federal and state income taxes. Both of 

these advantages obviously simplified the taxpayers' encounter with the 

state income tax. 

Second, conformity meant that federal adjusted gross income (AGI) became 

the starting point in the calculation of Virginia income tax liability. 

Prior to the adoption of conformity, adjusted gross income for Virginia 

purposes was defined by Virginia law. For most taxpayers with only wage 

and salary income, federal and Virginia AGI were equivalent before and 

after the adoption of conformity. However, the adoption of fede�al AGI 

as the starting point eliminated the need to delineate at the state 

level those sources of unearned income that were subject to state 

income tax. In addition, federal AGI takes into account certain expenses 

(subtractions) related to the earning of income (i.e., employee business 

expenses, moving exp.enses, etc.). Therefore, conformity eliminated the 

need for many detailed state tax laws and rulings. 

Furthermore, prior to conformity existing interpretations of state laws 

and rulings relating to these expenses and certain other allowances and 

deductions were not always easily referenced. Therefore, the potential 

existed for different interpretations of essentially the same set of 

taxpayer circumstances. Under conformity the availability of Internal 

Revenue Service (IRS) rulings offered both state tax administrators and 

tax practitioners easy access to interpretations of federal laws and 

regulations, provided uniform treatment of taxpayers at both the federal 

and state levels, and insured consistency in the treatment of Virginia 
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taxpayers appealing similar claims. Thus, the adoption of federal AGI 

as the state income tax base related favorably to the objective for 

simplification and at the same time allowed for more effective and 

efficient administration. 

For the state, conformity offered two primary advantages. First, it 

offered a framework under which a larger number of more revenue produc­

tive audits could be performed and under which the degree of taxpayer 

compliance could be evaluated. Specifically, state tax authorities can 

enter into an agreement with the IRS to obtain federal tax return data 

on computer tape for taxpayers from their state. The data on these 

tapes can then be compared to equivalent tax return data items on state 

tapes to identify discrepancies in federal AGI, itemized deductions, 

number of dependents claimed, and other data and also to identify those · 

taxpayers who filed federal returns but did not file state returns. 

Second, the IRS notifies state tax authorities when taxpayers have been 

assessed additional taxes as the result of a federal audit. In many 

cases, a federal audit resulting in a larger federal tax would also 

result in a larger state tax. These two advantages corresponded favorably 

to the objective for more effective and efficient administration. 

In addition, as noted above, many state taxpayers who formerly claimed 

the standard deduction at the federal level but who found it more ad­

vantageous to itemize.at the state level were under conformity required 

to claim the standard deduction for state purposes as well. Moreover, 

the federal standard deduction that Virginia automatically conformed to 

was significantly larger than the state's preconform.ity standard deduc­

tion. Therefore, the impact of the limitation that only taxpayers who 
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are eligible to itemize at the federal level may do so at the state 

level along with the larger federal standard deduction amounts was a 

substantial decline in the number of state tax returns with itemized 

deductions to be processed. Since returns with standard deductions 

require less review, they are less costly to process. Thus, conformity 

reduced the overall time and expense of processing state tax returns, 

thereby allowing more time to be devoted to auditing returns with a high 

potential for error and additional tax. Obviously, this feature also 

promoted administrative effectiveness and efficiency •. 

Disadvantages of Conformity 

When policy makers were studying the concept of conformity, they recog­

nized that there were two choices that could be made relating to the 

desired degree of conformity.1� One option was to conform to the federal

income tax structure as it existed at a given point in time (i.e., a 

fixed base). The other option was to conform to the existing federal 

structure as well as all subsequent adjustments made to the structure by 

che Congress (i.e., a moving base). The disadvantages of conformity 

emanate from whichevar·base is chosen. The major disadvantage of the 

fixed base concept is that unless continuing adjustments are made at the 

state level to coincide with federal changes the state income tax struc­

ture gradually deconforms. Consequently, many of the advantages initially 

gained are lost. The major disadvantage of the moving base concept is 

that state tax liability and income tax revenue are automatically tied 

to many changes in the federal tax structure adopted by the Congress. 

1,./ D, French Slaughter, Jr., !l· al., Toward a Simplified Income 
Tax System for Virginia Taxpay�rs (Richmond: Department of Purchases 
and Supply, 1967)� p. 26. 
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Proponents of the moving base concept argue that any federal change that 

has an adverse impact on either the taxpayer or state revenues can be 

offset by compensatory adjustments to the state income tax laws. However, 

sue� amendments at the state level would also potentially deconform the 

tax structure. Apparently, policy makers believed that the disadvantages 

of conformi�y to a moving base were not serious enough to outweigh the 

numerous advantages of conformity as they related to the two objectives 

for simplification and greater administrative effectiveness and effi­

ciency, since the original conformity legislation utilized the moving 

base concept. 

Since 1972 the Congress has enacted several major changes to the federal 

income tax structure. Under the Tax Reduction Act of 1975 the federal 

standard deduction amounts were temporarily increased. Since the origi­

nal conformity legislation provided that the Virginia income tax structure 

would automatically adhere to all such changes, federal tax reduction 

accomplished through larger standard deductions would have also reduced 

Virginia income tax revenues. Estimates developed during the considera­

tion of the 1975 Act indicated that the larger standard deductions would 

have reduced state income tax revenues by $11 million during fiscal year 

1976.1./ The magnitude of this revenue loss during a per�od of slow 

economic growth was unacceptable to state policy makers, and consequently 

the 1975 General Assembly voted to freeze the Virginia standard deduction 

at its 1974 level for 1975. Under the Tax Reform Act of 1976, the 

Congress permanently extended and further increased the larger federal 

!/ Barry E. Lipman, Richard D. Brown, et. al., Fiscal Prospects 
and Alte1·natives: 1976 (Richmond: June, 1975) ,p. 161. 
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standard deduction limits, and to again preclude a substantial state 

revenue loss the 1976 General Assembly voted to permanently freeze the 

Virginia standard deduction at its 1974 level. After temporarily and 

then permanently increasing the standard deduction amounts, under the 

Tax Reduction and Simplification Act of 1977 the Congress finally 

replaced them with zero bracket amounts. These zero bracket amounts were 

increased under the Revenue Act of 1978. The table below summarizes the 

changes that have occurred at the federal level since the adoption of 

conformity and compares the federal provisions with the Virginia provisions: 

Maximum 
Virginia Eguivalent Federal Maximum 
Standard Standard Deduction Zero Bracket Amount 
Deduction 1975 Act 1976 Act 1977 Act 1978 Act 

Single Persons $2,000 $2,300 $2,400 $2,200 $2,300 

Married Couples 2,000 2,600 2,800 3,200 3,400 

Married Separate 1,000 1,300 1,400 1,600 1,700 

With the increases in the federal standard deduction amounts and the 

subsequent adoption of zero bracket amounts and with Virginia's standard 

deduction frozen at 1974 levels, the Virginia income tax structure has 

increasingly moved out of alignment with the federal structure. Obviously, 

the original moving-base concept of conformity no longer applies, and 

Virginia now conforms partially to a fixed base (e.g., the 1974 federal 

standard deduction amounts) and partially to a moving base (e.g., any 

federal changes affecting federal AGI or allowable subtractions or 

itemized deductions). Therefore, some of the initial advantages of 

conformity have been lost, mostly those affecting the individual taxpayer. 

The conforming requirement that taxpayers way only itemize for Virginia 

purposes if they may itemize for federal purposes has impacted the state 
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income tax liability of many taxpayers. Specifically, taxpayers whose 

itemized deductions exceed their allowable Virginia standard deduction 

but are less than the current federal zero bracket amount have been 

subject to an increase in their state liability, because they are limited 

to a smaller Virginia standard deduction. This requirement does not 

impose a direct administrative burden on the state, but it could poten­

tially encourage these taxpayers into noncompliance if they continue to 

claim (either intentionally or inadvertantly) itemized deductions for 

state purposes. For the state, the federal changes in the maximlDll 

standard deduction amounts and now the use of zero bracket amounts 

coupled with the limitation again�t itemizing unless permitted at the 

federal level have substantially reduced the number of state tax returns 

with itemized deductions, thereby further reducing processing costs. In 

addition, the frozen standard deduction has not only precluded a revenue 

loss, but coupled with the requirement for like federal and state deduc­

tions it has generated unintended additional revenue for the state. 

In summary, Virginia currently conforms only partially to the moving 

federal base. Most of the broad advantages to the state gained initially 

remain intact. As the federal government has adopted changes to its 

standard deduction provisions and later adopted zero bracket amounts and 

as Virginia has remained frozen to the 1974 amounts, the simplicity of 

tax structure as it confronts the taxpayer has deteriorated. In addition, 

the effect has been an unintentional tax increase for those taxpayers 

with itemized deductions less than the federal zero bracket amount but 

greater than the Virginia standard deduction. 
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Conformity in Other States 

There are essentially three different ways that a state can conform to 

the federal income tax structure. One way is to conform to federal AGI, 

as Virginia does, and to leave to state legislative discretion additions, 

subtractions, exemptions, deductions, and tax rates. A second way is to 

conform to federal taxable income and to leave to state discretion only 

applicable state income tax rates. This alternative is obviously more 

limiting to states, since it provides for complete adherence to a moving 

federal base. The final way that states can conform is by levying a 

state income tax that is some percentage of federal income tax (i.e., a 

piggyback tax). This alternative is even more limiting, because not 

only is the state income tax tied to a moving federal base but it is 

also tied to any changes in the federal income tax rate schedule. 

Conformity began to gain popularity among the states beginning in the 

1950's and 1960's, a period when the federal income tax structure was 

relatively stable.1/ The advantages of conformity coupled with a

stable tax base encouraged many states to adopt conformity legislation. 

Currently there are 41 states with broad based income taxes. Of these 

41 states, 34 have opted for one of the three types of conformity. 

Conformity to federal AGI is the most widely used method, with 22 states 

(including Virginia) defining it as the starting point in the calculation 

of their state income taxes. Eight states reference federal taxable 

income as the starting point, and four states have piggyback taxes as a 

percentage of the federal tax. 

1./ Leon Rothenberg, "The Impact of Federal Tax Changes on State 
Tctxdtion", Rt::vt::uut:: Adml.111.:sLr.-at;i.on 1978; Proceedi.ngs of t:he Fon:.y-3.iAth 

Annual Meeting of the National Association of Tax Administrators, 
(Federation of Tax Administrators: Washington, D.C.), p. 39. 

-38-



As noted above, those states that conform to either fede�al taxable 

income or that use a piggyback tax have less flexibility and are more 

affected by federal income tax changes. Specifically, as the federal 

government has effected tax cuts by reducing taxable income and/or tax 

rates, these states have automatically experienced state income tax 

cuts. Some states, in order to avoid a serious revenue loss, have had 

to enact higher state tax rates. Although these states may have enacted 

higher tax rates merely to offset the effect of federal tax reductions, 

many taxpayers have unhappily perceived the state action as a tax increase. 

On the other hand, states that are tied to federal taxable income have 

experienced problems in both directions. After various federal changes 

that reduced taxable income (i.e., increases in the old standard deduc­

tion, new itemized deductions, and increases in exemptions), the federal 

government repealed the standard deduction and replaced it with zero 

bracket amounts. These zero bracket amounts are built into the federal 

rate tables and essentially represent a bracket amount of income on 

which a zero tax rate applies. Since the zero bracket amount is part of 

the tax rate schedule and since standard deductions are no longer sub­

tracted from federal AGI to arrive at federal taxable income, the effect 

is a significantly larger federal taxable income amount. For states 

that start with federal taxable income, the result has been an unintended 

but automatic tax increase. Taxpayers in some of these states have 

pressed for offsetting tax relief, while other states have received a 

revenue windfall. 

The recent problems that conformity states have experienced relative to 

the numerous federal tax cuts can and have been handled in several ways. 

First, states can, as Virginia has done, freeze their state income tax 
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structure or parts of it at a given point in time. This, however, 

complicates both state tax administration and taxpayer understanding and 

thereby diminishes some of the broad advantages of conformity. Second, 

states can revert from conformity to a state defined income tax. This 

alternative has not been exercised by any state, presumably because the 

advantages to be gained by at least some degree of conformity are viewed 

co exceed the disadvantages. Some states have, however, considered 

amending the degree to which they conform to the federal tax structure. 

Specifically, at least two states with piggyback taxes have recently 

considered switching to federal AGI as their startirig point • .!/ The 

final alternative is for the conforming states to be more vocal and 

influential when federal income tax changes are being considered. 

Traditionally, the states have had the responsibility for tracking 

federal tax changes and reacting as necessary after the changes become 

law. However, if the states as a group recognize that a given federal 

tax proposal potentially has an adverse effect on state tax administra­

tion and state revenues, state governments should make the Congress 

aware of these effects. It is possible that the proposed federal legis­

lation could be amended to avoid the potential problems. In addition, 

si�ce the federal income tax is an instrument of national fiscal policy, 

it can be argued that a federal tax cut or tax hike that is not offset 

by unknown counter or complimentary effects at the state income tax 

level will be more effective in achieving the desired stimulatory or 

contractionary goal. 

l/ Leon Rothenberg, "The Impact of Federal Tax Changes on State 
Taxation," p. 38. 
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Federal Administration of State Income Taxes 

In 1972, when federal general revenue sharing was adopted, the federal 

government also enacted legislation allowing for federal administration 

and collection of state income taxes. This provision was an offshoot of 

the ��lative importance of state income tax revenues in the revenue 

sharing allocation formula. Since some states did not have income 

taxes, the federal government made available to the states its own 

collection and administration framework so that these states could if 

they wished quickly adopt and implement an income tax. Essentially, the 

federal law allows all states, including those with income taxes already 

in place, to elect federal administration. However, none of the states 

has exercised the option to have the Internal Revenue Service administer 

and collect the tax. 

Briefly, any state that would opt for federal administration must adopt 

a state income tax whose base is either federal taxable income or federal 

tax liability • .!/ The state could enact a single tax rate or a graduated 

tax rate schedule for application to federal taxable income, or it could 

enact a flat state tax rate that is essentially a percentage of federal 

income tax (i.e., a piggyback tax). Employer withholding would take 

into account both federal and state income tax liability and would be 

paid to the federal government, which would then return state income tax 

revenues to the state government. The taxpayer would file one tax 

return with the federal government. 

Proponents of federal administration cite various advantages to the 

concept. First, federal administration would eliminate duplication of 

1./ As noted earlier, states that conform their income tax to the 
federal structure but administer their own tax can also use either of 
these bases. 
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effort between federal and state government with respect to collection, 

administration, and processing. Second, it would simplify tax compliance 

for the taxpayer, since only one tax return would be filed. Third, it 

could potentially accelerate state income tax collections, which could 

generate a one-time revenue windfall for the state. However, any windfall 

would depend upon the frequency of the federal withholding payment sche­

dule relative to the �tate's current withholding payment schedule, the 

amount of overwithho�ding built into the federal withholding tables 

relative to the state tables, and the frequency that the federal govern­

ment returned revenues to the state. Finally, state tax administrative 

costs would be reduced, since the federal government would assume all 

collection, compliance, processing, and other administrative responsibi­

lities at no charge to the state. 

Critics of federal administration cite three primary disadvantages. 

Since states must elect either federal taxable income or federal tax 

liability as the state income tax base and since both of these tax bases 

can change significantly whenever the Congress enacts tax cuts, state 

revenues are at the mercy of federal discretion. As noted in the previous 

section, the states could re�pond by enacting higher state tax rates to 

offset any potential loss, but the perception among taxpayers would in 

all likelihood still be that the state had increased taxes. Moreover, 

it is unclear whether a state could react quickly enough in amending its 

tax rates to avoid a potential state revenue problem caused by Congres­

sional action. Obviously, then, the biggest disadvantage of federal 

administration is the potential reduction in control that states would 

have over their financial affairs. 
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Second, federal administration, with its requirement that either federal 

taxable income or federal tax liability be used as the tax base, confines 

state tax policy to accepting federal definitions of income, subtractions, 

deductions, and exemptions with very little opportunity for any deviation. 

In other words, a state that currently accepts either of these two bases 

but administers its own tax can still enact whatever modifications its 

policy makers believe to be appropriate. However, this flexibility 

would be lost if federal administration were elected. Third, federal 

distributions of state income tax revenues would be made based on esti­

mates of annual state income tax collections developed by the U.S. 

Treasury's Office of Tax Analysis (OTA). These estimates could be 

revised, if necessary, at any time by the OTA, but states could poten­

tially be faced with receiving less revenues (based on a low estimate) 

than are actually flowing to the federal government or more revenues 

(based on a high estimate). Obviously, states would rather receive all 

of the revenues to which they are entitled as taxes are paid and could 

find it difficult to return any overpayment. 

Most of the advantages of federal administration can be considered 

appealing to states that do not have an income tax in place. However, 

for Virginia the apparent advantages should be carefully weighed with 

the benefits already available through conformity. While it is true 

that federal administration would remove duplication of effort and 

reduce state tax administration and collection costs, it would also 

reduce compliance efforts. Currently, the state with its own compliance 

program can not only audit those taxpayers selected for audit for the 

IRS but can also focus its attention on other taxpayers it has identified 

through its own efforts. Thus, federal administration could actually 
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reduce compliance activities. Also, unless the IRS increased its man­

power substantially, enforcement activities would quickly decrease. With 

respect to simplicity for the taxpayer as the result of the need to file 

only one tax return, the current state income tax using federal AG! as 

the starting point requires little, if any, additional bookkeeping for 

most taxpayers. In addition, it would be necessary for taxpayers from 

states electing federal administration to attach a supplementary schedule 

to their federal tax return to calculate their state income tax. Thus, 

the taxpayer would still be required to complete a state tax form. 

Moreover, the current state income tax return allows for deviations from 

federal tax policy with respe�t to tax relief (e.g., for elderly persons 

and low income filers) and to the collection of additional special taxes 

(e.g., the litter control tax on businesses). Finally, Virginia already 

has one of the most rapid withholding payment systems among the states, 

with many large employers filing payments on a quarter-monthly basis. 

(The majority of states require payments only on a monthly basis.) In 

fact, Virginia's quarter-monthly withholding payment schedule closely 

parallel� the federal payment schedule. Thus, it is unlikely that 

federal administration could further accelerate the collection of with­

holding taxes. In addition, when coupled with the disadvantages asso­

ciated with distributions of revenues based on estimates rather than 

actual collections and other potential cash/flow problems associated 

with any differences in overwithholding and refunds, federal administra­

tion for Virginia could actually be a step backward. 
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SECTION 3: 

CURRENT ISSUES FOR STRUCTURAL REFORM 

The Current Virginia Income Tax Structure 

Under current law federal AGI is the starting point in the calculation 

of Virginia income tax. Federal AGI essentially includes income from 

wages and salaries, rents, royalties, and commissions, alimony received, 

annuities and retirement benefits (except social security), interest 

(except on state and local securities), dividends and other investment 

income, proprietorship and partnership business income, and certain 

other less common income items. Federal AGI excludes moving expenses, 

employee business expenses, alimony paid, a certain portion of disabi­

lity payments, and certain contributions to retirement plans (i.e., 

Individual Retirement Accounts and Keogh plans). Virginia AGI is deter­

mined by adding certain income items to federal AGI that are constitu­

tionally or statutorily nontaxable by the federal government and by 

subtracting certain other income items that are similarly nontaxable by 

Virginia. Specifically, Virginia AGI is derived from federal AGI by 

adding interest from obligations of other states and certain other 

income or loss items and by subtracting state income tax refunds (for 

taxpayers who itemize), a $400 exclusion for aged taxpayers, interest on 

U.S. obligations, state retirement benefits, and certain other income or 

loss items. For most taxpayers with only wage and salary income, federal 

and Virginia AGI are identical. 
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Married taxpayers who file joint returns at the federal level must 

either file a joint state return or a married combined return • .!/ Married 

taxpayers who filed separate federal returns must either file a separate 

or a married combined Virginia return. Virginia currently allows a $600 

exemption for each personal, dependent, age and blindness exemption 

allowable at the federal level.I/ (The federal exemption amounts for 

1979 are $1,000.) Itemized deductions for Virginia purposes are with 

one exception equivalent to allowable federal itemized deductions. 

These include the broad groupings of medical expenses, various state and 

local taxes, most interest expenses, charitable contributions, casualty 

and theft losses, and various other miscellaneous expenses. (Virginia 

does not allow the itemized deduction for state income taxes that is 

allowable at the federal level.) Only taxpayers who itemize for federal 

purposes are permitted to itemize for state purposes. The Virginia 

standard deduction for single taxpayers and married taxpayers filing 

jointly or on a combined return is the greater of 15 percent of federal 

AGI or $1,300 but is limited to no more than $2,000. For married tax­

payers who file separately the Virginia standard deduction is the greater 

1./ 
The married combined return is filed by couples who each have 

income and who, in essence, file as separate taxpayers on one return. 
The advantage of filing in this manner is that deductions and dependent 
exemptions can be allocated between spouses as mutually agreeable in 
order to minimize total tax liability.

]:_/ Virginia also allows a $400 exclusion for taxpayers age 65 and 
over, which in effect provides a $1,000 age exemption. This additional 
$400 exclusion was adopted in 1973 as a measure intended to restore the 
$1,000 preconformity age exemption. 
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of 15 percent of federal AGI or $650 but no more than $1,000.l/ After 

reducing Virginia AGI by the appropriate exemption and deduction amounts 

state income tax is calculated according to the following progressive 

tax rate schedule, which applies to all taxpayers regardless of marital 

2/status:-

Taxable Income Tax Rate 

$ 0 - 3,000 2% 
3,001 - 5,000 3% 
5,001 - 12,000 5% 

12,001 and over 5.75% 

Appendix II attached to this paper contains comparative information on 

the income tax structures of other states. 

This section will analyze various issues that suggest reform to the cur­

rent income tax structure. To estimate the aggregate and distributional 

effects of most of the alternatives presented, we utilize the Virginia 

income tax sampling model. This model is constructed from data taken 

from a sample of tax returns for taxable year 1977, the most recent year 

for which actual data are available. In short, this model allows us to 

An additional deduction for child and dependent care expenses 
is also allowable for taxpayers who are eligible for the federal tax 
credit for these expenses. This child and dependent care deduction is 
available to all taxpayers, regardless of whether or not they itemize 
their deductions. 

A progressive income tax structure is one that exhibits an 
increas:i.ng ratio of tax to income as the level of income rises. 
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analyze the impact of various changes to exemptions, deductions, and 

1/ 
rate schedules by income class.-

Potential Modifications to the Current Structure 

Personal, Dependent, Age, and Blindness Exemptions 

Conceptual Background 

Most experts agree that an equitable income tax structure is one that 
2/ 

accounts for each taxpayer's ability to pay taxes.- This "ability to 

pay" theory of taxation states that the income tax structure should 

demonstrate both horizontal and vertical equity. If persons with 

equivalent amounts of income pay equal amounts of tax, the tax structure 

displays horizontal equity. If persons are required to pay an equal or 

higher rate of tax as their level of income increases, the tax structure 

exhibits vertical equity. 

An income tax structure should contain those tax provisions that are 

necessary to promote both horizontal and vertical equity by adjusting 

tax burdens to account.for different circumstances that may affect one 

individual's ability to pay income taxes relative to the ability of 

another indi�idual. For example, two persons may have equivalent 

. incomes, but one individual may have several persons dependent upon him 

For a more lengthy discussion of the features of Chis model, 
see Robert T. Benton and Philip M. Gabel, "Uses of a State Income Tax 
Sampling Model" Revenue Administration 1977: Proceedings of the Forty­
Fifth Annual Meeting of the National Association of Tax Administrators 
(Washington, D. C.: Federation of Tax Administrators), p. 160. 

See, for example, Richard A. Musgrave and Peggy B. Musgrave, 
Public Finance in Theory and Practice, Second Edition, (New York: 
McGraw-Hill Book Company, 1976), pp. 215-216. 
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for financial support while the other individual is resr-0nsible only for 

himself. Obviously, the first individual has less ability to pay taxes 

and should be required to pay less income tax than the second individual. 

Also, two persons may have different amounts of income, but the person 

with th� larger amount of income may actually have less ability to pay 

tax�s if he has a larger family than the person with the smaller amount 

of income. The tax structure should also account for the impact of such 

factors on the relative taxpaying ability of these two individuals. 

Thus, one function of personal and dependent exemptions is to adjust tax 

liabilities for the effects of family size according to the "ability to 

pay" theory of taxation. 

Another function of personal and dependent exemptions relates to the 

notion that there should be some minimum amount of tax-free income that· 

is roughly equivalent to the amount of income required for minimum 

subsistence. This basic allowance should be granted to all taxpayers 

regardless of their leve+ of income.!/ Thus, the second function of 

personal and dependent exemptions is to remove from the tax rolls 

persons who only earn enough to provide themselves basic living essen­

tials and who cannot really afford to pay tax.2/ Obviously, the minimum

subsistence level for larger families will be greater than for smaller 

families. Thus, the second function of personal and dependent exemption� 

relates favorably to the first function. 

1/ Richard A. Musgrave and Peggy B. Musgrave, Public 
Theory and Practice, p •. 271. 

Finance JB.

�/ George F. Break and Joseph A. Pechman, Federal Tax Reform, 
The Impossible Dream?, (Washington, D.C.: The Brookings Institution, 
1975), p. 27. 
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As far as the exemptions for age and blindness are concerned, there is 

really no theoretical justification for these provi3ions. Goode charac­

terizes both of these provisions as simply makeshift welfare legislation 

and points out that they are unrelated to need and indiscriminately 
1/ 

allowed to all taxpayers.- Presumably, these exemptions were granted 

on the basis that both the aged and the blind have special living expenses. 

However, Goode suggests that these presumptions are questionable, with 

the elderly actually requiring less income to attain the same level of 

living as younger persons and the bliud facing circumstances no different 

thaa other handicapped persons who do not receive an exemption. Goode 

further suggests that the repeal of both of these special exemptions 

would be justifiable, although probably not a high priority item.I/ 

Ironically, critics of the exemption mechanism also cite the "ability to 

pay" theory of taxation in pointing out the inequity of these provisions. 

Since the tax reduction value of any exemption is dependent upon the 

taxpayer's marginal tax rate, the exemption is worth more to higher 

income taxpayers than lower income taxpayers. Under the current state 

income tax structure, each $600 exemption is worth $12 to � taxpayer 

subject only to the lowest marginal tax rate, while each $600 exemption 

is worth $34.50 to a taxpayer in the highest tax bracket. Clearly, 

these values �iolate the concept of vertical equity by reducing taxes to 

a much greater extent for upper income persons than for lower income 

persons. While there is justification for differentiating tax liabilities 

'1:/ Richard Goode, The Individual Income Tax, Revised Edition, 
(Washington, D.C., The Brookings Institution, 1976), pp. 222-223. 

