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Preface

Senate Joint Resolution 235 requested the Joint Legislative Audit and Review Commission (JLARC)
to examine the current assignment of service and funding responsibilities between the State and
local governments. The resolution directed JLARC to focus on the areas of administration of
justice, transportation, education, health and human services, environmental protection, and
general and financial administration. In addition, the resolution requested JLARC to study the
adequacy of the tax and debr structure in Virginia. This report is the culmination of that effort. It
provides long-range policy goals and directions the General Assembly may wish to pursue in the
1990s and beyond.

In conducting this study, JLARC staff examined the trends and forces affecting the Commonwealth
to assess whether the current assignment of responsibilities is appropriate in today’s rapidly
changing environment. As revenue growth moderates and the federal government devolves more
responsibilities to the State and local governments, it becomes increasingly important that State and
local officials work together to meet the critical needs of Virginians. This entails prioritizing those
needs and assigning resources accordingly.

This is nota “typical” JLARC report. It draws its findings and conclusions from a variety of sources,
pulling together into one report proposals from several past studies, along with the expertise of State
and local officials solicited through recent focus groups and surveys . This report is meant to be one
step in an assessment of Virginia’s service and funding structures. It includes recommendations on
how these structures will need to change in order to address future conditions and problems.
Additional study will be needed before any of the major oprions are enacted. Specifically, the
methods of implementation and the State/local costs will have to be determined.

On behalf of the JLARC staff, I would like to thank the Virginia Association of Counties, the
Virginia Municipal League, and the State agencies and local governments from which we collected
information for their cooperation and assistance during this study. In addicion, I would especially
like to thank Carl Stenburg, Robert DeVoursney, and John Knapp of the Center for Public Service
(University of Virginia) for their contributions to this series of reports.

QLZV‘OAMN,

Philip A. Leone
Director

March 24, 1993




JLARC Report Summary

Overall, Virginia's govemmental struc-
ture is sound. In fact, Virginia has been widely
recognized as a leader among states in its
strong management. Several characteristics
help account for Virginia's reputation. For
example, the govemmental structureis stream-
lined, with the State having substantially fewer
units of government than most states. Fur-
- thet, compared to other states, Virginia has a
higher than average tax capacity and a lower
than average tax effort.

However, significant social and economic
changes have occurred since many of the
State’s service delivery structures wereimple-
mented. As a result, some of the older service
delivery structures do not always provide ser-
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vices in the most efficient and cost-effective
manner today.

Further, service responsibilities of the
State and localities have evolved over the
years in a sometimes piecemeal approach.
As a result, both State and local officials
suggest that there is now an imbalance be-
tween services provided and revenue-raising
ability.

As Virginia prepares for the next century,
it is important for the State and local govem-
ments to determine how a proper balance can
be achieved and maintained. Senate Joint
Resolution 235 of the 1391 General Assembly
Session requested JLARC to examine the
assignment of service and funding responsi-
bilities between the State and local govem-
ments to determine whether services are be-
ing provided by the appropriate level of gov-
emment.

This report draws its findings and conclu-
sions from a variety of sources, pulling to-
getherinto one comprehensive document pro-
posals from past legislative, executive, and
judicial studies, with the expertise of State and
local officials solicited through recent state-
wide focus groups and surveys. The report
presents a long-term view of critical choices
facing the Commonwealth in light of changing
demographics, service needs, and revenue
availability at the federal, State, and local
levels. The recommendations generally iden-
tify long-range policy options or directions the
General Assembly may wish to pursue in each
functional area, along with some overarching
concerns that should be addressed.

The options are not a “package,” nor do
they include all possible altematives. Rather,
they are directions which couid serve as a
starting point in a dialogue with localities re-
garding the allocation of service responsibili-
ties between the State andiocal governments.
Any proposal or combination of proposals
selected by the General Assembly for pos-
sible action would require further study and
financial analysis.
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Despite the need for additional study, the
long-term trend seems to point to the State
assuming a greater proportion of the overall
costs of programs and services at the local
level. As aresult of federal cutbacks, localities
now fund about ten percent more locally-
provided services than they did a decade ago,

Social and Economic Trends in Virginia

Virginia’s population and local econo-
mies have become increasingly diverse dur-
ing this century. This diversity leads to com-
plexity as the State tries to meet the varying
needs of its citizens while ensuring funding
and program equity. Key demographic trends
in Virginia include:

agrowing local economies and popula-
tion, particularly in the “urban crescent”
“in contrast to declining population and
eroding economic bases in the cities
and rural areas;

Qincreasing elderly population;

Qincreasing school age population after
a period of decline; and

Qincreasing racial and ethnic diversity.

These social trends have important impli-
cations for the delivery of services in Virginia.
For example, the expanding population puts
pressure on transportation and environmental
systems. In addition, as the elderly population
increases, an increasingly larger share of public
sector funds will be needed for health care.
Further, increasing school enroliments are

~ - already significantly impacting school con-

struction and operating costs. And, as the
number of non-English-speaking people in-
creases in urban areas, the need for special-
ized programs, such as “English as a Second
Language” increases.

Virginia has also undergone significant
economic changesin recentyears. The 1980s
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despite maintenance of State-funded efforts
over that same period. This trend suggests
that a greater State role may be needed.
Further, the increasing demographic diversity
of the Commonwealth will require the State to
continue to play a major role in distributing
revenue to less affluent localities.

were a relatively prosperous time for Virgin-
ians. The State's personal income grew rap-
idly. Virginia also experienced below average
unemployment rates. Further, Virginia ben-
efited from a large proportion of the federal
government's defense spending, ranking first
among the states in per-capita federal de-
fense expenditures.

However, growth in the State’s personal
income has slowed considerably since 1989,
falling below the national growth rate. Part of
this change may be due to the State’s gradual
shift from a predominantly manutacturing
economy to a service economy. The average
annual pay for the service industry is only 87
percent of the average annual pay for the
manufacturing industry. {f lower paying ser-
vice jobs increasingly dominate the State’s
employment, growth in per-capita personal
income may continue to slow.

Further, Virginia was substantially im-
pacted by the recent economic downtumn. As
a result, the State’s unemployment rate has
risen. Though the statewide rate remains less
than the national rate, many localities experi-
ence substantially higher rates. Also, despite
relatively lower rates in the urban crescent,
many of those localities were particularly im-
pacted by the recession’s effect on white-
coltar workers. In addition, future defense-
spending reductions might significantly im-
pact the Northem Virginia and Tidewater ar-
eas.

Another critical trend affecting Virginia
has been the federal government’s devolution
of responsibilities to state and local govem-
ments. According to the U.S. General Ac-
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counting Office, hundreds of new program
standards and administrative requirements
were imposed on state andlocal governments
during the 1980s. At the same time, federal
funding in many of these areas declined.
Federal funds as a proportion of the State’s
budget declined from 25.5 percent in 1980 to
16 percent in 1990. The proportion of local
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govemments’ budgets derived from federal
funds dropped from 13 percent in 1980 to a
low of 5.2 percentin 1890. This trend, coupled
with increasing service needs of a diverse
population, require Virginia to constantly look
for the most cost-effective ways to meet ser-
vice needs.

Broad-Based Actions Are Needed

to Improve State/Local Relations

In today’s climate of increasing diver-
sity and economic uncertainty, it is critical that
federal, State, and local governments work
together to accomplish common goals. How-
ever, the devolution of responsibility, often
without funding, from higher levels of govemn-
ment to states and subsequently to localities
has contributed to a climate of distrust be-
tween levels of govemment. In local govemn-
ment focus group meetings, local officials voiced
concems about having to perform new ser-
vices passed down from both the federal and
State govemments without adequate funding.

Focusing more closely on the critical
needs of Virginians as well as improving State/
local relations will require communication, flex-
ibility, and long-term planning. In addition, the
Commonwealth will need to devote additional
attention to regional andintegrated approaches
to service delivery.

Improved Intergovernmental
Communication Is Necessary

State and local governments have the
same ultimate goal — providing quality ser-
vices needed by the citizens of the Common-
wealth. However, in most of the 16 group
meetings JLARC staff held with local officials,
the lack of communication between levels of
government was cited as a major problem.
Some noted that a “State/local partnership” is
lacking. State officials also cited communica-
tion problems with local officials. However,
State officials voiced frustration that local gov-
ernments often do not provide them with spe-

cific examples of problems and possible solu-
tions. To improve communication between
the State and local governments, and consis-
tent with a recent study proposal of the De-
partment of Planning and Budget, the follow-
ing recommendation is made:

To expedite improved State/local commu-
nication, the Governor's secretaries should each
hold meetings with local administrators at least
once a year in different areas of the State. The
purpose of the meetings would be to identify
areas of concern to both the local governments
and the State, and to assess possible improve-
ments that may be needed to Statellocal pro-
cesses.

Local Officials Cite Need for
State Vision and an Urban Policy

In the group meetings with JLARC staff
held during the summer of 1992, local officials
discussed the need for the State to articulate
a vision for the long-term future of the Com-
monwealth. Local officials representing cities
also perceived a need for the State to develop
a long-range urban policy similar to the
Govemor's Strategic Plan for Rural Develop-
ment. The following recommendations ad-
dress these concems:

The General Assembly may wish to autho-
rize the Department of Planning and Budget to
establish a small planning unit to coordinate
and develop long-term policy planning and
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policy analyses. A comprehensive policies plan
would be developed during the first year of the
Governor’s term of office with the assistance of
a committee composed of State and local offi-
cials and members of the business community.
The plan would be periodically evaluated and
revised.

The General Assembly may wish to direct
the Governorto develop anurban policy similar
in nature to the current policy for rural areas of
the State. The policy could be developed with
the assistance of the Department of Housing
and Community Development, the Department
of Planning and Budget, State universities, the
Virginia Municipal League, and the Virginia
Association of Counties. :

Regional Approaches to Service Delivery
Should Be Examined

As the State moves out of a decade of
high growth and into one of potentially slower
growth, providing services in the most efficient
and economical mannerbecomes critical. One
method to effect such economies is through
regional service delivery.

The State currently encourages localities
to provide some services regionally through
the use of financial and non-financial incen-
tives. However, for various reasons, localities
are not pursuing regional solutions to the
extentpossible and appropriate. Forexample,
the State’s regionai jail construction program
has been very popular among localities in the
eastermn and northem parts of the State. How-
ever, localities in the southwest portion of the
State, where economies of scale could clearly
be derived from regional jails, have not yet
_ entered into formal arrangements.

To—address this problem, the General
Assembly could provide additional incentives
for regional cooperation. For example, re-
quired permit applications from regional enti-
ties could be given highest priority in process-
ing by State agencies. Disincentives could
also be considered. Forexample, forlocalities
that do not meet a certain population thresh-
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old, the State could reduce State funding fora
program uniess it was undertaken regionally.
Toincrease the use of regional arrangements,
the following recommendation is made:

The General Assembly may wish to con-
sider additional State inducements to encour-
age localities to provide certain services region-
ally. Functional areas appropriate forincreased
regional efforts include environmental protec-
tion, economic development, jails, and educa-
tion. In particular, capital-intensive programs,
such as landfills and water treatment facilities,
should be considered for regional incentives.

State and Local Governments Should
Strive to Integrate Services

The ability of service providers to ad-
dress the multiple needs of clients can be
limited by a fragmented service delivery sys-
tem. Asin many states, Virginia has separate
agencies for social services; physical health
services; mental health, mental retardation,
and substance abuse services; aging ser-
vices; special education services; and ser-
vices to people with disabilities. There is
substantial overlap in the clients served by
these agencies. And without coordinated
services, clients must negotiate the some-
times confusing array of services and agen-
cies by themselves.

All levels of govemment have begun to
respond to the need for service integration.
For example, the State has recently initiated a
coordinated approach to service provision for
at-risk and troubled youth. However, addi-
tional efforts are still needed. Forexample, in
the area of child services, service integration
efforts should be broadened to encompass
the educational system. The following recom-
mendation is made:

Service integration efforts should be in-
creased at both the State and local levels. The
Secretaries of Health and Human Resources
and Education, and theirrespective departments,
should maintain an ongoing dialogue regarding
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approaches to service integration, withthegoal
of developing formal mechanisms for increas-
ing integration of social, health, and educa-
tional services, particularly for children.

Appropriateness of City/County
Distinctions Is Questionable

“City” and “county” titles were appropri-
ate duringthe early 1900s because they accu-
rately identified different locality types — ur-
ban andrural. However, the accurate descrip-
tors of 1900 serve as artificial distinctions
today. Forexample, the second most densely
popuiated locality in Virginia is Ardington
County. Intotal, 15 counties are more densely
populated than the least densely populated
city.

This blurring of the distinction between
cities and counties is manifest in the 1971
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changes to the Virginia Constitution. The
1971 Constitution no longer maintains sepa-
rate constitutional sections forcities and coun-
ties. Given the changes in cities and counties
that have taken place, a study of Title 15.1 of
the Code of Virginia appears warranted. Such
a study could be used to further streamiine
local government structures and eliminate dif-
ferent treatment of cities and counties, where
feasible. Therefore, the following recommen-
dation is made:

The General Assembly may wish to
direct a review of Title 15.1 of the Code
of Virginia. Title 15.1 should be examined in
light of the intent of the 1971 revisions to the
Virginia Constitution to treat counties andcit-
ies more alike.

Options for Realignment of Service

and Funding Responsibilities

To address the changing environment in
which Virginia’s govemments operate, a num-
ber of long-term policy options have been
identified across the functional areas of gov-
ernment. The options presented in this report
are intended to further Virginia's traditional
public policy goals, such as equity, efficiency,
economy, effectiveness, public participation,
and accountability. Particular attention was
paid to identifying options which would most
efficiently and effectively allocate increasingly
scarce govermnmental resources.

In some cases the recommended options
support or reinforce current practices or func-
tional assignments. Other options represent
- major departures from current State policy.
Some will clearly require further study and
policy input from General Assembly commit-
tees and State and local leaders. In total, the
proposals are meant to initiate an ongoing
State/local dialogue regarding the long-term
direction of intergovemmental relations and
the delivery of services to Virginians.

The table on pages vii and viii summa-
rizes the options presented in the report. Sup-
porting discussions of each option are in-
cluded in the main body of this report.

Adequacy of Resources

In order for local govemments to carry
out their assigned service delivery responsi-
bilities, adequate sources of revenue are re-
quired. The resolution directing this study
required JLARC to review not only service
delivery responsibilities but funding responsi-
bilities as well. Two primary issues are appar-
ent when discussing local funding for ser-

“vices: (1) local taxing authority should be

equalized for cities and counties, and (2) the
local debt requirements appear to be an ob-
stacle that limits local government flexibility in
meeting the long-term infrastructure needs of
their localities.

To adequately address the assignment
of functions between the State and localities in
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the long-term, it is also necessary to study in
a more comprehensive, in-depth, and long-
term manner the tax structures and rates of
the Commonwealth. Such a study should be
directed at recommending specific courses of
action. The policy goals to be examined in
such a study should inciude:

Qapplying taxes as broadly, fairly, and
simply as possible;

Qmaking the tax structure more respon-
sive to economic growth; and

Qproviding State and local revenues ad-
equate to fund current levels of respon-
sibility that have resulted from federal

Report Summary
devolution and changing needs in the
population.

The following recommendations are
therefore made:

The General Assembly may wish to direct
a study of the Statellocal tax structure in Vir-
ginia. This study could address the specific
revenue needs of Virginia’s local governments
and what funding mechanisms may be neces-
sary to address those needs.

The General Assembly may wish to con-
sider amending Article VII, Section X of the
Constitution of Virginia to equalize borrow-
ing authority between cities and counties.
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—Summary of Obﬂons for Realigning Service and Funding Responsibilities

State loans available

oo i ] Current Seryice Delivery .| - Proposed Service Delivery. LAl e R e
" FunctionalArea | . | and Funding Responsiblity ~~ * | and Funding Responaibility |- Impact/Results of Reassignments
Transportation
Street & Road Construction
« Cities Locally provided Local ided Increases local flexibility
_ Exten!i\'r?Stala funding Exten'z;;oggle funding Increases State flexibility
Required local funding share Increased local funding share
» Counties State Rjrowded Stale provi Increasas local flexibility
State funded Limited local provision Increases State flexibility
Limited local Rexibility Extensive State funding
Increased local funding share
Traffic Operations
+ Cities Locally provided Locally provided No change
» Counties State provided Allow counties lo provide setvices Increases local accountability to citizens
Limited local flexibility Increases local flexibility
Revenue Sharing State funded with a required local maich State funded with a required local match Increases local flexbility 1o meet local
Only counties allowed to participate Allow cities to participate in program transportation needs
Stale funding limited to $10 million annually Increased amount of State funding available
Human Services ‘ M:rnx Stale and local agencies supervising Integrate the various services based on Reduces fragmentation and improves
administering services, resulling in models developed by the State effectiveness; would simplify and clarify
fragmentation structure
Soclal Services State supervised, locally provided State ised and ed More efficient
ExlensivgeState and f e?al funding Extensmand fm funding
Moderate local funding Limited local funding
Health Funding Historical-based funding structure Needs-based funding structure Allows fundingto recognize local needs
More equitab
Environment State suparvised, locally provided State supervised, locally provided Efficiencies could be achieved through more
Extensive local funding, I!:nited State funding Extensive local lundingk lrnrl?led State funding extensive use of regionalism g
Public/private partnerships where appropriale
Greater use of regional activities
Education
Operations State supervised, locally provided Increased Standards of Quality Reflects current practices and costs
State and locally funded Increased State funding Increases equity
School Construction Locally provided and funded Increased State funding Increases equity

tin ebey
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—Summary of Options for Realigning Service and Funding Responsibilities (continued)

through duplication of efforts

ST " Current Service Delivery - Proposed Service Dellvery . . ... | . LB
Functional Area _ and Funding Responaibility ‘and Funding Responsibility "~ = - | Impact/Results of Aeassignments
Administration of Justice

Law Enforcement
* Cities Local responsibility Local responsibility No change
Limited S?:le oversight Limited State oversight
Extensive local funding Extensive local funding
+ Counties {ocal responsibility Local responsibility Provides additional local flexibility
Limited State oversight Limited State oversight Increases equity between cities and
-Extensive Stale funding Extensive local funding counties regarding funding structure
Local Jails
+ Jail Operations Local responsibility State responsibility State operation could promole greater
Exlensivfgtaia funding Extensive State funding efficiancy through consolidation or closure
Limited local flexibifity Local funding would be a fee for service of small, costly jails and through greater
State could use existing State correctional use of akematives 1o incarceration
centers and field units instead of jails
+ Jail Construction Local responsibili Increased State funding for large, single Equity in jail construction funding structure
Moderatepgtate m%ing jurisdiction jails are would ba increased
Large, single jurisdiction jail facilities are
treated inequitably in the State aid for jail
construction funding structure
Courts State provided service State administer and fund all positions related increases efficiency and accountability
Extensive State fundin to the operation of courts
Local funding and administration of some
suppont positions
Limiled local flexibility
General and Financial
Administration
Local Financial Officers
» Processing State State and locally provided State provided and funded State and local cost savings through
incomeTax Forms State and locally funded . Centralized processing of Stale taxes elimination of duplicate services
and Paymenis Current structure results in inefficiencies Increased efficiency and accountability

through ceniralized processing
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Introduction

As the federal government retrenches from its traditional roles, state and local
governments are being expected to perform and fund additional activities.
Significant responsibilities in areas such as environmental protection, aid for
the indigent, and education have been “devolved” or passed down from the
federal government. By mandating — but not funding — program responsi-
bilities, decision-makers can direct or influence policy without paying the
cost.