Richard Goode, The Individual Income Tax, Revised Edition, p. 
223. 
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for different family sizes, there is really no justification for differen­

tiating to a greater extent for higher income taxpayers than for lower 

income taxpayers. Additionally, if we assume that the first dollars of 

income received must be committed to subsistence expenses regardless of 

the family's total income, then the case can be made for a tax-free 

slice of income only at the bottom of the income scale. In other words, 

why should a taxpayer in an upper income level be permitted to subtract 

his tax-free income off the top at a higher marginal t�x rate than a 

person subject to the lowest marginal tax rate? 

Alternatives to the Current Provisions 

Table 1 provides detailed data on the numbers of the various exemptions 

claimed by AG! class for taxable year 1977. Table 2 provides further 

data on the numbers of returns and numbers of personal and dependent 

exemptions cross-classified by AG! class and by total number of personal 

and dependent exemptions claimed per return. These distributions would, 

of course, not change under any alternative to the current law. 

There are essentially two reform options relating to the current personal, 

dependent, age, and blindness exemptions. The first option would be to 

increase the personal, dependent, and blindness exemptions from their 

current $600 level to $1,000. Since the current $600 age exemption 

along with the $400 exclusion (subtracted from federal AGI) already 

provides the equivalent of a $1,000 exemption, no further increase to 

the $1,000 available to persons age 65 and over is considered.· This 

alternative would bring into uniformity each of the four classes of 

exemptions, and it would also equate the Virginia exemptions with the 

federal exemptions. However, neither of these accomplishments would in 



TABLE 1--NUMBER OF EXEMPTIONS BY TYPE 
AND ADJUSTED GROSS INCOME (AG!) CLASSIFICATION--TAXABLE YEAR 1977 

AGI Classification Personal 

$ 0 - 999 105,901 
$ 1,000 - 1,999 127,057 
$ 2,000 - 2,999 123,857 
$ 3,000 - 3,999 115,811 
$ 4,000 - 4,999 117,225 

$ 5,000 - 5,999 127,580 
$ 6,000 - 6,999 123,952 
$ 7,000 - 7,999 118,295 
$ 8,000 - 8,999 114,412 
$ 9,000 ""." 9,999 111,627 

$10,000 - 10,999 107,974 
$11,000 - 11,999 104,458 
$12,000 - 12,999 101,850 
$13,000 - 13,999 99,762 
$14,000 - 14,999 99,561 

$15,000 - 19,999 442,688 
$20,000 - 24,999 309,379 
$25,000 - 29,999 191,478 
$30,000 - 34,999 112,197 
$35,000 - 35,999 66,231 

$40,000 - 44,999 41,746 
$45,000 - 49,999 26,105 
$50,000 - 74,999 42,774 
$75,000 - 99,999 10,442 
$100,000 - over 10,434 

********* 

All AGI Classes 2,952,796 

SOURCE: Department of Taxation printout. 
I 

u, 
.... 

I 

Numbers of Exemptions bl Tiee
Dependent Age Blindness 

17,437 11,170 136 
19,006 9,637 151 
26,185 14,329 160 
32,569 15,181 236 
40,465 15,649 293 

50,226 14,378 290 
54,417 12,731 295 
56,938 10,694 260 
57,753 9,402 200 
58,804 7,956 198 

59,943 6,829 199 
60,793 5,916 152 
60,613 5,411 141 
61,815 4,690 123 
63,125 4,145 133 

291,877 15,005 443 
210,205 9,260 250 
134,391 6,086 167 

81,114 3,930 95 
49,236 2,929 78 

31,123 1,891 39 
19,299 1,406 21 
32,129 3,184 51 
8,785 1,134 14 
8,330 1,491 19 

1,586,578 194,434 4,144 

Totals 
---

134,644 
155,851 
164,531 
163,797 
173,632 

192,474 
191,395 
186,187 
181,767 
178,585 

174,945 
171,319 
168,015 
166,390 
166,964 

750,013 
529,094 
332,122 
197,336 
118,474 

74,799 
46,831 
78,138 
20,375 
20,274 

4,737,952 



TABLE 2 -- Nl/l-lBER OF RETURNS AND NUMRER Of EXEMPTIONS CLASSIFIED BY ADJUSTED GROSS n:co�lE (AGI) 
CLASS AND BY NUMBER OF EXEMPTIONS DECLARED OTHER THAN AGE OR BLINDNESS -- TAXABLE YEAR 1977 

Nwaber of Exemetions Declared Other Than Age or Blindness 

AGI Classification 1 2 3 4 5 6/over Total 

$ 0-999
t.umber of returns 74,048 10,761 3,155 2,188 1,034 665 91,851 
Number of exemptions 74,048 21,522 9,465 8,752 5,170 4,381 123,338 

$1,000-1,999 
Number of returns 97,155 11,404 3,450 1,940 863 555 115,367 

1 
Number of exemptions 97,155 22,808 10,350 7,760 4,315 3,675 146,063 

\.J1 

N $2,000-2,999 
J Number of returns 82,439 15,176 5,016 2,743 1,207 791 107,372 

Number of exemptions 82,439 30,352 15,048 10,972 6,035 5,196 150,042 

$3,000-3,999 
Number of returns 67,446 16,958 6,148 3,506 1,522 1,057 96,637 
Number of exemptions 67,446 33,916 18,444 14,024 7,610 6,940 148,380 

$4,000-4,999 
!lumber of returns 58,844 20,202 7,722 4,248 1,880 1,332 94,228 
Number of exemptions 58,844 40,404 23,166 16,992 9,400 8,884 157,690 

$5,000-5,999 
Number of returns 58,506 22,609 9,878 5,295 2,452 1,672 100,412 
Number of exemptions 58,506 45,218 29,634 21,180 12,260 11,008 177,806 

$6,000-6,999 
Number o( rPturns 50,775 22,258 10,597 6,205 2,758 1,921 94,514 
Number of exemptions 50,775 41,, 516 Jl,791 24,820 13,790 12,677 178,369 

Continued on next pnge. 



TAIII.E 2 -- NU:lllER OF !IF.TURNS ,\ND NIJMIIER llf EXEMPT IONS CIASSIFtED BY AOJUSTED GROSS lNCOM E ( AG I) 
CLASS ANIJ BY NUMBER OF EXEMPTlONS DECLi\RED OTIIElt THAN AGE OR BLINDNESS -- TAXABLE YEAR 1977 (Contfnu�<l) 

Number of· Exem2tions Declared Other Than Age or Blindness 

AGI Classification I 2 .3 4 5 6/over Total 

$ 7 , 000- 7, 999 
Number of returns 42,729 21,368 10,845 6,906 3,087 2,138 87,073 
Number of exemptions 42,729 42,736 32,535 27,624 15,435 14,174 175,233 

$8,000-8,999 
Number of returns 37,534 20,447 10,850 7,243 3,367 2,345 81,786 
Number of exemptions 37,534 40,894 32,550 28,972 16,835 15,380 172,165 

$9,000-9,999 
Number of returns 33,101 19,463 10,949 7,737 3,629 2,501 77,380 
Number of exemptions 33,101 38,926 32,847 30,948 18,145 16,464 170,431 

$10,000-10,999 
Number of returns 27,932 18,669 11,086 8,165 3,916 2,578 72,346 
Number of exemptions 27,932 37,338 33,258 32,660 19,580 17,149 167,917 

I $11,000-11, 999 V1 

w Number of returns 23,157 18,205 11,003 8,644 3,935 2,782 67,726 
Number of exemptions 23,157 36,410 33,009 34,576 19,675 18,424 165,251 

$12,000-12,999 
Number of returns 19,141 17,775 11,264 8,878 3,993 2,789 63,840 
Number of exemptions 19,141 35,550 33,792 35,512 19,965 18,503 162,463 

$1i,ooo-13;999 · ·--
Number of returns 15,817 17,024 11,507 Number of exemptions 15,817 34,048 

9,306 4,304 2,784 60,742 
34,521 37,224 21,520 18�447 161,577 

$14,000-14,999 
Number of returns 13,327 16,739 11,445 Number of exemptions 13,327 33,478 

10,138 4,397 2,858 58,904 34,335 40,552 21,985 19,009 162,686 
$15,000-19,999 

!';umber of returns 37,547 71,75] 
Number of exemptions 53,202 50,580 21,798 37,547 143,506 12,600 247,480 

159,606 202,320 108,990 82,596 734,565 
$20,000-24,999 

Number of returns 14,389 48,679 
Number of exemptions 37,352 38,707 16,949 14,389 97,358 8,M,S 164,741 112,056 154,828 84,745 56,208 519,584 

$25,000-29,<J99 
Mumber of n•turns 6,547 29,393 
Number of exemptions 22,234 25,142 11,304 6,547 58,786 5,706 100,326 66,702 100,568 56,520 36, 746 325,869 

$30,000-)4,999 
Number of returns 3,039 17,232 12,499 Number of exemptions 3,039 34,1,64 

14, 778 7,045 3,705 58,298 37,497 59,112 35,225 23,974 193,)ll 



TABLE 2 -- NlJl>tnER OF RETURNS AND NUMBER OF EXEMPTIONS CLASSIFIED BY ADJUSTED GROSS lNCOl-tE (AGI) 
CLASS AND BY NUMBER OF EXEMPTIONS DECLARED OTHER THAN AGE OR BLINDNESS -- TAXABLE YEAR 1977 (Continued) 

Number of Exem[!tions Declared Other Than Age or Blindness 

AGl Classification 1 2 3 4 5 6/over Total 

$35,000-39,999 
Number of returns 1,653 10,265 7,015 8,428 4,513 2,457 34,331. 
Number of exemptions 1,653 20,530 21,045 33,712 22,565 15,962 115,467 

$40,000-44,999 
Number of returns 925 6,485 4,520 5,171 2,808 1,641 21,550 
Number of exemptions 925 12,970 13,650 20,684 14,040 10,690 72,869 

$45,000-49,999 
Number of returns 577 4,140 2,781 3,181 1,762 1,028 13,469 
Number of exemptions 577 8,280 8,343 12,724 8,810 6,670 45,404 

$50,000-74,999 
Number of returns 1,110 6,770 4,326 5,144 3,030 1,784 22,164 
Number of exemptions 1,110 13,540 12,978 20,576 15,150 11,549 74,903 

I $75,000-99,999 VI 

.,::,. Number of returns 368 1,494 926 1,245 877 568 5,478 
I Number of exemptions 368 2,988 2,778 4,980 4,385 J, 728 19,227 

$100,000-over 
Number of returns 507 1,760 899 1,029 786 607 5,588 
Number of exemptions 507 3,520 2,697 4,116 3,930 3,994 18,764 

***** 

All AGI Classes 
Number of returns 768,613 467,029 280,669 246,547 113,216 67,529 1,943,603 Number of exemptions 768,613 934,058 842,007 986,188 566,080 442,428 4,539,374 

SOURCE: Department of ·Taxation printout. 



general be viewed as important policy goals, since the most importanc 

conformity factor with respect to exemptions is that the number and type 

of exemptions claimed at the state level matches the number and type 

claimed at the federal level. In addition, any increase in the exemp­

tion amounts would do nothing to correct for the vertical equity prob­

lems associated with the use of exemptions. In fact, an increase in the 

exemption level from $600 to $1,000 would widen the gap in the value of 

the exemptions between the highest and lowest marginal tax rates from 

the current $34.50 and $12, respectively, to $57.50 and $20. If we 

assume that the higher exemption levels would become effective for 

taxable years beginning on and after January 1, 1980, we estimate that 

this option would cost approximately $122 million for fiscal year 1981 

and approximately $86 million for fiscal year 1982. (The first year 

cost is somewhat greater because it actually reflects more than a 12 

month revenue impact. In other words, if the General Assembly enacted 

the change at the 1980 session, withholding would in all likelihood not 

cha�ge until fiscal year 1981, and additionally taxpayers would claim 

larger refunds during fiscal year 1981 on their 1980 tax returns for any 

overpayment.) 

. 1/ 
Some states provide tax credits in lieu of the various exemptions.-

Thus, a second option would be to substitute tax credits in lieu of the 

current exemptions (and the additional $400 exclusion for age). For 

example, in lieu of the current exemptions the state could provide a $12 

tax credit for each federal exemption claimed. The credit would be 

1./ The reader is referred to Appendix II for a description of the 
credits in the states of Arkansas, California, Iowa, Kentucky, Minnesota, 
and Wisconsin. 
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equivalent in value to the current $600 exemption at the lowest marginal 

tax rate. Alternatively, the state could provide a $20 tax credit for 

each federal exemption claimed, which would be equivalent in value to 

the $1,000 exempti�n at the lowest marginal tax rate. Each of these 

alternatives would still enable easy comparison with the number and type 

of exemptions claimed at the federal level, and each would allow uniformity 

in the value for the four exemption categories. More importantly, 

however, either credit alternative would correct for the vertical equity 

problems associated with exemptions. In other words, each allowable tax 

credit would be worth the same amount to all taxpayers regardless of 

their level of income. 

Table 3 provides distributional data on the tax impact of each of these 

credits based on 1977 tax return data. Under each alternative additional 

revenues would have been generated. Obviously, the reason that the sub� 

stitution of tax credits for exemptions generates revenues is that the 

value of both of these credits is less than the value of the current 

$600 (and $1,000) exemption at the state's highest marginal tax rates. 

The result is a tax increase for taxpayers falling in these highest 

marginal tax brackets and a modest tax decrease for taxpayers who receive 

a credit larger than the value of the current exemption at the lowest 

marginal tax rates. Under the $12 tax credit, taxpayers with AGI under 

$4,000 actually experience a decline in tax of approximately $0.7 million, 

while higher income taxpayers would pay additional tax totalling approx­

imately $68.4 million, for a net increase of $67.7 million. However, of 

the total increase for taxpayers with incomes over $4,000, approximately 

two-thirds of the increase would be borne by taxpayers with incomes 

greater than $14,000. Under the $20 tax credit, taxpayers with AGI 
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TADLE 3 -- THE lMPACT OF SURSTITUTION OF TA:< CREDITS FOR PERSONAL EXl::ttrnoNS 

T�x Ll�billty Under Current 
Structure �$600 Exem�tionsl 

Avcrn11a 
Vlq;lnl.1 Per Tnx Effectlvft 
AGI Cl.iss Aftlount � Tax n.�tc 

$ o- 999 $ 74,191$ 1 0.15% 
1,000- 1,999 270,501 2 0, 15 
2,000- 2,999 1,264,096 12 0.46 
J,000- J,999 2,564,856 27 o. 76 
4,000- 4,999 4,189,413 43 0,96 

5,000- 5,999 6,492,399 64 1,16 
6,000- 6,999 8,474,174 46 1,)6 
7,000- 7,999 10,473,195 119 .1.58 
8,000- 8,999 12,676,128 156 1,83 
9,000- 9,999 14,512,515 190 2,00 

10,000-10,999 15,979,869 222 2.12 
11,000-11,999 16,994,47) HS 2,21 
12,000-12,999 17,880,223 285 2,27 
13,000-13,999 19,30),)26 )16 2,)4 
111, 000-14 , 999 20,897,678 354 2,43 

15,000-JS,999 21,819,522 392 2,53 
16,000-16,999 22,316,255 429 2,60 
17,000-17,!199 22,521,169 465 2,66 
18,000-18,999 23,364,180 S09 2,75 
19,000-19,999 23,954,321 551 2,82 

20,000-20,999 22,899,624 589 2,87 
21,000-21,999 22,436,777 630 2,92 
22,000-22,999 21,91l,4H 673 2,99 
23,000-23,999 21,174,654 717 3,05 
24,000-24,999 20,079,289 760 3,10 

25,000-29,999 88,237,169 886 J.24
30,000-34,999 65,336,948 1,124 3.48 
35,000-)9,999 47,012,455 1,)81 ),70 
40,000-44,999 )5,486,632 1,637 ),87 
45 ,000-0,999 25,659,070 1,903 4,02 

50,000-74,999 53, 7:34, 718 2,472 4,20 
75,000-99,999 19,925,252 ),821 4,48 

100,000 L ovor 42,11\,641 ...!..l!J. 4,71 

TOTALS SH'-,010.127 ,$ )Alt 2, 84% 

ON ThX LIABILITY AND EFFECTIVE TAX RATES 

Tax Linbillt? With �12 Tax Credits 
Ch,m11a from 

Current Structure 
Percent 
of Total Average

lncrea�e Tax Per 
Amount Amount {Dccrf!o&a2Rcturn 

$ 0 $- 7�, 191 11, )!!: $ 0 
0 - 270,501 41. li/ 0 

952,426 - 311,670 47. 'Fl 
9 

2,562,478 - 2,378 0,41. 27 
4,569,790 + 380,377 0.6 47 

7,456,400 + 964,001 1.4 73 
10,065,285 + 1,591,111 2.) 106 
12,946,4)5 + 2,473,240 ),6 147 
15,327,735 + 2,651,607 ),9 169 
17,227,234 + 2,714,719 4.0 226 

18,671,594 + 2,691,72!i 4.0 260 
19,650,578 + 2,656,105 3.9 294 
20,524,531 + 2,644,308 3,9 327 
22,063,148 + 2,759,822 4.0 )61 
23,812,022 + 2,914,)44 4.3 403 

24,767,1175 + Z,9,,R,353 4.4 us 

25,214,147 + 2,897,892 4.2 48S 
25,356,671 + 2,835,502 4.2 524 
26,173,592 + 2,809,412 4.1 570 
26,640,771 + 2,686,450 4.0 613 

25,)60,597 + 2,460,97) 3,6 652 
24,724,909 + 2,288,1)2 ),) 693 
24,030,899 + 2,117,484 ),1 739 
23,107,641 + 1,932,987 2.8 783 
21,856,173 + 1,776,884 2.6 827 

95,166,325 + 6,929,156 10.1 955 
69,593,519 + 4,256,571 6,2 1,198 
49,636,193 + 2,623,738 ),9 1,458 
37,181,847 + 1,695,215 2,5 1,716 
26,686,226 + 1,027,156 1,5 1,980 

55,490,686 + 1,755,968 2,6 2,552 
20,)52,626 + 427,314 0,6 3,907 
42 1 536 1 0!JS + 444,454 -2:l 8,300 

$819,726,41,8 $+67,696,121 !Q.!hQ. Lil! 

F.Uect Ive
Tait Rate 

0.00% 
o.oo
0.)5 
0. 77
1.05 

1.3) 
1.63 
1. 96
2.22 
2,38 

2.48 
2,S6 
2,62 
2,68 
2,78 

Z,B7 
Z.94
J,00 
J.08
3,14 

),18 
3.23 
).28 
3,3) 
J.)8 

).50 
3. 71
).91 
4,06 
4,19 

4,)4 
4.58 

-id! 

2,&Z 

�on:: Dctalla mny not nJd to total, dua to rounJtn1, 

Tax Linbilit? With $20 Tax Crediu 
Chan11e f roftl 

Current Struct•1rc 
Percent 
of Totlll Averni;e 
lncrea11e Ta11 rcr 

Alllount Amount {Dccrease!Rcturn 

$ 0 $- 74,191 1.1!1 $ 0 
0 - 270,501 6.1.:!/ 0 
0 - 1,264,096 28.�, 0 

26. 9!/ 1,374,657 - 1,190,199 14 
),259,004 - 9)0,409 21.o!' 34 

6,006,862 - 485,537 u.o!.' 59 
8,268,017 - 206,157 4. 7!.I 91 

11,493,318 + 1,020,123 2,7 130 
13,911,434 + 1,235,306 ],) 171 
15,829,641 + 1,)17,126 ),5 207 

17,283,644 + 1,303,775 ),5 241 
18,302,090 + 1,)07,617 ),5 274 
19,192,499 + 1,)12,276 ),5 )06 
20,701,206 + 1,)97,880 3,7 )39 
22,465,782 + 1,568,104 4,2 380 

2),4112,130 + 1,662,608 4.4 422 
Z),972,523 + 1,656,26B 4.4 u,1 
24,174,004 + 1,652,835 "·" 500 
25,0)5,)14 + 1,671,134 "· 5 54S 
25,550,556 + 1,596,235 4.3 588 

24,)77,955 + l,h8,331 4.0 627 
2),827 ,053 + 1,)90,276 3.7 668 
2),198,902 + 1,285,487 ),4 713 
ZZ,354,454 + 1,179,800 ),2 758 
2l,l80,S95 + 1,101,306 2.9 801 

92,557,406 + 4,320,237 11.6 929 
68,053,355 + 2,716,407 7,) 1,172 
48,712,418 + 1,699,961 4,5 1,431 
)6,590,333 + 1,103,701 ),0 1,688 
26,325,609 + 666,5]9 1.8 1,95] 

54,900,116 + 1,165,398 ),1 2,525 
20,204,011 + 278, H9 0.7 ),879 
42,415,9�0 + )0'· • 309 _Q.:! ...!dll 

$7R5 1000,AJR $+12,970 1711 !!!QJ!. � 

SOURCE: Dcpartn,cnt of Tax11tion inco111e tax umpUng model, ta1tablc year 1977 dotn. (Rcf1ren�o Structures 02, 48, and 49,)
.'!, rerc�ntn�cn calculntod (or income clnAHca thnt experience n decline in l nx llnH ll ty rcClect the r�lnllvc 1harc oC the tntal tnx rc,luctln11, 

Effective 
Tait R.,te 

0.00% 
o.oo
o.oo
o. 41
0, 75 

1.08 
l. 34
1. 74
2.02 
2,19 

2.30 
2.)8 
2.45 
2,51 
2.62 

2. 7Z
2,80
2,86
2.95
3,01

).06 
),11 
J.17
), 27 
),27 

).41 
).61 
),84 
).99 
4,1] 

4.29 
:. • 55 

...hll 

LJ1Z 

All oth�r pcrcentoge1 reflect the relative aharo of the totol tax incrca,e, which ia greater than the net incr�n1e in tnx liability acro11 all Income



under $7,000 experience a decline in tax of approximately $4.4 million, 

while higher income taxpayers would pay additional tax totalling approx­

imately $37.4 million, for a net increase of $33.0 million. Of the 

total increase for taxpayers with incomes over $7,000, approximately 

two-thirds would be borne by taxpayers with incomes greater than $16,000. 

These changes also effect an increase in the progressivity of the tax 

structure as exhibited by the changes in.the effective tax rates. Obvi­

ously, those taxpayers who experience a tax reduction also experience a 

decline in their effective tax rate, while those who experience an 

increase would be subject to higher effective tax rates. In the aggre­

gate, the effective tax rate under the $12 tax credit would increase 

from 2.8 percent to 3.1 percent, while the effective tax rate under the 

$20 tax credit would only increase to 3.0 percent. Again, the reason 

for these increases relates to the provision of a credit whose value is 

less ·than the value of the current exemptions for taxpayers subject to 

the highest marginal tax rates. 

If we again assume a January 1, 1980, effective date, we estimate that 

eliminating exemptions and replacing them with a $12 tax credit would 

actually generate approximately $149 million in additional revenues for 

fiscal year 1981 and $122 million for fiscal year 1982. A $20 tax 

credit would generate approximately $69 million for fiscal year 1981 and 
1/ 

$56 n1illion for fiscal year 1982.-

1./ The first year gains are larger for the same reasons as noted
earlier. In other words, if the tax credits were enacted in 1980 and 
became effective January 1, 1980, new withholding tables could probably 
not be implemented until fiscal year 1981. Any underpayment of taxes 
for 1980 would be made up when returns are filed in fiscal year 1981, 
thus generating more than 12 months worth of additional revenue. 
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Personal Deductions 

Conceptual Background 

The various personal deductions that are provided at both the federal and 

state levels have several purposes, some of which are related to the 

overall equity of the income tax and some of which are not. Like personal 

and dependent exemptions, personal deductions also adjust for unusual 

circumstances that affect the individual's ability to pay taxes relative 

to other taxpayers. Relating again to the concepts of horizontal and 

vertical equity, we can, for example, justify an adjustment to tax 

liability for hardships caused by extreme medical expenses or casualty 

losses. An individual with little or �o medical expenses is clearly 

more able to pay income tax than an individual with equal income but 

with large medical expenses. Similarly, two individuals may have 

different amounts of income, but the individual with the lower income 

may actually be better able to pay tax if he has no medical expenses 

than the higher income person. 

Second, personal deductions allow individuals to deduct certain items 

that are actually costs associated with earning income and therefore 

should theoretically be excluded from economic income. Deductions for 

union dues, professional association fees, required educational expenses, 

and child care expenses fall into this category • ..!/ 

Third, some deductions, such as the deductions for real and personal 

property taxes and the general sales tax (and at the federal level the 

state income tax), are really measures to aid in fiscal coordination· 

!/ As noted earlier the Virginia child and dependent care expense 
deduction is a special deduction that is available to all taxpayers, 
regardless of whether or not they itemize. 
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under our federal system . .!/ For example, with the federal, state, and

local governments all levying various taxes independent of one another, 

there is a risk, in the extreme sense, that the combined effects of 

taxation could become confiscatory. Therefore, the federal government, 

with its extensive financial strength relative to state and local 

governments, has ensured against confiscation through personal deduc­

tions of various state and local taxes. In addition, the federal deduc­

tions for state and local taxes permit these governments somewhat more 

financial flexibility in that any state or local tax increases are 

offset to some extent (i.e., for taxpayers who itemize) by reductions in 

federal income tax. At the state level this also holds, since, for 

example, any local real or personal property tax increase or any increase 

in either the state or local option sales tax would be partially offset 

by a further reduction in state income tax. 

Fourth, some personal deductions have no real theoretical basis but are 

instead provisions to promote certain socially, politically, or econom­

ically desirable objectives. Such provisions are commonly referred to 

as "tax expenditures," since they reduce revenues just the same as an 

explicit government program providing direct financial assistance to 

individuals engaged in the desireable activity. One example of a deduc­

tion that falls into this category is philanthropic contributions. 

Finally, some deductions cut across two or more categories. According

to Goode, for example, the mortgage interest deduction (the single

largest personal deduction) recognizes real differences in income and 

taxpaying capacity for homeowners who are debtors versus those who are 

1/ 
Richard Goode, The Individual Income Tax, Revised Edition, p. 170. 
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1/ 
nondebtors.- In addition, the mortgage interest deduction also takes 

into account the investment costs associated with the imputed return on 

owner occupied homes, even though the deduction of such "costs" is not 

really warranted since imputed rental income is not part of the current 

tax base. Finally, the mortgage interest deduction is a powerful govern­

ment incentive for homeownership, which policy makers in general view to 

be a desirable social and economic objective. 

Conceptually the case can generally be ma.de for permitting deductions 

falling in the first three categories, but it is unclear whether "tax 

expenditures" are more or less appropriate than direct budgetary out­

lays. In any event, many taxpayers would only have very modest expen-

-diture amounts that would qualify for deduction. In order to limit the

itemization of the various allowable personal deductions for taxpayers

who would otherwise have very small amounts to deduct, the federal

government until 1977 granted a standard deduction. To digress briefly,

the standard deduction was a percentage of AGI with minimum and maximum

constraints. In 1977, the federal standard deduction was replaced with

zero bracket amounts, which are essentially flat amounts of income

subject to a zero tax rate. Any income in excess of the zero bracket

amount is then subject to the tax rate schedule, so.in essence the zero

bracket amount is a flat standard deduction subtracted from AGI at the

bottom rather than at the top. Taxpayers whose personal deductions are

less than the applicable zero bracket amount may not itemize and must

use the zero bracket amount. Taxpayers whose personal deductions exceed

their applicable zero bracket amount may only deduct the excess.

Richard Goode, The Individual Income Tax, Revised Edition, p. 149. 
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The primary reason for limiting the use of persona� (itemized) deductions 

is more related to administrative simplification than to either theore­

tical or other considerations. Obviously, taxpayers who claim some 

fixed or percentage deduction amount or a zero bracket amount, instead 

of maintaining detailed records on their various qualifying expenditures, 

will have a much easier time completing their tax return. Similarly, if 

the government does not have to verify and/or.audit large numbers of 

returns with itemized deductions, the administration process will be 

greatly simplified and less costly. 

Issues Surrounding the Current Law and Alternatives 

One potential area of reform to Virginia's current provisions relating 

to personal deductions is the standard deduction. As noted in an earlier 

section, the Virginia standard deduction is currently frozen to the 1974 

federal standard deduction, even though the federal government has twice 

increased its standard deduction beyond the 1974 levels and has substi­

tuted a zero bracket amount that has already been increased once. In 

addition, the federal government has replaced certain itemized deductions 

over the last several years with other provisions (e.g., the itemized 

deduction for child care expenses has been replaced by a credit and the 

alimony payments deduction has been replaced by an exclusion). Since 

Virginia law requires that taxpayers may only itemize at the state level 

if they may itemize for federal purposes, the effect of these various 

federal changes has been that fewer state taxpayers have been able to 

itemize their deductions each year. For 1977, approximately 7 of every 

10 returns claimed the Virginia standard deduction, while in 1974 (prior 

to the freeze) only 6 of every 10 returns claimed the standard deduction. 



Table 4 provides more detailed data for 1977 on the split between itemized 

and standard deductions by income class as well as distributional data 

on tax liability under the current structure. 

The majority of taxpayers who have been forced to revert from the itemized 

deduction are limited to a Virginia standard deduction that is signifi­

cantly less than either the federal equivalent or the amount they could 

claim if they were permitted to itemize. For example, consider a married 

couple with federal AG! of $12,000 who files a joint return and has 

federal itemized deductions totalling $3,000 (including state income tax 

of $400). Since the couple's itemized deductions are less than the 

current $3,400 federal zero bracket amount for married couples, they are 

not permitted to itemize for either federal or state purposes. For 

Virginia purposes, if they could itemize they could deduct $2,600 (federal 

itemized deductions less state income tax), but under the current law 

requiring like deductions at both the federal and state level they must 

take the Virginia standard deduction. Their Virginia standard deduction 

is only $1,800 (15 percent of federal AG!). Thus, the couple loses the 

benefit of $800 worth of deductions, and assuming the couple is subject 

to the state's 5 percent marginal tax rate they must as the result pay 

$40 in additional state income tax. (Assuming the state had continued 

to conform completely to the federal structure and had automatically 

adopted the zero bracket amount, the couple would have gained the equiva­

lent of a $1,600 deduction that would result in a decrease of $80 in 

state income tax.) 

The effect of the federal changes,have therefore been an unintended tax 

increase for taxpayers with itemized deductions greater than the allow-
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I O'I
�
I 

Vl.rginl.11 
AGl Class 

$ 0 - 999 
1,000 - 1,999 
2,000 - 2,999 
J,000 - 3,999 
4,000 - 4,999 

5,000 - 5,999 
6,000 - 6,999 
7,000 • 7,999 
8,000 - 8,999 
9,000 - 9,999 

10,000 - 10,999 
11,000 • 11,999 
12,000 - 12,999 
13,000 - 13,999 
14,000 - 14,999 

15,000 - lS,999 
16 ,ODO - 16,999 
17,000 - 17,999 
18,000 - 18,999 
19,000 - U,999 

20,000 - 20,999 
21,000 - 21,999 
22,000 - ZZ,999 
23,000 - 23,999 
24,000 - 24,999

25,000 - 29,999 
30,000 • 34,999 
35,000 - 39,999 
40,000 - 44,999 
45,000 • 0,999 

50,000 - 74,999 
75,000 - 99,999 

100,000 - 999,999 

TOTALS 

Total No, 
of 

Returns 

101,820 
123,304 
108,593 
95,654 
96,637 

101,452 
95,217 
87,894 
81,331 
76,272 

71,827 
66,767 
62,816 
61,054 
59,104 

55 ,6]0 
52,043 
U,381 
45,863 
0,510 

38,865 
35,636 
32,543 
29,530 
26,421 

99,639 
58,108 
34,041 
21,672 
13,482 

21, 7)6 
5,214 
5 1 210 

1,957,183 

TABLE 4 -- THE CURRENT VIRGINIA fNCOME TAX STRIICTLIRE AND TIIE DlSTRtBUTlOH 
OF TAX RCTURNS IIY TYPE OF DEDUCTION, TAX LIABILITY I AND EFFf.CTIVF. TAX RA'fE 

Distribution of Returns 
By Type of Deduction 

No, of Standard No, of IteMi1ed 
Deduction• Deductions 

(Percent of Returns) (Percent of Returns) 
a/ ala1,46o <ao.oz,01 2,312 cz.3%>at 

119,334 (96.8%)-, 2,771 (2,2%)-, 104,781 (96,5%)�, 2,734 (2,5%)!1 
91,158 (95.3%)!. 4,196 (4.4%)-
92,006 (9S,Z%) 4,381 (4.5%) 

95,448 (94.1%) 
89,132 (93.6%) 
80,363 (91,41) 
72,556 (89,21) 
67,006 (87,9%) 

60,980 (84.9%) 
54,607 (81.8%) 
49,142 (78.2%) 
45,905 (7S,2%) 
42,236 (71.5%) 

37,900 (68,U:) 
32,510 (62,51) 
27,846 (57 ,6%) 
24,209 (52, 8%) 
21,105 (Iii.SI) 

17,27!> (44.5%) 
14,169 (l!l,8%) 
12,104 (37.2%) 
9,995 (33.8%) 
8,075 (30,61) 

22,072 (22, 2%) 
7,915 (13,6%) 
3,127 ( 9.2%) 
1,586 ( 7.3%) 

810 ( 6,0%) 

1,221 ( 5,67.) 
237 ( 4.5%) 
176 { 3,4%) 

1,388,450 (70,9%) 

5,861 (5.8%) 
5,868 (6.2%) 
7,339 (8.3%) 
8,655 (10.6%) 
9,218 (lZ,11) . 

10,687 (14. 9%) 
12,032 (18,0%) 
U,642 (21. 7%) 
lS ,054 (24, 7%) 
16,852 (28.5%) 

17,718 (31.0%) 
19,509 (37.5%) 
20,499 (42,4%) 
21,"654 (47.2%) 
ZZ,393 (Sl.5%) 

21,562 (55, 5%) 
21,451 (60.1%) 
20,431 (62.s:t) 
19,519 (66.1%) 
18,338 (69. 4%) 

77,511 (77. 8%) 
.50,153 (86, 3%) 
30,906 (90.8%) 
20,078 (92.6%) 
12,640 (93.8%) 

Z0,482 (94.2%) 
4,969 (95.3%) 
4,938 (96. 3i:) 

546,412 (27,9%) 

Amount 

$ 74,191 
270,501 

1,264,096 
2,564,856 
4,189,413 

6,492,399 
8,474,174 

10,473,195 
12,676,128 
14,512,515 

15,979,869 
16,994,473 
17,800,223 
19,303,326 
20,897,678 

21,819,522 
22,316,255 
22,521,169 
23,364,180 
23,954,321 

22,1199,624 
22,436,777 
21,91),415 
21,174,654 
20,079,289 

88,237,169 
65,336,948 
47 ,OJZ,455 
35,486,632 
25,659,070 

SJ,734,718 
19,925,252 

_i.2,111.641

$752,030,127 

NOTE: Dotalle may nat add ta total• due to raundina, 

SOURCE: Dcpnrt�cnt or Taxation Income tax aa�pllna nadel, taxable yonr 1977, (Rofarenco Structure OZ) 

Tax Ltabl Uty 
Avzrngc 
Ta11 Per 
� 

$ 1 
2 

12 
27 
43 

64 
46 

119 
156 
190 

222 
255 
285 
316 
354 

392 
429 
46S 
509 
551 

589 
630 
673 
717 
760 

886 
1,124 
1,381 
1,637 
1,903 

2,472 
3,821 

..!,lll 

$ 38� 

Effective 
Tax 
R.:ite 

0.1% 
0.1 
o.s

0.8 
1.0 

1.2 
1.4 
1.6 
1.8 
2.0 

2.1 
2.2 
2.3 
2.J
2.4 

2.5 
2.6 
2.7 
2,7 
2,8 

2.9 
2.9 
3.0 
3.0 
3,1 

3.2 
3.5 
3.7 
J,9 
4.0 

4.2 
4.5 

_!uL 

2.8% 
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able Virginia standard deduction but less than the federal zero brack�t 

amount. Consequently, the state has experienced an unintended revenue 

gain. Moreover, the current law encourages taxpayers with itemized 

deductions less than the federal zero bracket amount but greater than 

the Virginia standard deduction into noncompliance. Even though tax­

payers who wrongly claim itemized deductions would eventually be detected, 

such noncompliance would divert the time of auditors from normal enforce­

ment activities. 

There are several ways that the state could remedy the adverse effects 

of the current law. One alternative would be to allow Virginia taxpayers 

to claim their more advantageous deduction, regardless of whether or not 

they claim the federal zero bracket amount. This alternative would not 

only assist those taxpayers with itemized deductions falling between the 

zero bracket amount and the maximum Virginia standard deduction who have· 

suffered from the unintentional tax increase, but it would also benefit 

some taxpayers whose itemized deductions are less than the current 

Virginia maximum standard deduction. For example, a taxpayer with 

$10,000 of federal AGI and $1,900 of itemized deductions (excluding 

state income tax) is currently limited to a standard deduction of $1,500. 

This alternative would therefore allow this taxpayer as well as the 

couple in the previous example to itemize and receive a larger deduction. 

However, this alternative has the disadvantages of moving the income tax 

structure even further out of alignment with the federal structure, 

encouraging larger numbers of itemized deductions, and requiring increased 

state audits not currently needed because of the federal-state exchange 

program. We estimate that the current cost of this alternative could be 

as much as $23 million annually. 
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Another alternative would be to allow only persons whose itemized deduc­

tions fall between the federal zero bracket amount and the maximum· 

allowable Virginia standard deduction to itemize their deductions for 

Virginia purposes. (Taxpayers such as the one in the example above 

would continue to claim the percentage standard deduction.) This alter­

native essentially has all of the same disadvantages as the first alter­

native, except that by selectively limiting the availability of the 

itemized deduction to only those taxpayers caught between the federal 

zero bracket amount and the Virginia maximum the deconformity and audit 

problems could possibly be more complex for taxpayers. Since this 

alternative would allow fewer taxpayers to revert to itemized deductions 

than the first alternative (i.e., only those caught between the federal 

zero bracket amount and the Virginia standard deduction), its cost is 

somewhat less. We estimate that this alternative would cost from $13 

million to $18 million per year, which is the estimated equivalent of 

the annual gain currently associated with the cumulative impact of the 

various federal changes since the Virginia standard deduction was frozen. 

In other _words, the unintended state revenue gain (tax increase) from 

the increases in the federal standard deduction and the adoption of zero 

bracket amounts along with the state requirement for like deductions is 

estimated between $13 million and $18 million annually. 

If policy makers wish to preserve the benefits of conformity and also 

correct for the problems associated with the current law, then there are 

two other options that could be considered. Obviously, one alternative 

is to once again bring Virginia into complete conformity with respect to 

the federal zero bracket amounts. Adoption by Virginia of the zero 

bracket amounts would again provide all taxpayers who do not itemize the 
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same nontaxable income allowance at the federal level as·at the state 

level. It would therefore in effect restore the deductions lost to 

taxpayers whose itemized deductions are less than the federal zero 

bracket amount but greater than the current Virginia standard deduction. 

As a result, this alternative would remove the temptation to the taxpayer 

to wrongly claim itemized deductions. In addition, this alternative 

would also preserve the current distribution of returns with and without 

itemized deductions. Therefore, no additional audit activity would 

become necessary. 

While this alternative does have many advantages, it would have a signi­

ficant revenue cost. Obviously, adoption of the federal zero bracket 

amounts will cause revenues to decline because it restores a larger 

nontaxable income allowance to taxpayers caught between the federal zero 

bracket amount and the Virginia maximum standard deduction. However, 

since it goes further and eliminates the current percentage allowance 

with its range of $1,300 to $2,000, it also increases significantly the 

nontaxable allowance for all other taxpayers currently claiming the 

standard deduction who have been unaffected by the various federal 

changes. In other words, even low income married couples who currently 

claim only the $1,300 minimum standard deduction would receive the 

$3,400 zero bracket amount. 

In addition, it is important to note that even if the state were to 

adopt the current federal zero bracket amounts, any further increases 

adopted by the federal government would again move the Virginia income 

tax structure out of alignment with the federal structure. Of course, 

Virginia could always provide for complete conformity to federal zero 

bracket amounts, which would remove ·this problem. However, it would 
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also reduce state income tax revenues as federal tax cuts were enacted. 

With a recession currently underway, already some federal legislators 

and Presidential advisors are calling for federal tax cuts, which, if 

recent patterns are any indicator, may well be implemented through 

higher zero bracket amounts. 

Table 5 provides various data by AGI class on the mix of returns with 

and without itemized deductions and on the change in tax liability under 

this alternative based on returns filed fqr 1977. Comparing these data 

to the data in Table 4 for the current tax structure we see that on an 

aggregate basis the number of returns claiming itemized deductions 

declines slightly from 28 per�ent to 22 percent, with returns that would 

claim the zero bracket amount increasing by a similar percentage. In 

1977, this alternative would have cost approximately $51 million in 

revenues with approximately two-thirds of this tax relief accruing to 

taxpayers with incomes under $15,000. While the effective tax rate 

declines for all income levels and in the aggregate declines from 2.8 

percent to 2.6 percent, again taxpayers with under $15,000 of income 

would experience the largest relative declines. We estimate that adop­

tion of the federal zero bracket amounts effective for taxable years 

beginning on and after January 1, 1980, would cost approximately $112 

million during fiscal year 1981 and $92 million during fiscal year 1982, 

with the first year costs larger for the same reasons as noted earlier. 

A second related alternative that would have all of the same advantages 

as complete conformity to the federal zero bracket amounts would be to 

maintain the current percentage allowance and simply increase the current 

maximum standard deduction amounts to the applicable zero bracket amounts. 

Under this alternative, Virginia would allow a standard deduction equi-
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Tt\Ul,E 5 -- TIii: Ulr/\CT OF Ff.OEllt\L ?.ERO DR,\CKf.T Af:nu:ns t\rrur:o TO vrnr.INit\ ON Till': DISTRIBUTIOII OF Tt\X RCTURNS 

Total No, 
Vircinia of 

flCl Cla99 Returns 

0 - 999 100,820 
l,000 - 1,999 123,304 
z. 000 - 2,999 108,593 
J,000 - 3,999 95,654 
4,000 - 4,999 96,637 

S ,000 - S,999 101,452 
6,000 - 6,999 95,217 
7,000 - 7,999 87,894 
8,000 - 8,999 81,331 
,,ooo - 9,999 76,272 

10,000 - 10,999 71,827 
11,000 - 11,999 66,761 
12,000 - 12,999 62,816 
13,000 - ll, 999 61,054 
H,000 - 14,999 59,104 

1�.000 - 15,999 55,630 
16,000 - 16,999 52,043 
11,000 - 17,999 48,381 
18,000 - 18,999 45,863 
H,000 • 19,999 43,510 

20,000 - 20,999 38,865 
21,000 - 21,999 35,636 
22,0IJO - 22,999 32,543 
2J,OOO - 2 3,999 2?,530 
z�.ooo - 24,999 26,421 

25,000 - 29,999 99,639 
J0,000 - 34,99? 58,108 
JS,000 - 39,999 34,0"1 
40,000 - 44,999 21,672 
45,000 - 49,999 lJ,482 

50,000 - 74,999 21, 7J6 
75,000 - 99,999 5,214 

1001 000 & Over 5,128 

TOTALS 119.57.18:t 

II\' TYrl, OF IJWUC'fION 1"1\X J.lt\llJLl'IY 

Distribution of Rcturnu 
n::r: T::r:l!c of Deduction 

No, of Stand
?
rd

Deduction.! 
(Percent of Returns) 

81,661 1,/(80,2�)b/ 
119,735 (97.l�)b/105,262 (96.9%)-

92,170 (96.4%) 
92,995 (96.2%) 

96,675 (9S. 37.) 
90,069 (94.6%) 
81,470 (92. 7%) 
74,218 (91.2%) 
69,008 (90.5%) 

63,266 (88.1%) 
57,228 (85. 7%) 
52,156 (83.0%) 
49,258 (80.7%) 
46,282 (78.3%) 

42,lH (75.8%) 
37,425 (72.0%) 
33,093 (68.4%) 
29,416 (64.1%) 
26,853 (61,7%) 

22,333 (57.5%) 
19,095 (SJ, 6%) 
16,445 (50.5%) 
14,382 (48.7%) 
12,056 (45.6%) 

37,148 (37.3%) 
16,655 (28. 6%) 

7,393 (21. 7%) 
4,040 (18. 67.) 
2,046 (15.1%) 

2,937 (1J,S%) 
SSJ (10,67.) 
40.5 { 7,97.) 

1, 4951 880 (76, 4%) 

No. of Itemized 
Ocduction9 

(l'c£cent of Returns) 

2,171 ( 2.1%)!!/ 
2,369 ( 1. 97.)!.d 
2,253 c 2. n>.!!/ 
3,184 ( 3,3:t) 
3,393 ( 3.5%) 

4,633 ( 4.6?.) 
4,932 ( 5. 2%) 
6,232 ( 7.1%) 
6,993 ( 8,6%) 
7,216 ( 9.5%) 

8,401 (11, 7%) 
9,411 (14.1%) 

10,628 (16.9%) 
11,700 (19.2%) 
12,805 (21,7%) 

13,467 (24. 2%) 
14,594 (28, 0%) 
15,252 (31. 5%) 
16,447 (35.8%) 
16,645 (38.3%) 

16,508 (42.5%) 
16,525 (46,4%) 
16,090 (49.4%) 
15,132 (51.2%) 
14,357 (54.3%) 

62,435 (62.6%) 
41,413 (71. 37.) 
26,640 (78. 2%) 
17,624 (81. 3%) 
11,404 (84.6%) 

18,766 (86. JZ) 
4,653 (89.2%) 
4,709 (91, 8%) 

ill, 982 �22, 4%} 
- ... _

NOTt:: Dataila may not add to total• due to roundinc, 

t\tlD liffECTIVI\ Tt\X MTf. 

Tnx LiabiUt::r: 
Chan,:c Fro"' 

Current Structure 
rerccnt 

Amount Amount of Totol 

$ 61,328 $- 12,863 O.OJ
182,190 88,311 0.2 
339,732 924,364 1.8 

1,080,977 - 1,483,879 2.9 
2,366,915 - 1,822,498 3.6 

3,963,671 , - 2,528,728 5.0 
5,595,881 - 2,87R,29J 5.7 
7,112,752 - 3,360,443 6.6 
8,940,136 - 3,735,992 7.4 

10,869,295 - 3,643,220 7,2 

12,643,641 - 3,336,228 6.6 
14,152,771 - 2,841,702 5,6 
15,442,811 - 2,437,412 4.8 
17,134,890 - 2,168,436 4.J
18,733,521 - 2,164,157 4,3 

19,708,670 - 2,110,852 4,1 
20,349,710 - 1,966,545 3,9 
20,721,993 - 1,799,176 3.5 
21,718,940 - 1,645,240 3.2 
22,456,444 - 1,497,877 2,9 

21,646,907 - 1,252,717 2.5 
21,373,265. - 1,063,512 2,1 
20,991,433 921,982 1,8 
20,377,265 797,389 1.6 
19,415,540 663,749 1,3 

86,244,212 - 1,992,957 3,9 
64,498,064 838,881, 1.6 
46,656,854 355,601 0,7 
35,297,066 189,566 0,4 
25,562,183 96,887 0,2 

53,593,105 141,613 O,J 
19,898,530 26,722 0,1 
42.092 .336 19,30.5 J.:.Q! 

$ 701,223 1029 $-50,807 1 098 100.0 

SOUltCE: Department of Taxation income eampling mo�cl, taxable year 1977 data; (Reference Structure 46)
_,., Actually refll!ctl e·eturna cloimJ.na n uro bracket umount and not 
!J.I 

a 1tandord daduc:tlon in the current 1en10e, 

Avcrace 
Tax Per 
� 

$ 1 
1 
3 

11 
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391 
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G4S 
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866 
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2,466 
3,816 

...LlQ.� 

$ 351t

Ef!cctlve 
Tax 

Rntc 

0.12% 
0.10 
0.13 
0,3 
0,5 

0,7 
0.9 
1.1 
l,J 
1.S

1.7 
1.8 
2.0 
2,1 
2,2 

2.J
2.4 
2.5 
2,6 
2,7 

2.7 
2,8 
2.9 
2,9 
3,0 

l,2 

3,4 
3.7 
J,9 
4.0 

4.2 
4,S 

...!.J.; 

�tz 
-----·
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valent to 15 percent of federal AGI with the same minimum of $1,300 but 

with a higher maximum of $3,400. (For married taxpayers filing separately, 

the minimum would be $650 and the maximum would be $1,700, and for 

single taxpayers the minimum would be $1,300 and the maximum would be 

$2,300.) 

This alternative would restore a larger nontaxable income allowance to 

taxpayers caught between the federal zero bracket amount and the current 

Virginia maximum, but only to the extent that their federal AGI is 

sufficiently large enough to entitle them to more than the current 

maximum. For example, a married couple with federal AGI of $13,333 or 

greater is currently limited to a $2,000 Virginia standard deduction. 

Under this alternative, a couple could only receive a larger standard 

deduction amount if their federal AGI was greater than $13,333, and only 

couples with federal AG! of $22,667 or greater would receive the $3,400 

maximum. Thus, any couple who is caught between the federal zero 

bracket amount and the current Virginia maximum would still receive no 

relief if their federal AGI is under $13,333, and married taxpayers 

might receive only partial relief if their federal AGI is between $13,333 

and $22,667. In addition, this alternative, like the previous one, 

would also not keep pace with any increases in the federal zero bracket 

amounts, unless Virginia were to tie its upper bounds to the prevailing 

zero �racket amount. Of course, tying the maximum standard deduction to 

whatever increases are adopted by the Congress would also potentially 

reduce state income tax revenues. 

Table 6 contains the same detailed data as presented in the previous two 

tables on the distributional effects of this alternative. Under this 

alternative the number of returns with itemized deductions also declines 
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1'i\RJ.£ 6 -- TIIE Hll'AGT CIJ' t'F.DtRAL ZERO llRACKlrC AHOUNTS AS Ul'PER STANDARI> Df.DUCTION DOUNl>S 
ON TIIE D1STRIBUTlON OF TAX RETURNS IIY TYri; 01' llF:DUCTlON. TAX LIABJl.l'CY • AtlD t:r-rncnvE TAX RATF. 

Dlatribution of RP.turn, 
DX Txee of Deduction Tax L111bllitX 

Change from 

Total No, Ko. of Standard No. of lteralzed Current Structure Avenge Effective 
Vtri;lni11 of Deductions Deduction, Percent TIit Per Tax 

AGI Class Returns (Percent of Returns) (Percent of Returns) Anlount AIDount of Tot4l !!!!!Wl... R3te 

a/ a/ 
$ 71,364 $- 2,827 0.02 $ 1 0.14% $ 0 - 999 101,820 81,581 (80. u:,-, 2,252 ( 2. 2%>-;;, 

1,000 - 1,999 123,304 119,454 (96.9%).!!/ 2,650 ( 2. 2%)-, 241,760 28,741 0.2 2 0.13 
2,000 - 2,999 108,593 105,141 (96. 8%)!. 2,374 ( 2.2%)!. 1,191,706 72,390 o.s 11 0.4 
3,000 - 3,999 95,654 91,758 (95.9%) 3,596 ( 3.8%) 2,488,298 76,558 0,6 26 0.7 
4,000 - 4,999 ?6,637 92,106 (95,ll) 4,281 ( 4.4%) 4,114,648 74,765 0.6 43 0.9 

S,000 - 5,999 101,452 95,713 (94.3%) 5,596 ( 5.5%) 6,419,650 72,749 o.s 6] 1.2
6,000 - 6,999 95,217 89,277 (93.8%) 5,724 ( 6.0%) 8,415,116 59,058 0.4 88. 1,4
7,000 - 7,999 87,894 80,435 (91.5%) 7,267 ( 8.3%) 10,412,797 60,398 0,5 118 1.6 
8,000 - 8,999 81,331 72,676 (89.4%) 8,535 (10.5%) 12,616,284 59,844 o.4 155 1,8 
9,000 - 9,999 76,272 67,150 (88.0%) 9,074 (11.9%) 14,438,402 74,113 0,6 189 2.0 

10,000 - 10,999 71,827 61,133 (85.1%) 10,534 (14. 7Z) 15,907,778 72,091 o.s 221 2.1 
11,000 - 11,999 66,767 54,691 (81.9%) 11,948 (17.9%) 16,923,345 71,128 o.s 253 2.2 
12,000 - 12,999 62,816 49,278 (78.5:0 13,506 (21.5%) 17,813,315 66,908 o.s 284 2.) 