Partly as a result of new federal mandates, Virginia’s Medicaid budger in-
creased 160 percent berween 1980 and 1990. The State’s natural resources
budget increased 298 percent during that time. (In comparison, the inflation
rate for government goods and services was 55 percent during the same time
period.) Such trends could accelerate if federal funds are cut further to reduce
the federal budgert deficit.

Further, most experts do not believe the tremendous economic growth of the
1980s will be duplicated in the 1990s. Consequently, slower growth in State
and local revenues is expected.

Such developments, impacting Virginia in concert, necessitate that State and
local officials work together to meet the critical needs of Virginians. Priorities
must be set, and resources assigned accordingly. To more clearly focus on
solutions to common problems, however, the responsibilities of each level of
government must first be articulated and understood.

There have been many studies over the years on the structure of individual
programs and service areas. It is more difficult, however, to concurrently
examine the major responsibilities of Virginia’s State and local governments.
This report serves that purpose. In response to Senate Joint Resolution 235
(Appendix A), the report explores the current assignment of responsibilicies
for service delivery berween the State and local levels of government. Atten-
tion is paid to structural changes that may be needed to reflect the changing
environment in which Virginia’s governments operate and to more efficiently
and effectively allocate scarce governmental resources.

The options presented in this report are intended to further Virginia's tradi-
tional public policy goals, such as equity, efficiency, economy, effectiveness,
public participation, and accountability. In some cases study recommenda-
tions support or reinforce current practices or functional assignments. Other
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Previous JLARC Studies of State/Local Relationships
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options represent major departures from current State policy. Some will
clearly require further study and policy input from General Assembly com-
mittees and State and local leaders. In total, the proposals are meant to initiate
an ongoing State/local dialogue regarding the long-term direction of intergov-
ernmental relations and the delivery of services to the people of Virginia.

Considerable attention has been focused by the General Assembly on improv-
ing State/local relations. This continuing interest is evidenced in part by a
series of mandated JLARC studies concentrating on the State’s relationships
with local governments. In 1983, JLARC completed a study of mandates and
financial assistance. This report, State Mandates on Local Governments and
Local Financial Resources, received significant attention from both legislators
and local officials. As a result, two follow-up reports were prepared: Towns in
Virginia (1985) and Local Fiscal Stress and State Aid (1985).

To address the continuing concerns of local governments, the General Assem-
bly in 1990 directed JLARC to conduct additional follow-up to the 1983
study. This study effort resulted in two reports: Intergovernmental Mandates
and Financial Aid to Local Governments (1992) and a Catalog of State and
Federal Mandates on Local Governments (1992).

The State has taken a number of actions to alleviate problems at the local level.
Some of these actions were in direct response to Commission recommenda-
tions. Other actions have been based on complementary, independent work
of other committees or commissions. Implementation of some of the recom-
mendations and policy options in these five reports has resulted in increased
funding for certain programs, more equitable distribution formulas, and
continued analysis of local fiscal stress indicators. However, not all recom-
mendations were implemented, and some current local concerns are similar to
those expressed during the original series of studies.

State Mandates on Local Governments
and Local Financial Resources

The 1983 mandates study addressed three primary objectives: (1) to identify
State mandates and the extent to which they impose a burden on local
governments; (2) to examine the adequacy of the amount and type of State
financial assistance to localities; and (3) to determine whether local govern-
ments have sufficient local financial resources to fund the public services they
are required to provide.

JLARC staff found thar although local officials expressed concern with State
mandates overall, there was little consensus on the unreasonableness of spe-
cific mandates. Rather, the study indicated that local officials were more
concerned with the levels of State funding to meet mandates. In particular,
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JLARC staff found that State funding of mandates for the education Stan-
dards of Quality, special education, and the auxiliary grant program had not
kept pace with historical State commitments. In these areas, State aid was
found to be inconsistent with levels of State control.

In this report, JLARC staff also reported that localities had experienced many
financial stresses in the late 1970s and 1980, including two economic reces-
sions, reduced federal financial aid, and increased interest rates which made
local borrowing more difficult. As part of this study, JLARC staff developed a
measure of relative local financial condition — the fiscal stress index. Through
this index, cities as a group showed a higher level of fiscal stress than did
counties.

Local Fiscal Stress and State Aid

In 1985, JLARC issued a follow-up report to the 1983 study. This study
updated the fiscal stress index. Based on these analyses, JLARC suff found
thar per-capita local revenue capacity had increased between FY 1981 and FY
1983 at a rate significantly below the inflation rate for government goods and
services. Despite this discrepancy, local revenue effort had decreased slighdly.
Overall, there was very little change in the relative rankings of localities based

on the stress index.

JLARC staff also found that between FY 1981 and FY 1983, State aid to local
governments had increased. State aid did decrease, however, for special
education and local health departments. Despite the overall increase in State
aid, some localities remained severely fiscally stressed.

Towns in Virginia

In 1985, a second follow-up report was prepared focusing on the fiscal
condition of towns, their ability to provide services, and the relations between
towns and counties. Because of a lack of dara, fiscal condition indicarors for
towns could not be prepared. Based on a qualitative review, the study found
that towns, especially when compared to cities, did not appear subject to as
high a level of fiscal stress. This lower level of stress was attributed to the fact
that towns were generally not involved in the provision of high-cost public
programs. However, the study concluded that declines in federal assistance
could increase the fiscal stress of towns.

Intergovernmental Mandates and
Financial Aid to Local Governments

In 1990, the General Assembly directed JLARC to conduct a follow-up study
to the 1983 report. The results of that study were presented in two reports.
The first report focused on the effects of mandates on localities, local financial
conditions, and the adequacy of State financial aid. JLARC staff found that
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many of the local concemns raised during the 1992 study were similar to those
expressed during the 1983 study. Those concerns include a lack of fexibility
in the implementation of mandates, inadequate funding for mandates, un-
equal taxing authority for cities and counties, and lack of adequate taxing
authority for all localities. These concerns were exacerbated by the 1990
economic downturn, as they were by the recession of the carly 1980s.

Despite the problems identified by local officials, JLARC staff found that
overall the State has played a stable role in providing revenues to local
governments. Conversely, the last decade has witnessed a dramatic decline in
federal revenues, despite the significant new federal mandates that have been
imposed on localities in recent years.

JLARC staff reported that additional State financial aid would help relieve the
fiscal strain faced by local governments. However, the financial condition of
the State makes this option currenty unfeasible. Thus, the report listed
alternative methods to reduce adverse impacts of mandates in the short term,
including agency reviews of mandates to identify those that could be relaxed
or climinated, temporary suspension of selected mandates, and pilot-testing
mandates prior to statewide implementation.

A companion report to Intergovernmental Mandates and Financial Aid to Local
Governments was issued, which provides a listing of the mandates imposed on
local governments. In addition, this catalog of mandates identifies local
concerns with specific mandates. In some cases, the relevant State agency’s
response to certain local concerns is also provided.

The current JLARC study of State/local relations was conducted based on
Senate Joint Resolution 235 of the 1991 General Assembly Session. Through
SJR 235, the General Assembly requested JLARC to examine the current
assignment of service and funding responsibilities between the State and local
governments.

This study effort addressed five major issues:
0 Whart are the trends and forces affecting service delivery in Virginia?

0 Whar actions should State and local government officials take to improve
intergovernmental relations?

Q Are the functional assignments of services berween the State and local
governments appropriate?

o How should responsibility for providing the services be assigned berween
the State and local governments?

0 What funding structures could be used to provide adequate resources for
service delivery structures recommended for change?
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The report is meant to be one step in an evaluation of Virginia’s service and
funding structures and how they may need to change to address furure
conditions and problems.

Research Activities

Cross-cutting research activities were conducted to collect and analyze infor-
mation on State/local relationships for this report. Primary among the
research activities were meetings and interviews with State and local govern-
ment officials, 2 mail survey of local governments, and document reviews.

Group Meetings with Local Government Officials. Sixteen focus group
meetings were held with local government officials and administrators across
the State during the spring and summer of 1992. Focus group locations
included Big Stone Gap, Wytheville, Roanoke, Lynchburg, Danville, Weyer’s
Cave (two meetings), Charlottesville, Warrenton, Annandale, Warsaw, Rich-
mond, Williamsburg, Franklin, Portsmouth, and Keysville. Officials from all
counties and cities and selected towns were invited to attend.

In developing the structure for the group interviews, JLARC staff used two
criteria as guides. First, the study team attempted, to the extent possible, to
have localities within the same geographic region attend the same interview.
This was done in an attempt to reduce commuting time for the participants.

Second, the team attempted to group localities sharing similar characteristics
together. For example, localities with rapidly growing populations were
generally grouped separately from those experiencing decreases in locality
population. Other factors used to group localities for the interviews included
growth in local revenue capacity per capita, and jurisdictional class (city,
county, or town). To the extent possible, officials from towns and cities
artended meetings that did not include county officials. Developing the focus
groups on this basis was done to better determine which issues were applicable
only to certain types of localities and which were applicable to all localities.

These meetings were attended by 102 representatives of 83 localities. Groups
discussed service delivery issues including structural changes which could be
made to improve the current system. In addition, local officials addressed
inadequate or inappropriate funding structures, assignment of responsibility
for service delivery, and future service delivery demands.

Virginia Municipal League (VML) and Virginia Association of Counties
(VACO) Local Government Meeting. VML and VACO organized a group
meeting of local government officials to discuss topics relevant to the JLARC
study. Staff of the Center for Public Service (University of Virginia) facili-
tated this meeting. Participants discussed future trends expected 1o affect
State and local governments in Virginia. In addition, they discussed current
problems with the assignment of service delivery structures.
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Meetings with State Government Officials. JLARC staff also convened a
group meeting of State officials to discuss issues related to the JLARC study.
Several of the Governor’s secretaries and agency heads awtended this meeting.
Issues discussed during this meeting were similar to the VML meeting. In
addition to the group meeting, interviews were conducted with selecred State
agency heads to discuss in more detail concerns raised through the State and
local focus groups.

Mail Survey of Cities and Counties. A mail survey was sent to local govern-
ments in 1991 requesting information on mandates, local financial condi-
tions, and State financial aid and technical assistance. The survey also
requested information on successful and problematic service delivery struc-
tures and public-private ventures. Responses were received from 108 of the
136 cities and counties. The survey results were used in the 1992 mandates
reports as well as the current study efforr.

Review of Documents. Numerous documents and reports were reviewed
during the course of the study. In addition to the Virginia Constitution and
the Code of Virginia, staff examined many studies on service delivery struc-
tures and the assignment of service responsibilities in Virginia and other states.
Many of the programs addressed in this report have been the subject of past
research including previous JLARC studies. For example, JLARC’s reports in
the areas of education, corrections, health, and transportation were consulted
for relevant information. Many reports issued by other Virginia commissions
and committees were examined as well. For example, the 1967 Virginia
Metropolitan Areas Study Commission report and the 1984 report of Gover-
nor Robb’s Commission on Virginia’s Future were reviewed. Finally, staff
reviewed reports from other states to gain insight on their experiences with the
realignment of service responsibilities.

This introductory chapter has provided an overview of past JLARC studies
pertaining to State/local relations and has discussed the current study effort.
The remainder of the report is divided into three parts. Part One explores the
environment in which State and local governments operate, including trends
and forces affecting the Commonwealth. Overarching concerns with State/
local relations are examined in Part Two. Part Three discusses options for
realigning service responsibilities between the State and local governments. As
required in SJR 235, functional areas discussed include: administration of
justice, transportation, education, human services, environmental protection,
and general administration. In addition, Part Three discusses the need for an
in-depth study of the State/local tax and debt structure.
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IN A RAPIDLY
CHANGING
SOCIETY

Virginia has a long history of strong government management and leaders

with foresight. The State is rich in both human and natural resources.

Reflective of these strengths, Virginia maintains a reputation as one of the
- best-managed states in the nation.

Another strength of Virginia is its diversity — both in terms of geography and
people. Wich this strength comes complexity, however, as the State tries to
meet the diverse needs and preferences of its population. In the early part of
this century, many of the State/local government service and funding struc-
tures were enacted. These structures are still largely in place today, although

the

environment in which they funcrion is rapidly changing.
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Also, the problems confronting the State and the nation today appear daunt-
ing. Virginia is not alone in facing the problems of rising health care costs,
increasing crime, changing public education needs, and aging infrastructure.
In addition, problems associated with poverty persist. Concurrent with the
increasing complexity of the problems, the nation’s governments are encoun-
tering declining public confidence in the public sector’s ability to solve these
problems. As a result, support for new initiatives is often linked to demands
for additional accountability, and no new revenue measures.

To meet the challenges in the coming decades, it is important to examine how
Virginia has changed and the direction it is heading. The State needs to
evaluate whether the current service delivery structures are adequate to address
existing needs and anticipated challenges in the future. This report provides a
step in such an evaluative process.

To set the stage for the discussion of structural changes that may be needed, an
examination of the environment in which Virginia operates is appropriate.
This section of the report presents a discussion of Virginia's service structures
in the context of trends and forces which are impacting the State.
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Strengths of Virginia's Government Structure

Virginia has been widely recognized as a leader among states in its strong
government management. Factors accounting for this reputation include its
streamlined overall government structure, sound financial management, and
relatively low rate of State/local taxation.

Streamlined Government Size and Structure

Virginia’s current governmental system is based on a combination of histori-
cal decisions and more recent actions to improve government cfficiency.
Service fragmentation is minimized in Virginia through its small number of
governmental units. In addition, the State has endeavored over the years to
improve its efficiency and effectiveness through self-examination and follow-
up actions. The result is a State structure which in most regards compares
favorably with those of other states.

Virginia Has a Streamlined Government Structure. The structure of Virginia's

government system is relatively streamlined and simple. On the local level,
two of the major general purpose governments — cities and counties — are
completely separate from each other. Virginia is the only state in which all
cities are independent of their surrounding counties. Though there may be
some drawbacks to this structure, it does eliminate confusion over responsi-
bilities for various services. Another structural characteristic is that school
districts are part of local governments rather than independent units of
government. This allows local governing bodies to balance the financial needs
of the school systems with other needs in the communities.

At the State level, through periodic review and study, Virginia continues to
have an increasingly efficient governmental operating structure. The State’s
secretarial system was created in 1972 to aid in managing the State’s diverse
and numerous executive branch agencies. In 1984, JLARC issued a report on
the structure of the executive branch. This study found that overall, “Virginia’s
executive branch is logically organized in a manner consistent with the State’s
management needs.” Despite this finding, some improvements were recom-
mended, including: clarifying the responsibilities of the Governor’s secretar-
ies, standardizing the nomenclature and conforming boundaries for executive
entities, merging several related agencies and activities, and reducing the
overall number of State agencies. Many of these recommendations were
= subsequently enacted, resulting in further structural improvement.

In addition, the Commission on Efficiency in Government was created in
1986 to study and report on government efficiency, regulatory reform, and
privatization opportunities. In its final report, the commission noted that
“state government overall is well run and staffed by very capable employees
and managers.” Recognizing that greater efficiency was still possible, how-
ever, the commission presented 217 specific recommendations for improve-
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ments, over 90 percent of which had been acted upon by the time the final
report was released in January 1990. Recently, as part of the Commonwealth’s
ongoing emphasis on government efficiency, the current administration has
continued to look for ways to improve Virginia’s operating structure through
its “Project Streamline” initiative. ’

Virginia’s efforts are evident, in part, through a 50-state comparison con-
ducted by State Policy Research, Inc. for its 1992 edition of Stazes in Profile.
As a rough measute of state overhead burden, State Policy Research calculated
the number of general government and financial administration positions as a
percentage of total full-time equivalent employment — called the “State
Apparent ‘Teeth-to-Tail’ Ratio.” As of October 1990 (the latest data avail-
able), Virginia ranked thirteenth out of all states in having the least amount of
overhead burden. While admittedly a rough measure of efficiency, it does
reflect external recognition of Virginia’s generally conservative approach to
government structure and employment.

Virginia’s Number of Governmental Units is Low. Virginia ranks as the
nation’s twelfth most populous state. Despite its size, the Commonwealth has
substantially fewer units of government than most other states (Figure 1). In
fact, only one other state — Hawaii — has a fewer number of governmental
units per capita than Virginia. This characteristic is important for three
reasons: it reduces the opportunity for overlap in responsibilities between
different governmental units; it may minimize overhead costs associated with
multiple governing structures; and it helps ensure some economy of scale in
government operations.

Sound Financial Management

Virginia also enjoys a reputation of sound fiscal management. In 1991,
Virginia was ranked the best managed state in the nation by Financial World
Magazine. Earlier rankings of the State placed it in the top five. Characteris-
tics accounting for the State’s number one ranking included superior credit
ratings, excellent financial reporting, accurate estimates of Medicaid and
corrections expenditures, and thorough and multifaceted legislative and ex-
ecutive program evaluation.

Virginia’s State and Local Governments Have Relatively Low Debt. Virginia
has traditionally maintained low levels of debt. In 1991, the State’s constitu-
tional full faith and credit debt limit was approximately $5.5 billion. At that
time outstanding bonds totalled $542.6 million. This amounted to only 9.9
percent of the rotal borrowing authorized under the Virginia Constitution.

In addition to having a low level of debt in relation to what is authorized by
the Constitution, Virginia’s State and local governments maintain low debt
levels in comparison to other states. At the end of fiscal year 1989, Virginia
ranked 41 out of the 50 states in terms of the amount of per-capita State and
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Figure 1
Number of Government Units by State, 1987
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local debt outstanding. Virginia’s debt per capita was $2,320 — well below
the narional average of $3,216 per capita. In fact, the State has maintained
per-capita debt levels below the national average for the last several decades.

Further, industry rating agencies consider Virginia’s debt to be of the “best
quality.” Virginia is one of only six states which currently carry the highest
bond rating from both major industry rating agencies. The State’s general
obligation bonds are rated “triple A” by both Moody’s Investors Service and
Standard and Poor’s Corporation. This rating has important implications for
Virginia. As noted in the 1990-92 Budget Tabloid:

This allows Virginia to sell bonds at the lowest possible rate . ... As
a result, Virginia’s interest costs are consistently lower than the bor-
rowing costs for other organizations. This in turn lowers the cost of
projects and the cost to the citizens of Virginia.

Though the bond ratings of some other states have recently been downgraded,
Virginia has maintained its high rating throughout the recent economic
slowdown, which again reflects its fiscally sound position.

Virginia Practices Sound Financial Reporting. Virginia maintains compli-
ance with generally accepted accounting principles and receives clean audit
opinions yearly. In addition, during the 1980s Virginia made a concerted
effort tc improve its annual financial statements. As a result of that effort, the
State has earned the Government Finance Officers Association’s Certificate of
Achievement for Excellence in Financial Reporting each of the last three years.
The Certificate of Achievement is the highest form of recognition that a
government can earn for its accounting and financial reporting. To receive a
certificate, the government’s annual financial report must present financial
information and narrative explanations beyond the requirements of generally
accepted accounting principles. Several local governments also received these
certificates in 1990 (the latest year for which local information was available).

Improvements Made to Virginia’s Financial Management Practices. The
State has taken a number of steps in recent years to improve its financial
management practices. For example, in 1984 Virginia implemented the
Prompt Payment Act, which improved the number of vouchers processed and
paid on time. In addition, the Set-Off Debt Collection Program has contin-
ued to expand, collecting delinquent debts from the responsible parties by
deducting the amount owed from the State income tax refunds and lottery
winnings. In 1991, approximately $12 million was collected and returned to
State and local agencies to repay delinquent debts. Collections on unpaid
debts grew by over 960 percent in nine years. In June 1991, a second debt
collection program — the Comptroller’s Debt Set-Off Program — was
initiated to collect delinquent vendor debts to State agencies. During its first

 year, the program collected $3.78 million in delinquent debts. Further,

implementation of recommendations made in a recent JLARC study of the
Department of Taxation is expected to net the Commonwealth approxi-
mately $51 million in additional revenue for the 1992-94 biennium.
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Improvements to Virginia’s cash management practices have also increased
the State’s investment income. Specifically, the types of investments made
have expanded, while still maintaining a minimum of risk. As a result,
Virginia’s general account investment portfolio has consistently outperformed
the leading indices during the past decade (Figure 2).

Figure 2

Comparison of Virginia's Portfolio Yield
to Yield of Leading Indices
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Low Rate of State/Local Taxation

A third major strength of Virginia is its status as a low tax state. Asa low tax
state, Virginia has more revenue options available to it than do states that have
higher tax rates. One measure of the financial burden of government services
on a state’s citizens is the amount of state and local general revenues collected
per $1,000 of personal income. General revenues include taxes, such as the
sales tax, as well as non-tax sources, such as user fees. (This measure helps even
out differences between states as to their reliance on tax versus non-tax sources
of revenues and State versus local revenues. Also, through standardizing by
income, differences in the relative wealth of each state are taken into account.)
Based on this measure, Virginia ranks 45th in the nation in the level of State
and local revenues collected per $1,000 of personal income (Table 1).

Additional indicators of the State’s relative tax levels and fiscal ability are
issued by the U.S. Advisory Commission on Intergovernmental Relations
(ACIR). The ACIR devised measures of each state’s ability to raise revenues
and the extent to which states use their available revenue-raising ability. (The
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Table 1

State and Local General Revenues
Per $1,000 of Personal income, FY 1988 - 1989

RANK STATE AMOUNT(S$)
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3 New Me)gcico 268
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7 Utah 233
8 Louisiana 232
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12 Mississippi 220
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15 Maine 213
16 ’ Wisconsin 210
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20 Nebraska : 204
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26 Oklahoma 200
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29 Rhode Island 192
30 Alabama 19
31 Georgia 189
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as Nevada 184
36 North Carolina 183
37 Kansas 181
38 Ohio 180
39 Tennessee 180
40 Maryiand 177
41 Florida 177
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43 Pennsylvania 176
44 _Massachusetts 172
T ‘-»45 Virginia 168
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47 HHlinois 164
48 Connecticut . 161
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50 New Hampshire 137
NATIONAL AVERAGE 194

Source: States in Profile, State Policy Research, Inc., 1992.
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JLARC and Comission on Local Government measures of local government
revenue capacity and revenue effort are based on the ACIR’s state measures.)

To measure tax capacity, estimates 3re calculated of the amount of revenue
that would be received by each state if they all used the same state/local tax
system — the average of all states’ tax systems. For comparison purposes, an
index is computed with the national average set to 100. Virginia’s tax capacity
rating is 104, which means that Visginia has revenue raising ability four
percent above the national average. Virginia’s tax capacity is the 17th highest
of all the states.

Tax effort, or the extent to which states tap their tax capacity, is determined by
comparing the actual amount of state/local tax revenues collected with the
state’s estimated tax capacity. The national average tax effort is 100 — that is,
100 percent of the available tax capacity is collected. In contrast to its high tax
capacity rating, Virginia's tax effort rating is 91, meaning that it collects 91
percent of its estimated tax capacity. Only 16 states have a lower tax effort
than Virginia. In other words, Virginia has a higher than average tax capacity
and a lower than average tax effort. Hence, it is considered a low tax state. (A
fuller discussion of these measures is connained in Part Three.)

Over the last several decades, Virginia has become an increasingly wealthy and
economically diverse state. As of 1991, Virginia ranked twelfth highest of all
states in personal income per capita. In 1940, the State ranked only 31st.
Further, the State’s poverty rate has been declining since the 1970s. In fact,
the acual number of people below the federal poverty level has declined —
from 675,978 in 1970 to 611,611 in 1990 — while the general population
has grown by 1.5 million.

Despite these strides, Virginia’s increasing population also presents some
challenges. As more people settle in Virginia, the need for new and expanded
infrastructure becomes apparent. For example, the State is finding it increas-
ingly difficult, if not impossible, to keep up with the demand for new roads
across the Commonwealth. Meeting the infrastructure needs, such as in the
transportation area, is extremely costly and may require the State to consider
utilizing some of its untapped tax capacity. Further, as new people move to
the State, the population becomes more diverse. This diversity brings with it
needs for new and different services and programs.

It is important to point out that the changes Virginia has undergone have
affected different areas of the State to different degrees. The State of Virginia
could theoretically be described as “four Virginias” — rural localities,
suburbanizing localities, suburban localities, and urban localities. (The cat-
egorization of Virginia’s localities into these four types can be found in
Appendix B.) Broken down largely according to population, these locality
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types also display similarities in poverty rates, educational arainment levels,
proportions of children and elderly, and employment levels. This diversity
across localities is as important as the overall increasing diversity of the State as
awhole. Further, it points to the need for flexibility in addressing the varying
needs of each community.

Social Trends in Virginia

Virginia’s population has grown substantially over the last several decades.
Also, the population has become more diverse. Virginia’s elderly population
is increasing. The school age population is also projected to increase after
having gone through a period of decline. These population groups typically
require higher levels of services. Virginia is also becoming more racially and
ethnically diverse. And, as the number of non-English speaking people
increases in parts of the State, the need for programs such as “English as a
Second Language” increases.

In addition, the past 20 years have witnessed a decline in poverty in many
parts of the State. However, indicators point to increasing numbers of those
in poverty due to the recent recession.

Virginia’s Growing Population. Vitginia ranks among the largest and fastest
growing states in the nation. Berween 1980 and 1990, Virginia gained the
sixth largest number of people of any state and was twelfth in terms of the rate
of growth (Figure 3). Almost 16 percent more people lived in Virginia in

Figure 3
State Population Growth Rates, 1980 to 1990
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Figure 4

Population Trends, 1930-1960
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1990 than in 1980. Further, the population of Virginia is projected to increase by
an additional 11 percent by the year 2000.

However, this overall growth masks important differences in the growth
patterns within the State. Between 1930 and 1960, population growth was
widely distributed across the State (Figure 4). In particular, most cities
showed a great deal of growth during the 1930 to 1960 period. Also, the
growth of the Northern Virginia, Richmond, and Tidewater regions was
beginning to appear.

B 50% or more growth
0% to 49.9% growth
[] Decline in population

* Manassas Park City did not exist in 1930. Note: A map key for urban areas is provided in Appendix C. Source: U.S. Census, 1930 and 1960.

Between 1960 and 1990, the population explosion in the “urban crescent”
was apparent (Figure 5). Almost all of the localities along Interstate 95
between Northern Virginia and Richmond, Interstate 64 between Tidewater
and Richmond, and Route 29 between Northern Virginia and Albemarle
County showed high levels of growth. In contrast, many of the localities in
the Southwest and Southside portions of the State experienced declines in
their population levels. Also, growth in most cities across the State slowed or
declined during this period.

Looking more broadly at the types of localities in which Virginians live, two
distincr trends emerge.  First, between 1930 and 1960 there was a large
population shift from rural to urban localities (Figure 6). In 1930, over 45
percent of the population lived in rural localities. By 1960, only 29 percent
lived in rural localities, while 45 percent lived in urban localities. Second,
between 1960 and 1990, there were declines in the percentages of people
living in both rural and urban areas as people increasingly moved to the
suburbs. In 1990, the suburban and suburbanizing parts of the State ac-
counted for more than 40 percent of Virginia’s population.
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Figure 5
Population Trends, 1960-1990
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Note: A map key for urban areas is provided in Appendix C. Source: U.S. Census, 1960 and 1990.

Figure 6
Proportion of Population by Type of Locality, 1930 -1990
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Source: JLARC staff analysis of U.S. Census data.

The Aging of the Population. As Virginia’s population has grown during the
last several decades, it has also aged. In 1930, the median age in the State was
23.1 years. By 1990, the median age had risen to 32.6 years. Part of this rise

in the median age was due to the increasing number of Virginians who were at
least 65 years old.

There were 116,678 people in Virginia who were 65 or older in 1930. In
1990, there were 469 percent more people in this age category, or a total of
664,470 elderly (Figure 7). Growth in the elderly population was substan-
tially higher than the 155 percent growth in the general population during
this period. Further, the elderly population is projected to grow by another 42

percent during the next 20 years — which is also at a higher rate than that
projected for the general population.
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Figure 7.
Growth in Virginia's Elderly Population
Compared to Growth in General Population
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Source: U.S. Census and Virginia Statistical Abstract, 1992-93 Edition, Center for Public Service.

Looking at locality specific elderly rates, the elderly make up from 3.7 percent
of Manassas Park City’s population to over 25 percent of Lancaster County’s
population. In particular, older Virginians make up a significant proportion
of the populations in many of the cities in the western part of the State, and in
Southwestern, Southside, and Northern Neck counties (Figure 8). In con-
trast, they represent small proportions of the populations in the Northern
Virginia and Tidewater areas.

Figure 8
Elderly Population as a Percent of
the Total Population, 1990
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Note: A map key for urban areas is provided in Appendix C. Source: U.S, Census, 1960 and 1990.
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The aging of the population has important implications for Virginia. Much
of the economic growth in the 1980s was fueled by the “baby boomers” —
people then in their 20s and 30s. As this group ages, however, their consump-
tion habits are likely to change. They may not be buying as many new homes
and “big ticket” items. Instead, they may be saving for their children’s educations
and for retirement. And, the next generation of young consumers is not expected to
be large enough to fill the cconomic gap left by the baby boomers.

In addition, as people live into their 70s and beyond, they will likely consume
a disproportionate share of health care. With the rapidly rising cost of health
care both nationally and in Virginia, an increasingly larger share of public
sector funds will be required to support this portion of the popularion. For
example, in federal FY 1992, Medicaid and Medicare accounted for 15
percent of federal outlays. By federal FY 2002, these health care programs are
expected to account for 26.6 percent of federal outlays. This high level of
demand for scarce public funds to support services to the elderly will undoubt-
edly conflict with the demand for these funds for youth-related services such
as education.

Numeber of School-Age Children on the Rise. While the elderly as a proportion
of the total population has increased, the proportion of children in the
population has decreased since 1960. Between the mid 1970s and mid 1980s,
the acrual number of school-age children also declined (Figure 9). However,
since 1985 the number of children in Virginia’s school system has risen.
According to projections developed by the Center for Public Service, this
trend is expected to continue into the next century.

One of the reasons for the expected continued growth in the number of
school-age children is that net immigration to Virginia is expected to continue
during the decade. As noted in Virginia Alternatives for the 19905 (Joseph L.

Figure 9
Fall Membership in Public Elementary and Secondary Schools

je Actual > Projected ———»

Number of Students

Year

Source: Department of Education, and Virginia Statistical
Abstract, 1992-93 Edition, Canter for Public Service.
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Fisher and Richard T. Mayer, George Mason University Press, 1987), the
migrant population tends to include disproportionate numbers of young
families. Therefore, immigration typically increases the number of children in
the population. Since much of the population increase in the urban crescent is
due to immigration, these localities are experiencing much of the increase in
the school population (Figure 10).

Figure 10
Change in Student Membership, 1985 to 1990

B 2% to 50% growth
Stable Enroliment (-2% to +1.9%)
D 2% to 24% Decline

No separate school system

Note: A map key for urban areas is provided in Appendix C. Source: Virginia Department of Education.

These statewide fluctuations in the school-age population have caused prob-
lems for many localities and will continue to do so for the next decade. As
reported in Virginia Alternatives for the 1990s.

Schools are expensive to build and require maintenance, whether fully
utilized or not. As a result, many localities that built enough schools
to accommodate the high enrollments of the 1960s converted the
buildings to other uses during the period of declining enrollments in

“ Growth in the the 1970s, only to face growing demand in the 1980s and beyond.

numbers of elderly

and school-age
residents canglead In one of the local government focus groups, a county administrator of a

to ‘competition’ rapidly growing, suburbanizing locality reported that his locality is having to
betwen these two  Puild schools at the rate of one every other year. The largest county in the
groups for scarce State reported school construction since 1986 at the rate of approximately
resources. ® three new schools per year. This is in addition to the numerous additions and
- renovations required to existing schools.

The resule of this growth can lead to “competition”™ between the elderly and
children for scarce resources for needed services and programs. This trend is
expected to continue and even escalate as the baby boomers age.

Racial and Ethnic Makeup of the State is More Diverse. Over one-fifth of
Virginia’s total population is nonwhite. However, the proportion of non-
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whites in the population varies by type of locality and by area of the State. As
indicated in Figure 11, most of the nonwhite population lives in the eastern
part of the State. The Northern Neck and Southside regions have the largest
concentrations of nonwhites, primarily African-Americans.

As a group, urban localities have the largest percentage of nonwhites com-
pared to other locality types, and the percentage has increased over the last
decade (Figure 12). Though suburban localities had the smallest percentage

Figure 11

Nonwhite Population as a Percent
of Total Population, 1990

B 30% or more

20% to 29.9%
10% to 19.9%
] 0% to 9.9%

Note: A map key for urban areas is provided in Appendix C. Source: U.S. Census, 1960 and 1990,

Figure 12-

SUBURBAN LOCALITIES

_ URBAN LOCALITIES

 Source: U.S. Census, 1990,
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of nonwhites in 1980, they showed the greatest increase in the nonwhite
proportion of their populations during the 1980s. Rural and suburbanizing
localities, on the other hand, had small decreases in the percentage of nonwhires

in these localities.

Aside from racial background, an increasing number of Virginians speak a
language other than English in their home. In 1980, 4.1 percent of the
population over five years old did not speak English in their home. By 1990,
the percentage of people in this category rose to 6.8 percent — an increase of
90 percent in the toral number of non-English speaking residents. In addi-
tion, the number of foreign born people living in Virginia rose by 74 percent.
Much of this increase occurred in the urban parts of the State. For example,
the percentage of foreign born residents in Arlington County grew from 14.6
percent of its population in 1980 to 21.4 percent in 1990. Likewise, in
Arlington the percentage that speak a language other than English in their
home rose from 16.3 percent in 1980 to 25.2 percent in 1990.

As the proportion of non-English speaking people moving into localities
increases, the need increases for specialized programs such as “English as a
Second Language” in school. Functional areas besides schools are also af-
fected. For example, social workers that speak multiple languages may be
necessary. Given the distribution of the foreign born population across
Virginia, however, not all localities in the State need these specialized pro-
grams and activities. This is clearly a case where flexibility among localities in
program offerings is necessary.

Poverty in Virginia Declined During the 1970s and 1980s. Virginia has
made strides over the past few decades in reducing the number of people
below the federal poverty level in the State. The statewide poverty rate has
declined from 15.5 percent in 1970 to 10.25 percent in 1990. In fact, despite
the overall increase in the State’s population, the actual number of people
below the federal poverty level has declined from 675,978 in 1970 to 611,611
in 1990. As of the late 1980s, Virginia had the 14th lowest poverty rate in the
nation and was below the national average of 13.4 percent.

It should be noted, however, that the current recession has resulted in higher
unemployment and record numbers of people applying for and receiving Aid
for Dependent Children and Food Stamps in Virginia. Thus, it is likely that
Virginia’s poverty rate has increased since the 1990 Census data were col-
lected.

Looking across the State, poverty rates tend to be lower in the urban crescent
and in parts of the Roanoke Valley and Piedmont areas (Figure 13). Rates are
highest in the extreme Southwest region of the State. Similarly, during the
past ten years poverty rates in the eastern region of the State have tended to
decline or stay about the same (Figure 14). Southwest Virginia localities,
however, had increases in their poverty rates. Many of the Stare’s cities also
experienced increases in their poverty rates. As expected, unemployment rates
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Figure 13
Poverty Rate, 1990

B 20% or more
10% t0 19.9 %
D 0% to 9.9%

Note: A map key for urban araeas is provided in Appendix C. Source: U.S. Census, 1990.

Figure 14
Change in Poverty Rate, 1980 to 1990

M 2% or more increase
Stable rate (-2% to +1.9%)
] More than 2% decrease

%‘« 7% o 3
Note: A map key for urban areas is provided in Appendix C.

Source: U.S. Census, 1980 and 1990.

and population growth show consistent geographic parterns. That is, poverty
rates generally rose where unemployment rates rose and where the population
- = showed slow growth or a decline.

There have been some important changes in the composition of Vitginia's
poverty population during the last decade. The number of children falling
below the federal poverty level has decreased. On the other hand, the elderly
population in poverty has increased, both in total numbers and in proportion
to the total poverty population. Poverty is a particular problem for elderly in
rural localities, where over 20 percent of the poverty population is elderdy.
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The increase in the number of elderly poor has serious implications for the
cost of government services. The cost for health care in the State is rising
rapidly. Since the elderly tend to have higher health care needs, such as
nursing home care, it is expected that an increasing proportion of the State’s

budget will be spent on health care for the elderly poor.