I 13,000 - 13,999 61,054 '6,145 (75.6%) 14,814 (24.3%) 19,177,520 125,806 0.9 314 2.3 
...., 14,000 - 14,999 59,104 42,764 (72.4%) 16,324 (27.6%) 20,489,467 408,211 3,1 347 2.4 

15,000 - 15,999 55,630 38,505 (69.2%) 17,113 (30.8%) 21,174,156 - 1,645,366 12,3 381 2.5 
1r..ooo - 16,999 52,043 33,013 (63.4%) 19,006 (36, 5%) 21,552,617 763,638 5.7 414 2.5 
17 ,ooo - 17,999 48,381 28,507 (58.9%) 19,838 (41.0%) 21,680,263 840,906 6,3 448 2,6 
18,000 - 18,999 45,863 25,899 (56.5%) 19,964 (43.5%) 22,446,470 917,710 6.9 489 2.7 
U,000 - 19,999 43,510 23,599 (54.2%) 19,899 (45. 7%) 22,984,776 969,545 7,J 528 2.7 

20,000 - 20,999 38,865 20,454 (52.6%) 18,387 (47.3%) 21,962,044 937,580 7.0 565 2.8 
21,000 - 21.999 35,636 18,231 (51. 2%) 17,389 (48.8%) 21,523,234 913,543 6.9 604 2.8 22,000 - 22,999 32, 51,3 16,313 (50.1%) 16,222 (49. 9%) 21,019,126 894,289 6.7 646 2.9 2J ,ODO - 23,999 29,530 14,374 (48, 7%) 15,140 (51. 3%) 20,378,520 796,134 6.0 690 2.9 24,000 - 24,999 26,421 U,048 (45.6%) 14,365 (54.4%) 19,417,406 661,883 5,0 73.S 3,0 

25,000 - 29,999 99,639 37,143 (37, 3%) 62,440 (62. 7%) 86,21,6,395 J0,000 - J/1,!)99 58,108 16,fiSl (28. 7%) 41,417 (71. 3%) 64,498,513 
- 1,990,774 14,9 866 );1 

JS,000 - 39,999 34,041 7,389 (21. 7%) 838,435 6.3 1,100 3.4 
4D,OOO - 44,999 21,672 4,040 

26,644 (78. 3%) 46,6�7.121 355,334 2.7 1,371 3.7 (18. 6%) 17,624 (81. 3%) 0,000 - 49,999 ll,482 2,042 (15.5%) 11,408 (84.6�) 
35,297,528 189,104 1.4 1,629 3.9 
25,562,570 96,500 0.7 1,896 4.0 

50,000 - 74,999 21,736 2,937 (lJ. 5%) 18,766 (86. 3%) 53,593,363 n,ooo - 99,999 5,214 SSJ (10, 1\%) 4,65) (89.2%) 19,898,530 
141,355 1.1 2,466 4,2 

10�,000 & Over s.12e 405 (07. 9%) 26,722 0,2 3,816 4.S4 • 709 {91. 8%) 42,092,336 n,:ios 0,1 !.1QL -'-., . ..L. -TOTIILS 
h"..llt.ill !, 451 ,.�.QLU.�ill. 4RJ,41U�. 72) $11!W.Oj.._4JJ. S-1 l, 32.�

!.
1011 100.0 $ .ill 1.,_�%

NOl'E: D�tnila mny not oJd to totnle due to rounding,
---·--

SOURCE: D"partmcnt o( l'nxatlun income, a,111pUng aiodel, to1111ble year
!!I 

1977 data. (Reference Structui·e 47)

cl<'ntl:, 
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slightly. Since this alternative only increases the upper bound on the 

current standard deduction and essentially maintains the same treatment 

for Virginia taxpayers who have been unaffected by the various federal 

changes, it is significantly less costly than the previous alternative. 

For 1977, the estimated cost would have been approximately $13 million. 

For this alternative, however, a greater relative share of tax relief 

flows to higher income taxpayers. Only about 10 percent of the total 

tax relief accrues to taxpayers with under $15,000 in income and about 

60 percent of the total goes to taxpayers with income between $15,000 

and $25,000. This shift in the distribution of tax relief is consistent 

with the above example showing that taxpayers would receive a larger 

standard deduction only to the extent that their federal AGI is greater 

than $13,333 and that only taxpayers with federal AGI in excess of 

$22,667 would receive the new maximum standard deduction. Under this 

alternative there is relatively no change in both the aggregate effec­

tive tax rate and the effective tax rates for the various income classes. 

We estimate that if this alternative were to become effective for taxable 

years beginning on and after January 1, 1980, it would cost approximately 

$28 million in fiscal year 1981 and $23 million in fiscal year 1982. 

Tax Treatment of One Earner Versus Two Earner Couples 

The Nature of the Federal Marriage Penalty 

The tax penalty on marriage is a phenomenon that has achieved notoriety 

at the federal level as the result of the federal requirement that 

single taxpayers and married taxpayers who file separate returns use 

different tax rate schedules in computing their tax liability_ The

federal rate schedule used by married persons who file separately is 

somewhat more progressive than the schedule used by single persons, and 
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therefore two persons who both continue to work after marriage and file 

separate tax returns pay more tax on the same amount of taxable income 

after marriage than the total amount paid by the two of them before 

marriage. 

The federal tax penalty on marriage of the result of 1969 legislation 

that attempted to reduce the differential in the tax treatment of single 

persons and married couples who filed jointly. Prior to the enactment 

of this legislation married couples who filed separately and singles 

were both subject to the same tax rate schedules, but married couples 

who filed jointly were permitted to split their joint income • .!/ Income

splitting for joint taxpayers enabled a couple with one earner to allo­

cate 50 percent of total earnings to each spouse, and the couple's tax 

was essentially computed on each spouse's share using the basic rate for 

single and married separate returns. In other words, income splitting 

had the effect of doubling the basic width of each of the taxable income 

classes for joint taxpayers, and it consequently reduced for them the 

progressivity of the rate schedule. Income splitting thus granted a 

"tax benefit" to persons who married, provided one spouse did not have 

income. Prior to enactment of the 1969 law two single persons who 

married and both continued to work paid the same total tax on the same 

amount of taxable income before and after marriage. 

However, while income splitting generated a tax benefit for one earner 

couples after marriage, it created a differential in the tax liabilities 

1/ Income splitting was adopted in 1948 as a measure to correct 
for differences in the federal tax treatment of couples residing in 
community property states and couples living in other states. States 
with community property laws treated a couple's income as if it were 
owned equally by a husband and wife. Thus, couples from these states 
were filing separate returns and paying at lower marginal rates on the 
split amounts, while couples in other states paid at higher marginal 
rates on the unsplit total.· 
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of single persons whose taxable income was equivalent to a married 

couple with one earner. In other words, a single individual paid more 

tax than a married couple with equivalent income. It is generally 

agreed that married couples with one earner should pay less tax than 

single persons when both taxpayers have the same income, because the 

couple has less ability to pay taxes than the single individual • .!/ 

However, the tax advantage for joint taxpayers created by income split­

ting relative to single persons was apparently viewed to be excessive. 

Thus, pressures to ease the federal tax burden on singles resulted in 

the adoption of a special tax rate schedule for them, despite arguments 

that it was more appropriate to adjust the relative tax burden of singles 

through modifications to deductions and exemptions than through the rate 

schedule. 

Under the provisions of the Tax Reform Act of 1969, married taxpayers 

who file separately still compute their federal tax liability using the 

old rate schedule that they and single persons both previously used. 

The new rate schedule adopted for single taxpayers is less progressive 

than the old rate schedule (i.e., current ra.te schedule for married 

separate taxpayers) but still somewhat more progressive than the rates 

applicable to married joint taxpayers. However, under the current 

federal law the tax liability of a single person is never more than 20 

percent greater than the tax liability of a married couple with equiva­

lent taxable income who files jointly. There is still a moderate tax 

benefit in marriage for couples with one earner, but the new, less 

progressive rate schedule for singles has resulted in a "marriage penalty" 

for two earner couples.

See, for example, Richard A. Musgrave and Peggy B. Musgrave, 
Public Finance in Theory and in Practice, Second Edition, (New York: 
McGraw-Hill Book Company, 1976), p. 276. 
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While the technical definition of the marriage penalty r�lates to the 

different federal tax rate schedules for single persons and for married 

couples who file separately, some critics also refer to the impact of 

the different federal zero bracket amounts for single persons and 

married couples as a further disadvantage to marriage. Under the provi­

sions of the current federal law, taxpayers who do not claim itemized 

deductions are granted a zero bracket amount of nontaxable income. For 

single persons, the zero bracket amount is $2,300, and for married 

couples the zero bracket amount is $3,400, or $1,700 per spouse if the 

couple files separately. Thus, prior to marriage two single persons 

receive a total of $4,600 as their zero bracket amount, but after 

marriage the couple receives $3,400, or $1,200 less. These different 

zero bracket amounts have the impact of increasing taxable income for 

two earner couples after marriage and serve to compound the federal 

marriage penalty problem, since, as noted above, two earner couples who 

file separately are subject to a more progressive tax rate schedule. 

In addition, there is a further disadvantage for two earner couples who 

file separately in favor of one earner couples who file jointly. Even 

though the federal tax rate schedules for married separate taxpayers and 

married joint taxpayers are designed so that if each of the two married 

couples has the same total taxable income they pay the same tax, some 

experts believe that the couple with orie earner has a greater ability to 

pay taxes. This is because the spouse who does not earn money income 
1/ 

still generates income in the form of services to the family.- Such 

!/ 
George F. Break and Joseph A. Pechma.n. Federal Tax Reform: The 

Impossible Dream?, (Washington, D.C.: The Brookings Institution, 1975), 
p. 34.

-75-



income is not easily measurable, and for this reason it is not practical 

to make it taxable. However, according to this view, the tax paid by 

the two earner couple is proportionately greater than the tax paid by 

the one earner couple. 

Virginia's Treatment of Married Couples and Alternatives 

Virginia law provides for the use of one rate schedule for single per­

sons, one or two earner married couples who file jointly, and two earner 

couples who file separately. Thus, there is no marriage penalty in the 

Virginia tax rate schedule, since persons who marry and both continue to 

work pay according to the same tax rate schedules before and after 

marriage. However, there is a "tax disadvantage" in marriage for two 

earner couples if they elect to file a married joint return rather than 

a married separate return, since it is likely that a couple's joint 

taxable income falls in a higher marginal tax bracket than if they 

compute their tax liabilities separately. However, married taxpayers 

who both have income are alerted to this disadvantage in the income tax 

instruction packet and are encouraged to file separately on the combined 

return. 

While there is no marriage penalty in the Virginia tax rate schedule, 

the current Virginia standard deduction does impact single persons who 

marry similarly to the federal zero bracket amounts. Current law pro­

vides a standard deduction of 15 percent of federal AG!, with a minimum 

of $1,300 and a maximum of $2,000. These limits apply to both single 

persons and married couples. Thus, two earner married couples receive a 

standard deduction that is as much as $2,000 less than the total of the 

standard deduction� th�t they received as single persons. For example, 
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assume two single persons with federal AGI's of $6,000 and $10,000, 

respectively. Before marriage the first individual receives a standard 

deduction of $1,300, and the second individual receives a standard 

deduction of $1,500, with the two taxpayers receiving a total of, $2,800. 

If the two persons marry and both continue to work, and if we assume 

that they file separately on a combined return, their standard deduction 

is then based on $16,000 of federal AG! and is $2,000, or $800 less than 

the total amount that they received as singles. This $2,000 may be 

allocated between the husband and wife as they mutually agree in order 

to minimize their combined tax bill, but the optimal allocation does not 

offset the tax increase that occurs as the result of a decrease in the 

permissible standard deduction. 

If Virginia wished to eliminate the disadvantage in marriage created by 

the current standard deduction, an alternative would be to provide the 

same standard deduction to all individuals. For example, instead of 

granting a current standard deduction at 15 percent of federal AGI 

ranging from $1,300 to $2,000 to both single persons and married couples, 

a new Virginia standard deduction for married couples could be provided 

still based on the same percentage of federal AGI but with a range from 

$2,600 to $4,000. This alternative would relate favorably to the notion 

that married couples with one earner should pay less tax than single 

persons when both taxpayers have the same income, and obviously it would 

equate the treatment of two single individuals to a two earner couple. 

In addition, this alternative would also move the upper bounds on the 

Virginia standard deduction closer to the current federal zero bracket 

amounts, although the Virginia maximum and the federal zero brackets 

would still not be brought into uniformity. For example, the federal 
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zero bracket amount for singles would still be $300 greater than the 

maximum Virginia standard deduction, but the federal zero bracket 

amount for couples would be $600 less than the maximum Virginia standard 

deduction • .!/ On the other hand, there is, as noted earlier, a moderate 

federal tax disadvantage in marriage associated with the federal zero 

bracket amounts. Clearly, if state policy makers elect to either conform 

fully to the federal zero bracket amounts or adopt them as new Virginia 

upper bounds (as outlined ·in an earlier section), the Virginia marriage 

disadvantage cannot be removed. However, if state policy makers elect 

to solve the Virginia marriage disadvantage, then there will have to be 

a tradeoff between its solution and complete conformity to the federal 

structure. 

Ta�le 7 presents the same distributional data for this alternative as 

presented earlier. When compared to the current structure (see Table 

4), the number of tax returns with itemized deductions declines slightly 

from about 28 percent to 24 percent. In 1977, this alternative would 

have cost approximately $26 million, with about three-fourths of total 

tax relief accruing to taxpayers with incomes less than $25�000. Again, 

However, it is interesting to note that the alternative 
outlined here could provide partial relief to taxpayers who are caught 
between the Virginia maximum standard deduction and the federal zero 
bracket amount. That is, for married taxpayers whose itemized deductions 
are only slightly under the $3,400 federal zero bracket amount and who 
are limited to a $2,000 Virginia standard deduction, this alternative 
could enable them to receive a larger Virginia standard deduction to the 
extent that 15 percent of their federal AGI is greater than $2,000. 
Single taxpayers, on the other hand, who are similarly caught between 
the fedPr�l 7-Pro brack�t amount of $2,300 and the $2,000 Virginia �tan­
dard deduction would not benefit. However, even if such a taxpayer had 
$2,299 of itemized deductions, it is likely that at least $299 of these 
deductions are state income taxes, which are not allowable as an itemized 
deduction for Virginia purposes anyway. 
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I 
-.J 

Vlrginh 
AGI Clua 

$ 0 - 999 
1,COO - 1,999 
2 ,coo - 2,999 
3,000 - 3,999 
4,000 - 4,999 

5,000 - 5,999 
6,000 - 6,999 
1 ,mo - 7,999 
8,000 - 8,999 
9,000 - 9,999 

10,0JO - 10,999 
11,0JO - 11,999 
12,0JO - 12,999 
13,0)0 - 13,999 
14,0lO - U,999 

15,0)0 - U,999 
16,0�0 - 16,999 
11 .o�o - 11,999 
18,010 - 18,999 
19,010 - 19,999 

20,0,)0 - 20,999 
21.0�0 - 21,999 
22,010 - 22,999 
23,0GO - 23,999 
24,0tO - 24,999 

ZS ,010 - 29,999 
30,0tO - lf,,999 
35,000 - 39,999 
40,000 - 44,999 
45,0CO - 49,999 

50 ,oco • 74,999 
75,0�0 - 99,999 

TABLE 7 -- TIit mrAcr OF DOURLIIIG TIIE urrr.R AN:> LOW!;R STANDARD DEDUCTION BOUNDS FOR HARRIF.D TAXPAYERS 
ON THE DISTRIBUTION or TAX RETIJRNS BY nrt: OF DI:::>UCTION 1 TAX LJACILtn I AND F.FFF.CTJVE TAX RATF. 

Total No. 
of 

Returns 

100,820 
123,304 
108,593 
95,654 
96,637 

101,452 
95,217 
87,894 
81,331 
76,272 

71,827 
66,767 
62,816 
61,054 
59,104 

55,6]0 
52,043 
48,381 
45,863 
43,510 

38,865 
JS,6J6 

·32,54)
29,5)0 
26,421

99,639
58,108 
34,041 
21,672
13,482

21,736
5,214

Distribution of Return• 
lly T,t:pe of Deduction 

No, of Standard No, of Itemized 
Deductiona Deduction, 

(Percent of Returns) (Percent of Returns) 

81,702 (80,2%)!.: 2,131 < 2.u,!!.1 

119,454 (96.9%)!.
/ 2,650 < 2.m!.1 

105,221 (96.9%).! 2,294 < 2.u>.!1 

91,758 (95.9%) 3,596 ( 3. 8%) 
92,234 (95,4%) 4,153 ( 4. 3%) 

95,882 (94.5%) 5,426 ( 5.3%) 
89,301 (93.8%) 5,700 c 6.o:o 
80,556 (91. 7%) 7,U6 ( 8 .1%) 
72,848 (89,6%) B,363 (10. 3%) 
67,488 (88, 5%) 8,736 (11.5%) 

61,327 (85.4%) 10,340 (14.4%) 
54,847 (82.1%) 11,791 (17, 7%) 
49,507 (78.8%) 13,277 (21.1%) 
46,401 (76.0%) 14,558 (23. 8%) 
42,701 (72,2%) 16,387 (27.7%) 

38,261 (68.8%) 17,357 (31. 2%) 
32,861 (63,U) 19,158 (36.8%) 
28,255 (58,4%) 20,090 (41,5%) 
U,6U (55.9%) 20,215 (44.1%) 
23,371 (53,7:t) 20,127 (46. 3%) 

20,354 (52.4%) 18,487 (47.6%) 
18,115 (50.8%) 17,505 (49.1%) 
16,286 c;o.ot) 16,249 (49. 9%) 
14,899 (50.4%) 14,615 (49.5%) 
13,129 (49.7%) 13,284 (50.3%) 

45,474 (45,6%) 54,109 (54,3%) 
21,485 (37.0%) 36,583 (6].01') 
9,997 (29,4%) 24,036 (70.6%) 
5,368 (24 ,BX) 16,296 O!i,2:t) 
2,807 (20.8%) 10,643 (78.9%) 

3,937 (18.U) 17,766 (81. 7%) 

Tax Liability 
Change Fro11 

Current Structure 
Percent 

Amount Amount ·of Total

$ 70,122 $- 4,069 0.01 
233,638 36,863 0.1 

1,169,777 94,319 0,4 
2,362,417 202,439 0.8 
3,757,293 432,120 1. 7

5,831,716 660,683 2.6 
7,685,363 788,811 J.l

9,08,051 975,144 3.8 
11,484,446 - 1,191,682 4.7 
13,141,314 - 1,371,201 5.4 

14,616,474 - 1,363,393 S,3 
15,817,811 - 1,176,662 4.6 
16,868,666 - 1,011,557 4.0 
18,433,891 869,435 3.4 
20,020,936 876,742 3,4 

20,971,176 848,346 l,3 
21,'16, 723 799,532 3,1 
21,761,483 159,586 3,0 
22,514,257 849,923 3,3 
23,0ll,!161 915,360 3,6 

22,001,748 897', 876 3,5 
21,5�6,015 880,762 3.4 
21,034,131 879,284 3.4 
20,307,6)] 867,021 3,4 
19,260,968 818,JZl 3.2 

85,146,940 • J,090,229 12.1 
63,915,958 - 1,420,990 5.6 
46,394,542 617,913 2,4 
35,152,908 333,724 1.) 
25,489,166 169,904 0.7 

53,488,735 245,98) 1.0 751 (14.4%) 4,455 (85.4%) 100,0�0 & over 5 1 12e 515 (10.07.) 4 1 599 (69,77.) 
19,879,367 45,885 0.2 
42,079,094 32 1547 0.1 

nTIILS !,_9H 118) 1,472,740 (75.2%! �!iln (23,fil $726,501,817 
----

$-H 1 528,310 � 
-

Nern: Detalla may not odd to total, due to rounding. 

SfURCf.: Departm�nt or Tnxatton lncoma sampling model, taxable year 1977 clata.
"I 

(Rcfore"co Structure 50) 

Average Effective 
T1111 rer Tax 
� Rate 

$ 1 0.1% 
2 0,1 

11 0,4 
25 0.7 
39 0.9 

57 1.0 
81 1.2 

108 1.4 

141 1,7 
172 1.8 

20) 1.9
237 2,1 
269 2.2 
302 2.2 
339 2.3 

377 2.li
413 2.5 
450 2,5 
"91 2.6 
530 Z,7 

S1i6 2.8 
60S 2.8 
646 2,9 
688 2,9 
729 J.O

855 ),1 
1,100 J,4 
1,363 3.6 
1,622 J,8 
1,891 4.0 

2,461 4.2 

),8)1 G,5 
� �--·· 

$ ill t;_l_ % 

·- l'rrccnlnr,rn <.lo nnt· nclcl lo 100, boc1use (or 801110c1ently largo lo reduce ACX to zero without deductions, 
raturna at low income levels personal, c.lcpc�dent, oge ond blindness exemptions are Bu(fl-



married taxpayers with total incomes greater than $13,333 (who are 

currently limited to a standard deduction of $2,000) receive the most 

tax relief, since most taxpayers with incomes under this amount would be 

unaffected by this alternative. Only married taxpayers with incomes 

totalling $26,667 or more would receive the $4,000 maximum standard 

deduction. When we examine the effective tax rates presented in Table 7 

we see a very insignificant decline both in the aggregate and for the 

various income levels. If the standard deduction for married couples 

were doubled effective January 1, 1980, we estimate that it would result 

in a $55 million revenue loss during fiscal year 1981 and a $45 million 

revenue loss during fiscal year 1982. 

In addition, there is a second disadvantage to marriage under the current 

Virginia income tax structure that is caused by the minimum filing 

requirement. Under the provisions of a law enacted at the 1978 session 

of the General Assembly that became effective for taxable year 1979, no 

income tax is imposeo and no tax return must be filed by an individual 

with less than $3,000 in Virginia AGI or by a married couple with less 

than $3,000 in Virginia AGI. Thus, it is likely that the tax and filing 

exemption enjoyed by two low income single persons would be lost after 

marriage. 

If Virginia wished to remove this relatively insignificant marriage 

disadvantage, then the income constraint for married couples should be 

twice the income constraint for singles. The revenue cost of the current 

law is estimated to be approximately $1.2 million per year. If the 

._,.u:1.,::uL l.111..:uIDe 1.:011scra:l.nc :ror marr1ee1 coup.Les were e1oub1.ee1, we estimate 

that the revenue cost would increase by $2.8 million per year. On the 
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other hand, if the current income constraint for singles were halved, we 

estimate that the revenue cost would decline by $0.4 million per year. 

Treatment of Retired and Elderly Persons 

Prior to 1976, Virginia extended income tax relief to the elderly in the 

f f . . 1 i l/ orm o retirement income exc us ons.- These exclusions were available 

only to certain sectors of retirees and their survivors, and the amount 

of tax relief to the favored sectors was not uniform. Under the old 

law, elderly persons who received no formal pension income but who had 

limited earnings or investment income received no exclusion. Also, the 

old law did not explicity recognize the different amounts of nontaxable 

social security retirement benefits received by elderly persons. 

Since the amounts of the retirement income exclusions varied between 

retirement sectors, between retirees and survivors, and between the age 

classes, and since the old law did not take into account differences in 

the amounts of social security benefits received by elderly persons, it 

enabled certain taxpayers to receive substantially different amounts of 

tax-exempt income. Therefore, the old law violated the concept of hori­

zontal equity with respect to retired and other elderly taxpayers. 

Also, the amount of tax relief provided by the exclusions increased with 

the level of taxable income. The exclusions, therefore, also violated 

the concept of vertical equity. After several years of study of the 

equity implications of retirement income tax relief the old exclusions 

were therefore repealed, and the current Virginia tax credit for persons 
. 2/ 

age 62 and over was adopted at the 1976 session of the General Assembly.-

1/ 

2/ 
An exclusion reduces the level of taxable income. 

A credit is a direct reduction in tax liability. 

-81-



The Virginia credit was patterned after the federal retirement income 

credit concept. This concept attempts to provide comparable tax relief 

for recipients of nontaxable social security benefits and for recipients 

of income from other taxable sources. To achieve this comparibility, 

the Virginia credit is structured so that the excludable amount of 

income is equivalent to the maximum social security benefit payable by 

age. This base is adjusted annually for any changes-in the maximum 

social security benefit level. This base amount is, however, subject to 

reduction for actual social security benefits received by the individual. 

This reduction ensures that compensatory tax relief declines as the 

amount of nontaxable benefits actually received increases, thereby 

advancing horizontal equity. A second reduction in the base amount is 

required when federal AGI exceeds $12,000, in order to limit tax relief 

to the low and middle income elderly. The amount of this reduction is 

$2 for each $1 in excess of $12,000. The credit is then calculated by 

applying 5 percent to the credit base after these adjustments and is 

limited to no more than the individual's tax liability. By allowing all 

taxpayers to calculate their credit at the 5 percent marginal rate, the 

current law also promotes vertical equity. Table 8 traces changes in 

the Virginia credit base for the 1976 through 1979 taxable years as the 

result of increases in social security benefits, and it demonstrates the 

general manner in which computations are made. For 1979, the structure 

of the credit will enable all taxpayers age 65 and over to receive up to 

$6,640 in nontaxable income. 

In �ddition to thQ £02turoc noted abovo, the current credit io otruetured 

such that the same amount of tax relief is available to all low and 
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TABLE 8 -- THE VIRGINIA CREDIT FOR PERSONS 
AGE 62 AND OVER, 1976 THROUGH 1979 TAXABLE YEAR�/ 

1976 1977 1978 
Credit Base: 

Taxpayers Age 62 $3,427 $3,833 $4,255 
Taxpayers Age 63 3,786 4,212 4,666 
Taxpayers Age 64 4,078 4,622 5,094 
Taxpayers Age 65 and Over 4,368 4,952 5,518 

Less: 
1. Actual Social Security or Railroad Retirement Benefits

Received; and/or

2. $2 for each $1 for Federal AGI in Excess of $12,000

Equals: 
Adjusted Credit Base 

Times: 
5 percent 

Equals: 
Calculated Credit 

Actual Credit: 
Lesser of Calculated Credit or Income Tax Liability 

§:_/ A credit is a direct reduction in tax liability. 

1979 

$5,147 
5,634 
6,133 
6,640 

NOTE: The full exclusion for Virginia Supplemental Retirement System 
(VSRS) pensions granted under the old law was retained on an elective 
basis. VSRS retirees may opt for either the credit or for the full 
exclusion of their VSRS benefits, but they may not claim both forms of 
tax relief. 
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middle income elderly taxpayers when social security payments are equi­

valent. Also, elderly persons with earned income and/or investment 

income are eligible for the same tax relief under the current law as 

persons with pensions, annuities, or other forms of retirement income. 

Therefore, elderly persons with any type or combination of types of 

income are treated equally.11 Each of these features further advances

the concept of horizQntal equity. 

Because the current law advances both the concepts of horizontal and 

vertical equity with respect to persons age 62 and over, there is very 

little to suggest the need for any reform. However, one alternative 

that has been suggested by various retired taxpayer groups is to either 

increase the income constraint on federal AG! or to abolish it. Obviously, 

either alternative would redirect tax relief �o larger numbers of elderly 

persons with larger incomes, when the original intent of the law was to 

limit relief to the low and middle income elderly. On the other hand, 

the selection of the $12,000 income constraint really has no special 

merit relative to other possible income constraints, and it might be 

suggested by some that there is a case for increasing the current income 

constraint simply to adjust.for the impact of inflation. 