Another important change is the increase in the number of female-headed
families in poverty. As cited in Virginia Alternatives for the 1990s, factors such
as low levels of pay in the traditionally female occupations and lack of reliable,
affordable child day care contribute to this problem. The State has social
programs which address obstacles to self-sufficiency such as adequate day care
and job skills. However, given the increasing incidence of female-headed
households in poverty, alternative approaches may need to be examined.
These alternatives will put additional strain on already scarce resources.

Economic Trends in Virginia

The 1980s were a relatively prosperous time for Virginians. The State’s
personal income grew rapidly. Virginia also experienced below-average un-
employment rates. Further, Virginia benefited from a large proportion of the
federal government’s defense spending, ranking first in per-capita federal
defense expenditures. However, Virginia was substantially impacted by the
recent economic downtum. And, as reported in the August 1992 issue of
Governing Magazine,

The 1990s won’t be the 1980s all over again . ... State and local
governments are always struggling financially, but those struggles are
becoming more intense as the country undergoes a series of transi-
tions. They include such shifts as the switch out of manufacturing
into services; the aging of the baby boomers out of their spending
years and into their savings years; the loading of federal responsibilities
onto the shoulders of the states; and the job losses in several states
from defense-spending reductions.

As with the nation as a whole, these changes are affecting Virginia.

Economic Growth. Virginia enjoyed substantial economic growth during the
1980s. Nationally, Virginia’s gross state product (GSP) ranked thirteenth in
1980. By 1989, the State’s GSP rose to eleventh place among the states. GSP
is the rotal value of all products and services produced in a state in a given
period. The equivalent national measure is the gross domestic product

(GDP). As reflected in Figure 15, Virginia’s GSP has grown substantially
faster than the GDP during the 1980s.

During most of the 1980s, Virginia’s per-capita personal income also showed
substantial growth, surpassing the national per-capita amount in FY 1982. By
1988, Virginia ranked tenth among the states in the highest amount of per-
capita personal income. However, after this time Virginia’s growth in per-
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sonal income slowed considerably (Figure 16). As a result, Virginia’s national
ranking dropped to twelfth. Also, Virginia’s growth rate in per-capita per-
sonal income dropped below the nation’s growth rate. Despite the slower
growth rate, Virginia’s per-capita personal income — $19,746 in FY 1991 —
remains higher than the national per-capiua level of $19,082.

 of Fiscal Federalism, Vol. 2, U.S. Advisory
n qn'lntorgoVemental Relahons, 1982
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Virginia has traditionally had one of the lowest unemployment rates in the
country. In 1990, Virginia’s unemployment rate was 4.3 percent, ranking
forty-fourth among the states and below the national average of 5.5 percent.
This represented a small increase over the 1989 unemployment rate of 3.9
percent, and reflects Virginia’s late-1990 entrance into the recession. Due to
the continued economic downturn, Virginia’s annual unemployment rate
rose to 5.8 percent in 1991, which was still below the national rate of 6.8
percent.

However, the unemployment picture varies for different areas of the State.
Several localities have experienced rates of unemployment substantially higher
than the national rate (Figure 17). For example, the 1991 unemployment rate
for Prince Edward County was 10.5 percent. Lunenburg and Buchanan
Counties have the highest unemployment in the State, with rates above 17
percent. The unemployment rates in many of these localities were high prior
to the recession; thus, the 1991 rates do not represent an increase in unem-
ployment. In fact, the unemployment rates in many of these localities
subsequently declined in 1992.

Unemployment Rate, 1991

. 10% or more
6.8% 10 9.9 %
(] 2.1%106.7%

e

Note: A map key for urban areas is provided in Appendix C. Source: Virgina Employmant Commission.

In contrast, many of the loalities in the urban corridor have experienced
relatively lower levels of unemployment. Despite these relatively low unem-
ployment rates, many of these localities were hard hit by the recession. As

reported in the Virginia Employment Commission’s Economic Indicators
(Vol. 24, No.1):

The three large urban corridor metropolitan areas in the Eastern part
of Virginia have felt this recession more severely than past post-war
downturns. This recession has been largely centered in white-collar
home office complexes, high-tech defense contractors, and the specu-
lative real estate industry — all of which expanded rapidly in those
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areas in the 1980s . ... These [displaced] white-collar workers are
unaccustomed to being unemployed, and their re-employment pro-
cess generally takes longer than it does for blue-collar workers.

According to State economists, these areas, as well as the Commonwealth in
general, are expected to show a weak economic recovery. As reported by the
Governor in the 1992-94 Executive Budget Summary, it is “unlikely that
Virginia will soon return to the boom times of the 1980s.”

Shift from Manufacturing to Service Economy. The State’s major industries
are services, wholesale and retail trade, government, and manufacturing. As
identified in Figure 18, the greatest levels of employment growth during the
1980s occurred in the service and trades industries. This trend mirrors the
narional trend; that is, the State and the nation are moving from a predomi-
nantly manufacturing economy to a predominantly service economy.

This shift has potential implications for the State’s traditionally high per-
capita personal income, since the average annual pay for the service industry is
only 87 percent of the average annual pay for the manufacturing industry. As
the lower paying service jobs increasingly dominate the State’s employment,
growth in per-capita personal income may continue to slow.

This shift also calls into question whether the State’s tax structure appropri-
ately reflects the different nature of today’s economy. Characteristics of the
tax structure, such as the types of exemptions allowed, must be carefully
scrutinized to ensure the State sufficiently benefits from the economic growth
of the services sector. This issue will be discussed in more detail later in the
report.
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Defense-Spending Reductions. The federal government ranks as the fourth
largest industry in Virginia. The single largest source of federal funding to
Virginia is the U.S. Department of Defense (DOD). DOD provided ap-
proximately $17.47 billion in defense spending in Virginia for federal FY
1990. In fact, Virginia ranked first among the states in per-capita defense
expenditures and second to California in total defense expenditures received
in federal FY 1990.

While the defense industry impacts the State’s overall economy, the defense
industry has a substantial impact in those regions of the State where it is a
primary industry — the Northern Virginia and Tidewater areas. For example,
between 1986 and 1990 approximately 47 percent of Virginia’s defense
procurement contracts were awarded to firms in the Hampton Roads area and
44 percent were awarded to firms in Northern Virginia (Figure 19).

Figure 19

Distribution of Prime Defense Department Contracts
by Metropolitan Statistical Area, 1986 to 1990

Western MSAs 1.8%

Hampton Roads 46.9%

Note: "Prime" refers to contracts over $25,000.
Source: Inter-Agency Task Force on Defense Conversion and Economic Adjustment.

In 1989, future reductions totalling 25 percent were planned for the DOD
budget. As noted in the November 1991 issue of the U.S. Economic
Outlook: 1991-94, the WEFA Group stated that “defense spending will
continue to be cut sharply,” projecting declines of “7.0%, 6.5%, and 5.8% in
1992, 1993, and 1994, respectively.” Thie magnitude of the defense presence
in Virginia leads logically to the assumption that these proposed cutbacks have
the potential to negatively affect both the State and those local governments
with a large military presence.. For example, a recent study by the Federal
Reserve Bank of Atlanta noted that:

The five states most likely to suffer severely because of defense outlay
cuts are Connecticut, Massachusetts, Virginia, Missouri, and Colo-
rado. For the times measured, these states typically have had a larger-
than-average share of employees tied to defense . . . .

The recent decline in military tensions between the United States and the
former Soviet Union has the potential to further increase cutbacks beyond the
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25 percent originally planned for the DOD budget. The consequences of
further cutbacks on Virginia could be significant.

In 1991, JLARC issued a report on economic development in Virginia titled
Review of Economic Development in Virginia. In examining the potential
defense cutbacks, the report noted that while the actual impact of the defense
industry could not be measured, DOD clearly contributes to Virginia’s
economy in four ways: (1) the presence of active-duty military personnel, (2)
the employment of civilian residents, (3) the awarding of contracts to procure
goods and services, and (4) the presence of defense installations.

The report further noted that reductions in the defense workforce within
Virginia would most likely have the greatest impact on the State’s economy.
The presence of active-duty military personnel adds to the State and local tax
bases through contributions to income, sales, personal, and real property

‘taxes. Consumer spending by these personnel also benefits regional business

climates. The provision of employment to civilian residents likewise provides

these benefits.

However, contracts awarded for goods and services procured by DOD also
contribute to Virginia’s business climate and subsequently to Virginia’s tax
base through increased employment and sales opportunities. In addition, the
presence of defense installations (which necessitates active-duty military per-
sonnel, civilian employees, and the procurement of goods and services) pro-
vides very tangible benefits to regional economies.

Defense cutbacks in any of these four areas, without planning for replacement,
could adversely affect the State’s economy. Losses could affect regional
employment levels, State and local tax revenues, and regional business cli-
mates. These effects need to be assessed and addressed in determining how
Virginia can prepare for the economic shifts which could occur as a resule of
defense cutbacks. The executive branch is currenty monitoring the potential
impact of military reductions through the Inter-Agency Task Force on De-
fense Conversion and Economic Adjustment, and has issued one of three
planned reports.

Major Growth Areas of the State Budges. During the 1980s, the two service
areas with the greatest growth in the State budget were corrections and
Medicaid. Appropriations for corrections increased 179 percent from FY
1981 o FY 1991. Medicaid expenditures nearly tripled during this period.
(Growth in the inflation index for government goods and services increased
63 percent during the period.) Continued increases in these two areas during
the next decade may result in less State funding available for other State and
local programs.

Several factors account for the increase in the corrections budget. Population
increases, lengrhier sentences, and higher rates of conviction have led to an
increase in the number of people incarcerated in Virginia’s prisons and jails.
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This has resulted in overcrowding and the need for new and expanded jails
and prisons. In July 1982, there were more than 8,500 inmates in State
prisons. As of July 1992, that number had increased to 16,902 inmates.
Between 1990 and 1996, five new State prisons are scheduled to open to
incarcerate the increasing number of inmates.

Another major factor accounting for the increase in the State’s corrections
budget is the revised reimbursement rates for localitics building regional jail
facilities. In 1989, reimbursement rates were revised to allow localities
participating in tegional jails to be reimbursed for 50 percent of the cost of
constructing the regional facility. This proved to be a very popular incentive
for many localities. Reimbursement rates for single-jurisdiction jails were also
increased.

Despite the additional capital projects undertaken by the State and localities,
overcrowding is expected to remain a problem during the 1990s. Based on
State forecasts of the prison population, the State will still have about 3,500
more inmates than prison space available to house them by 1995. Further, the
local jail population is also expected to exceed jail capacity in 1995. Given this
gap berween available bed space and beds needed, the feasibility of creating
new alternative sentencing programs and expanding current ones will have to
be seriously considered during the coming years. Though not appropriate for
many types of criminals, these programs do provide a less costly option to
incarceration for a portion of the prison and jail populations.

In addirion to increasing corrections costs, the State has also had to deal with
a rapidly expanding Medicaid budget. Since FY 1981, Medicaid expenditures
have almost tripled — from $432 million in FY 1981 to $1.3 billion in FY
1991. By comparison, the State’s general fund revenues increased by 212
percent from FY 1981 to FY 1991. Between FY 1990 and FY 1991 alone,
Medicaid costs increased by more than 20 percent, while State general fund
revenues declined by 0.4 percent. The increasing Medicaid budget can be
attributed to several factors, including riew federal mandates and changes in
State policies, inflation in the cost of health care, and the increasing numbers
of high-cost aged and disabled enrollees.

Medicaid expenditures are expected to continue increasing rapidly during the
next several years. For example, the Department of Planning and Budget has
estimated that, between FY 1992 and FY 1995, additional costs of approxi-
mately $58 million may be incurred by the State due to existing federal
mandates. Medicaid is just one program area where the federal government’s
shifting of responsibilities to states is being felt in Virginia.

Because of the substantial cost of this program, and the rapid growth in costs,
the General Assembly requested JLARC to conduct a study of the Virginia
Medicaid Program. JLARC findings and recommendations for program
improvements have been presented to the 1993 General Assembly Session
through a series of reports.



Page 32

PartOne < Virginia's Place in & Rapidly Changing Society

6 What the federal
government could
not accomplish
through the
establishment
or funding
of programs,
it sought to
achieve through
increased,
unfunded
regulation.

Federal Devolution of Responsibilities to the State and Local Governments.
Beginning in the 1930s and continuing into the 1970s, the federal govern-
ment created numerous new domestic programs and helped to finance the
delivery of many more public services at the state and local levels than it had in
the past. In particular, a substantial number of grant programs were available
to local governments. However, beginning in the 1980s, several events
occurred which served to reduce federal finanacial aid and increase the service
responsibilities of state and local governments. These events were identified
in a recent General Accounting Office (GAO) report titled Federal-State-Local
Relations: Trends of the Past Decade and Emerging Issues and are presented in
Exhibit 1. These changes occurred in part because of increased pressure for cuts in
federal aid to states and localities as part of an overall effort to reduce the deficit.

As a consequence of the federal actions, the role of states gained prominence in
the intergovernmental system during the 1980s. Specifically, states assumed
greater responsibilities in the areas of health and welfare under newly created
block grant funding structures. Also, the federal government has involved
state and local governments in programs benefiting particular disadvantaged
groups and promoting national environmental protection policies. Addition-
ally, states were given greater responsibility over the distribution of certain
types of federal aid, such as the community development block grant. Con-
currently, the federal government deemphasized its connection with local
governments, and direct federal grants to local governments were substantially
reduced. In fact, with the elimination of general revenue sharing in 1986, the
federal government essentially cut direct federal financial ties to four-fifths of
all local governments.

Ironically, increased federal regulations accompanied increased state responsi-
bilities. What the federal government could not accomplish through the
establishment or funding of programs, it sought to achieve through increased,
unfunded regulation. According to the GAO, hundreds of new program
standards and administrative requirements were imposed on state and local
governments during the 1980s. These requirements covered a wide variety of
areas, including education, construction projects, health and safety, aged and
handicapped rights, and correctional institutions. The following are examples
of new regulations reported by the GAO:

0 Clean Water: municipalities are now required to monitor ‘nonpoint’
pollution from thousands of storm sewers and to implement testing for 77
additional chemicals in municipal water supplies. In 1986, the Congress
added 83 new drinking water contaminants to be controlled by local
governments under the Safé Drinking Water Amendment of 1986.

O Transportation: after much controversy President Reagan signed legisla-
tion in 1984 that required states to adopt a minimum drinking age for
alcohol of 21 years old or face reductions of ten percent in federal highway
aid in 1987.

Q Endangered Species: 152 new species were added to the endangered and
threatened lists. These additions required states to prepare status reports on
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Exhibit 1

Key Intergovernmental Events: 1978-1988

Event

Election of President
Reagan (1980)

Omnibus Budget
Reconciliation Act
(1981)

Economic Recovery and
Tax Act (1981)

Gramm-Rudman-Hollings
Act (1985)

The Tax Refornm Act
of 1986

Elimination of General
Revenue Sharing (1986)

Effect

Attempted to reduce the size and scope of
government and created an intergovernmental
system which gave much greater prominence to
states and localities.

Cut domestic spending by $35 billion,
eliminated 59 grant programs and consolidated
nearly 80 narrowly focused categorical grant
programs into nine broad-based state-
administered block grants.

Lowered federal income tax collections from
corporations and “slowed the rate of growth
for individual income tax receipts.”
Concurrently, the federal deficit began to
grow substantially.

Established deficit-reduction targets for the
federal government with the intended goal of
forcing policy-makers to balance the budget

by 1992. Since its passage, legislators
theoretically were to find comparable budget
savings to offset federal costs of new programs.

Eliminated the deduction for state sales

taxes on federal tax returns and placed stricter
limits on the use of tax-exempt bonds. These
actions had an effect on state and local finance.

Further reduced federal-local grants, causing
many fiscally stressed local govemments to seek
replacemant ravenues from the state or reduce

services, or improve their efficiencies.

Source: Federal-State-Local Relations: Trends of the Past Decade and

Emerging Issues, General Accounting Office, March 1990.




Page 34 PartOne < Virginia's Place in a Rapidly Changing Sodiety

each newly added specie and also assigned states monitoring and enforce-
ment responsibilities for protecting these species.

At the same time new regulations were added, federal funding for administra-
tion and oversight in many of these areas declined. For example, the GAO
reported that federal grants for adminstration and oversight of bilingual
education declined by over 40 percent in constant dollars between 1978 and
1988. Federal funds for the clean water regulatory program declined by 54.4
percent during the same time period. Overall, federal funds as a proportion of
Virginia’s State budget declined from 25.5 percent in 1980 to 16 percent in
1990. And the proportion of local governments’ budgets consisting of federal
funds dropped from 13 percent in 1980 to a low of 5.2 percent in 1990
(Figure 20, below and on opposite page).

Figure 20

Funding Sources for Cities and Counties, FY 1971 - FY 1991
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In addition to decreases in financial aid, two large federal tax subsidies for state
and local governments were reduced during the 1980s. A tax subsidy is when
the federal government forgoes collecting revenues it would otherwise receive
from corporations and individuals. The federal Tax Reform Act of 1986
climinated the deductionsallowed for state and local sales taxes. Also, ruleson
federal tax treatment of tax exempt bonds were tightened. These changes,
cither directly or indirectly, impact the ability of state and local governments
to increase their sales taxes and borrow funds for activities such as infrastruc-
ture improvements.

Finally, the remaining federal financial aid to states is increasingly being
distributed based on state personal income and decennial population figures.
Using these measures, Virginia
i : may reccive even less financial
(Figure 20 contintied) aid from the federal govern-
Shown as Actual Dollars ment, as has already occurred
$7 in the Medicaid program. Asa
fast growing state, Virginia is
disadvantaged by the use of cen-
sus population dara, since it
6 I‘ does not reflect the growth oc-
curring in the intervening yeats.
A Also, as previously mentioned,
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Overall, Virginia’s governmental structure is sound. However, the federal
government’s devolution of responsibilities to the State and local governments
without funding requires Virginia to constantly look for the most cost-
effective ways to address those services. Also, as the service needs of the
citizens expand and the number of citizens requiring services increases, it
becomes important to periodically reassess whether the Commonwealth is
providing levels of services consistent with citizens’ demands and needs, and
whether services are implemented in the most efficient and effective manner.

In particular, Virginia is becoming increasingly diverse, but its government
structures may not adequately take into account this diversity. Service deliv-
ery issues, as they relate to State and local responsibilities, will be discussed in
Parts Two and Three of the reporr.
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ART

CONCERNS WITH

STATE / LOCAL
RELATIONS

In idenrifying problems with the assignment of service responsibilities and
State/local relations in general, JLARC staff consulted extensively with local
government officials. As previously noted, a series of 16 group meetings were
held with local officials across the State (Figure 21). During these meetings,
representatives from 83 localities discussed how services are delivered and
what structural changes could be made to improve the current system. The
meetings were structured to allow participants to exchange information in an
open and interactive environment. Collectively, the meetings provided a local
perspective on issues and trends affecting the delivery of governmental services
to the citizens of Virginia.