However, one could also argue that the federal AG! of most elderly and 

retired persons probably consists primarily of pension income, which 

does not usually rise with inflation and consequently would not tend to 

1:/ For a more detailed evaluation of the current law and its 
equity implications see: Nancy D. Beistel, "Virginia�s Reform of Income 
1ax Treatment ot El.derly Persons," Revenue Administration 1978: Pro-
ceedings of the Forty-Sixth Annual Meeting of the National Association 
of Tax Administrators, June, 1978), pp. 176-189. 
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render greater numbers of tax credit recipients ineligible over time. 

For elderly persons who are not retired and who do depend on earnings, a 

stronger case can probably be made for increasing the income contraint, 

since some of these persons would be rendered ineligible for the tax 

credit to the extent that their federal AGI increased solely as the 

result of inflation. However, it is unlikely that such persons are 

highly representative of typical tax credit r�cipients. In addition, 

the current tax credit base (or equivalently the amount of excludable 

income) is automatically adjusted annually for increases in social 

security benefits, since these are tied to changes in the consumer price 

index by federal law. Therefore, the current credit structure aiready 

ameliorates for the effects of inflation. 

For taxable year 1977, approximately 88,000 taxpayers age 62 and over 

claimed credits totalling $7.3 million.11 We estimate that if the

current income constraint were increased to $18,000, as has been sug­

gested by at least one group of retirees, that the revenue cost would 

increase by approximately $1.4 million per year. If the income contraint 

were abolished, we estimate that the revenue cost would increase by $5.2 

million annually. 

Another possible although not critical area for reform also relates to 

the income constraint and its application to married couples. Under the 

current law, tax relief for single persons does not completely disappear 

until federal AGI exceeds approximately $14,500. For married couples 

who each have income, tax relief for each spouse also does not disappear 

1_/ For a more lengthy discussion of the characteristics of these 
tax credit recipients, see Virginia Department of Taxation, A Summary 
of the 1977 Age Credit Statistics, Issue Paper No. 7, June, 1979. 
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until his or her federal AGI exceeds $14,500, but there is essentially 

no ,ipper limit on the combined income of the couple. For example, 

consider a married couple both over age 65 whose joint income is $40,000, 

of which $30,000 is attributable to one spouse and $10,000 is attribut­

able to the other spouse. Assuming the spouse with $10,000 does not 

receive the maximum social security benefit, that spouse is still entitled 

to a Virginia tax credit even though total family income places the 

couple in an upper income level. 

If policy makers wish to better limit tax relief to the low and middle 

income elderly, one alternatiye might be to require that the income 

constraint utilize in some way the combined federal AGI of married 

couples. For example, if the current federal AGI constraint on indivi­

dual income were replaced with a constraint on the combined federal AGI 

of a husband and wife, many taxpayers with relatively high family incomes 

would no longer receive tax relief. Alternatively, the current law 

could be modified to-include as a secondary constraint to the individual 

constraint a limit on the couple's combined income. The use of such a 

twin constraint would also eliminate the provislon of a credit to taxpayers 

with relatively high family incomes. However, if the income constraint 

applicable to married persons was reduced relative to the constraint for 

single persons, this would introduce an element of marriag� penalty into 

the tax structure with respect to elderly persons. In other words, two 

single individuals who are eligible for a tax credit would possibly be 

eligible for only a much smaller credit or even no credit if they chose 

to marry. 

Thus, a tradeoff exists between limiting tax relief to low and middle 

income elderly households and avoiding discriminatory treatment of 
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taxpayers based on marital status. The revenue impact of either of 

these alternatives is probably minimal but it is unknown. However, by 

disallowing the credit for individuals who are members of upper income 

households, obviously the effect would be to generate some additional 

revenues. 

The Impact of Inflation on the Income Tax 

A great deal has already been written on the interaction of inflation 

with income taxes • .!/ In addition, there have been several studies of 

the impacts that various indexation packages would have had on Virginia 

income tax revenues and individual tax burdens had the original 1972 

conformity structure been indexed beginning in 1973.1:./ These studies 

provide much insight into what indexation might have meant for past 

years, but the real issue for the purposes of tax reform is what index­

ation would mean in future years. However, unlike the tax reform alter­

natives that we have heretofore analyzed in this paper and for which we 

have estimated revenue and distributional impacts, it is more difficult 

to estimate the possible future effect of any indexation proposals. For 

1/ See, for example, George M. VonFurstenburg, "Individual Income 
Taxation and Inflation," National Tax Journal, Vol. 28, No. 1, (March, 
1975), pp. 117-125; Henry J. Aaron, editor, Inflation and the Income Tax 
(Washington, D.C.: The Brookings Institution, 1976); and Advisory 
Commission on Intergovernmental Relations, Inflation and Federal and 
State Income Taxes, A-63, (Washington, D.C.: November, 1976). 

See, for example, ACIR, "Indexation of the Virginia Personal 
Income Tax: A Case Study," Inflation and Federal and State Income Taxes, 
A-63, (Washington, D.C.: November, 1976), pp. 77-82; Robert T. Benton
and Philip M. Gabel, "Uses of a State Income Tax Sampling Model in
Virginia: With Applications to Credits and Indexation," Reven�e A_g_mi�is­
cracion ��11: �roceedings of the Forty-Fifth Annual Meeting of the 
National Association of Tax Administrators (Washington, D.C.: Federation 
of Tax Administrators), pp. 159-171; and a forthcoming report of the
Revenue Resources and Economic Commission. 
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one thing, we must select a base period to which the tax structure would 

be indexed for following years. For example, should the base period be 

1972 and should we adjust the tax structure beginning in 1980 for the 

relative differences in prices between 1972 and 1980, or should the base 

period be 1979 with the current taA structure indexed in 1980 to reflect 

only the change in prices from 1979 to 1980? Alternatively, should we 

consider indexation only after we have corrected for the problems asso­

ciated with the difference between the federal zero bracket amounts and 

the Virginia standard deduction? 

In any event, in order to estimate the impact of any indexation alterna­

tive for future years, we must be able to project increases in nominal 

income (i.e., money income actually received) and real income (i.e., 

purchasing power of the income) and the relative distribution of these 

increases for various income and tax levels. At best, such projections 

would be crude, but more importantly� even if such distributional esti­

mates could be generated, they could not be used in conjunction with the 

income tax simulation model. Therefore, current revenue estimating 

technology precludes the estimation of the revenue and distributional 

effects of indexation for future years at this time. For all of these 

reasons, this section will focus only on the major economic effects of 

inflation on income taxes for individuals and government and will not 

specifically analyze alternatives. 

To set the following discussion in broad perspective, Table 9 presents 

various historical data on the growth in Virginia personal income in 

both nominal and real terms and the rate of inflation. We also present 

data on the increases in tax returns, Virginia AG!, and aggregate and 
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Calendar 
(Taxable) 

Year 

1972 

1973 

1974 

,'f 1975 

1976 

1977 

SOURCES: 

TABLE 9 -- A COMPARISON OF THE STATE INCOME TAX TO REAL AND INFLATIONARY GROWTH IN THE ECONOMY 

Economic Indicators 

Virginia Personal Income 
Current $ Constant$ 
(Millions) (Millions) 

$20,942.0 $20,940.5 

23,531.5 22,240.0 
+12.4% +6.2%

26,205.5 22,578,9 
+11.4% +LS%

28,719.8 22,589,4 
+ 9.6% +o.04% 

31,904.5 23,859.5 
+11.1% +5.6%

35,125.8 24,788.1 
+10.1% +3.9%

Consumer 
Price 
Index 

Q.972=100) 

125.3 

133,1 
+6.2%

147.8 
+11.1%

161. 2
+ 9.1%

170.S
+ 5.8%

181.S
+ 6.5%

Historical economic data: Chase Econometrics, 

Total 
No. of Tax 

Returns 

1,636,741 

1,731,949 
+5.8%

1,807,198 
+4.3%

1,799,755 
-0.4%

1,877,585 
+4.3%

1,943,603 
+3.5%

Inc. data base. 
St�te income tax data: Department of Taxation Annual Reports. 

State Income Tax Data 
Virginia Ratio 
Adjusted VAGI to Total 

Gross Current$ Tax 
Income Personal Liability 

(Millions) Income (Millions) 

$15,882.4 .758 $364.7 

18,158.0 • 772 436.8 
+14,3% +19.8%

20,248.1 , 772 510.5
+11.5% +16. 9%

21,573.1 .751 560.2
+ 6.5% + 9,7

24,302.0 .762 657,8
+12,6% +17,4%

27,459.7 ,782 748.5
+13.0% +13. 8%

Average 
Tax Per 
Return 

$228 

257 
+12,7%

284
+10.5%

311
+ 9.5%

346
+11. 2%

394
+13. 9%



average tax liabilities. The more than proportionate rate of growth in 

income tax liability relative to any measure of income clearly indicates 

the aggregate impact of inflation coupled with progressivity, which we 

shall now discuss in greater detail. 

There are three broad categories of effects that inflation can have. 

The first category of effects is typically viewed to be undesirable when 

placed under the "ability to pay" theoretical framework. The "ability 

to pay" theory of taxation was discussed in greater detail earlier in 

this paper. Essentially, this theory calls for persons with equal 

incomes (ability) to pay equal taxes and for persons with higher incomes 

(ability) to pay more tax than persons with lower incomes (ability). 

While the theory does not explicitly reference real income, the concept 

of "ability" suggests consideration of real income as opposed to nominal 

income. 

To illustrate the first category of effects of inflation and progressivity, 

consider the example in Table 10 of three individuals who in some base 

year period have equal incomes of $10,000. In the base year nominal 

income is equivalent to real income. If we assume that the annual rate 

of inflation is 10 percent, the money income level of person A increases 

at the same rate as the rate of inflation but real income is constant. 

However, under the state's progressive income tax structure an indivi­

dual's tax bill is determined by money income and not real income. 

Therefore, even though person A has not experienced an increase in 

purchasing power, his tax bill has increased. Moreover, inflation and 

u1� pLugressi.ve .:ax ra.:e scneau.1.e cogecner nave generated a rate or 

increase in tax that actually exceeds the rate of increase in money 
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Person A 

I Person B 

I 

Person C 

!.I 

TAB..E 10 -- AN ILLUSTRATION OF THE IMPACT OF A 10 PERCENT INFLATION RATE ON THREE INDIVIDUALS INITIALLY AT EQUAL POSITIONS 

Before Tax Inco1De Level 

Base Year Following Year 
{tolDinal $•Real $) Nominal$ Real$ 

$10,000 $11,000 $10,000 
(+10.0%) ( 0.0%) 

10,000 11,500 10,455 
(+15.0%) (+4.5%) 

10,000 10,000 9,091 
( 0.0%) (-9.1%) 

. !I Tax Liabiliti 

Base Year Following Year 

$265 $308 
(+16. 2%) 

265 329 
(+24.1%) 

265 265 
( 0.0%) 

After Tax Real Income 

Base Year Following Year 

$9,735 ,$ 9,692 
(-0.4%) 

9,735 10,126 
(+4.0%) 

9,735 8,826 
(-9.3%) 

Assmes a single individual clailDing one personal exemption and the current standard deduction. 

Effective Tax Rate On: 
Income 

Base Year Income Following Year 
�Nominal$• Real $2 Nominal$ Real$ 

2.65% 2.80% 3.08% 

2.65% 2.86% 3.15% 

2.65% 2.65% 2.91% 



income. In addition, the effective tax rate both as a percentage of 

nominal and real income has increased. The significance of these 

increases is that the effect of inflation and progressivity for a person 

with constant real income is to erode after tax real income. In other 

words, after tax real income in the base year was $9,735, but in the 

following year it declines to $9,692. The higher tax bill and its 

eroding effect on constant real income is therefore at odds with the 

"ability to pay" theory. 

For person B who experiences an increase in both nominal and real income, 

again the rate of increase in tax liability exceeds the rate of increase 

in income measured either nominally or in real terms. Again, the effec­

tive tax rate against both nominal and real income increases. In addi­

tion, since under a progressive income tax the tax bill for the indivi­

dual responds to the total income increase, and not just the real increase, 

the increase in income tax will also erode the gain in purchasing power. 

Person B experiences a before tax gain in real income of $455. In the 

base year, after tax real income was $9,735 and in the following year it 

increases to $10,126. Therefore inflation coupled with progressivity 

erodes the real income increase from $455 to $391. The "ability to pay" 

theory of taxation does suggest that higher taxes correspond with gains 

in real income, but inflation causes the tax bill to be higher than it 

would otherwise be. 

Person C is a fixed income individual. Obviously, such persons experi­

ence a decline in purchasing power as prices increase. However, with 

income tax computed against money income, and not real income, taxes 

remain the same even though purchasing power declines. Put differently, 
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even though the effective tax rate on money income remains the same, the 

effective tax rate on real income increases. In the base year after tax 

real income is $9,735, but in the following year after tax real income 

declines to $8,826. For such individuals the decline in real income is 

not offset by decrease in tax, an undesirable effect when placed under 

the "ability to pay" framework • ..!/ 

To summarize, the important effects of inflation and·progressivity are 

as follow: 

1. Persons whose nominal incomes increase with the rate of
inflation but experience no increase in real income
encounter higher effective tax rates on both nominal and
real incomes. The effect is to erode fixed real income,
which violates the "ability to pay" theory of taxation.

2. Persons whose nominal incomes increase more rapidly than
the rate of inflation also encounter higher effective tax
rates on both nominal and real income. The effect is to
erode the real income gain to a greater extent than
called for under the "ability to pay" theoretical frame­
work.

3. Persons living on fixed nominal incomes who experience a
decline in real income encounter no increase in the
effective tax rate on nominal dollars but do encounter an
increase in their effective tax rate on real income. The
constant level of tax causes further erosion to real
income, an adverse effect relative to the "ability to
pay" theory.

A carefully structured plan for indexation could correct for each of 

these adverse equity effects. 

Second, inflation interacts with the income tax structure to reduce the 

real dollar value of exemptions, deductions, credits, and taxable income 

brackets. For example, between 1972 and 1978 inflation increased by 

}:_I 
The foregoing example draws on analysis by ACIR, Inflation and 

Federal and State Income Taxes, pp. 2-8. 
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approximately 56 percent. If we calculate the difference between the 

1972 value of the Virginia exemption, deduction, and rate bracket amounts 

and the 1978 real value of these provisions, we see that inflation has 

had the following effect: 

Taxable Year 
1972 (Base Year) 

Exemptions: 
Personal, dependent, and 

blindness 
Age 

Standard Deduction: 
Minimum 
Maximum 

Rate Brackets: 
Lowest tax bracket, 2% 
Second tax bracket, 3% 
Third tax bracket, 5% 
Highest tax bracket, 5.75% 

$ 600 
1,000 

$1,300 
2,000 

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

12,001 and over 

Real Value 
Taxable Year 

1978 

$ 384 
641 

$ 833 
1,282 

$ 0-1,923
1,924 - 3,205 
3,206 - 7,692 
7,693 and over 

Thus, during inflationary periods when incomes are risJng in nominal 

dollars and real incomes may or may not be rising, if these various 

provisions remain fixed their real value to the taxpayer declines. As 

the result, the effect is to increase the income tax burden for the 

taxpayer in the same manner as if there were a zero rate of inflation 

and the.legislature reduced the personal exemption and deduction amounts 

and increased the progressivity of the tax rate schedule. However, tax­

payers are less cognizant of such inflation induced change than they 

would be of a legislative change. Indexation could also remove these 

continual unintended tax increases caused by inflation. 

Third, under a progressive income tax structure revenues increase more 

than proportionately to increases in income, since the tax rate schedule 

provides for ever higher rates of tax at higher income levels. When the 
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inflation rate is zero and and the level of income increases as the 

result of an expanding economy, this progressivity is generally desirable 

from the government's point of view since taxpayers may demand propor­

tionately more public services. For example, if taxpayers feel relatively 

more wealthy as the result of expanding real income, they may desire to 

increase their consumption of such public services as higher education 

for their children or recreational facilities. If revenues increase 

more than proportionately to increases in real income, the government 

then has sufficient resources to accommodate increased-demand for such 

public services. 

However, as shown previously when inflation accompanies increases in 

real income, some taxpayers may actually experience a decline iu after 

tax real income. Since tax liability and hence tax revenues are based 

on.nominal income, the more than proportionate increase in revenues 

under a progressive income tax is even larger as the result of inflation. 

Consequently, the government collects more revenues even though the 

taxpayer's demand for public services may remain constant or may be 

declining as the result of a decline in after tax real income. The 

potential result is a larger public sector than taxpayers actually 

desire. Indexation can also prevent a larger than desired public sector. 

In addition, it would mandate a higher degree of fiscal accountability 

1/ 
among policy makers.-

On the other hand, it can also be argued that during inflationary periods 

the cost of operating government for a given level of services is also 

!/ It is worthwhile to note that this feature of indexation makes
it a viable alternative to other concepts of tax and/or expenditure 
limitation. 
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increasing, and therefore the tax structure should provide sufficient 

additional revenues to accommodate price level increases. It is unclear 

whether or not the "normal" progressivity of the tax structure (i.e., 

indexed for the effects of inflation) that would accompany expanding 

economic activity (increasing levels of real income) would be sufficient 

to accommodate such increases in the cost of providing a given level of 

government services. · In other words, even if the tax structure could be 

fully indexed to offset for the taxpayer the impact of inflation, it is 

unclear whether the progressivity relative to real income in�reases 

would be sufficient to operate a government acquiring goods and services 

at higher price levels. Of course, if there were no increases in real 

income for any taxpayer and if the income tax were fully indexed, income 

tax revenues would be held constant while costs of operating government 

would be increasing. Thus, some service cuts might become necessary. 

Finally, if real incomes were falling as the result of an economic 

slowdown or recession but inflation was still advancing, full indexation 

again would remove the adverse inflationary impact for the taxpayer but 

income tax revenues would decline. This decline would be accompanied by 

higher governmental costs brought on by inflation and possibly increased 

demand for such public services as welfare or other public assistance 

programs. Thus, while indexation has many advantages for the taxpayer 

and would provide for a higher degree of fiscal· accountability, it could 

potentially tie the hands of policy makers in responding to increasing 

f 
. 1/costs o operating government.-

l-.l The foregoing discussion of the effects of inflation on revenues, 
fiscal accountability, demand for public services, and relative size of 
the public sector is also drawn from ACIR, Inflation and Federal and 
State Income Taxes, pp. 3, 43-50. 
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Individual Income Tax Withholding 

Under current law the State Tax Commissioner is authorized to develop 

individual income tax withholding tables. (See Section 58-151.3, Code 

of Virginia.) The law provides that withholding tables reflect " ••• the 

number of exemptions allowed under the laws of the United States relating 

to federal income taxes ••• " as well as the current state staudard deduc-

tion. The law also mandates that " ••• the amount withheld for any indivi­

dual during his taxable year shall approximate in the aggregate as 

closely as practiceable ••• " his tax liability for the year. 

The current withholding formula and tables were constructed foll<;>wing 

the adoption of conformity legislation and the enactment of the 5.75 

percent rate for taxable incomes over $12,000. Although the author�ty 

granted the State Tax Commissioner is quite broad and the law clearly 

specifies that withholding reflect as closely as possible the taxpayer's 

actual tax bill, the current withholding formula takes into account 

several other important administrative and policy considerations. 

First, the current formula was structured so that the cash/flow impact 

of converting from the previous formula would be minimized. In other 

words, any change to the withholding formula that either increases or 

decreases the level of withholding could have a one-time impact on 

revenues during the first fiscal year for which the change were to 

become effective, depending upon when the new table is implemented. 

Second, the current table was intentionally structured to include a 

certain degree of overwithholding. Some overwithholding is desirable 

from a t�x administrative viewpoint, since taxpayers who are due a 

refund have an incentive to file a tax return. On the other hand, if 

the formula were not designed to overwithhold, taxpayers who owe no tax 
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or underpay conceivably would have no incentive to file a tax return. 

Of course, these taxpayers would eventually be detected when the state 

tax file is compared to the federal file, but overwithholding encourages 

voluntary rather than enforced compliance. 

Table 11 shows the current withholding formula based on an estimate of 

annual income adjusted for personal and dependent exemptions and a 

standard deduction allowance. In order to effect the desired rate of 

overwithholding relative to the old withholding formula, the current 

formula essentially assumed for each taxpayer a standard deduction of 

only $650. Of course, only married taxpayers who file separate tax 

returns and each of whom has under $4,333 in income are limited to a 

$650 standard deduction. The majority of taxpayers have significantly 

larger standard deductions. For example, the average standard deduction 

for 1977 was $1,472. In addition this $650 allowance applies to taxpayers 

who itemize, most of whom have deductions of $3,400 or greater. At the 

federal level, taxpayers who have substantial amounts of itemized deduc­

tions can avoid large �efunds and instead receive withholding relief by 

claiming ·additional withholding allowances. For example, a taxpayer who 

anticipates large itemized deductions can for withholding purposes be 

treated as if he had larger family and as if he were entitled to more 

dependent exemptions. However, the current Virginia withholding formula 

only allows such taxpayers to claim additional exemptions if they request 

and receive permission from the State Tax Commissioner. Unless these 

taxpayers make such a request they have income tax withheld as if they 

had only a $650 standard deduction. As the result, the majority of 

taxpayers receive refunds when they file their tax returns. 
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TABLE 11 -- THE CURRENT FORMULA FOR COMPUTING VIRGINIA INCOME TAX WITHHOLDING 

Legend 

= Gross pay for pay period 

= Pay periods per year 

= Annualized gross pay 

= Total personal and dependent 
exemptions 

= Annualized taxable income 

= Tax to be withheld for pay 
period 

= Annualized tax to be withheld 

Formula 

(1). (G) P - ($650 + (600) E] = T 

(2). If T is: W is: 

Not over $3,000 ••.••••••• 2% of T 

Over • . . But not of excess 
over . over . . 

$3,000 $5,000 $60 + 3% 3,000 

5,000 12,000 120 + 5% 5,000 

12,000 . . . . . . 470 + 5 3/4% 12,000 

(3). W -t p = W/H 

. 



Table 12 demonstrates the historical relationship between taxable year 

withholding and refunds. Since it is reasonable to assume that taxpayers 

who file declarations and pay estimated tax installments are rational 

and do not overpay their tax, the ratio of refunds to withholding indi­

cates the approximate percentage of overwithholding built into the 

current withholding formula. This table indicates that the current 

withholding formula actually overwithholds to a slightly greater extent 

than did the pre-1972 formula. However, while the overwithholding 

percentage has remained relatively constant over time, ·it has demon­

strated a mild downward movement. This can be explained in part by the 

impact of the federal changes to the standard deduction and the adoption 

of zero bracket amounts (discussed earlier), which has resulted in an 

unintentional state tax increase for taxpayers who have lost the benefit 

of itemized deductions. Since these taxpayers are limited to a smaller 

Virginia standard deduction, their state tax bills have increased and 

consequently their refunds have diminished over the past several years. 

While- the overwithholding factor has remained relatively constant at 

approximately 21 to 23 percent, obviously as the level of withholding 

increases so does the level of refunds. For fiscal year 1979, indivi­

dual income tax refunds totalled almost $210 million. This is approx­

imately four times the $68 million volume of refunds issued during 

fiscal year 1973. This reflects a $210 million float for the state that 

taxpayers might otherwise have had at their disposal. Thus, one alter­

native for tax relief (and reform) would be to restructure the income 

tax withholding formula to reduce the degree of overwithholding. One 

advantage to reduction in overwithholding is that taxpayers would perceive 

such a move as a tax cut, since they would realize an increase in their 
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TABLE 12 -- TAX REFUNDS AS A PERCENTAGE OF TOTAL WITHHOLDING FOR CALENDAR YEARS 

Total al Refunds-
Total Calendar Year 

Taxable Year Withholding Dollar Amount Paid 

1965 $124,094,893 $ 24,998,374 1966 
1966 143,493,688 27,652,309 1967 
1967 161,562,095 31,245,162 1968 
1968 191,087,467 39,944,145 1969 
1969 231,105, 577!!..I 49,474,495 1970 
1970 269,029,065 57,130,322 1971 
1971 313,038, 778 65,973,100 1972 
1972 372,517,885 86,142,574 1973 
1973 445,184,116 106,604,345 1974 
1974 521,625,537 122,036,956 1975 
1975 584,005,638 133,422, 726 1976 
1976 669,053,126 150,522,771 1977 
1977 790,318,465 173,551,553 1978 
1978 912,015,363 197,164,788£./ 1979 

2./ Total refunds are paid in the year following total withholding. Therefore, refunds for
taxable year 1965 are actually paid in calendar year 1966, and so forth. 

Refunds as% of 
Total Withholding 

20.14% 
19.27% 
19.34% 
20.90% 
21.41% 
21. 24%
21.08%
23.12%
23.95%
23.40%
22.85%
22.50%
21.96%
21.62%

E./ Adjusted to exclude a windfall of $29.709 million, which occurred as a result of the beginning 
of monthly withholding deposits. 

I 
..... 
0 
..... 
I 

s.l Preliminary figure. 



net take home pay. Second, a reduction in overwithholding could poten­

tially reduce the administrative burden of generating large yearend 

refunds. We emphasize that this is a potential advantage, since a 

proportionate reduction in overwithholding might only reduce the amount 

being refunded but not the number of refund items. Thus, any attempt to 

reduce the rate of overwithholding should also attempt to reduce the 

number of refund items and hence refund processing costs. Third, a 

reduction in overwithholding, while likely to be perceived as an ongoing 

tax cut and thus welcomed by the taxpayer, might have only a one-time 

cost for the state or even no cost. 

With respect to disadvantages, the potential one-time revenue cost to 

the state is the primary drawback. Of course, any revenue loss caused 

by a reduction in the level of withholding would be offset to some 

extent by a reduced level of refunds. However, it is possible that the 

timing of a reduction in withholding could be planned to occur in the 

same fiscal year for which refunds would be lower, thus minimizing the 

revenue impact. In addition, some taxpayers view overwithholding as a 

means of forced saving and prefer to receive large tax refunds. Thus, 

even if the state alters its witholding formula to cause a reduction in 

withholding, some taxpayers may change their withholding back to its 

previous level. Finally, the reduction in overwithholding would reduce 

the float that the state has available to it. 