Results of the group meetings were centered around four broad issues: (1)
vvaraiching concers, (2) funding, (3) service delivery needs, and (4) success-
ful service delivery structures (Exhibit 2). While there was relative consensus
among participants on overarching concerns and service delivery needs, there
was less consensus on funding issues. Nonetheless, the group interviews
provided the JLARC study team with substantial insight on issues affecting
service delivery at the local level.
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Figure 21

Location of Focus Groups

Note: A listing of the localities invited to each
focus group and those who attended is
provided in Appendix D.

i
Danvilie .
Source: JLARC staff graphic.

% The ‘devolution’
of responsibility
(often without
funding) from
higher levels of
government has
contributedto a
climate of
distrust.

JLARC suaff also convened a group meeting of State officials to discuss issues
related to the study. Several of the Governor’s secretaries and agency heads
attended this meeting. The problems raised during this meeting were gener-
ally consistent with the concerns discussed at the local government group
meetings. For example, both State and local officials stated that communica-
tion between the State and local governments needs improvement, more
incentives for regional approaches should be implemented, and more arten-
tion should be focused on long-term planning.

In today’s climate of increasing diversity and economic uncertainty, it is
critical that federal, State, and local governments work together to accomplish
common goals. However, the “devolution” of responsibility (often without
funding) from higher levels of government to states and subsequendy to
localities has contributed to a climate of distrust between levels of govern-
ment. Further, it has placed increased service burdens and strains on fiscal
resources at the State and local levels. For example, due in part to federal
mandates, State funding for Medicaid has increased almost 200 percent since
1985.

Like the State, local governments are concerned about having to perform new
services passed down from both the federal and State governments without
adequate funding. As reported in the 1992 JLARC mandates study, for
example, the cost to local governments 1n Virgina to comply with new
mandated requirements in the area of solid waste management has been
estimated at more than $2.4 billion over the next 20 years. Localities are also
concerned about their ability to address unique local needs given the impera-
tives of the federal and State mandates placed upon the programs they
administer.
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In other program areas, there appears to be a lack of knowledge or consensus
about who is responsible for a given activity. For example, during focus group
meetings local officials continually cited the need for consolidating local
human services and the lack of flexibility they have to do so. While the State
can approve such proposals through existing statutes, none have been forth-
coming. Thus, local frustration exists even though the State has not formally
rejected a concrete proposal.

It is essential for the State and local governments to wotk more closely
together to respond to costly federal mandates and other future developments.
To do so will require communication, flexibility, and long-term planning. In
addition, the State needs to focus additional attention on regional service
efforts and an integrated approach to service delivery.

Improved Communication Is Needed
Between State and Local Governments

State and local governments have the same ultimate goal — working toward
quality services needed by the citizens of the Commonwealth. As govern-
ments face increasingly complex problems, communication between levels of
government becomes increasingly critical. But in some cases, State and local
governments appear to be working at cross purposes. A lack of communica-
tion and cooperation has plagued State and local government relations at
times. To begin to correct this problem, improved mechanisms are needed to
promote effective lines of communication.

In most of the 16 focus group meetings JLARC staff held with local govern-
ment officials, the lack of communication between local governments and the
State was cited as a major problem. Local government officials voiced
concerns that their input is not included in State-level decisions affecting
them. Also, some local officials perceived an attitude of competition and
conflict between the State and local governments rather than one of coopera-
tion. Some noted that a “State/local partnership” for accomplishing common
goals is lacking.

Local officials believed that in some cases a “command-and-control” approach
is used by State agencies in dealing with localities. This approach may be
more efficient — it is certainly quicker — but it does not necessarily make for
more informed decision-making or cooperative implementation. As
implementors of many State decisions, local governments are in a good
position to help identify effective methods for implementing mandated pro-
grams. State agencies lose a valuable resource by not including local govern-
ments in appropriate decision-making.

Further, State agencies may need to take additional steps rather than simply
sending localities the proposed program regulations for local comment. Small
localities cannot always accomplish their daily work and fully digest and
respond to lengthy, highly technical regulations such as those found, for
example, in the environmental protection area. Since local governments will
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be expected to enforce many of these regulations, face-to-face meetings be-
tween State and local staff to discuss the proposed regulations may be war-
ranted in some cases, and may ultimately be more effective.

Some State agencies have begun to take this approach. For example, in 1987
the Department of Transportation began holding annual “Roundrable” meet-
ings with local officials to discuss the “transportation environment” in the
localities. The Department reported receiving meaningful input from the
participarting localities and noted that the meetings were worthwhile. In part
because of this open communication, VDOT was praised by many local
officials from various regions of the State as a responsive partner in the
transportation service delivery structure. Also, staff of the Department of
Waste Management have attended and discussed their regulations at several of
the recent local government associations’ conferences.

Generally, State officials also cited communication problems with local offi-
cials. However, State officials voiced frustration that local governments often
do not provide them with specific examples of problems and possible solu-
tions. Rather, State agency suaff report receiving general complaints from
localities about, for example, a lack of flexibility, but local officials do not
identify what flexibility they need. Agencies will often waive requirements
that are onerous to a specific locality, but many local officials either do not
understand or fully use this option. Periodic meerings between State and local
officials could help improve communication. '

In its 1992 report titled A Review of State Aid to Localities in Virginia, the
Department of Planning and Budget (DPB) also reported local officials’ desire
for better communication between levels of government. In the report, DPB
stated:

No longer able to fund a growing ‘wish list,” both the state and the
localities must clearly establish their priorities and work to ensure that
those needs are met. These priorities can only be established through
ongoing information exchange and frank but pragmatic dialogue
between the Commonwealth and its localities . . .. It would be
helpful to establish a formal mechanism to strengthen the flow of
information and the level of communication. The Secretary of Fi-
nance should consider holding formal periodic meetings with local
officials and their representatives.

One such meeting has recently taken place. The Governor’s 1992 Sympo-
sium on Virginia’s Economic and Budget Outlook communicated to both
State and local officials the State’s economic and fiscal forecast. The need for

this type of information exchange is not limited to the Secretary of Finance
but is sharcd by all of the scercuarial aicas diae wurk widh loal gevernments.

Further, as noted by DPB, regular meetings with local officials could also
provide a forum for ongoing discussions about the appropriate roles and
responsibilities of each level of government.

Local governments should attend such meetings ready to discuss specific
examples of problem areas and what changes they believe are needed. Stare
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officials should be prepared to discuss the amount of flexibility that the State
and local officials have in the area and what actions would be needed to enact
the requested changes. The Virginia Advisory Commission on
Intergovernmental Relations could coordinate these meetings and take re-

sponsibility for disseminating the results and any needed follow-up informa-
tion to local officials.

Recommendation (1). To expedite improved Statellocal communication, the
Secretaries of Health and Human Resources, Natural Resources, Economic Devel-
opment, Education, Transportation, Public Safety, and Finance should each hold
meetings with local officials at least once a year in different regions of the State.
The purpose of the meetings would be to identify areas of policy, program, or
budget concern to both the local governments and the State, and to assess possible
improvements that may be needed to Stateflocal processes.

New, cost-effective service delivery methods identified by State and local
officials could abso be shared and discussed at these meetings. The Virginia
Advisory Commission on Intergovernmental Relations could be responsible for
coordinating the meetings and disseminating the results of the meetings to all
local governments. A goal of this initial process should be to improve channels of
communication between local and State officiak.

Local Officials See Need for State Vision and an Urban Policy —

One of the most important themes emerging from the local focus group
discussions was the need for the State to articulate a vision for the long-term
future of the Commonwealth. Virginia’s prohibition of multiple consecutive
gubernatorial terms was seen as one factor in a lack of continuity of purpose.
Priorities shift berween governors. Recent governors, for example, have
placed different priotities on economic development, education, transporta-
tion, and fiscal management.

A good deal of uncerrainty and apprehension now exists at the local level
concerning the State’s future policy and spending plans, especially in light of
the current economy. A statewide policies plan prepared with local involve-
ment might help alleviate some of this apprehension and give local govern-
ments a better sense of the State’s long-term policy direction. Local officials
believed that such a blueprint should span at least four years or, preferably,
beyond the single term of a Governor. The plan should be comprehensive,
embracing all functions of State government, and should include local and
legislative involvement.

At present, the State’s two-year Appropriation Act appears to be the primary
expression of the Commonwealth’s policy priorities. Some agencies, such as
the Department of Transportation and the Department of Social Services,
have long-term plans and formal planning processes in place, but they are
primarily geared to specific programs or functions and meeting federal re-
quirements.
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Local officials representing cities also perceived a need for the State to develop
a long-range urban policy similar to the rural development policy already
prepared by the State’s Center for Rural Development in the Department of
Housing and Community Development. Urban officials contend that more
needs to be done art the State level to help cities address such acute problems as
homelessness, urban violence, poverty among single mothers, and eroding
urban economic bases. Problems like these require coordinated actions
between the State and cities as well as long-term financial commitments.

A routine mechanism or process could be instituted at the State level to ensure
that a comprehensive, long-term policies plan is developed and modified on
an ongoing basis. This policies plan could be linked to the budgeting process
by allocating resources for an analysis and planning unit in DPB. Based on
the incoming Governor’s policy priorities, DPB staff could be supplemented
with additional resources provided by State agencies, universities, and consult-
ants. The planning process would include: (a) monitoring statewide trends
and forecasts, (b) identifying problems which may require new or modified
State responses, () proposing and analyzing policies, and (d) preparing a
policies plan during the first year of the Governor’s administration under the
direction of a committee composed of State and local officials and members of
the business community. The committee would be chaired by the Governor
or his or her designee.

Recommendation (2). The General Assembly may wish to authorize the Depart-

ment of Planning and Budget to establish a small planning unit to coordinate and
develop long-rerm policy planning and policy analyses. A comprehensive policies

plan would be developed during the first year of the Governor’s term of office with

the assistance of a commitzee composed of State and local officials and members of
the business community. The plan would be periodically evaluated and revised.

The policies plan should be a formal written set of policies to inform the State’s
budget and program decisions. The plan should be comprehensive and long-term,
define a proactive role for the State, and encourage communication and coordina-
tion between the State and local governments. Since the policies plan would focus
on long-term solutions, the scope of the plan would be designed to extend beyond a
single administration. The Governor would use the plan in developing new
programs and in establishing budget priorities with the General Assembly. The
plan would serve as the basis for preparing the Governor’s first biennial budget.

Recommendation (3). The General Assembly may wish to direct the Governor to
develop an urban policy similarin nature 1o the current policy for rural areas of the
State. The policy could be developed with the assistance of the Department of
Housing and Community Development, the Department of Planning and Budget,
State universities, the Virginia Municipal League, and the Virginia Association of
Counties. It would address functional activities such as housing, economic devel-
opment, transportation, health, and education.
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The Commonwealth Could Make Better Use
of Regional Service Delivery Approaches

The State has an obligation to ensure that the funds it provides for services are
being spent in the most economical manner possible. Indeed, as the State
moves out of a decade of high economic growth and into one of potentially
slower growth, providing services in the most efficient and economical man-
ner becomes critical. One method to effect such economies is through
regional service delivery.

The State currently encourages localities to provide some services regionally
through the use of financial and non-financial incentives. For various reasons,
however, localities are not pursuing regional solutions to the extent possible
and appropriate. To address this problem, the General Assembly could
provide additional incentives for regional cooperation in the delivery of
services to Virginians.

The State Has Encouraged Regional Service Delivery Efforts. The General
Assembly has provided local governments with substantial authority to pro-
vide services on a regional basis. The Commission on Local Government
recently cataloged interlocal approaches which the State has authorized for
local governments. These approaches include:

0 joint exercise of any power, privilege, or authority which a local govern-
ment possesses;

@ joint development and opcratibn of facilities (e.g. landfills);

0

joint authorities (public service authority, park authority, public recre-
ational facilities authority, transportation district, and airport authoriry);

joint schools, school facilities, and superintendents;
revenue sharing agreements;

sharing of constitutional officers; and

c 0 0o 0O

provision of services by regional planning district commissions.

In addition, the State currenty provides many incentives for regional service
delivery and local consolidation. For example, an elevated level of State
funding is provided to localities participaring in regional libraries and regional
jails. In addition, the 1991 General Assembly enacted legislation which
ensures that local governments that consolidate will not receive less State
financial aid for five years after the consolidation than they would have
received had they not consolidated.

Many local governments have taken advantage of some of these regional
approaches. For example, localities in the LENOWISCO Planning District
Commission (PDC) frequently use their PDC to forge regional solutions to
service needs, such as waste disposal. The PDC will typically plan and initiate
the service, and then set up a separate structure, such as an authoriry, to
provide the service on an ongoing basis.




Page 45

% Regional
approaches
should be a
particular
emphasis in
the area of
environmental
protection. *

Part Two < Overarching Concemns within State/Local Relations

Additional Incentives for Regional Cooperation May Be Needed. Though the
State has taken some positive steps to encourage regionalism, still more needs
to be done to establish regional approaches as a primary means of delivering
certain services. For example, the State’s regional jail construction program
has been very popular among localities in the eastern and northern parts of the
State (Figure 22). However, localities in the southwest portion of the State,
where economies of scale could clearly be derived from regional jails, have not
yet entered into formal arrangements.

During the local government focus group meetings, local administrators
expressed interest in regional service approaches and provided examples of
current regional arrangements in which they participate. However, several
localities also mentioned the political impediments to regionalism. They
noted thar additional State incentives for regional cooperation would help
enhance the level of cooperation which now exists.

There are many additional incentives the State could institute to increase the
level of regional efforts in the Commonwealth. Many of these incentives have
been raised in previous studies and merit serious consideration. For example,
required permit applications from regional entities ~onld be given highest
priority in processing by State agencies. Also, the timetable for meeting a
particular mandate, such as recycling, could be extended for localities that
work together to provide the mandated service. In addition, State funding for
regional construction projects could be provided at several points during a
project rather than only after the project’s completion. Also, preference in
Stare aid distribution decisions could be given to regional service efforts. For
example, the Chesapeake Bay Local Assistance Department currently gives
additional weight to regional efforts in distributing Chesapeake Bay preserva-
tion grants.

Disincentives could also be considered. For example, for localities that do not
meer a certain population threshold, the State could reduce State funding for
a program unless it was undertaken regionally.

Regional approaches and State incentives for such should be a particular
emphasis in the area of environmental protection. Since watersheds, rivers,
and other natural resources do not recognize locality boundaries, the success
of an environmental action taken in one locality is dependent on the actions
taken, or not taken, in the surrounding jurisdictions.

Recommendation (4). The General Assembly may wish to consider additional
State inducements to encourage localities to provide certain services regionally.
Functional areas appropriate for increased regional efforts include environmental
protection, economic development (such as areawide industrial parks with tax
receipts shared by localities), jails, and education. In particular, capital-intensive
programs, sdch as landfills and water treatment facilities, should be considered for

regional incentives.
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Integration of Services Should Be a Focus
in the Delivery of Services to Virginians

Many local officials during the focus groups discussed the need for 2 more
integrated approach te setving the needs of Virginia’s disadvantaged cirizens.
Integration refers to efforts to coordinate different services provided to one
client. Integration may take several forms. At its simplest, it may consist of
informing clients about the additional services they may need and the require-
ments for receiving these services. At the other extreme, it may involve
consolidating different service agencies under one umbrella department. The
key goal of integration is to provide a more comprehensive approach to
serving clients with multiple needs.

Fragmented Service Delivery System Inhibits Comprebensive Approach. The
ability of service providers to address the multiple needs of clients can be
limited by a fragmented service delivery system. As in many other states,
Virginia has separate agencies for social services; physical health services;
mental health, mental retardation, and substance abuse services; aging ser-
vices; special education services; and services for people with disabilities.
There is substantial overlap in the clients served by these agencies.

Without coordinated services, clients must negotiate the sometimes confusing
array of services and agencies by themselves. Each agency has its own
eligibility requirements, funding mechanisms, regulations, and procedures.
In addition, services may be offered at different locations, making accessibilicy
difficult for dients who are less mobile.

In 1990, the National Conference of State Legislatures (NCSL) surveyed all
states as part of a study of state child services systems. The majority of survey
respondents stated that fragmented, categorically-funded programs limited
coordination of child services. NCSL found that the human services system
will typically give the child an identifier such as “dropout,” “substance abuser,”
or “teen parent” based on the incident that caused him or her to enter the
system. According to the study, this approach discourages comprehensive
assessment and treatment of multiple needs because the system will respond to
one specific behavior and not necessarily the child’s overall needs.

All Levels of Government Have Begun to Respond to the Need for Service
Integration. The benefits of integration in the health and human services
system have been recognized by officials at the federal, State, and local levels.
Interest in service integration has evolved over many years. In fact, several
projects have been implemented to improve coordination of services, ranging
from interagency commissions to integrated departments.

In 1991, the U.S. Secretary of Health and Human Services developed a
comprehensive plan naming service delivery integration one of nine funda-
mental program directions for the Department of Health and Human Ser-
vices (HHS). This program direction is to “improve the integration, coordi-
nation, and continuity of the various HHS-funded setvices potentially avail-
able to families currently living in poverty.” Following this directive, each
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agency and division within the deparrment established specific plans to in-
crease service integration. A priority commitment has been to improve
integration of services which assist families to become self-sufficient.

Virginia has not initiated a comprehensive integration effort. However, the
State has recognized the benefits of integrated service delivery. For example,
in 1990 the Secretary of Health and Human Resources called for improved
service delivery to at-risk and troubled youth and their families. A cross-
secretarial interagency council was established to recommend improvements
to the current child services delivery structure. As a result of the council’s
efforts, the Comprehensive Services Act for At-Risk Youth and Families was
enacted into State law in 1992. This act establishes a trust fund from which
localities can receive grants to develop innovative and collaborative services.
The fund consolidates categorical agency funding, providing greater flexibility
in purchasing and providing services for at-risk youth and their families.

At the local level, some localities have made strides toward integrating their
services.  For example, Arlington County has one department of human
services, which encompasses health, mental health, mental retardation, sub-
stance abuse, elderly, and social services. Several localities have located all of
their human services departments in the same building, thus providing in-
creased client accessibility and improved communication between local agen-
cies. Addirional information on local efforts is included in the Human
Services section of Part Three of this report.

Additional Efforts Toward Service Integration Are Needed. Both at the State
and local levels, continued artention should be focused on improving how
services are delivered to clients with multiple needs. For example, in the area
of child services, service integration efforts must be broadened to encompass
the educational system. While efforts have been made to coordinate educa-
tional services with other child services, a more formal relationship needs to be
established. Schools are a point of contact for all children over five years old.
Teachers see their students every day, and thus can potentially identify
problems with a child as the problems develop. With a coordinated service
delivery system for children, teachers and counselors would be able to promptly
refer that child to the needed services. Hence, it is important that schools be
included as an integral part of the child services delivery network.