As noted earlier, the State Tax Commissioner has the authority to develop 

appropriate withholding tables and could effect a change without legis­

lative action. However, the potentially significant revenue (budget) 

impact of any change suggests that policy makers should endorse any 
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proposed change. Because the implications of overwithholding on revenues, 

tax administration, and individual tax burdens and their interrelation­

ships are highly complex, we only raise the issue as an area for poten­

tial reform and do not offer specific alternatives here. Instead, the 

Department of Taxation intends to conduct a separate, more lengthy study 

of this issue to be completed at a later date. 
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SECTION 4: 

ALTERNATIVE INCOME TAX REFORM PACKAGES 

Objectives 

In this section we present two income tax reform packages whose com­

ponents are drawn from the alternatives analyzed in detail in the 

previous section. These two alternative packages were developed with 

the following objectives: 

1. To maintain a high degree of conformity to the federal
income tax structure;

2. To correct those provisions that currently have the most
serious adverse equity effects on taxpayers;

3. To effect reform without requiring a tax rate increase
but rather through increasing the progressivity of the
overall tax structure; and

4. To minimize the revenue impact of tax reform on indi­
vidual income tax revenues.

We must note that countless alternative tax packages exist and can be 

developed following these objectives and/or other reform criteria. The 

two alternatives presented here are only intended to be illustrative of 

options available to policy makers. 

A Tax Package To Restore Conformity to the Federal Structure 

In order to correct for the adverse equity effects for taxpayers cur­

rently caught between the federal zero bracket amounts and the maximum 
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Virginia standard deduction, one alternative that would satisfy the four 

objectives above would be to adopt the federal zero bracket amounts. As 

a further measure to'enhance the equity and progressivity of the state 

income tax structur e, the package could provide for the substitution of 

1/ 
flat $12 tax credits for the four exemption categories.-

This alternative would once again bring Virginia into complete con-

formity with respect to nontaxable allowances for taxpayers who do not 

itemize their deductions. As indicated earlier, such a move would also 

restore the deductions lost to those taxpayers whose itemized deductions 

are less than the federal zero bracket amount but greater than the 

current Virginia standard deduction. As the result of losing the 

benefit of itemized deductions in excess of the Virginia standard de­

duction these taxpayers have been subjected to an unintended tax increa�e, 

and the state bas realized additional revenues. This alternative therefore 

would remove the incentive for such taxpayers to wrongly claim itemized 

deductions. Also, no additional state audit activity would be required 

under this alternative, since the current mix of returns with and with-

out itemized deductions would essentially be preserved. Finally, the 

inclusion of $12 tax credits in this package would also improve the 

equity of the tax structure by providing the same tax benefits to each 

taxpayer and dependent and for each age and blindness characteristic of 

the taxpayer, regardless of income level. As noted in the previous 

section, there are no theoretical or equity grounds for providing 

greater tax benefits per person as the level of income rises. 

This alternative.assumes that the current $400 additional 
exclusion for age, which essentially translates to a $1,000 exemption, 
would also be repealed. Persons who are age 65 and over would, however, 
receive two $12 tax credits. 
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Obviously, the provision of zero bracket amounts increases significa�tly 

the nontaxable income allowance not only for taxpayers· caught between 

the federal zero bracket amount and the current maximum standard de­

duction but also for taxpayers who receive less than the maximum and who 

largely have been unaffected by various federal changes. These are 

primarily low and lower-middle income taxpayers. This increase in the 

nontaxable income allowance for all taxpayers who do not itemize is the 

reason that adoption of the federal zero bracket 2lllounts with no other 

change is so costly. However, the substitution of $12 tax credits, 

which are in essence the same as the $600 exemption fixed in value at 

the lowest marginal tax rate (2 percent), has significant power to 

generate revenues. Since the effect of credits in lieu of exemptions is 

to make the tax structure more progressive, the combined effect of 

adoption of federal zero bracket amounts and substitution of $12 tax 

credits in general terms is to reduce taxes for lower income taxpayers 

and to increase taxes for upper income taxpayers. 

This pattern is demons�rated in Table 13, which presents detailed data 

by AGI class on the impact of this alternative based on 1977 data. 

Taxpayers whose AGI is less than $12,000 would experience a decline in 

tax liability, and higher income taxpayers would experience a tax increase. 

For taxpayers with under $12,000 of AGI the total tax decrease would 

have been approximately $17.0 million, while for higher income taxpayers 

the total tax increase would have been approximately $27.1 million, for 

a net increase of $10.1 million. It is also important to note that under 

this alternative taxpayers with less than $3,000 would have had their 
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I 
..... 

I 

Vtr,:lnlo 
AG! Class 

$ 0 - 999 
1,000 - 1,999 
2,000 - 2,999 
:i,ooo - 3,9S!I 
4,000 - 4,999 

5,000 - 5,999 
6,000 - 6,999 
7,000 - 7,999 
8,000 - . 8,999 
9,000 - 9,9!19 

10,000 - 10,999 
11,000 - 11,999 
12,000 -·12,99!) 
13,000 - 13,999 
14,000 - 14,999 

15,000 - 15,999 
16,000 .- 16,999 
17,000 - 17,999 
18,000 - 18,999 
19,000 • 19,999 

20,000 - 20,999 
21,000 - 21,999 
22,000 - 22,999 
21,000 - 23,999 
24,000 - 24,9!19 

25,000 - 29,999 
30,000 • 34,999 
35,000 - 39,999 
40,000 - 44,999 
45,000 - 49,!)99 

50,000 - 74,999 
7S,OOO - 99,999 

100,000 • Over 

TOTALS 

T.IIIL''. 13 -- lhL IMl'llt:1 or I ::iJ.:1•,,!. z::,t.; 111(.\C:(I.J ,\:il''..:::;s ,\..11 �:.i:�:;·; l'l'li'lltlt; Sl/. 1,',\ l,l:i.:d iJ u.1
·n11: llIS1'1UDUTIOJI OF TAX R!".TU!IN� IIY �'Yl'E �I' l}l:'Jll:Tl.!.!!!a. '!'All I.TIIRILJTY, Ml!I ""n:cnv�: TAX RIITf'.

Total No. 
of 

Returns 

100,820 
123,304 
108,593 
9!>,654 
96,637 

101,02 
!)5, 217 
87,8!)4 
81,331 
76,272 

71,827 
66,767 
62,816 
61,0S4 
S9,104 

55,630 
52,043 
48,381 
45,863 
43,510 

38,865 
35,636 
32,543 
2!1,5]0 
26,421 

99,639 
58,108 
34,041 
21,672 
13,482 

21,736 
5,214 
5,128 

_J_,!1?_7,1113
a 

Dhtrlbution of Rcturne 
D! T!2� of Deduction 

No. ol Stnnd�1d 
De due LI oM· 

(Percent of Returns) 
c/ 

81,755 C81.1%)-
120,056 (97.4%) 
105,229 (96.9%) 

92, i.;g (!16.5%) 
92,943 (96.2%) 

!16, 769 (95.4%) 
90,116 (94.6,:) 
81,589 (92.8%) 
74 ,oso (91.0%) 
69,007 (90.st) 

63,,103 (87, 9%) 
57,134 (85.6%) 
51,994 (82.8%) 
49,153 (80.5%) 
46,151 (78.1%) 

42,045 (75, 6%) 
37,329 (71. 71) 
33,029 (68.3%) 
29,377 (6". U:) 
26,777 (61.5%) 

22,145 (51.0%) 
18,923 (53.1%) 
16,289 (50.0'.'!) 
14,235 (48.2%) 
11,967 (45.3%) 

l6, 777 (36,9%) 
16,511 (28.4%) 

7,333 (21. 6%) 
4,010 (18. 5%) 
2,023 (15,0l) 

2,942 (13.5%) 
S�8 (10. 5%) 

. t,05 ( 7.9%) 

!4'A.,.Q.�1.%1 

No. or itemt7.t'd 
Dcductlonn 

(Percent of Returns) 
c/ 

2,050 ( 2.0%)-
2,008 ( 1. 6%) 
2,251 ( 2.U) 
3,183 ( J, 3") 
J,)92 ( 3.5�) 

4,608 ( 4.5:,:) 
4,881, ( 5.1%) 
6,2�6 ( 7 .17.) 
6,969 ( 8. 6%) 
7,192 ( 9.4%) 

B,328 (11. 6,:) 
9,384 (14,U) 

10,581 (16.8%) 
11,659 (19.U) 
12,746 (21.6%) 

13,452 (24.2T.) 
14,S26 (27.9%) 
U,208 (31.4%) 
16,444 (35.9%) 
16,596 (30.1%) 

16,327 (42,0%) 
16,381 (46.0%) 
U,929 (48. 91) 
14. 9(18 (50. 77.)
14,ZU (53.8%)

61,847 (62.1%) 
40,987 (70.57.) 
26, 380 (77. 5%) 
17,452 (80.5%) 
11,297 (83.87.) 

1a,no (86.3%) 
4,647 (89,1%) 
4 I 701 (n, 7:tl_ 

4].�.�1.l.J,2.'=,i.�� 

llinount 

$ 0 
0 
0 

685,602 
2,098,075 

4,147, 99/1 
6,267,!)l,5 
8,300,348 

10,688,576 
13,043,774 

15,047,407 
16,643,304 
17,90,707 
19,752,297 
21,470,031 

22,470,686 
23,ll7,472 
23,506,574 
24,503,059 
25,124,467 

24,091,583 
23,646,959 
23,097,036 
22,299,985 
21,181,983 

93,150,611 
68,752,923 
49,280,164 
36,992,011 
26,589,519 

5::,J4B,B07 
20,326.120 
42,536.790 

$ 7621.!_�.e
B09 

Tnx L1nb111t}'. 
Chnnne t·ro111 

Current Structure 

Amount 

•- 74,191 
270,501 

- 1,264,096
- 1,879,254
- 2,091,338

- 2,344,405
- 2,206,229
- 2,172,847
- 1,987,552
- 1,468,741

932,462
351,169 

+ 65,484
+ 448,971
+ 572,353

+ 651,164
+ 821,217
+ 985,405
+ 1,138,879
+ 1,170,146

+ 1,191,959
+ 1,210,182
+ 1,183,621
+ 1,125,331
+ 1,102,694

+ 4,9U,44Z
+ 3.,,15,975
+ 2,267,709
+ 1,505,379
+ 930,449

+ 1,614,009
+
+ 

400,868
425. 149

§+!O, OJ.l.,.�1, 

Percept 
or Totnl 
Jncr<?n�,, b/ 

�Ol!crc,1acl-

0.4 
1.6 
7.4 

11.0 
12.3 

13.8 
12.9 
12.7 
11. 7
8,6

5,5 
2,1 
0,2 
1. 7
2,1

2,4 
3.0 
J,6 
4.2 
4.3 

4.4 
4.5 
4,4 
4,1 
4.1. 

18.1 
12.6 
8.4 
5,5 
3.4 

5,9 
1.s

-L.L 

}00.0.

Avcrncc Ef foe t 1 Y<' 
TUii r,,r 1·n11 

.fulli!!!l_ R:ttt? 

t 0 0,00% 
0 o.oo
0 o.oo

7 0.2 
22 0.5 

,,1 0.7 
66 1.0 
94 L 3 

132 1.5 
171 1.8 

210 2.0 
249 2.2 
286 2.J
324 2.4
363 2.5

404 2.6 
445 2,7 
486 2.8 
5)3 2.9 
578 3.0 

620 3,0 
663 ].l 

710 J.2
756 3.2
001 J.l

915 3.4 
1,184 3.7 
1,448 ).9 
1,707 4.0 
1,973 4.2 

2,546 4.3 
3,90) li,6 

.J.dtl... ��!... 

s -�s� .. �:.'.';..,
... -,., == ·rm· __ ...:..;\;.,-...... ,M·,:: .. .  

NOTl!t Datail1 ffllY not add tn total• due to roundin&,

sounct, DepartNent of Ta11at!011 tncoae 1omplln9 11adel, taxable year 1977 data, (Raference Structure 51)
!_/ Actually roflecta return, clatatna a aero brackat ainount and not n •t1nd1rd deduction tn the current 1en1e,b/ - Pcrcentaco11 calculated for fncomo clftaar.a thot oxperlonco a tax reduction reflect the relative share of thePcrccntocr11 calculateJ (or t11cc,,1c cl11uc11 tl111t t•11r11rlc11c1i a tn11 incn!one rcClcct the 1·1!lntivl! Mhnrv o( th, total tax1:rt'att•r than thu not incre11110 tor au int:011,: clanca, 

totnl tax roductlon, 
lncrea11u, "'hlch h 



1/tax liabilities reduced to zero.- Even with the complete elimination 

of taxes for these taxpayers, their share of the total tax reduction 

represents only approximately 10 percent of the total decrease of $17.0 

million, with taxpayers whose incomes are between $3,000 and $9,000 

receiving almost three-fourths of the $17.0 million tax reduction. Of 

the $27 million increase for taxpayers with incomes greater than $12,000, 

approximately 80 percent of the increase would actually be borne by 

taxpayers with incomes greater than $20,000. 

With respect to the overall progressivity of the tax structure, we can 

also see from Table 13 that under this alternative the effective tax 

rate for taxpayers with incomes under $12,000 would decline slightly and 

for higher income taxpayers it would increase slightly. (The reader is 

referred back to Table 4 for effective tax rates-under the current 

structure.) In the aggregate, the effective tax rate increases from 2.8 

percent to only 2.9 percent. 

We estimate that adoption of this alternative effective for taxable 

years beginning on and after January 1, 1980, would generate approximately 

$22 million during fiscal year 1981 and $18 million during fiscal year 

1982. These estimates assume the current federal zero bracket amounts. 

These estimates would, of course, remain intact only if Virginia adopted 

the current federal zero bracket amounts and did not tie the Virginia 

structure to any further increases at the federal level. Obviously, 

complete conformity to prevailing federal zero bracket amounts could 

];/ This elimination of taxes for taxpayers with less than $3,000 
of AGI also relates favorably to the state's current provisions that 
state that no tax must be paid and no tax return must be filed if the 
taxpayer has under $3,000 of income. 
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reduce the estimated revenue gain or even cause a revenue decline. As 

noted earlier, with a recession currently underway and with the in­

creasing likelihood of federal tax cuts to stimulate the economy, the 

possibility of tax reduction through higher federal zero bracket amounts 

cannot be overlooked. On the other hand, if Virginia elects to adopt 

fixed zero bracket amounts in order to avoid any potential decline in 

state revenues, the state would again be faced with unintentional tax 

increases for some taxpayers (i.e., those caught between the federal and 

state zero bracket amounts) and with all the associated problems of 

gradual deconformity to the federal tax structure discussed earlier. 

A Tax Package to Remove the Disadvantage in Marriage 

In order to remove the disadvantage in marriage associated with the 

current standard deduction and at the same time satisfy the four objectives 

initially set forth, one alternative would be to double the current 

standard deduction bounds for married taxpayers. As part of the same 

package, the state could also substitute $20 tax credits for the four 

1/ 
exemption categories.- Taxpayers would receive a standard deduction 

equivalent to 15 percent of federal AGI with a minimum of $1,300 and a 

maximum of $2,000 for singles, but the standard deduction for married 

couples would be no less than $2,600 and no greater than $4,000. Thus, 

two single persons who marry and who both have income would be treated 

the same before and after marriage. In addition, this alternative would 

also move the upper bounds on the Virginia standard deduction closer to 

the federal zero bracket amounts, although the Virginia maximum and the 

This alternative also assumes that the current $400 additional 
exclusion for age would be repealed. Taxpayers age 65 and over would, 
however, receive two $20 tax credits. 
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federal zero bracket amounts would still be uniform. Si�g�� :�x?�y�rs 

would receive a federal zero bracket amount that is $300 greater th�n 

the maximum Virginia standard deduction and married couples would receive 

a zero bracket amount that is $600 less than the maximum Vi�ginia standard 

d d · l/ f 1 e uction.- As noted earlier, there is, however, a moderate edera 

tax disadvantage in marriage associated with the federal zero bracket 

amounts. Thus, if state policy makers elect to either conform fully to 

the federal zero bracket amounts (as proposed in the first package), the 

Virginia marriage disadvantage cannot be removed. However, if stace 

policy makers elect to solve the Virginia marriage disadvancage, then 

there will have to be a tradeoff between its solution and complete 

conformity to the federal structure. Finally, as in the previous tax 

package, the substitution of $20 tax credits for exemptions would improve 

the equity of the overall tax structure by eliminating relatively greater 

tax benefits per person as the level of income increases. 

Table 14 again presents key distributional data for this alternative 

based on 1977 data. This alternative in general also preserves the 

]) The reader should, however, recall that this tax package, like 
the same alternative presented earlier but without tax credits, could 
provide partial relief to taxpayers who are caught between the Virginia 
maximum standard deduction and the federal zero bracket amount. That 
is, for matried taxpayers whose itemized deductions are slightly under 
the $3,400 federal zero bracket amount and who are limited to a $2,000 
Virginia standard deduction, this alternative could enable them to 
receive a larger Virginia standard deduction to the extent that 15 
percent of their federal AGI is greater than $2,000. Single taxpayers, 
on the other hand, who are similarly caught between the federal zero 
bracket amount of $2,300 and the $2,000 Virginia standard deduction 
would not benefit. However, even if such a taxpayer had $2,299 of 
itemized deductions, it is likely that at least $299 of these deductions 
are state income taxes, which are not allowable as an itemized deduction 
for Virginia purposes anyway. 
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Totnl No, 
Vtrr,Jnla of 

1.c:I Closs Returns 

0 - 999 100,820 
1,000 - 1,999 123,304 
2,000 - 2,999 108,593 
J,000 - J,999 95,654 
4,000 - 4,999 96,6)7 

5,000 • 5,999 101,452 
6,000 - 6,999 95,217 
7,000 - 7,999 87,894 
8,000 - 8,999 81,331 
9,000 - 9,999 76,272 

10,000 - 10,999 71,827 
11,000 - 11,999 66,767 
lZ,000 - 12,999 62,816 
13,000 - 13,999 61,054 
14,000 - 14,999 59,104 

15,000 • 15,999 55,630 
16,000 - 16,999 52,043 
17,000 - 17,999 48,381 
18,000 - 18,999 "5,863 
19,01)0 - 19,999 43,510 

20,000 - 20,999 38,865
21,000 - Zl,999 35,6)6
22,000 - 22,999 32,543 
2],000 - 23,999 29,530 
24,000 - 24,999 26,421 

25,000 - 29,999' 99,639 
30,000 - 34,999 58,1011 
35,000 - 39,999 34,041 
40,000 - 44,999 21,672 
45,000 - 49,999 13,482 

50,000 - 74,999 21,736 
75,000 - 99,999 5,214 

100,000 • Over 5.128 

TOTALS 1.957 1
183 

NOtr.1 butoil1 may not add 

SOUllC:C: 

D1Btr1bution of ncturne 
Uy Type nf D�duction 

No, of St11ndnrd 
Doductionn 

(Percent of neturno) 

111,876 (ftl,2%).!?./ 
119,896 (97.2%) 
105,188 (96.9%)
92,057 (96. 21.) 
92,389 (95.6%) 

96,023 (94.6%) 
89,445 (93°, 9%) 
80,723 (91,81) 
72,656 (89, 3%) 
67.511 (88.5%) 

61,186 (85.2%) 
S4, 777 (82.0%) 
49,)54 (78.6%) 
46,335 (75, 9%) 
42,587 (12.0%) 

38,163 (68.6%) 
32,800 (63,0%) 
28,189 (58, 3%) 
25,621 (55.9%) 
23,326 (53,6%) 

20,177 (51.9%) 
17,964 (50.4%) 
16,132 (49.6%) 
14,759 (50.0%) 
13,030 (49.3%) 

45,044 (45, 2%) 
21,312 (36. 7%) 
9,904 (29.1%) 
5,330 (24.6%) 
2,777 (20.61) 

l. 940 (18.1%)
746 (14, 3%)
ns c10.o,a

1,471. 71,8 (75,2:U

No, of Itemized 
ll�ductiono 

('ercent of Returns) 

1,929 < i. ml!/ 
2,169 ( l,8X) 
2,29) ( 2. lX) 
J, )96 ( l.5:l:) 
3,946 ( 4.1%) 

5,354 ( 5.3%) 
5,555 ( 5.8%) 
7,122 ( 8,U:) 
8,363 (10. 3%) 
8,687 (11,4%) 

10,246 (14.3:() 
11,741 (17. 6%) 
13,221 (21.0%) 
14,477 (23. 7%) 
16,310 (27.6%) 

17, 33J (31.2%) 
19,055 (36.6%) 
20,047 (41.4%) 
20,199 (44.0%) 
20,047 (46.17.) 

18,295 (47.1%) 
17,3)9 (48. 7%) 
16,087 (49.4%) 
14,441, (48, 9%) 
13,152 (49.8%) 

53,500 (53. 8%) 
36,1117 ((,2,3%) 
23,800 (69.9%) 
16,132 (74, 11%) 
10,543 (78, 2:t) 

17,752 (Ill, 7%) 
4,449 (85. 3%) 
4.592 <s9.m

457.864 (23,4,:) 

to total, duo to rounding, 

Tu 1.lnbilit)! 
Change f'roin 

Current Struetur� 
l'ercr.nt 
of Tot.:il Avcrngo 
Increnee a/ Tnx Per 

Amount Alnount tDccre:isel- !ll!!!:!L 

$ 0 •- 74,191 1,2 • 0
33,768 2J6,7JJ J.8 0 

476,886 787,210 12,6 4 
1,6)9,632 925,224 14,8 17
3,073,723 - 1,115,690 17,8 32 

S, 350,811 - 1,141,588 18.2 SJ

7,613,685 860,48!1 13,7 80
10,031,431 - '441,764 7,0 114 
12,336,427 339,701 5,4 152 
14,293,945 218.570 l,5 187 

lS,860,206 119,66) 1.9 221
17,118,0ltJ + 123,570 0.9 2S6 
18,177,038 + 296,815 2.1 289 
19,823,867 + 520,541 J,7 325 
21,557,773 + 660,095 4,7 365 

22,595,4)8 + 775,916 5,5 406
2),166,80) + 850,548 6,1 445 
23,420,062 + 898,893 6,4 484 
24,197,084 + 832,904 6.0 527
24,638,103 + 683,782 4.9 567 

23,"78,579 + 578,955 4.1 604
22,940,547 + 503,770 3.6 643 
22,316,353 + 402,938 2.9 686 
21,479,931 + JOS,277 2.2 728 
20,351,611 + 272,322 1,9 770 

89,441,246 + 1,204,077 8,6 0!18 fi6,6l3,148 + 1,296,200 9,3 1,147 48,095,595 + 1,083,140 7,7 1,41) 36,257,359 + 770,727 5.5 1,673 26,157,417 + 498,347 l,6 1,941 

54,654,717 + 919,999 6,6 2,514 20,158,747 + 233,0S 1. 7 3,870 
42 1 384

1
245 + 272

1
604 -1.:.! -!.t.ill 

$ 759.151,,220 I+ 1 1 121t 1 ou � i 388 

D0.,11rtmont oC Tnxnlion incofllQ Hn111Una �,odol, tunblo year 1977 ilnlll, (lloCcrunco Structure 57) n/ - r,•rccntoc,•n cnlculoted for incor.10 claHOI thot cx;,orioncc O tnx r,�<luc:lon reflect tha relative aharo al �ho total tax roJuction,
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aggregate mix of returns with and without itemized deductions and would 

thus require no additional audit activity. As indicated previously, 

doubling the upper and lower standard deduction bounds with no other 

structural change reduces taxes for taxpayers at all income levels. 

However, the tax increase and the additional progressivity caused by the 

substitution of a $20 tax credit, whose value is somewhat less than the 

value of the current exemptions at the state's highest marginal tax 

rates, more than offsets the tax reduction for taxpayers with more than 

$11,000 of AGI. Specifically, taxpayers with incomes under $11,000 

would have experienced a tax decrease totalling approximately $6.3 

million while higher income taxpayers would have experienced a tax 

increase totalling approximately $14.0 million, for a net increase for 

all taxpayers of approximately $7.7 million. 

Relative to total tax payments for each of the two groups (i.e., those 

that experience a tax decrease and those that experience a tax increase), 

these changes are quite insignificant shifts in the distribution of 

total income tax liability. Relative to the broad conformity related 

advantages of this alternative, these shifts and the total tax change 

are also a quite inexpensive solution to the inequjties that have been 

brought about by the various federal changes. Specifically, under this 

alternative partial relief would be accorded married couples caught 

between the federal zero amounts and the Virginia maximum standard 

deduction, to the extent that 15 percent of federal AGI is greater than 

$2,000. In addition, under this alternative any further increases in 

the federal zero bracket amounts (at least in the short run) would not 

substantially affect either taxpayers or revenues in an adverse manner, 
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as might be the case with any alternative to tie the Virginia standard 

deduction to the federal zero bracket amounts. In other words, since 

the maximum Virginia standard deduction for married couples under this 

alternative is greater than the federal zero bracket amounts, it is 

unlikely that any federal increases would soon exceed the Virginia 

maximum. Eventually, however, it would again become necessary to review 

any divergences between the federal and state equivalents. We estimate 

that if this alternative were to become effective for taxable years 

beginning on and after January 1, 1980, that revenues would increase by 

approximately $17 million during fiscal year 1981 and $14 million 

during fiscal year 1982. 
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SENATE JOINT RESOLUTION NO. 21 

Requesting that a Joint Subcommittee of the Senate 
and House Finance Committees be appointed to 
study the Virginia Individual Income Tax structure. 

WHEREAS, equity in the treatment of the citizens of Virginia 

is of prime importance in the formulation of the Commonwealth's tax 

structure; and 

WHEREAS, the constantly changing environment.of the Commonwealth, 

including its citizens, its economy, and its needs necessitates a 

constant monitoring and examination of the equity and fairness of 

its taxes; and 

WHEREAS, the Virginia Individual Income Tax has clearly become 

the largest source of revenue to the Commonwealth and is the largest 

State tax paid by a large number of Virginians; and 

WHEREAS, increasing levels of income stemming from inflation 

and the progressive nature of the income tax structure have increased 

the burden of the tax as well as magnified the inequities of t�e tax; 

and 

WHEREAS, beginning with taxable year nineteen hundred seventy-t,\·o 

Virginia conformed with the federal income tax structure for reasons 

of equity and administrative simplicity; and 

WHEREAS, in the past few years, the Tax Reduction Act of 1975, 

the Tax Reform Act of 1976, and the Tax Reduction and Simplification 

Act of 1977 have caused the acceleration of the divergence of the 

Virginia and United States income tax structures which has caused 

Virginia and its taxpayers to lose a substantial portion of the benefits 

gained when conformity was adopted; and 
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\vHEREAS, other major areas of the income tax structure also 

need to be explored and analyzed, such as, the marriage penalty, 

the increased use of credits r?ther than exemptions at the federal 

level, a decreasing relian�e on the standard deduction, as well as 

the effect of anticipated futui� �ederal reforms; and 

WHEREAS, the Commonwealtp wishes to ensure that Virginia tax 

laws remain as equitable as. possib,l.e: now, . therefore, be it 

RESOLVED by the Senate ·o.f 'Virginia, the House of Delegates 

concurring, That a Joint Subcommittee of the Senate and House Finance 

committees be appointed to s.tudy t,he Virginia Individual Income tax 

structure including its confar�ity, rates and exemptions and to 

present recommendations that .would improve the equity of the income 

tax. 

The Joint Subcommittee shall be composed of eight members who 

shall be appointed in the following manner: four members appointed 

by the chairman of the Senate Finance Committee from the membership 

of that committee and four members appointed by the chairman of the 

House Finance Committee from the membership of that committee. The 

Joint Subcommittee shall elect one of its members to serve as its 

chairman. 

The legislative members of the Joint Subcommittee shall receive 

such compensation as is authorized by law for members of the General 

Assembly and be reimbursed fpr their expenses incurred for the work 
·' 

of the Joint Subcorrunittee. The Division of Legislative Services shall

serve as staff and all officials and employees of all State agencies

shall cooperate fully with the Joint Subcommittee.

{more) 
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The Joint Subcorrunittee shall make a report of its findings, 

deliberations, and recommendations to the Governor and the General 

Assembly not later than November one, nineteen hundred seventy-nine. 

# 
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Su:e 

Ala. 

Ariz. 

Ca!ii. 

Colo.' 

Conn. 

INCOME TAX RATES ANO EXEMPTIONS ON 1978 CALENDAR YEAR INCOME 

Persoml Eze:zptioas • 

Sinsle ....•.... $1.500 
).fanied . . . • . . • 3,000 
Head of a 

family . . . • • . . 3,000 
Dependent ..... 300 

Single ......... $ 750 
Married . . . . . . . 1,500 
Dependent . . . . . 750 

Single ......•.. $1,000 
lf:arried ....... 2,000 
Head of house-

hold ......... 2,000 
Dependent . . . . . 600 
(For 1978, these ex­

emptions are adjusml 
to reftect the differ­
ence in the Arizona 
Consmner price index 
between tbe second 
quarter of 1978 and 
the second quarter 
of 1977.) 

From tax: 
Single ......... $17.50 
:M arricd . . . . . . . 35.00 
Head of a 

family . . . . . . . 33.00 
Dependent . . . . 6.00 

From tax: 
Single· ......... $100 
Married . . . . . . . 200 

Head of house-
hold ........ 20') 

Dependent . . . . . 8.00 

Single ........ $ 830 
Married ........ 1,700 
Dependent . . . . . 850 

Exemption from net gains: 
Single ......•.... $100 
Married, filing 

jointly . . . . . . . . 200 
l[arried, filing 

separately . . . . . 100 
Dependents . . • • 0 

1st $1.000 .••••••. 1.S'°• Next $2,000 ....•... 4.S'r. 
Nut z.ooo ........ 3 0Yer S.000 ••.••••. 5 

. ' 
Married Persons Filmr Joiatly and Slln'iYinr Spouses 
1st $4,000 ..•.... 3 ,r. Next $ 8,000 ...... 9.5% 
Next 4,000 ....... 3.S Ne:ct lZ,000 ...... 10 
Next 4,000 ....... 4 Next 12,000 ....•. 10.S 
Next 4,000. . . . . . . S Next lZ,000 ...... JJ 
Next 4,000 .....•. S.S Next JZ,000 ...... ll.S 
Next 4,000 ...•... 6 Next 20,000 .. · .... JZ 
Next 4,000 .••..•. 7 Next 20,000 ...... 12.S 
Next 4,000 .•..... 7.S Next 20,000 ..•... 13 
Next 4,000 ....... 8 Next 20,000 ...... 13.S 
Next 4,000 ....... 8.S Next 120,000 ...... 14 
Next 4,000 ....... 9 OYer 300,000 ...... 14.S 
Rates for single taxpayers range frum 39' on first SZ.000 of 
tuable income to 14.S'J'o on taxable mcmne Oftl' $150,000. 
Rates for beads of bousebolcls r.mge from 3'1o on the 
first $Z,OOO of taxable income to 14.59', on taxable iname 
over $200,000. 

5% of Alal:ama net in­
cume. F"mancial institu­
tions. 6'Jo of net ina:m:e. 

Corporations: 5.4% o! fed• 
er:al taxable income. appor· 
tioned to Alaska, plus 4% 
surtax. Financial institu­
tions, 7% of federal net in• 
come with modific:itioas. 

1st $1,000.... .•• . 2" 
2nd 1,000. ..•.•.. 3 

1st $1,000....... • Z.S'1o
2nd 1.(,00. • • • • • • • 4 

3rd 1,000........ 4 3rd J,000..... ... S 
4th 1,000........ 6.S 4th 1.000........ 5 

5th 1,000. •. .••.. 6 5th 1,000... .• .. . 8 
6th 1,000.. •••. .. 7 6th 1,000...... .. 9 

Over 6,000 ...• ,... JO.S Over 6,000. . . . . . . . 8 
Joint retarm must 1plit their iamme. F"mancial illstitutions are subject to 

the cor,,o�te income tu. 

-- tal 
1st $2,$19} .••.•. . � Next $6.000 ....... 4.5%. 1st $ 3,000 . - · · · 1,/.'8' 
Nm 3,000 ..•..•• 45 Nezt 10,000 ....... 6 2nd 3,000 .... . 
Next 3,000 .....•. 3.5 $25,000 or OYer ...... 7 Next S,000 ..... 3 

(Special reduced rates apply to low-income taxpayers.) Next 14,000 ..... S 
Over 23,000 • . . . . 6

Financial institutions 
arc subject to the t:a.it. 

Resident and Ncmreaidm-.: Individuals• Corporations . . . 
1st $2.QOO .•..•••• l'lo Neu $1,500 ........ 6% 9,0 of Cabfonua net in-
Next 1,500 ........ Z Next 1,500 ........ 7 come; minimum, $.-?00. 
Next 1,500 .......• 3 Next 1,500 ........ 8 Financial Institutions 
Next 1,500 .•..•.•. 4 Nezt 1,500 ...•.... 9· Minimum, 9�; maximum, 
N� l,SOO ..••.... S Nest 1.soo ........ 10 139.. Mi11imwn tax, banks, 

Over 15,500 ........ 11 11one; financial institutions, 
Joint returns must split their income. $3)(). Rate set in De-:anber 

Rates• for heads of households range from 1 '?D on the of eacb year (for 197� tax 
first �.000 of taxable income to 11 c;r, of ta.sable income year the rate was 12.4h� ). 
over $18,000. 
1st $1,000 .•..•... 3 "J' 
Znd 1,000. . . . . . . . 3.5 
3rd 1,000 .••.••.. 4 
4th · 1.000. • . • • . . • 4.S 
5th 1,000 ..•.•... 5 

6th $1,000 .....•.. S.S9'
7th 1.000 ........ 6
8th 1.000. . . . . . . . 6.5 
9tb 1,000 ......•. 7 
10th 1,000 ........ 7.S 
Over 10,000 ........ 8 

A cndit is allowed on Colorado tazable income not over 
$9,000 determined by dividing tuable income by 200. 
2% surtu on resident's intangibles income over $3,000.

No personal income tax. However, a tax computed at 
the following rates is levied on all dividends received 
if tbc tupayer's federal adjastecl ,ross income equals or 
exceeds $20 000: 
$ 20,D00to$ 21,999 ... 1.,. $ 30.000to$ 34,999 ... 6� 

22.000 to 23,999 ... 2" 35,000 to 39,999 ... 7� 
24,000 to 27,999 ... 3'° 40,000 to 49,999 ... 1.S9o

28,000 to 29,999 ... 4" 50,000 to 99,999 ... 8% 
100,000 and over ..... 9% 

Net rains &om the sale or exdwlre of capital assets if 
earned, nceived, etc. by the taxpayer during his tax· 
able >·ear are taxed at 79'. 

5% of federal tuablc in­
come with adjustments. 
Financial in!titutions are 
subject to the corp0rate 
income tax. 

10% of net income plus. to 
the exter.t it aceeds the 
ta.,: on :iet income, 31/100 
oi 1 mill per dollar of as• 
set value: minimum, $30, 
maximum, $100,000. Cer­
tain lin.'lnci:&J i:mituticns 
par. to the extent it l;X· 
i::eeds the t:i.,: on net i."2-
come. 4':-'o OD interest cre,J. 
it=! to sa;inp dep,,sirs. 

• Addlllon&l e:Hmpuona tor 111:ed. men�, recarcsec &114/ar � aot UICl'lllled. 
• Penonal Income tax rates (excluding tlle surtax). personal exemptions and tbe S9,000 taxable Income credit ceillnc are m!.iltlplltd by a.n 

annual lnllaUon t:M:tor (106<:l. fol' 1978) when computing taxes. 
• The Franchise Tax Bo.vd will l"ICOmpute the tax braelcetl annually by multlpl)111.r the prior ,-.a.r·s a.t-o1res

1
.1>x. an 11N111al IIIC&Uon 

adJust.ment tlctor. rounded oU to the nearest 110. For 1978, tlle lne&Uon adJusanl'A& fKCDr Is 1.as·..,., - .l�-



State 

Del. 

D.ofC.

Fla. 

Hawaii 

m. 

Ir.d. 

lowa 

INCOME TAX P.ATES ANO EXEMPTIONS-Continued 

Pcnoml Ezecp:ioa.s • 

Si:igle ........ $ 600 
lla.rried . . • . . . • 1,200 
Depca:fe:it . . . . . 600 

1st 
2nd 
3rd 
4th 
5th 
6� 
Next 

$1,GOO....... 1.6� 
1,000 ....... 2.2 
1,000 ....... 3.3 
1,000 ....... 4.4 
1,000 ....... s.s
1,000 ....... 6.6 
2,000 ....... 7.7 

�at $12,000 ....... 8.8% 
Nat 5,000. . . . . . . 9.3 
Nat 5,000 ....... 9.9 
Next 10,000 ....... 12.1 
Next 10,000 ....... 13.2 
Nat 25,000 ....... 1S.4 
Next 25,000 ....... 16.5 
Onr 100,000 ...... 19.8 

Corporation Rates 

8.7% of federal taxable b­
come .,,;t!i modinc::1tiocs. 
Bu:ks and tnut com­
panies, 8.7� o! net in­
come; buildin&" aud loaa 
associ:itior.s, 8.is;, of aa­
nual net eamia6s (after 
fedenl income taxes). 

Single .......... $ 730 1st 
llarried ........ 1,500 2nd 

$1,000 .....•.. 2% Next 
Next 
Next 
Next 
Over 

5,000 ........ 7% 9"o of District of Colu:nbia 
ta.Jta.ble income, plus 10% 
surtax. Minimi::n iax, $25. 
Banks and tn:Jt com­
panies, 6%; bw1ding a::d 
loan associations. 2%. 

Head of a Jrdfamily . . . . . . . 1,SOO 
4th Dependent . . . . . 750 

1,000 ........ 3 
1,000 ......•. 4 

3,000 ..••••.. 8 
4,000 ........ 9 

None 

Sinsle ......... $1,SOO 
)tarried . . . . . . . 3,000 
Head or house-

hold ......... 3,000 
Dependent . . . . . 700 
Siasle ...•...••. $ no
Married . . . . . • . 1,500 
Depecideat . . • • . . 7SO 

Sinsf e .......•• $ 730 
l[arried . . . . . . . 1,.500 
Dependent ..... 750 
Credit apiilSt 

tax .... $15 ($JO if 65 
or older) per tax­
payer, · spouse and 
each dependent. 

Sir.sic ......•.. $1,000 
)furled . . • . . • • 2,000 
Dependent . . . . . 1.000 

Sinrle ......... $1.000 
l,farried .. J,000,.-2,000 
Dependent . . . . . 500 

From ta:: 
Single ....... $15.00 
Married . . • . . 30.00 
Head of house-

hold ....... 30.00 
Dependent . . . 10.00 

1,000 ........ S 
5th 1.000 ........ 6 

None 

1st Jl,000 .•..••.• 1� 
Next 2,000 ........ 2 
Next 2,000. . . . . . . . 3 

8,000 ........ 10 
25,000 ........ 11 

Na:t $ 2,000 .•.•••. 4c;. 
Next 3,000 .•••••• S 
0.-er 10,000 ...••.. 6 

1st $ 500 ........ 2.2.5,Y. Next $ S,000 .••••••• 8.5,Y. 
Zlld 500 ........ 3.25 Nat 4,000 .••••••. 9.5 
3rd 500 ........ 4.5 Next 6,000 .....••. JO 
4th SOO ....•... 5 Nat 10,000..... . . . 10.5 
Next 1,000 ........ 6.S Onr 30,000 ..•.••.. 11 
Next 2,000 ........ 7.S . 
A sper:ial table of rates is pro,-ided for heads of households. 
Joint rctunas mmt split their income. 

5% of feder.al taxable in­
. come, with adjastmcnts, 

of corporations ud i­
a.ancial institutioas. 

6c;. or federal tuable in­
come with adjustments. 

First $25.000.... S.85 � 
Over 25,000.... 6.433 
Capital pins. . . . 3.08 
Financial in,titu-

tions .......... 11.7 

� ----·-· · " 
1st $1,000 ........ 2 9- 4th $1,000 ..••.... S.S" 6.S" or feder:sl tasable m-
2nd 1,000 ........ 4 5th 1,000 ..•.•... 6.5 come, with adjustmen:s, 
3rd 1,000 ........ 4.5 Onr S,000 ..•..•.. 7.5 of corporation.. and finan· 

An additional $10 tax is due from every taxpayer cial institutions. Additional 
required to file an income taz return except blind per- tax, $10. 
sons and persons receiYia,r public aui.stance. 

1 oict returns must split their income. 

4,;. or federal ta.able in• 
. come with adjustments. 

29- of fedcnl adjusted srou im:rmc with nodi5e:ations AdjU$ted grosJ UJCCXDe ta.-..:-
3" of federal ta.uble in­
come with adjustments. 
A 3'1o supplemental net 

income tax is also im{>Osed. (Or applicable race o{ sross
income tax if ta:a:: liability is pater uac!u the ,rou mcome
tax.) 

1st $1,000 .......... o.s ,;. 16th through 20th 
2nd 1,000 .......... 1.2S $1,000 ..•..•.•.... 8� 
3rd 1,000 .......... 2.75 21st thtousb 25th 
4th 1,000 .......... 3.5 1,000 ..•......... 9 
5th, 6Ch am1 7th 1,000 26th throiarh 30th 

. . . . . . . . . . ... . . . . . 5 1.000 .......•.... 10 
8th and 9th 1,000 31st tluourh 40th 

. . . . •... .. .. . ... . . 6 1,000 ••....•..... 11 
10th thraugb 15th 41st thro11rll 75th 

1,000 . . . . . . • . . . . . 'I 1,000 ....•.....•. 12 
No tax is imposed oa tu• 0.-er $7S.OOO •.•••.. 13 
p:avers wbose aet income 
is • $4,000 or less inclwl· 
inc izlC:cime of 1po11.1e. 

First $25,000 .•.•• 6,;. 
$23.�$100.000 •• 8 
Oyer Jl00,000 . . . 10 
Financial institutions: 
1st $ 25,000.. • • S9-
Nezt S0,000 .••• 6 
Nu:t 23,000. • . . 7 
Over 100,000 ..•• 8 

• A�o:mlor.:il uecipUons tor a:ed. a::tDtalJ1' nta."'1!14 a:ul/or bllii4 not 1::1.�ld. · • • ·· •· • -·---··-·-·· '""•� , .. , ... ,. �!Id lla41 a!..!Mlaalllol.41,. P.atn tor d.csl• p1tno111 ra.-:c, fro::, J,r, on t&lr·. . . .. ... -· -·-·



Ky. 

La. 

Md. 

1,Iiss. 

INCOME TAX RATES AND EXEMPTIONS-Continued 

Sinrle ....... $ i.50 
lbrried ..... 1,500 
Dependent . . . 750 

Head of hocsehold .... 
additional . . . . 750 

From tax: 
Sinrle ....... $ 20 
l(arried . . . . . 40 
Depmdent . . . 20 

Siqle ....... $2.500 
J,farried .•••.• 5,000 
Head of family 5,000 
Dependent • . . 400 
(E:umptioas are incor­
porated into Louisiana 
tax tables..) 

Sin1te ......... $1,000 1 

J.[arried . . . . . . . . 2,000 I 
Dependent . . . . . 1,000 1 

Sinrle ......• $ 800 
Married ....•. 1,600 
De;,endeut . . . 800 

From earned illcom=: 
Sin�le ....... $2,000 
J.tarried, up to 4,600 
Depende11t . . • 600 
Married, filinr 
separately .... 1,000 

Siagle ...... $1,500 
Married . . . . . 3,000 
Dependent ... 1,500 

From tu: 
Sinrle ........ $ 40 
Married 80 

Dependent . . . . 40 

Single ....... $.J.500 
Married . . . . . 6.500 
Head of family 6,500 
Depende11t . • . 730 

Corporation. Bank Rates 

1st $2.000 ....••.. Z,. Next $ J,000 ........ 6.5% 4.5% of ieJe:-al taxable in-
Nat 1,000 .••••••• 3.S Next 10,000 ........ 7.S come .,,;t!l adji.:..st::ients, 
Nczt 2,000 ........ 4 Next S,000 ........ 8.S plus a 2.25% surtu 
Next 2,000 ........ S Orer 25,000 ........ 9 on taxable income over 

$25,000. Banks and devel­
opme:t credit corpor.ltions, 5%: tru5t companies and. savia.s a..d 
loan associations, �9c,. Surtax of 2�% of uet income o,·er 
$25,000 applies to ma:mcial institutions. 

1st $3,000 ........ z,:, Next $ 3,000 ....... 5% 1st $25,000 ...... 4 � 
Next 1,000 ........ 3 OYCt 8,000 ....... 6 Ove. 25,000 ...... S.8 
Nat 1,000. . . . • . . . 4 

1st $10,000 .••••••.• Z,­
Next 40,000 .••••..•. 4 
Oft!' 50,000 ......... 6 
(The IZDOllllt of tu dlle is ddl!nniaed 
from tax tabla.) 

( 1st 
Next 
Next 
Next 
Qyer 

$ 2S,OOO ...... 4% 
25,000 ...... S 
50,000 ...... 6 

100,000 ...... 7
200,000 ...... 8 

1st $ 2,000........ 1" Next $ 2,000........ 7� 4.9S'J'i, of federal ta.xa$
b
2
�e in-

Next 2,000 z N t 5 000 g . come not over �.ooo 

N t 
· "·000 .

. · · .. · · 31 N
ex 

1
o'

ooo
" .... · · 92' plus 6.9.3% of taxable in-ex ._ .. · · · ·.. ex& • · .. • • • • • JZ. 000 F· (for calendar 1978 ..... 3.5,:,) (for calendar 1978 ...... 9.1,:,) :cialov:stlt;tioni a:; Next 2,000........ 6 Over 25,000 .... • · · • 10 111bject to the tax. 

Joint retmm must split their illcame. 
1st $1,000 .••••••• 2,. Nest $1,000 ......•. -4,:, 
Nest 1,000 ........ 3 Over 3,000 ........ 5 

I di "d �- _, ·�• . JO« ntcrest, VI en,u, net caps .... pias........ ,-. 
Ea.riled iDcoma, Ullllities. . . . . . • . • • • • • • . • . • 51' 
A 7.S,- Surwt is impgaed. 

4.69/, of federal adjusted gross income with modi&cations. 
Persons· with business activity allocated or apti0rtioned 
to ?.Uchirau are also aubject to a single bus1uess tax 
of 2.JS9o on an adj11Sted tax base. The tint $40,000 of 
the tax base is exempt. 

1st 
2nd 
Nm 
Nm 
Nu:t 
Nezt 
Next 

' 500 ........ 1.$ 
500 ........ 2.2 

1,000 ........ 3.S 
1,000 .••.••.• 5.1 
l,000 .. ·•••·· 7.3 
1,000 ........ 8.1 
2,000 ........ 102 

1st $5,000 •••..•••••. 3,-
0vtr 5,000. • • • . • . . • . . 4 

Next 
Next 
Next 
Nm 
Next 
Over 

Z,000 ...•.... 11.5% 
3.500 ........ 12.8 
7,500 ....... 14 
7,500 ........ IS 

12,500 ........ 16 
40,000 ........ 17 

7,r. of federal taxable in­
come with adjustments. 
Savings .banks and as,->­
dations, � or 1 % of net 
eamiap fl'!U $100,000. 
Other financial institutions, 

· 7,r. of net eansiugs, 

"' 

$2.60 (including the 14% 
surtax:) per $1,000 of 
ta�ble property not 
aubJect to local t:u: or or 
aet worth tlus 9.5,:, o! 
aet income (including the 
14,:, surtax), or $228 (in­
cluding the 14" suttu}, 
whicheYer is ;reater. 

Bardes and financial iustitu­
rions. 12.54,.;,. 

Individuals, firms, &nan­
cial institutions, panner­
shiJ?s, )oint ventur-es1 as­
aoc1at1onJ, col1)oratlons, 
estates, trusts, et� hilv· 
Dli busine13 acliVlty in 
M1chipu are subject to 
a sin1l= business ta.,i; c,f 
2.JS% of their adjusted 
tax base (federal taxable 
income with adjustments). 
The first $40.000 of the 
taJt base is exempL 

129" of iunnesot. net in­
come. Minimum, $100. 
B..nks, 12% of Minnescta 
net income. 

Same a. i::dividu.a.l. 



S:.ate

Mont.

Neb.

'IJ H.

N.�

N. :rtl.'

N.Y.

INCOME TAX RATES ANO EXEMPTIONS-Continued 

Si:gle ....... $1.200
Married ...... 2,400 
Head of household
or suniving spouse 
. . . . additional 800 
Dependent . . . 400

Single ....... $ 650
llarried . . . . . 1,300 
Dependent . . . 650

Single ....... $ 750
Married . . . . . . 1,500
Dependent . . . 750

Taxpayer ...... $600 
Spouse ......... 600

1st 
Next 
Next
Nat
Nat

$1,000 ........ 1.3� Net $1,000 ........ ""
1.000 ....... 2 Sm 1,000 ........ 4.5 
1,000 ........ 2.S �ext 1,000 ........ S 
1,000 ........ 3 Nat 1,000 ........ 5.5
1,000 ........ 3.5 Over 9,000 ........ 6 

1st $1,000. . . . . . . . 2<;.
Next 1,000 ........ J 
Next 2,000 ........ 4
Next 2,000 ........ S 
After computing tu: lia•
bility, taxpayers must add
10% surtax. 

Next 
Next 
Next
Next 
Next 
Over 

$2,000 ........ 6%
2,000 ........ 7 
4,000 ........ 8 
6,000 ........ 9

15,000 ......•. 10
JS,� ........ 11 

The personal income tax rate for 1978 is 16% of the
tu:payer's adjusted federal income tax liability. 

5% oa income from .interest and dmdeads.

Single ....... $1,000 Resident and aonres- individuals, estates aad trusts 
Married ..... 2,000 are subject to a 2% tu oa the first $20,000 of New
Dependent . . . 1,000 Jer;ey taxable income, and a 2.Sc;(, tax oa taxable income

over $20,000. Taxpayers are liable only for the greater
of this tax or the N. Y.-N. J. tax. 

New Jersey imposes commuter income taxes 011 N. J. to N. Y. and N. Y. to N. J.
commuters. Commuter tax rates are identical to those imposed under the N. Y. 
personal income tax. 

Single ....... $ 750 
J.iarried ...... 1,500
Dependent . . . 7SO

Single ....... $ 630 4 

Married ...... I.JOO•
Dependent . . . 6S0 4 

1st $2,000 ...... 0.8%
Next 2.000 ...... t 
Next 2,000 ...... 1.4
Next 2,000. . . . . . 1.8 
Next 2,000 ...•.. 2.2 
Next 2,000 ...... 2.6
Next 2,000 ...... 3.0
Next 2,000. . . . . . 3.5
Next 4,000 ...... 4 
Next 4.000 ...... 4.5 
1st $1,000 ......... 2%
Next .?,000 ......... J 
Next 2,000 ......... 4
Next 2,000 ......... S 
Next 2,000 ......... 6 
Next 2,000. . . . .. .. . 7 
Next 2,000. . . . .. . . . 8

Next $4,000 ...... 5.%
Next 4,000 ...... 5.5 
Next 4,000 ....•. 6 
Next 4,000 ...... 6.5
Next 10,000 ...... 7 
Next 20,000 ...... 7.5
Next 30,000 ...... 8 
Nut 100,000 ...... 8.5
Over 200,000 ...... 9 

Nest $ 2,000 ........ 9%
Next 2,000 ........ 10 
Next 2,000 ........ 11 
Next 2,000 ........ 12
Next 2,000 ........ 13 
Next 7,000 ........ 14' 
Over J0,000 ........ 15 •

Corporation �:es
5% of federal taxable in·

come '11.ith adjustments. 
Banks, tr.:st ccmpa:iies 
and credit in.;titutions, 
7% of :Missouri net in­
come. (The tax is in
addition to the corporate
income ta:oc but a credit 
is allowed for any cor­
p:>r.:ite income tax pa:d).

6.i59o of feder:,.I gross in­
come with state dedi:c­
tions and adjustments;
minimum, $50. State a.-id 
national banks are sub­
ject to the tax. 

2S9o of individual rate on 
first $25,000 of tanble
income and 27.5% of such 
rate on taxable income
over $25,000 (4% on first
$25,000 and 4.4'J'c, on .in­
come over $25,000). 

8% of taxable business 
pro.6ts ( feder.il taxable in­
come before net operat•
ing loss deduction and
special deductions). 

7Y.% of allocated net�
come plus additional �
levy on allocated net 
worth. A 7�% direct
income ta."t is imposed on
entire net income of cor­
porations not subject to 
the business (income) t2X.
Savings institutions and
banks, 5% of federal 
taxable income with ad­
iustments. 

sc;. of federal taxable in­
come with adjustments. 
Banks a11d financial in­
stitutions, 6% of federal 
taxable income with ad­
justmmts; minimum, $100.

Greatest of 10% of feceral 
net income 11<ith adjust­
ments, or 10% of JO% of 
net income and salaries, or
l-iS/100 mills per dolla:­
of capital, or $250, p:u.s 
9/10 mill per dollar of 
subsidiary capital. Banks
and financial institutions, 
12% of federal taxable
income with adjusa:ient. 
In addition, a JO% sur­
charge is imposec! for ta."t 
years beginning on .nd
after Januar.1 I. 1975, and 
ending before Decc:nber
31. 1978. 