Recommendasion (5). Service integrasion efforts should be increased at both the
State and local levels. For example, the Secretaries of Health and Human
Resources and Education, and their respective departments, should maintain an
ongoing dialog regarding approaches to service integration, with the goal of
developing formal mechanisms for increasing integration of social, health, and
educational services. Priority astention should be focused on integration of
educational services with other child services.
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City/County Distinctions Continue to Blur

From the time of Virginia’s first Constitution through the first half of this
century, distinctions between cities, towns, and counties were clear. Cities
and towns were urban centers for work and shopping. They had relatively
high population densities. Counties, on the other hand, were the agricultural,
less densely populated areas of the State. As rural localities, counties required
t powers since they did not face the problems associated with urbaniza-
tion. “Suburbs” had not gained the level of prominence they hold today.

“City” and “county” titles were appropriate during the carly 1900s because
they accurately identified different locality types — urban and rural. How-
ever, the accurate descriptors of 1900 serve as artificial distinctions today.
Currently, the second most densely populated locality in Virginia is a county
— Arlington County. In total, 15 counties have higher population densities
than the least densely populated city. As described in a 1988 report by the
Local Government Attorneys of Virginia:

the growth of urban counties over the last 20 years has been nothing
short of explosive, and urban counties are now much more like cities
in the intensity of their development and the service requirements of
their citizens. Similatly, over the same 20 years several rural counties
have chosen to become cities to protect themselves from continued
annexations . . . . Thus, in the place of the once-pristine divisions
between localities, which served so well for so long, we find today a
jumble of jurisdictional types: counties that provide city services,
cities that have thousands of agricultural acres, and towns that have
their own school systems.

This blurring of the distinction between cities and counties is manifest in the
1971 changes to the 1928 Virginia Constitution. The 1971 Constitution no
longer maintains scparate constitutional sections for cities and counties. As
explained in the Report of the Commission on Constitutional Revision:

In some states it is natural that counties and cities receive different
treatment because only the county exercises some delegated state
functions, such as conducting elections and enforcing state law. But
in Virginia, separation of counties and cities eliminates such distinc-
tions. ... Since Virginia’s counties and cities are on a par with each
other, the Commission proposes that the Constitution deal with
counties and cities in more uniform fashion than is presently the case.

The 1968 Commission on Constitutional Revision also addressed the option

of “charter counties” to recognize the emergence of urban counties. The
Commission proposed allowing any county with a population of at least

25,000 to adopt a charter, upon approval by the voters in that locality. The
Commission’s report noted:

Under modern conditions no reason is apparent to deny the “urban
counties” the same constitutional flexibility now afforded cities in
providing services for their citizens . . .. The figure of 25,000 fora. . .
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charter county has been arrived at by a study of the minimum population
deemed efficient in providing future services including, in particular,
the operation of an efficient school system.

Though the proposed amendment regarding charter counties was not enacted
as part of the 1971 Constitution, charter counties were eventually allowed
through legislation passed during the 1985 General Assembly Session. The
1985 legislation (HB 1256) provided for counties to follow the same proce-
dures as cities in obtaining a new charter or amending a current one. To date,
Roanoke and Chesterfield Counties have taken advantage of this option.

This wend toward treating cities and counties more alike appears to be a
positive step toward streamlining State and local government relationships.
The General Assembly may wish to continue moving away from the artificial
distinctions of cities and counties and, instead, make distinctions as necessary
based on more accurate characteristics of the localities, such as population
density.

In 1991 and again in 1992, resolutions were submitted for the review of Tide
15.1 of the Code of Virginia. This title of the Code outlines the powers of
counties, cities, and towns. Separate sections are presented for counties and
for municipalities. In the 1992 resolution (H]R 227), the Code Commission
was specifically charged with revising, rearranging, amending, and recodifying
the tide. The resolution noted that “one of the objectives of the present
Constitution was to treat counties and citics more nearly alike” and that “a
revision of those statutes in Titde 15.1 . . . to carry out the intent of the 1971

Constitution is long overdue.” Neither resolution passed both houses of the

General Assembly.

Given the changes in cities and counties that have taken place, however, a
study such as the one called for in HJR 227 may be appropriate for the
General Assembly to undertake. Such a study could be used to further
streamline local government structures and eliminate different treatment of
cities and counties, where feasible.

Recommendation (6). The General Assembly may wish to direct a review of Title
15.1 of the Code of Virginia. Title 15.1 should be examined in light of the intent
of the 1971 revisions to the Virginia Constitution to treat counties and cities more
alike. The review could specifically identify provisions which should be revised,
rearranged, and amended to better reflect the current Constitution’s treatment of
counties and cities.
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Conclusion

The increasingly complex environment in which government operates neces-
sitates improvements to Virginia’s State/local relationships. By working
together, the State and local governments can take a proactive role in shaping
the future of Virginia. Otherwise, the Commonwealth faces continued crisis-
mode, reactive policies and practices.

By building a State/local partnership, both State and local governments will be
strengthened. The State will benefit from local expertise in matters of service
implementation, and local governments will benefit from a better understand-
ing of the State’s long-term direction and goals. This will enable local
governments to better plan their own long-term goals and policies.

In addition, intergovernmental relations may be improved by examining the
current State/local service delivery system to determine the most appropriate
assignment of responsibilities. Structural changes are needed to reflect the
changing environment in which Virginia’s governments operate and to more
efficiently and effectively allocate scarce government resources. The alloca-
tion of service responsibilities based on today’s conditions and predicted
trends can help to alleviate some of the structural problems which currently
exist. Potential changes to specific service responsibilities are discussed in Part
Three of this report. The options presented should be used as a point of
discussion in efforts to open lines of communication between the State and
local governments.
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PART THREE:

REALIGNMENT

‘| OF SERVICE
AND FUNDING
RESPONSIBILITIES

The study mandate, SJR 235 (1991), required JLARC to conduct a review of
service delivery and funding responsibilities for seven major functional areas
of government. To assist in the review, JLARC staff reviewed the many
studies addressing State and local service delivery structures, analyzed results
from the 1991 JLARC staff survey of local government officials used in the

1992 Intergovernmental Mandates and Financial Aid to Local Governments
report, and conducted nterviews with dtate agency and local government

staff. These activities were carried out to determine potential areas for further
study as well as to identify any recommendations that were still appropriate.

As noted in previous sections of the report, JLARC staff also conducted focus
group interviews with both State and local government officials. These group
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interviews were conducted to determine local officials’ assessments of the
appropriateness of the current service delivery structures, and the options
available for increasing the responsiveness of these structures in meeting the
needs of Virginia’s citizens.

The results of the group interviews and subsequent review of the service
delivery structures by JLARC staff indicate that the structures and assign-
ments of responsibilities for providing the services are generally appropriate.
However, significant social and economic changes have occurred since many
of the service delivery structures were implemented. These changes have
affected the ability of some structures to continue providing adequate services,
which suggests that some changes to current service delivery practices are

necessary.

For example, the current transportation service delivery structure has been
relatively unchanged since 1932. At that time, counties, which were largely
rural, were unable to provide a quality, interconnected road and highway
system. As a result, the State assumed responsibility for building and main-
rining county roads. Because most counties were similar, the State was able
to effectively address almost all of their road and highway needs.

Demographic patterns, however, have changed dramarically since 1932. Not
all counties remain rural. Urban and suburban counties continue to grow in
population at substantial rates, and the State is no longer able to meetall of the
local road and highway needs of these rapidly growing counties. Further, in
artempting to meet the pressing road needs of high-growth localities, the State
is unable to fully meet the road needs of other counties, or the needs of larger
highway systems like the interstate system.

Similar trends are also evident in other functional areas. In the area of human
services, the growing diversity of the State’s population, such as the increasing
number of foreign-born residents and elderly, makes it difficult for a frag-
mented human services delivery structure to adequarely meet the different
needs of the service recipients.

In this section of the report, options are presented to improve or alter the
current service delivery structures in order to meet the needs of the citizens of
the Commonwealth, as well as to promote basic principles such as equiry,
efficiency, effectiveness, public participation, and accountability. The options
presented are intended to refine service delivery structures by clarifying and
simplifying the assignments of service responsibility.
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Services in this area are in general being performed and funded by the appropriate levels of
government. It was determined, however, that options are available for modifying funding and
service delivery responsibilities to increase equity and efficiency. To increase the equity of State

Sunding for local law enforcement, more local involvement is proposed. For local corrections, more

State involvement is an option which would help increase the efficiency of the States criminal
fustice system. Finally, proposals affecting courts are in part extensions of recommendations made in

previous judicial studies of the court system.

Overview

As part of its review of State and local governments’ service delivery and
funding responsibilities, JLARC staff examined the administration of justice
in Virginia. For purposes of this review, administration of justice includes
three services: (1) local law enforcement, (2) local jails and corrections, and (3)
courts.

The law enforcement service delivery function is one where assignments of
responsibility berween State and local governments appear to be relatively well
defined. This is supported by the findings of the 1992 JLARC repor,
Intergovernmental Mandates and Financial Aid to Local Governments. Analysis
for the report indicated that localities were generally satisfied with the techni-
cal assistance provided by State agencies in this functional area and viewed
applicable mandates as reasonable. Though State and local responsibilities are
fairly well defined, analysis indicates that the distribution of State aid to cities
and counties is inequitable, and in the case of the majority of counties, not
entirely reflective of the apparent local nature of the service.

The local jail function, on the other hand, is one where local officials cited
problems, particularly with: (1) State funding for jail construction, (2) State
funding for jail operations, and (3) the number of jail inmates. Because of the
role of the local jails in the overall corrections policy of the State and the

extensive State funding efforts, the degree to which service delivery responsi-
hility cshould be acsigned to local governments and funding responsibilicy

assigned to both State and local governments is questionable.

The court system is an area where the State expanded its role in 1973 in terms
of funding and overall administration. At thar time, the courts were deemed
to be a State responsibility. Most staffing and other functions associated with
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the courts were therefore assumed under the State court system. Nonetheless,
local government officials in the focus group interviews expressed concern
that the State is not providing adequate funding for judges’ administrative
staff and that court construction and renovation requirements may be unduly
burdensome. Additional issues were also raised regarding State funding for
administrative staff that support the courts’ operations. To promote the
State’s policy of having a State court system, some additional State funding in
this area may be warranted.

All cities and nine counties have law enforcement services provided through
local police departments. The remaining counties have law enforcement
services provided through sheriffs’ offices. For this review, the law enforce-
ment function includes positions associated with maintaining communica-
tions with law enforcement officers as well as other support staff.

JLARC staff determined that the continued assignment of primary responsi-
bility to local governments for providing and funding this service appears
warranted. Local governments generally have a high degree of flexibility in
how law enforcement activities are performed. Further, in meetings with
JLARC staff, some State and local officials concurred that primary responsibil-
ity for the law enforcement service area should rest with local governments.
Yet, because the State does have an interest in ensuring some basic level of law
enforcement protection statewide and the majority of laws enforced by local
officers are State laws, it is reasonable that some level of State assistance
continue in the future. The manner in which State funding is distributed and
the level of that funding, however, should be addressed.

State funding for local law enforcement is, by any measure, significant. For
FY 1991, it is estimated thar cities and counties received more than $120
million in State aid for local law enforcement purposes. State funding
mechanisms for local law enforcement reflect the differences in the method in
which law enforcement services are provided at the local level. The funding
mechanisms treat localities with police departments inequitably.

Localities with local police departments received non-categorical State aid that
accounted for approximately 16 percent of their local law enforcement expen-
ditures in FY 1991. Conversely, the remaining counties reccived State
categorical aid that in some localities may have funded the majority of
personnel-related costs associated with the local law enforcement function.
Options are presented which attempt to mitigate this inequity.

Law Enforcement Is Primarily a Local Responsibility

Despite the significant level of State funding provided for law enforcement,
law enforcement is primarily a local responsibility. This conclusion is based
on two primary findings. First, the State has a very limited role in regulating
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the law enforcement service level and delivery arca. Second, during focus
group interviews, some local government officials stated that law enforcement
is generally a responsibility of local governments.

State Regulation of Local Law Enforcement Services Is Limited. From an
operational standpoint, the State’s involvement in the day-to-day affairs of
local law enforcement activities is modest. State mandates do not dominate
the day-to-day operations of a city or county’s law enforcement function. In
the 1992 JLARC report, Catalog of State and Federal Mandates on Local
Governments, JLARC suaff documented a total of seven mandates which apply
to the functional area of law enforcement. In contrast, State and federal
mandates regulating social services totaled 60.

Further, the mandates in the area of law enforcement appear to be more
procedural in nature and relatively non-obtrusive. For example, some of the
mandates require local law enforcement agencies to:

O notify victims of crimes of their rights,
O report artests to the Central Criminal Records Exchange, and

O submit monthly and annual crime reports to the State Police.

The conclusion that the mandates in this area are relatively non-obtrusive is
supported by the fact that only nine percent of the local government officials
who responded to the 1991 JLARC staff survey on mandates affecting local
governments cited the mandates in this area as unreasonable.

Local Government Officials Cite Law Enforcement as a Local Responsibility.
During the focus group interviews, the law enforcement function was cited by
some local government officials as primarily a local responsibility. For ex-
ample:

During one interview, a local government official noted that police, fire,
and rescue services should be 100 percent locally funded.

* *x  x

During another interview, a local official noted that local law enforce-
ment works well. This official also stated that law enforcement is a local
service with a great deal of communication between the State Police and
local law enforcement agencies.

A focus group comprised of local government officials organized by the
Virginia Municipal League determined “that fire/rescue and law enforce-
ment were two functions that should remain local responsibilities . . . .~
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There are a number of possible reasons local government officials regard law
enforcement as a local responsibility. First, significant State funding is
provided for this service, without many mandates or regulations. Second, the
lack of burdensome regulations and mandates allows local governments to
make the majority of policy and operational decisions.

State Funding for Local Law Enforcement Services is Inequitable ——

State funding for local law enforcement is substantial. The estimated amount
of State funding provided for local law enforcement in FY 1991 was at least
$120 million. Yer, analysis of the distribution of State financial assistance
shows some inequity in current State funding efforts between localities with
police forces and those without.

State Funding for Local Law Enforcement Services. The State’s role in
allocating funds for local law enforcement services varies primarily according
to jurisdictional class and the presence of a local police department. For the
cities and nine counties with a police force, funding is provided through the
State Assistance to Localities for Law Enforcement program — commonly
referred to as the “599” program (named for House Bill 599 (1979) that
established the program). The program is administered by the Department of
Criminal Justice Services (DCJS). Funding for law enforcement services in
the remaining counties is provided to sheriffs’ offices through the State
Compensation Board. Of the more than $120 million in law enforcement
funding distributed to cities and counties in FY 1991, DCJS distributed $75.6
million and the Compensation Board an estimated $46.4 million (Figure 23).

Figure 23

State Financial Assistance for
Local Law Enforcement, FY 1989 -FY 1991

. ;:sugrzing

(Millions of Dollars)

FY 1989 FY 1990 FY 1991 * Estimated

Source: JLARC staff analysis of data from the Department of Criminal Justice
Services, and Funding of Constitutional Officers, JLARC, 1990.
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Inequity of State Law Enforcement Funding. Despite the State’s funding
efforts, some inequity exists in current State funding between localities with
police forces and those without. Analyses of State funding for local law
enforcement and data on local law enforcement expenditures indicates that
Stare aid accounts for a relatively small proportion of local law enforcement
expenditures for localities with police departments.

For FY 1991 it is estimated that “599” funding accounted for about 16
percent of local law enforcement expenditures. The average for the FY 1989
through FY 1991 period was about 17 percent. For the counties withour a
police department, however, State funding was estimated to cover about 62
percent of local sheriffs’ law enforcement expenditures in FY 1991. For the
FY 1989 through FY 1991 period, State aid distributed by the Compensation
Board for local law enforcement services provided by sheriffs was about 63
percent of total expenditures (Figure 24).

Figure 24

State Aid as a Percentage of
Local Law Enforcement Expenditures, FY 1989 - FY 1991

Localities without
Police Departments*

Localities with
Police Departments

FY 1989 FY 1990 FY 1991

* Estimated

Source: JLARC staff analysis of data from the Auditor of Public Accounts, Department of
Criminal Justice Services, and Funding of Constitutional Officers, JLARC, 1990.

Analysis of additional data suggests that the amount of funding provided for
local law enforcement in counties without a police department may be even

higher. During the 1989 study of staffing standards for Virginia’s sheriffs,
JLARC staff conducted a survey of all sheriffs in Virginia. Of the 84 sheriffs

who responded to the survey and had local law enforcement responsibilities at
that time, only 28 received staff positions funded entirely by their respective
localities. Therefore, 56 of 84 localities in FY 1989 had their law enforcement
personnel services funded almost entirely by the State.
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It must be noted, however, that State reductions in aid to local sheriffs’ offices
since 1990 may have required local governments to provide more support for
local law enforcement services. Nonetheless, available data support a conclu-
sion that counties without police departments have had a significant amount
of their law enforcement costs funded by the State.

State Law Enforcement Funding Programs
Could Be Restructured

Analysis has highlighted some inequity in current State funding efforts be-
tween localities with and without police departments. Because responsibility
for providing law enforcement is local in nature, it would follow that State
funding should treat county and city law enforcement functions more alike.

To accomplish this objective, the current law enforcement funding programs
could be consolidated into one funding mechanism similar to that currently
used to allocate State aid to localities with police departments. In addition,
the consolidated funding mechanism could allocate funding in such a manner

as to ensure that all localities receive aid on an equitable basis.

Law Enforcement Funding Mechanisms Could Be Consolidated One method
available to address the inequity in State law enforcement funding efforts is to
consolidate the funding programs into one single program. Having a funding
program that does not differentiate between localities based on the fact that
law enforcement is or is not provided by a police department would provide a

framework for achieving equitable funding.

Currently, funding for localities without police departments is provided
through the State Compensation Board. The funding process for the costs
authorized by the Compensation Board is primarily a reimbursement process
in which the local government pays expenses and requests reimbursement
monthly for those expenses from the Compensation Board. After review and
approval by Compensation Board staff, the State Comptroller makes payment
to the local government. This entire process requires a grear deal of data
collection and review on a monthly basis by sheriffs’ offices, local govern-
ments, and Compensation Board staff.