• ;,C:I!ltlon.al e,;r.mpt1an,: CrJr a1te'1. :n•nt:1117 reta.n1ed L,...d/or :>h.rus no, lJl.cluded .. • P.:ites �produ� atr.,·e an, tor rr..:a.rTted Pff!nns mine Joln!ly and headS of households. Rates tor slncle person.1 nnre !:-:irn 0.8".", on ts:<:i.bl� 
l::Ct>!?le r.ot ov .. r s:?.000 to So'.203 rlus !I<;-:, on ta..uble Income o,·er s100.ooo. !\la:Tled persor.s II.line sep:i.:ately are t.ued at r:1tes n.."lcl::: r:-cm 0.8':l-
0:1 �le Ir.come not ov"r $1.000 to s:'.:W3 plus 9':'o on taa.l>le lncol!'..e over SJ.00,000. For ta,c y�a..-s e-ndlng attn D@c. 3l. l9'l'S, the tax rate tor taxable 1nc0me over $23;000 Is 14'!1,. �Uon b pro,·!doN:I rnr l!.SC:ll yearst>es!c:ilnc 1:1 l!l":'8 and e=i.:c 1n 19':'9. • i"or l!fT?, S-:00 per e.u�Uol!.; forlSSO, $7S). -122-



State 
N.C.

N.D.

O!:uo 

Okla. 

Ore. 

Pa. 

R.I.

INCOME TAX RA TES ANO EXEMPTIONS-Continued 

Single ....... $1,000 
Married . . . . . . 2,000 
Head of house-

hold ....... 2,000 
Dependent . . . 600 

Sin61e ......... $ 750 
Married . . . . . . . 1,500 
(If filing joint 

return . . . . . . . 1,800) 
Unmarried head 

of household 
or surviving 
spouse . . . . . . . 1,050 

Dependent . . . . . 750

Single ....... $ 650 
Married . . . . . 1,300 
Dependent . . . 650 

Single ....... $ 750 
J.I arried . . . . . . 1,SOO 
Dependent . . . 750

Single ....... $ 750
Married . . . . . l,SOO 
Dependent . . . 750 

None 

Single ....... $ 750
Married . . . . . . 1,500 
Dependent . . 750 

Corporation. Bank Rates 
1st 
2nd 
3rd 

$2,COO ......... 3% 
2,000 ......... 4 
2,000 ......... S

Nat $ 4,000 ........ 6% 
Over 10,000. . . . . . . . 7 

6% of federal taxable in· 
come with zdjustmcr.ts 
(banks arc subject to this 

tax). Bank pri\"ilege ta.,:, $30 per $1,000,000 or fraction 
of taxable usets. Busine..s development corporations, 
4Y.% of North Carolina net income (minimum ta.x, SIO); 
building and savinis and Joan associations, 7!/,� of 
North Carolina net income and 7Y.¢ per $100 of lia!,ility 
on shares of outstanding stock. 

1st $3,000...... 1 % 
Next 2,000... . . . 2 % 
Next 3,000...... J % 

Next $ 4,000..... 4 % 1st $ 3,000 .... J % 
Next 18,000..... S % Next 5,000 .... 4 % 
Over 30,000..... 7Y.% Next 7,000 .... S % 

Next 10,000 ... 6 % 
Individuals, estates and trusts required to file a personal 
income tax return, and partnerships required to file 
information returns, who derive income from operating 
a business, trade, or other profession, other than as an 
employee, must pay an additional tax of 1 % of net 
income Oftf' $2,000 as a business. privilege tax.

Over 23,000 .... 80% 
Additional 1 % ta.,: on cor· 

porate net incon:e over 
$2,000 U personal prop· 
erty is not assessed, if 
they are not subject to 
a special tax in lieu of 
personal property taxes 
and if they are required 
to file a return. 

Banks, trust companies and building or sa.v­
ings and loan associations, 59' of North Dakota net 
income. Minimum, $SC. Additional 2% tax on 
such financial institutions. 

1st $5,000 .....•.. -�'°
Next 5.000 ....•.... 1 
Next 5,000 ....•.... 2 

Next $5.000 ..•..•.. Z5'S% 
Nut 20,000 . . . . . . . 3 
Over 40,000 ....... 3� 

Greater of: 4,0 of first 
$25,000 of \-aluc of ,tock 
detu11Uned by net in­
come, and 8,0 of the 
value over $25,000; or S 
mills times the value of 

stock determined by total nlue of capital, surpha, 
Wldh-ided profits and resel'Tts; minimum, $30. 

:Harried individuals filing jointly and surviving spouse: 
1st $2,000. • • • . . . . W5' Nut $Z.500 ........ 3% 
Next 3,000 ........ 1 Next 2,500 ........ 4 
Nat 2,500 ........ 2 Next 2,500 ........ 5

Over 15,000. . . . . . . . 6
For single individuals, married indmduals filing sep­
arately and estates and trusts the same rates apply to 
half the amounts of income. For heads of households 
the rates ranp from �'1e on the fint $1,500 to 6% on 
income in excess of $11,250. (Beginning in 19i9, heads 
of households are taxed at rates applicable to married 
persons filing jointly and surviving spouses). 

1st $ 500 ....•.•.. 4'# 
Next 500 ......... 5
Nut 1,000 ......... 6 

Next $1,000 ......... 8% 
Next 1,000 ......... 9
Onr 5,000 ......... 10 

Next 1,000 .....•... 7
For persons filing jointly, heads of household or a. 
qualifying widow(er) with dependent child, the tax 
rates apply to twice the amount of income shown above. 

2.2% of taxable compensation, net profits, net gains or 
income, dividends, interest and winnings. Only divi­
dends other than stocJc dividends which are not con­
sidered personal income for federal purposes arc to be 
included in taxable income. 

19% of federal tax liabiiity with modifications. 
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4,0 of fedetal taxable in• 
come with adjustments. 
Banks and eredit unions, 
4'1e of federal taxable in· 
come with adjustments. 

70 of Oret:on net income. 
Minimum, $10. Banks, na­
tional ba.nlcing associations 
financial institutions and 
production credit associa• 
tions are subject to the 
corporation income ta."'\:. 

10�% of adjusted, a;>por· 
tioned iederal tu.able in· 
come plus Pa. tar. 

Greater of S� of federal 
gross income with adjust­
ments, or .Wt per $100 
of net worth. State bank· 
ing .nd fir.ancia I iastitu· 
tions, greater of 89a of 
net income 1:ir $2.30 per 
$10,000 of a:ithorized 
capital stock. Natio�al 
banks, S% of net 111• 
come. Minim�m ba:ik 
ta.� $!():). 



S:.;;.:c 

s.c.

S.D.

Tenn. 

Ut:ih 

-

Vt. 

Va. 

W.Va.

Wis. 

INCOME TAX RATES AND EXEMPTIONS-Ccntinued 

5 in;;-le ....... $ !!00 
)farried ...... 1,600 
Head of 

ho:isehold . . l,6GO 
Dei;ender.t 800 

None 

None 

Single ....... $ 7.50 
Marr:ed . . . . . . 1,500 
Dependent ... 7.50 

Sir:gle . ..... $ 730 
Married . . . . . . 1,500 
Dependent . . . 7SO 

Single ........ $ 600 
Marri ::d . . . . . . 1,200 
Dependent 600 

Single ....... $ 600 
Married . . . . . . 1,200 
Dept!Jdcnt . . . 600 

From tax: 
Single . . . . . . . $20 
Head of family 20 
Married . . . . . 40 
De�endcnt ... 20 

ht $2,000 ......... 2<;. 
Znd 2,000 ......... J 
3rd 2,000 ......... 4 

None 

4th , 2.000 ........ sr.o
5th 2,000 ..•..... 6 
Over 10,000. . . . . . . . 7 

6% on diYidends and interest; 4'fc, on dividends from 
�orporations who have 75,- of their property �bit 
ID Tcnneasec. 

1st $1,500 ....... 2.75'1o 4th $1,500 ...••.. S.759e 
2nd 1,500 ......• 3.75% 5th .1,500 ....... 6.7S'To
3rd 1,500 ....... 4.75% Over 7,500 ....... 7.75% 
Rates shown are for ma.med penoas filing jointly.
Rates for single taxpayers and estates and trusts range
from 2.25'1o of federal t:aable income not over $750 to 
$214 plus 7.75'1o of federal tazable income over $4,500. 
Rates for married couples filing separately range from 
2.75% of federal taxable income not over $750 to $178
plus 7.75% of federal tuable income over $.1,750. 

Cor;,oration. Bank Rate5 
6% of South Carolina n:t 

income. Banlcs, 4.5% oi 
South Carolina net i:1-
come. Savings and loan 
ass'ns, 8% of South C.:o­
lina net income. 

Banks and f.na::icial insti• 
tutions, .SY. <;o of So:ith 
Dakota net income, mini­
mcm, $200 per authorized 
bu!iness location. 

Corp?rate excise (net earn­
ings) ta:t--6% of federal 
taxable income. Banlc ex­
cise (net earnings) tax-
3% of federal taxable in­
come less 10% of ad 
v.ilorem taxes paid. Build­
ing and savings and loan 
association excise ( net 
earnings) tax-3% of fed­
eral t.uable income less 
10% of ad valorem taxes 
paid plus surtax of lj,'lo 
of gross profits. 

4% of Utah net income 
of corporations and banks. 
llinimum, $25. 

- ---------------------�·

25% of federal income tax liability. Corporations and financial 
institutions, 5% on first 
$10,000 of federal taxable 
income, 6% on the next 
$15,000, 7'1o on the next 
$225,000 and 7.5,e on 
federal taxable income 
over $2.50,000. llinimwn 
tax, $50. 

1st $3,000 ........ 2% 
Next 2,000. . . . . . .. 3 

Next$ 7,000 
Over 12,000 

5,0 6cy. of fec!eral taxable in• 
S.75 come with adjustments 

for corpor:uions ar.d sav• 
ings and loan associa­
tions. 

1st $2.000 ........ Z.l'- Nest $ 6,000 .•...... 6.5.,. 
2nd 2,000 ........ Z.3 Next 6,000 ........ 6.8 
3rd Z.000 ........ 2.8 Nest 6,000 ........ 7.2 
4tb Z.000 .••.•.•• 12 Nut 6,000. . . . . . . . 7.S 
5th 2,000 ........ 3.5 Nat 10,000. . . . . • . . 7.9 
6th 2,000 ........ 4 Nat 10,000 ......•. 8.2 
7th 2,000 ........ 4.6 Nat 10,000 ........ 8.6 
8th 2,000 ........ 4.9 Next 10,000 ........ 8.8 
9th 2,000. . . . . . . . 5.3 Nut 10,000. . . . . . . . 9.1 
10th 2,000 ........ 5.4 Nest 50,000 ........ 9.3 
11th 2,000 ........ 6 Next 50,000 ........ 9.5 
Next 4,000 ........ 6.1 OYer 200,000 ........ 9.6 
Rates are for individuals and heads of household. For 
joint returns or returns of sumYinc spouse, the tax 
rate in each bracket is the same but it is :applied to 
twice the wcable income. 
1st $1,000 ..••.... 3.1% 
2nd 1,000. . . • . . . . 3.4 
3rd 1,000 ........ 3.6 
4th 1,000 ........ 4.8 
5th 1,000 ........ 5.4 
6th 1,000 ........ S.9
7th 1,000 ....... 6.5 
8th 1,000 ........ 7.6 

9th $1,000 ........ 8.2� 
10th 1,000. . . . . . . . 8.8 
11th 1,000 ........ 9.3 
1 :?th 1,000. . . . . . . . 9.9 
13th 1,000 ........ 10.5 
14th 1,000 ........ 11.1 
Over 14,000 ....•... 11.4 

6% of federal t:a.:uble in­
come with adjustments 
for corporations. 

Corpora:ions, Ba:iks :a.a.d 
Tn:st Com;,a.-ues 

1st $1.000 . . . . . . . 2.3� 
2nd 1,000 ... · ..... 2.8 
3rd l.OOJ. . . . . . . . 3.4
4th 1,000 ........ 4.5 
5th 1.0.:•J ....•... 5.6
6th 1,000 ....•... 6.8 
0.-c:r 6,0,:(). . . . • . . . 7.0 

• A·!<!a::.:�:ial nernpUons for c.:�. mentally r�ld ud/or bl!a4 not !::duded.
SOURCE: Commerce Clearing House, Inc. State Tax Review, (Chicago, Illinois:

December 19, 1978), pp. 8-19. 
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Appendix VI 

STATES ALLOWING FULL OR PARTIAL DEDUCTION OF 
FEDERAL INCOME TAX ON INDIVIDUAL INCOME TAX 

STATE 

Alabama 

Arizona 

Colorado 

Delaware 

Iowa 

Kansas 

Kentucky 

Louisiana 

Minnesota 

Missouri 

Montana 

North Dakota 

Oklahoma 

Oregon 

Tennessee 

Vermont 

AMOUNT OF DEDUCTION 

All 

All 

All 

$300 ($600 for joint return) 

All 

Federal tax less certain credits 

Federal tax less credits used 
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All 

All 

All 

All 

All 

First $500 + 5%, $1,700 maximum 

$5,000 maximum 

$500 maximum 

All 



APPENDIX VII 

RELATION OF FEDERAL INCOME TAX LIABILITY 
OF VIRGINIANS TO PERSONAL AND FEDERAL ADJUSTED GROSS INCOMES, 

TAX YEAR 1976 

Federal income tax paid by Virginians: $3,458,900,000 

FEDERAL INCOME TAX VIRGINIA INCOME TAX 
LIABILITY AS A LIABILITY AS A 

PERCENTAGE OF PERCENTAGE OF 
PERSONAL INCOME PERSONAL INCOME PERSONAL INCOME 

$31,954,000,000 10.8 2.06 

FEDERAL INCOME TAX VIRGINIA INCOME TAX 
FEDERAL ADJUSTED LIABILITY AS A LIABILITY AS A 

GROSS INCOME PERCENTAGE OF PERCENTAGE OF 
ON VIRGINIA FEDERAL ADJUSTED FEDERAL ADJUSTED 
TAX RETURNS GROSS INCOME GROSS INCOME 

$25,169,900,000 13.7 2.61 

SOURCE: Department of Taxation 

-126-



STATE 

ALABAMA 

ALASKA l 

ARIZONA 

ARKANSAS 

CALIFORNIA 

COLORADO 

DELAWARE 

GEORGIA 

HAWAII 

IDAHO 

ILLINOIS 

IlIDIANA 

IOWA 

KANSAS 

KENTUCKY 

LOUISIANA 

MAINE 

MARYLAND 

MASSACHUSETTS 

MICHIGAN 

MINNESOTA 

MISSISSIPPI 

MISSOURI 

MONTANA 

NEBRASKA 

NEW HAMPSHIRE 

Appendix VIII 

INDIVIDUAL INCOME TAX BRACKETS 

AND RATE RANGES 

BRACKET RANGE 

$0- 1,000 to$ 

0- 4,000 to

o- 1,000 to

0- 2,999 to

0- 2,000 to

0- 1,000 to

0- 1,000 to

0- 1,000 to

0- 500 to

0- 1,000 to

0- 1,000 to

0- 2,000 to

0- 3,000 to

0-10,000 to 

0- 2,000 to

0- 1,000 to

5,000 + 

800,000 + 

12,000 + 

25,000 + 

15,500 + 

10,000 

100,000 + 

10,000 + 

30,000 + 

5,000 + 

75,000 + 

25,000 + 

8,000 + 

50,000 + 

25,000 +

3,000 + 

Interest, dividends, net 
earned income, annuities 

0- 500 to 40,000 +

0- 5,000 to 5,000 +

0- 1,000 to 9,000 +

0- 1,000 to 35,000 +

NUMBER 
OF BRACKETS 

4 

24 

7 

6 

11 

11 

17 

6 

11 

6 

1 

1 

13 

8 

5 

3 

8 

4 

capital gains 

1 

13 

2 

10 

10 

1 

Interest+ Dividends only 1 
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RATE RANGE 

1.5 - 5.0 

3.0 - $50,100 + 14.5 

2.0 - s.o

1.0 - 7.0 

1.0 - 11.0 

3.0 - 8.0 

1.5 - 16.65 

1.0 - 6.0 

2.25 - 11.0 

2.0 - 7.5 

2.5 

1.9 

0.5 - 13.0 

2.0 - 9.0 

2.0 - 6.0 

2.0 - 6.0 

1.0 - 10.0 

2.0 - 5.0 

10.0 + 7.5 
5.0 + 7.5 

4.6 

1.6 - 17.0 

3.0 - 4.0 

1.5 - $315 + 6.0 

2.0 - 11.0 

18.0 

5.0 



STATE 

NEW JERSEY 2

commuter tax 

NEW MEXICO 

NEW YORK 

NORTH CAROLINA 

NORTH DAKOTA 

OHIO 

OKLAHOMA3 

OREGON 

PENNSYLVANIA 

RHODE ISLAND 

SOUTH CAROLINA 

TENNE�SEE 4

UTAH 

VERMONT 

VIRGINIA 

WEST VIRGINIA 

WISCONSIN 

Appendix VIII 
( conti..'"lUed) 

BRACKET RANGE II BRACKETS 

$0-20,000 to$ 20,000 + 

0- 1,000 to 23,000 +

0- 2,000 to 100,000 +

0- 1,000 to 23,000 +

0- 2,000 to 10,000 +

0- 3,000 to 30,000 +

0- 5,000 to 40,000 +

0- 2,000 to 15,000 +

0- 500 to 5,000 +

Modified federal income tax 
liability 

0- 2,000 to 10,000 + 

0- 750 to 4,500 +

Federal income tax 

0- 3,000 to 12,000 +

0- 2,000 to 200,000 +

0- 3,000 to 40,000 +

2 

13 

18 

13 

5 

6 

6 

7 

7 

1 

6 

1 

7 

1 

4 

24 

8 

RATE RANGE 

2.0 - 2.5 

2.0 - 14.0 

0.8 - 9.0 

2.0 - 14.0 

3.0 - 7.0 

1.0-7.5 

0.5 - 3.5 

0.5 - 6.0 

4.0 - 10.0 

2.2 

19.0 

2.0 - 7.0 

6.0 

2.25 - $214 + 7.75 

25.0 

2.0 - 5.75 

2.1 - 16,466 + 9.6 

3.4 - 10.0 

1 Rates shown are for married persons filing jointly and surviving spouses.

2 New Jersey taxpayers pay only the larger of the personal income tax or the
New York - New Jersey or the Pennsylvania - New Jersey commuter tax. 

3 Rates shown are for heads of households, married persons filing jointly, 
and a surviving spouse not deducting federal income taxes. 

SOURCE: Division of Legislative Services 
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IIACDT !!h 

0 - 500 1.5 
.901- 1,000 

1,001 - 1,500 3.0 
1,501 - 2,000 
2,001 - 2,500 
2,501 - 3,000 
3,001 - 3,500 4.5 
3,501 - 4,000 
4,001 - 4,500 
4,501 - 5,000 
5,001 - 5,500 5.0 
5,501 - 6,000 
6,001 - 6,500 
6,501 - 7,000 
7,001 - 7,500 
7,501 - 8,000 

... 8,001 - 8,500 
8,501 - 9,000 
9,001 - 9,500 
9,501 - 10,000 

10,001 - 10,500 
10,501 - 11.000 
11,001 - 11,500 
ll,501 - 12,000 
12,001 - 12,500 
12,501 - 13,000 
13,001 - 13,500 
13,501 - 14,000 
14,001 - 14,500 
14,501 - 15,000 
15,001 - 20,000 
20,001 - 25,000 
25,001 - 27,500 
27,501 - 30,000 
30,001 - 35,000 

Appmdix IX 

CONPAllISOtl or VIRGINIA IRDMDUAL INCOH! TAX llATBS TO RATES or STATES 

!!!!. 

2.0 

3.0 

4.0 

5.0 

6.0 

7.0 

8.0 

ALUJlfla; ALL FID!RAL ll'fCOHI TAX TO II DIDUCT!D 

Col 1
,2 

3.0 

3,5 

4.0 

4.5 

5,0 

5.5' 

6.0 

6.5 

1.0 

7.5 

8.0 

!!!!!. 

0.5 

1.25 

2.75 

3.5 

5.0 

6.0 

7.0 

8.0 
9.0 

10.0 

11.0 

1!: Miml.
1 

Kleeourl 

2.0 1.6 1.5 
2.2 
3,5 $ 15 + 2.0% 

5,8 $ 35 + 2.5% 

7.3 $ 60 + 3.0% 

8.8 $ 90 + 3.5% 

10.2 $125 + 4.0% 

$165 + 4.5% 

11.5 $210 + 5.0% 

$260 + 5.5% 

12.8 $315 + 6.0% 

4.0 

14,0 

15.0 

16.0 

llont.
3 

2.0 

3.0 

4.0 

5.0 

6.0 

7.0 

8.0 

9.0 

10.0 

Btgh Low 
4 

VeTaODt Va. !!!! late
!:...!!:_ 

1.0 25% 2.0 3.0 0.5 
3.0 0.5 

of 3.5 1.0 
3.5 1.0 

federal 
5.8 r.o

5.8 1.0 

2.0 lnco- 3.0 7.0 2.0 
7.0 2.0 

tas 
8.8 2.0 
8.8 2.0 

3.0 5.0 10.2 2.0 
10.2 2.0 
10.2 2.0 
10.2 2.0 
11.5 2.0 
11,5 2.0 

2.0 .4.0 11.5 
11.5 2.0 
12.8 2.0 
12,8 2.0 
12.8 4.0 
12.8 4.0 
12.8 4.0 
12.8 4.0 

5.0 5.75 12.8 4.0 
14.0 4.0 
14.0 4.0 
14.0 4.0 
14.0 4.0 
14.0 4.0 
14.0 4.0 
15.0 4.0 
15.0 4.0 
16.0 4.0 

7.5 16.0 4.0 



BRACKET Ala. Ariz eo11,2 

35,001 - 40,000 
40,001 - 45,000 
45,001 - 50,000 
50,001 - 55,000 
55,001 - 60,000 
60,001 - 65,000 
65,001 - 70,000 
70,001 - 75,000 
75;001 + 

SOURCE: Diviaion of Legialative Service• 

1A11owa for indesing

2surtas on intangible income over $15,000 ia 2% 

310% aurtas 

Iowa 1!.:. Minn.1 Hiaaouri Hont.3 N. D.4 Vermont 

11.0 
12.0 17,0 

6.0 

13.0 

4Additional 11 tas.on net incoaea over $2,000 derived frCJII a buaine1a, trade or profe11ion other than as employee

High Low 
Va, � Rate 

16.0 4.0 
17.0 4.0 
17,0 4.0. 
17.0 5.0 
17,0 5.0 
17.0 5.0 
17.0 5.0 
17.0 5.0 
17.0 5.0 



Bracket 

0 - soo 

S01 - 1,000 
1,001 - 1,500 
1,501 - 2,000 
2,001 - 2,SOO 
2,501 - 3,000 
3,001 - 3,500 
3,501 - 4,000 
4,001 - 4,500 
4,501. - S,000 
S,001 - S,SOO 
5,501 - 6,000 
6,001 - 6,500 
6,S01 - 7,000 
7,001 - 7,500 
7,501 - 8,000 
8,001 - 8,500 
8,S01 - 9,000 
9,001 - 9,500 
9,501 - 10,000 

10,001 - 10,SOO 
10,501 - 11,000 
11,001 - 11,SOO 
11,SOl - 12,000 
12,001 - 12,SOO 
12,SOl - lS,000 
15,001 - 20,000 
20,001 - 25,000 

Appendix X 

COMPARISON OF VIRGINIA INDIVIDUAL INCOME TAX RATES 
TO RATES OF STATES ALLOWING A PAllfiAL DEDUCTION OF FEDERAL INCOME TAX 

Viqinia 

2.0 

3.0 

s.o

S.1S

Delavare
l 

l.S

2.1 

3.15 

4.3 

S.3S

6.4 

7.45 

8.4 

8.5 

8.6 
9.0S 

� Oklahoaa
2 Oregon 

2.0 4.0 
s.o

6.0 

3.5 7.0 

4.0 8.0 

9.0 

s.o 10.0 

6.S

7.5 

8.5 

Tenneaaet:
3 Kentucky 

6.0 2.0 

3.0 

4,0 

s.o

6.0 



.!. 
... 
N 
I 

Bracket 

25,001 - 30,000 
30,001 - 40,000 
40,001 - 50,000 
50,001 - 75,000 
75,001 -100,000 

100,001 + 

ViraiDia 

SOURCE: Division of Legislative Services 

Delaware l 

9.65 
11.55 
12.8 

14.45 
15.0 

· 16.65

Appendix X 
(continued) 

9.0 

1ror tax years beginning after 1979, rates range from 1.4% to 13.5%

Oklahou2 Tenneaaee3 

20ptioD11l rate schedules for single and married returns deducting federal income tax, Optional rates may terlliD11te in 
1979 after referend11111. 

3Individuals are taxed only on interest and dividends; tax on dividends from corporations 75% of vhoae property is 
taxable in Tennessee is 4%. 



$ 

AGI CLASS 

0- 499
500- 999

1,000- 1,999 
2,000- 2,999 
3,000- 3,999 
4,000- 4,999 
5,000- 5,999 
6,000- 6,999 
7,000- 7,999 
8,000- 8,999 
9,000- 9,999 

10,000-10,999 
11,000-11,999 
12,000-12,999 
13,000-13,999 
14,000-14,999 
15,000-19,999 
20,000-24,999 
25,000-29,999 
30,000-34,999 
35,000-39,999 
40,000-44,999 
45,000-49,999 
50,000-74,999 
75,000-99,999 
100,000 + 

TOTAL 

Appendix XI 

COMPARISON OF EFFECTIVE TAX RATES 
OF VIRGINIA TO CERTAIN STATES ALLOWING 
DEDUCTION OF FEDERAL INCOME TAX FROM 

INDIVIDUAL INCOME TAX, 
TAX YEAR 19 77 

VIRGINIA IOWA MINNESOTA 

0.05 0.00 1.50 
1.50 

0.11 0.00 1.30 
0.45 0.14 1. 70
0.76 0.37 2.20
0.97 0.92 2.60
1.18 1.31 3.00
1.37 1.64 3.30
1.59 1.88 3.60
1.83 2.09 3.80
1.99 2.28 4.00
2.10 2."9'B" 4.10
2.19 4.30
2.25 4.50
2.32 4.80
2.42 5.00
2.65 5.40
2.96 3.66 b.40

3.22 4.02 
3.45 4.44 7.10 
3.65 
3.82 4.84 7.40 
3.94 
4.10 5.14 7.50 
4.29 5.22 
3.91 5.30 6.90 

2.80 2.97 4.50 

SOURCE: Division of Legislative Services 
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ARIZONA 

1.37 

3.56 

3.23 

3.38 

3.58 

3.76 

3.84 

3.89-5.23 

5.61 

6.24 

6.59-7.17 

7.52 

5.06 




	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