The “599” program, on the other hand, is relatively straightforward and
requires litde State or local government paperwork. The total amount of
funding to be distributed is determined through the executive and legislative
budget process. Preceding each State biennial budget, DCJS develops the
formula to be used in the upcoming biennium to distribute the approved State
funding to localities with police departments. The formula is a mulriple

regression cquation which is used o dcvclop a Potcntia.l crimc ratc. The
facrors used to develop the potential crime rate include:

Q population densities,
O crime rates, and

0 welfare caseloads.
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The potential crime rate is then standardized to determine the adjusted crime
index which is the basis for the aid allocation. Once localities are certified by
DC]JS to participate in the program, funding is distributed quarterly with no
additional reporting required of localities. Compared to the current reim-
bursement process used by the Compensation Board, the “599” funding
mechanism is relatively straightforward and efficient.

Clearly, the “599” funding mechanism is more direct and treats localities in a
more consistent manner. The distribution formula uses factors that are
available and measured consistently across all localities and allocates the
majority of funding on this basis. The “599” funding mechanism also relieves
localities of extensive reporting requirements inherent with a reimbursement
process and, in general, appears to place State involvement at a level more
appropriate for a service that is a local responsibiliry.

Recommendation (7). The General Assembly may wish to consider consolidating
the funding program for the law enforcement function of counties without a police
department into the Aid to Localities With Police Department program. The
combined program could allocate funds through a block grant in a manner
consistent with the Aid to Localities With Police Department program. The
General Assembly may also wish to consider requiring the agency responsible for
administering the program to ensure the funding methodology includes factors that
(1) have a relationship to law enforcement staffing, (2) are not subject to manipu-
lation, and (3) are easily quantifiable and available for each locality.

State/Local Cost Allocation Could Be Consistent. On a total dollar basis, State
“599” funding provided to localities with police departments is greater than
the estimated amount provided to localities without police departments.
When compared to local law enforcement expenditures, however, the distri-
bution of funding is inequitable. For FY 1991, “599” funding was estimated
to account for about 16 percent of local law enforcement expenditures. For
the remaining counties without a police department, however, State funding

was estimated to cover about 62 percent of law enforcement expenditures in
FY 1991.

If a revised State law enforcement funding mechanism is implemented,
consideration could also be given to the share of total costs across all localities
that would be assigned to the State. For example, when consolidating the law
enforcement funding mechanisms, the methodology could be revised 1o allow
the State to determine the law enforcement costs in each locality that the State
would recognize for funding. State funding could then be appropriated in

enfficient quantities to have State funding account for a ccrtain proportion, on
average, of all localities’ law enforcement recognized costs.

For example, from FY 1989 to FY 1991, State “599” funding accounted for
almost 20 percent of eligible localities’ law enforcement expenditures. In this
case, the State could adopt the policy of funding approximately 20 percent of
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State recognized local law enforcement costs, regardless of the manner in
which law enforcement services are provided.

Funding similar proportions of local law enforcement expenditures would
remove the distinction in State funding based on the manner in which law
enforcement services are provided. In addition, because the manner in which
local law enforcement services are provided basically reflects jurisdictional
class (city or county), removing the funding distinctions would reflect the goal
of no longer basing funding distinctions on whether a locality is a city or
county. Funding similar proportions of local law enforcement expenditures
would also more closely reflect the local nature of the setvice.

However, the effects of distributing funding in this manner could result in
significant additional costs to counties without a police department. There-
fore, equalizing the State funding shares could be a component of the long-
term reassignment of funding responsibility. This reassignment could also
include a provision that ensures localities do not receive less State funding
than they did in any specific year (a hold-harmless provision).

Recommendation (8). Iflaw enforcement funding programs are consolidated, the
General Assembly may wish to consider determining a portion of the starewide
recognized cost of the local law enforcement function that the State will fund.

Local jails are used to detain persons awaiting trial, those convicted of a
misdemeanor or felony, and on some occasions, those convicted of a federal
offense. Local jails are dealing with an increasing workload — in this case,
inmates. In June 1991, local jails held an average of 11,383 inmates, an
increase of 103 percent since June 1983. Jail capacity, on the other hand, had
increased by only 45 percent — from 5,687 in 1983 to 8,250 in 1991. On
average, jails were operating at 138 percent of rated capacity in June 1991.

During the course of this study, concerns were raised by State and local
officials regarding State funding for jail construction and operating costs.
Analysis indicates that State support for both jail operating and construction
costs is substantial. For FY 1992, it is estimated that State funding for jails
totalled more than $126 million. The Commission on Prison and Jail
Overcrowding estimated that the State provided funds for 86 percent of total
operating costs for the typical local jail. The extent to which the State funds

the operating costs of local jails suggests that the State has largely recognized,
or at least assumed, responsibility tor jails.

It is also evident that local jails are a significant component of the State’s
criminal justice system. The criminal justice system includes the court system
and State prison system. Because of their position as components of this
system, local flexibility in day-to-day operations of the jails is likely to be
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limited. This high level of State funding combined with the impact of State
criminal justice policics on local jails appears to indicate that the assignment of
responsibility for service provision to local governments and assignment of

. funding responsibility primarily to the State, and to a much lesser extent local

governments, may be inappropriate.

Funding For Jail Operations Suggests State Responsibility ——

The Joint Subcommittee to Study Financing Mechanisms for Jail Construc-
tion estimated that for FY 1992 the Commonwealth provided more than
$126 million to local governments for the operation of local jails. About 70
percent of this amount was provided for the salaries, cerrain fringe benefits,
and support costs for approved correctional officers, medical personnel, and
support staff. The remainder was for per-diem payments paid to locl
governments for each eligible inmate to support jail operations and mainte-
nance costs.

The extent of the State’s involvement is evident when compared to other
states. In 1989, the National Conference of State Legislatures reported that
Virginia provided local governments $27 per capita in local corrections
funding — the highest of any state. This per-capita level of local corrections
funding was almost three times the amount of the next highest state.

The Commission on Prison and Jail Overcrowding reporred that in FY 1988,
only 14 percent of the typical jail’s operating revenue was from non-State
sources. The remainder was provided by the State. In FY 1988, non-State
funding of local jail operations ranged from zero percent in Bath County to
more than 50 percent in Lynchburg City (Figure 25).

The Commission’s data indicate that local support for jail operations has not
typically been extensive. Yet, the State’s extensive role in funding local jail
operations does not correspond with responsibility for jail operations. Local
governments are still responsible for the daily operation of the facilities.
Given the extensive State role in funding local jails’ operating costs, assigning

Figure 25
State Ald asa Percentage of Jaﬂs Operating Costs, FY 1988
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on Prison and Jail Overcrowding, House Document 46, 1990.
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responsibility to the State for operating local jails may be appropriate. State
operation of the jails (discussed later) could go so far as to eventually incorpo-
rate jails into the State correctional system.

& Local jails are
directly impacted
by the actions of
a judicial system
and prison system
that are entirely
a State
responsibility, *

Local Flexibility Is Limited by the State Criminal Justice System ——

Local jails are one component of the State’s criminal justice continuum. As
depicted in Figure 26, the demand for local jail space is clearly affected by the
actions of the State court system and the ability of the State prison system to
absorb “State-responsibility” inmates. . State-responsibility inmates are indi-
viduals who are convicted of a felony, receive a sentence of two years or more,
and are sentenced to the Department of Corrections (DOC). It is interesting
to note that local jails are directly impacted by the actions of a judicial system
and prison system thar are entirely a State responsibility.

Impact of Courts on Local Jails. Courts are obviously a primary participant in
the State’s criminal justice system. Once an arrest is made, the court or a
magistrate determines whether the individual should be held in custody or allowed
to go free prior to the formal court hearing. Providing the accused the opportunity
to post bond or bail is one method for allowing release until the court hearing.

Figure 26

Decision Points in the Criminal Justice System Affecting Jails

/ - Decision points which

impact local jalls

Ret " oo
on parole

Source: JLARC graphic based on a graphic from the final report of the 1989 Commission
on Prison and Jail Overcrowding, House Document 46, 1990.
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Decisions made ar this point affect local jails. If the crime was not severe
enough to warrant bond yet bond is required, cells in local jails could be
unnecessarily occupied. On the other hand, if the crime warrants bond and
bond is too high in relation to the severity of the crime, space in local jails
could also be unnecessarily occupied.

The Commission on Prison and Jail Overcrowding determined that, for
selected jails, 50 percent of the accused eligible for release on bond were
unable to post the required amount. In June 1991, 42 percent of the total jail
population consisted of individuals unsentenced or awaiting trial.

In addition, specific types of felony crimes have required more time for the
courts to process. The typical felony drug crime, for example, required 211
days to process from arrest to imposition of sentence in 1989. This was 35
days longer than for the typical violent felony crime. Because the number of
arrests per 100,000 residents for the sale of narcotics increased by more than
70 percent between 1976 and 1990, the potential impact on the population in
local jails that is considered to be awaiting trial or sentencing could be
substantial.

Impact of State Prison System on Local Jails. The State prison system is
responsible for sentenced felons who typically have longer sentences. If the
State prison system is unable to assume all of the State-responsibility inmates
within a reasonable time period, local jails are required to hold these inmates.
The impact of the State prison system’s ability to assume State-responsibility
inmates from local jails to the State system was illustrated in 1988 when the
Richmond City sheriff went to court to require that DOC remove State
prisoners from the jail within prescribed limits.

Prisons have also been impacted by the increase in narcotics-related violations.
From 1983 to 1990, total commitments to the State prison system rose by
more than 78 percent. However, of that number, the number of commit-
ments autributed to individuals sentenced for felonies related to drugs in-
creased by more than 500 percent (Figure 27). The impact illegal drugs may
have on local jails is assuming increasing significance, because local jails keep
State prisoners until space in a State institution is available. However, § 53.1-
20 of the Code of Virginia (as amended in 1990) will mitigate this effect
because it requires DOC to receive all convicted felons with a sentence greater
than that prescribed by the Codewithin 60 days of receiving the court’s order.

State Funding for Construction of Large Jails Is Inequitable

As of 1989, Virginia was one of only five states that provided funding for local
jail onsuuciiva. Fur dic period from FY 1983 through FY 1992, dic Suac

provided more than $27 million to local governments to aid in local jail
construction. Since 1981, the jail construction funding methodology has
been revised a number of times increasing the State’s participation in local jail
construction. In 1989, the most significant revision was implemented which
provided that the State would reimburse local governments for 50 percent of
the approved costs for regional jails (Table 2).
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Figure 27

Comparison of Total Number of Commitments and
Drug Commitments to Virginia Prisons, 1983 - 1990
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Source: JLARC staff analysis of data from Drugs in Virginia: A Criminal Justice Perspective, 1991.

The increased State funding incentive for regional jails was apparendy imple-
mented to encourage consolidation of small jail facilities where severe
diseconomies of scale would most likely occur. However, the enhanced
regional jail reimbursement provision negatively impacrts large jurisdictions
where existing jails are already large and construction of a regional jail could
result in a facility whose size could rival the largest State prison. In the case of
a large locality, the local jail is likely of sufficient size to mitigate many
operating diseconomies usually associated with small jails.

In addition, local government officials expressed concern that the mechanism
for jail construction funding is a reimbursement type process. As such, local
governments are required to pay the entire cost of construction and, upon

Table 2
State Reimbursement Guidelines for Local Jail Construction

Maximum State

Jail Size Contribution
Fewer than 35 Beds $300,000
35 to 99 Beds 600,000
100 to 299 Beds - 900,000
More than 300 Beds 1,200,000
Regional Jail No Dollar Limit’

* The maximum the State will reimbursa localities is 50 percent of approved costs.
Source: JLARC staff analysis of the Code of Virginia.
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completion of the construction, request reimbursement for the State’s share of
the approved cost. This process typically necessitates that local governments
obtain financing for the project. However, financing costs are not an ap-
proved cost and therefore arc not eligible for State reimbursement. In cases of
large facilities, financing costs could be substantial. Issues like these are being
addressed in a study of jail construction financing by the Joint Subcommittee
to Study Financing Mechanisms for Jail Construction.

Options for Increasing the State’s Role in Local Jails

The State’s efforts in funding local jails have been extensive and commensu-
rate with its reliance on local jails. However, in part because the State relies so
extensively on local jails as an integral component of the State’s system of
criminal justice, the extent to which local governments should continue to be
responsible for operating local jails is questionable. One long-term option
available is for the State to assume responsibility for operating local jails. This
increased role for the State could come through the State’s assumption of all
local jails or by allowing localities the option of turning control of their jails
over to the State. Or, if the previous option is not implemented, the State’s
role in jail construction funding could be increased.

State Assumption of Local Jail Operations. There is a precedent for the State
to assume responsibility for operating local jails. Section 53.1-81 of the Code
of Virginia adopred in 1982 provides localities with regional jails the option to:

enter into agreements with the Department of Corrections for the
Department to operate such jail or to pay the costs of maintenance,
upkeep, or other operational costs of the jail.

This provision recognizes the usefulness of regional jails in the State’s correc-
tional system and is consistent with the State’s desire to consolidate small,
inefficient jails. Yet, this provision excludes large localities that do not
participate in a regional jail even though their jail facilities may be large and
relatively efficient.

By accepting responsibility for the operation of local jails, the State would
formalize the role of local jails in the State’s overall criminal justice system.
State operation of local jails could promote greater efficiency and equity. A
State-operated system could be mote efficient in a number of ways. First, the
Stare could consolidate small jails that are staff-intensive and result in staffing
diseconomies that the State is currently funding. For example, analysis of data
used by the Joint Subcommittee to Study Financing Mechanisms for Jail
Construction indicates that in FY 1992, Bath County’s jail, which has an

operating capacity of six inmatcs, was budgcted to rcccive $227 of Statc
funding per prisoner day. In contrast, the average State funding per prisoner
day for all local jails statewide in FY 1992 was expected to be about $30.

Based on an analysis of local jail capacity data, there appear to be staffing
diseconomies associated with a number of jails. The jails in Highland and
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Bath Counties and Clifton Forge City have a total rated operating capacity of
24 inmates. Because jails require two officers on duty for a 24-hour period
when inmates are in the facility, a minimum of 30 correctional officers would
be required (ten per jail) when inmates are present. This results in a staff-to-
rated-capacity ratio of more than one officer for every inmate up to the
facilities’ rated capacity. Further, in FY 1992, these three jails had a total
annual average daily inmare population more than 50 percent below their
rated operating capacity. Operating such small facilities below their rated
capacity can significantly increase staffing diseconomies.

If the State operated the jails, consolidation of these jails into 2 more cost
effective facility might be more easily accomplished. Or, the inmates could be
transferred to nearby State correctional institutions or field units in Augusta or
Botetourt County.

Also, the State could more easily move inmates to jails that are not continually
operating in excess of capacity. Analysis of the FY 1992 data indicates that 23
jails had an annual average daily population at or below their rated operating
capacity. In other words, these jails did not experience long-term overcrowd-
ing in FY 1992. Had the jail system been under the opetating control of the
State, transfer of inmates from jails operating far in excess of rated capacity to
jails operating at or below capacity may have been facilitated more easily.

State operation of local jails could also berter ensure equal access to services for
all eligible inmates on a statewide basis. For example, State-operated jails
could better ensure eligible inmates are treated in a manner consistent with
inmates in State institutions with respect to programs like “good time,”
parole, and treatment programs for alcohol and drug abusers. In addition, the
State would be in a better position to implement programs that are designed
to lessen reliance on incarceration while unsentenced and awaiting trial.
Programs like this could reduce the large and growing jail population that is
considered unsentenced and awaiting trial and therefore could produce cost
savings.

For example, in September 1992, 40 percent of the inmate population in local
jails was unsentenced and awaiting trial. The Commission on Prison and Jail
Overcrowding found that many of these individuals awaiting trial were even-
wually released to await their upcoming trial. The Commission concluded that
“alternative release procedures and programs should be used for the minimum
risk pretrial population . ...” Such programs have produced significant cost
savings in other states (Exhibit 3). Alternatives to incarceration, and their
associated cost savings, may also be appropriate for other relatively minor
infractions like public intoxication.

‘The potential tor cost savings has important implications for Virginia. The
Joint Subcommittee to Study Financing Mechanisms for Jail Construction
has determined that an additional $184.5 million will be required in the
1996-98 budget to fund local jail capital projects and operating expenses. If
alternatives to incarceration were implemented, however, the need for addi-

tional capital and operating costs for local jails could be reduced.
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Finally, State operation of local jails could eventually result in a significant
reduction in the number of correctional facilities. Currcndy, Virginia oper-
ates 90 jails and 38 major State institutions and field units. Consolidation of
some local jails and elimination of inefficient ones could result in long-term
cost savings in construction and operation.

As noted earlier, inmates in small jails could be transferred to nearby State
correctional institutions. Many localities with local jails also have State
correctional institutions within their city or county (Figure 28). Some
localities already use DOC facilities in lieu of operating a local jail. For
cxample, Goochland and Powhatan Counties use the State correctional facili-
ties residing in their localities to house inmates.

Clearly. this long-term goal would fequire restrucruring of DOC. in arder to
house jail inmates and inmates of major correctional institutions together.
For example, it is unlikely that prisoners awaiting trial should be housed with
a large number of convicted felons. Inaddition, because many of the local jails
also serve as the local court’s holding facility, coordination would be required
to ensure holding facilities or other appropriate arrangements are available to
hold inmates for their court appearances.
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Localities with Both a Local Jail and a State Correctional Center or Field Unit

0

Note: Does not inciude regional jails. Source: Department of Comrections, 1992

In addition, financing arrangements for the incarceration of “local” prisoners
in the State’s jail system would need to be developed. Such a funding
arrangement could be similar to the one the State currently uses to reimburse
localities for incarcerating State-responsibility inmates in local jails. For
example, the State provides all localities with a local jail $8 per day for each
inmate they incarcerate. For State-responsibility inmates, however, an addi-
tional $6 per day for each of these inmates is provided to the localities. The
additional payment recognizes the State’s responsibility for these inmates and
provides some incentive for the State to transfer inmates to DOC facilities as
soon as possible.

If the State operated the jail system, local governments could be required to
pay the State for incarcerating local-responsibility inmates. This funding
would in part cover some of the costs of incarceration and should be on a per-
prisoner day basis. This would ensure that the cost of incarcerating inmates
classified as locally responsible is funded by the appropriate level of govern-
ment.

Recommendation (9). The General Assembly may wish to consider either (1)
transferring control of all local jails to the Department of Corrections or (2)
amending §53.1 81 of the Code of Virginia #0 allow localities not participating
in a regional jail to transfer control of their jails to the Department of Corrections.
If operation of local jails is assumed by the State, an assessment of all such jails
should be conducted to determine the extent to which inefficient jails could be
consolidated to achieve cost savings through operating economies. In addition,
guidelines should be developed to require local governments to provide funding to
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the State on a per-prisoner day basis for all locally responsible inmates incarcerated
in State-operated jails and to help finance necessary support programs such as
medical care.

Modification of the Jail Construction Funding Program. The State provides
significant amounts of financial assistance to localities to aid in local jail
construction or renovation. As identified earlier, the reimbursement method-
ology caps the total amount of State funding that will be provided for non-
regional jails. The only cap for regional jails is the provision that the State will
fund 50 percent of approved costs. The incentive to build a regional jail is
clear.

Yet localities with large jails may be achieving staffing economies that regional
jails serving rural localities achieve. The utility of large localities joining
together with other large localities to build a regional jail is unclear. In fact, 2
regional facility serving many large localities could result in lide or no

operating economies.

For localities that have jails that are sufficiently large to achieve operating
economies, it appears reasonable to allow these localities to qualify for a larger
percentage of State reimbursement for jail construction or renovation. The
Commission on Prison and Jail Overcrowding recommended that localities
with populations of over 100,000 be eligible for increased reimbursement for
single jurisdiction facilities. In 1992, 13 localities with a population greater
than 100,000 also operated a local jail.

Recommendation (10). The General Assembly may wish to consider modifying
the reimbursement guidelines s reimburse a larger portion of construction or
renovation costs for large, non-regional jails.

Virginia’s court function is one area where State and local responsibilities have
been reassigned within the last 20 years. In July 1973, Virginia’s court system
underwent a major reorganization. The courts were consolidated and the
State assumed primary responsibility for funding and administering the court
system. Local governments maintained responsibility for funding the court’s
physical infrastructure as well as some of the costs associated with the staff
supporting the court’s operations. Not surprisingly, issues raised by local
officials regarding this governmental function were specific to these areas of
local responsibiliry.

At this time, there does not appear to be any overwhelming evidence of the
need for changing the assignment of responsibility for constructing and
maintaining court facilities. Some local governments maintain local offices in
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court buildings. In addition, maintaining local control over the facilities
allows the local government significant input into the construction-renova-
tion process — an important consideration in localities where courthouses are
of historical significance. Finally, the General Assembly allows localities o
assess a two dollar charge in any civil, criminal, or traffic case tried in circuit or
distric court to be used for courthouse construction, renovation, or maintenance.

However, there are many support staff involved in the operations of the court
system for whom both the State and local governments have been assigned
varying degrees of funding and oversight responsibilities. Local government
officials expressed concern that the current assignment of responsibilities does
not reflect their level of oversight or control over these staff. These staff
include the court clerks, courtroom security deputies, process servers, and
clerical support. Analysis indicates that administration and funding of these
staff are more properly the responsibility of the courts.

% The direct link
between the
court’s workload
and the workload
of the court’s
staff essentially
removes most
local control over
these positions.

Administration and Funding of Support Staff
Should Be Assigned to the Courts

The court’s daily operations involve many staff in addition to judges. These
staff positions include: court security and civil process deputies, clerks of the
court, and judges’ support staff. Although these staff are directly involved in
the court’s operations, the administrative oversight and funding for these staff
positions varies berween State and local governments.

State funding for the majority of these staff is extensive and assigning respon-
sibility to the court system for funding and administering these positions
would, in effect, fully define its role in the judicial system. In addition,
previous studies of Virginia’s court system have issued recommendations for
having the State fully fund and assume administrative responsibility for some
of these positions. Finally, the direct link between the court’s workload and
the workload of the court’s staff essentially removes most local control over
these positions.

State Funding Efforts are Significant. Although local governments are almost
entirely responsible for funding judges’ administrative staff, the State is an
active participant in funding the remaining components of the court system.
The circuit court, general district court, juvenile and domestic relations court,
and the magistrate system have been appropriated more than $137 million for
FY 1993. State funding for circuit court clerks’ offices and court security and
civil process service deputies is estimated to be an additional $46 million.

Previous Studies Recommended Full State Funding. Virginia’s judicial system
has been subject to 2 number of reviews in the recent past. The recommenda-

tions of one of these reviews conducted by the Court System Study Commit-
tee resulted in the 1973 restructuring of the judicial system. Subsequent
reviews have been conducted to ensure the judicial system is prepared to meet
the challenges of the future. The 1989 Courts in Transition report recom-
mended that:
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the operation of the court system should be state funded . . . [because]
the current method of funding the courts divides expenses by a
combination of complicated formulas between the state and local
governments. This system is unduly complex and produces serious
inefficiencies . . . . Local governments should retain responsibility
only for building and maintaining court facilities. State funding
would include all necessary equipment for the court as well as provide
law clerks and secretaries for all circuit court judges.

The report also secommended that the office of elected clerk of the court be
abolished. In its place would be an appointed court administrator who would
perform all court-related functions. If such a recommendation were imple-
mented, the court would then assume all responsibility for funding the office.

Courts Directly Affect Staff Workload. The workload of these staff are heavily
influenced by the courts. For example, courr security deputies are responsible
for keeping the courthouses and courtrooms orderly. During JLARC’s 1989
study of staffing standards for sheriffs, it was determined that court require-
ments for additional security significantly impacred the daily operation of the
sheriffs’ offices. And, at that time language in the Appropriation Act provided
limits on the number of court security deputies and types of security devices
that deputies could use.

Despite the language in the Act, sheriffs reported that judges continued to
mandate security staffing for their courts in excess of the limits set by the
General Assembly. This, in effect, was workload beyond the control of
sheriffs, but for which they had to supply staff and account for in other aspects
of their offices’ operations. Having court security deputies under the control
of the courts would ensure more coordination over assignment of staff for this

function.

Finally, the workload of judges’ administrative support staff is clearly affected
by the courts. Because these staff are responsible to judges, they are largely
unavailable for use by local governments. Assigning responsibility for funding
these positions to the court is fully consistent with recommendations issued in
previous studies of the State’s judicial system.

Recommendation (11). The General Assembly may wish to assign responsibility
Jor administration of and financing for court security and civil process deputies,
court-related staff of the circuit court clerks, and judges’ administrative staff to the
Executive Secretary of the Supreme Court.
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The transportation service delivery structure has provided the State with a sound, high quality
transportation system. The current structure, however, largely because of funding constraints,
appears to be unable to meet all of the transportation needs of all localities. To ensure that the
service delivery structure better meets the transportation needs of a diverse group of localities, the
State could provide additional flexibility by allowing localities to assume responsibility for selected
transportation operations. In addition, an additional funding source could be authorized for
localities to enable them to fund a portion of transportation construction projects as well as other
local transportation needs.

Overview

As part of the JLARC swaff review of assignments for service delivery and
funding responsibilities, the functional area of transportation was discussed
with State and local government officials. Based on these interviews and
subsequent review by JLARC staff, it was determined that the current assign-
ments of responsibility for providing transportation-related services were
basically appropriate.

Further, the Virginia Department of Transportation (VDOT) was cited by
many localities as a particularly responsive participant in the transportation
service delivery structure. Nonetheless, local officials were concerned that
some local transportation needs were not being met.

Options exist for ensuring that the transportation system provides flexibility
and accountability as well as meets the road and highway needs of both the
State and local governments. Some options involve additional State funding
and others simply transfer responsibility for specific functions. For example,
allowing localities that have the saff capabilities and expertise to assume
control of traffic operations could provide a great deal of local flexibility as
well as increased accountability to local citizens.

To ensure both the State and local road and highway systems have more
adequate funding for all transportation needs, local governments could be

_required to provide some funding for transportation construction projects. If

this option is implemented, an additional transportation funding source
should also be provided to localities. This would provide localities the
funding necessary to match the State’s construction funding as well as provide
them the flexibility to fund other local transportation priorities.
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Background on Transportation in Virginia

Virginia’s road and highway system history has two distinct periods — the
pre- and post-1932 period. The pre-1932 period was a time of substantial
local control over road building decisions. The post-1932 period is high-
lighted by the Byrd Road Act which effectively transferred control of all
county roads to the State and created the State highway system. A number of
other events occurred in the development of Virginia’s highway and road
system which have culminated in the current State/local transportation net-
work.

History of Virginia’s Road and Highway System

From its beginning, Virginia’s road and highway system has had some State
involvement. For example, the State has provided financial and other assis-
tance for roads and highways since 1906, even though counties and cities were
responsible for building and maintaining their own roads prior to 1932. After
1932, the State’s involvement changed to one of complete responsibility for
building and maintaining county roads and providing significant financial
assistance for cities’ road efforts.

1906 ro 1932. The State Highway Commission was created in 1906. The
Commission’s role was to provide financial assistance and road construction
assistance to counties. During the 1910 to 1920 time period, the ongoing
maintenance of a growing highway system was a concern. .: appears that once
roads and bridges were constructed, it was difficult to provide sufficient
funding for proper maintenance. As a result, the General Assembly deemed
that the fees already collected for licensing and registering automobiles should
be paid into a special fund to be expended by the Highway Commissioner for
the maintenance of reads and bridges constructed with State aid in the
counties of the State.

However, roads were not consistently maintained from one county to an-
other, making a continuous journey across the State difficult. To alleviate this
problem, the General Assembly created the State Highway System by taking
responsibility for major roads previously administered by counties. This was
done to provide motorists with a consistent road system across the State. The
remaining system of locally administered roads and highways continued until
1932, with the passage of the Byrd Road Act.

1932 to Present. After the passage of the Byrd Road Act in 1932, the county
role in road construction and maintenance practically vanished. The Byrd

Road Act was designed to provide consistent construction, maintenance, and
coordination of the dtate’s roads and highways. This was accomplished by

providing counties the option of transferring responsibility for construction
and maintenance of their roads to the State. Arlingron and Henrico Counties
are the only counties whose roads are not part of the State system. Cities, on
the other hand, are still responsible for the construction and maintenance of
their streets, although the State provides significant financial assistance.
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Other significant changes have been made that have affected the highway and

" road systems in Virginia. These changes include:

0 Congress created the interstate highway system (1956);

Q the formula for allocating construction funds among highway systems was
adjusted by the General Assembly to 50 percent for the primary system and
25 percent each to secondary and urban systems (1977);

O the motor vehicle fuel tax was increased to 11 cents per gallon for automo-
biles and 13 cents per gallon for truck fuel (1980);

O the formula for allocating construction funds among highway systems was
adjusted by the General Assembly to 40 percent for the primary system and
30 percent each to secondary and urban systems (1985); and

Q vehicle registration fees, motor vehicle sales and use taxes, motor fuel and
special fuel taxes, and the State sales and use tax were increased (1986).

Virginia’s Road and Highway System

As noted earlier, most roads and highways, outside of the cities and Arlington
and Henrico Counties, are constructed and maintained by VDOT and classi-
fied as the secondary road system. Construction and maintenance of the
urban highway system (city streets) are the responsibilities of cities, although
the State provides significant levels of funding. In addition, the primary and
interstate highway systems are major portions of Virginia's overall road and
highway system. While discussed briefly in this section, the overall chapter
will specifically address the city and county road systems.

Secondary Road System. These roads are often referred to as county roads. In
the 93 counties in the State’s secondary road system, the State has full
responsibility for constructing and maintaining these roads. VDOT is re-
sponsible for maintaining more than 45,000 miles of secondary roads. Be-
cause they chose not to be included in the State’s secondary road system,
Arlington and Henrico Counties’ roads are treated like city streets for pur-
poses of State financial assistance for construction and maintenance.

Improvements to the secondary system are scheduled on a county-by-county
basis through a six-year plan. This plan is developed by the resident engineer
and county board of supervisors and is based upon projected revenues for the
six-year period. The plan is then presented at a public hearing. After the plan
is adopted, it becomes the secondary highway improvement plan for that
county.

Urban Highway System. Urban hughways are essentially city streets. Like the
secondary road system, the urban system had its beginning in the Byrd Road
Act. The Byrd Road Act did not relieve cities, unlike counties, of responsibil-
ity for their streets. However, it did provide for significant State financial
support to cities for the maintenance and construction of city streets. With
the financial aid, though, came increased supervision from VDOT of city
street construction and maintenance activities.
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Primary Highway System. The primary highway system comprises roads in
the State highway system not otherwise designated in statute. In addition, the
primary system is composed of specific primary routes designated as arterial
highways. Arterial highways are generally divided four-lane roads which
complement the interstate highway system and connect major cities and
towns in the State. Planning for the primary highway system is completed in
the VDOT central office and the construction districts.

Inzerstate Highway System. The interstate highway system is very distinct
from the primary, secondary, and urban systems. This system consists of
Virginia portions of the federal National System of Interstate and Defense
Highways (Interstates 64, 66, 77, 81, 85, and 95). When preparing a six-year
improvement plan for the primary system, VDOT also prepares a separate six-
year plan for the interstate system. While distinct from the State system,
interstate highways are major State arteries and are significant components of
the State’s overall transportation system.

& State funding for
secondary and
urban roads has
been extensive ~
more than $1.4
billion in FY 1993
and FY 1994. %

State Funding of Virginia’s Secondary and Urban Roads —————

State funding for the county and municipal road systems has been extensive.
Funding appropriated for these programs in FY 1993 and FY 1994 totals
more than $1.4 billion (Table 3).

The funding is provided primarily through six transportation programs. The
secondary road construction and maintenance programs require no county
matching funds. Some counties do, however, provide local funding to
supplement the State’s funding efforts. The urban construction program
requires a two percent match from city governments, while the urban street
maintenance program has no required match. The county road maintenance
program provides maintenance funding for the Counties of Arington and
Henrico. These maintenance programs distribute funding to these local
governments based on the classification of the streets and mileage. The
funding must be used for specified purposes.

VDOT also has a revenue sharing program which provides State funding that
localities match on a dollar-for-dollar basis. The funds can be used for
primary or secondary road construction or maintenance. Total State funding
for this program is limited to $10 million by the Code of Virginia.

Funding for the transportation programs is primarily composed of revenue
sources considered to be user charges. These revenue sources include the:

Q motor fuels and special fuel ta;(,

road tax,
motor vehicle fuel sales rax,

motor vehicle sales and use tax, and

Cc o oo

toll charges.
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Table 3
Funding for Local Road Programs, FY 1993 and FY 1994

Appropriated Appropriated
Program EY 1993 FY 1994
Secondary Construction $166,451,600 $173,655,200
Urban Construction 140,433,300 146,484,600
Secondary Maintenance 217,406,500 224,406,500
City Street Maintenance 136,115,700 145,434,300
County Road Maintenance 19,791,100 21,075,500
Revenue Sharing —10.000,000 10,000,000
Total: $690,198,200 $721,056,100

Note: An additional $1.4 biliion is appropriated for FY 1993 and FY 1994 for the
maintenance and construction of interstate and primary highways.

Source: FY 1993-1994 Appropriation Act.

There is one major source of revenue used to fund Virginia’s transportation
system that is generally considered to be a general fund revenue source — the
sales and use tax. As a result of actions by the 1986 Special Session that
considered the recommendations of the Commission on Transportation in
the Twenty-First Century, an increase of one-half of une percent in the Stare’s
sales and use tax was dedicated to highway construction and other forms of
transportation including ports, airports, and mass transit. The sales and use
tax is projected to generate $240 million for transportation purposes in FY
1993.

Options for Modifying City and County

Transportation Responsibilities

There does not appear to be overwhelming evidence of the need for changing
the current transportation service delivery structure. While local officials cited
the need for more roads, their concerns seemed to point to a lack of funding
rather than inappropriate responsibility for providing the service. Nonethe-
less, some counties may, in the future, decide that being responsible for some
of their transportation function is more appropriate than is the current
assignment of the entire function to the State. Some counties already provide
additional funding for road -construction purposes. Counties could also
assume some of the administrative and operational functions associated with
roads and highways.

Some counties would prefer to have more control over the roads and highways
in their localities. However, the start-up costs associated with the equipment
and personnel needed to carry out the function would be substantial. Local
government feasibility studies addressing the takeover of road and highway
responsibilities from VDOT have confirmed that it is not economically
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feasible for localities to assume this function. In addition, very few local
government officials at the focus group interviews stated they would be willing
to assume full responsibility for road construction and maintenance.

In 1991, the Secretary of Transportation proposed restructuring assignments
of responsibility for funding local road construction. The Secretary’s proposal
was for both cities and counties to pay for a portion of local road construction
projects. To ensure that local road building and maintenance needs are met,
local governments could be required to contribute to transportation construc-
tion projects in their localities. Such a proposal would also increase equity
between cities and counties in funding construction projects as well as align
funding responsibility more closely to the local nature of the secondary and
urban highway system. In addition, this would also enable the State to make
greater use of available State funding for projects in the primary and interstate
highway systems.

A problem with requiring greater local funding for construction projects,
however, is that local governments, unlike the State, do not have a funding
source earmarked for transportation. In order to provide localities the flexibil-
ity to meet the required local construction match as well as provide for other
local transportation needs, a local transportation funding source would need
to be authorized. These options could increase local flexibility and account-
ability while still mainuining the Commonwealth’s high quality system of
roads and highways.

The State Could Allow Localities to Assume
Responsibility for Selected Traffic Operations

While having counties assume full responsibility for constructing and main-
taining roads in their jurisdictions may not be feasible, there may be other
operations in the overall transportation function that could be transferred to
localities. An example is traffic operations. This option would allow localities
that have the staffing and expertise to meet federal and State engineering and
safety standards to determine, among other activities, truck routes, location of
traffic lights, and: speed limits. Presently, all of these functions are the
responsibility of VDOT.

It appears that many of these funcrions could be appropriately placed at the
local level 1o provide greater accountability and flexibilicy. For example,
determining truck routes is probably a major issue in some areas of
suburbanizing counties where residential growth has surrounded previously
unpopulated truck routes. Although it is currently a VDOT responsibility,
local government officials may receive complaints from individuals residing in
affected neighborhoods. Assigning responsibility to the local governments
would allow local officials to more directly address their citizens’ concerns.

There are potential problems associated with transferring these functions. For
example, transferring responsibilities to localities for truck routings could lead
to inconsistent routes across and berween localities. Also, localities may not
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have the necessary technical staff to carry out traffic and engineering studies to
ensure changes meet required federal and State safety standards. VDOT
currently has staff with the expertise and the equipment to carry out required
studies.

Nonetheless, allowing localities the opportunity to provide these functions
would give local officials flexibility to mect many of the needs in their
localities. When local citizens contact their local governing bodies about
problems related to issues of traffic operations, local officials would be able to
assess the situation and respond with findings and, if necessary, a plan of
action for correcting the problem.

Recommendation (12). The General Assembly may wish to allow counties the
option of assuming responsibility for some of the traffic operations funcrion. The
General Assembly may also wish to consider establishing standards to use in
determining which functions could be transferred. These standards should in-
clude: safety, staff capability, and the effect of the changes on inter-jurisdictional
traffic flow.

The State Could Expand the ‘
Transportation Revenue Sharing Program

During focus group interviews, VDOT's revenue sharing program was cited
by local government officials as a popular and successful program. This
program provides up to $10 million in State matching funds to counties for
road and highway construction or maintenance activities. Participants noted
that because of the local match requirement, the State’s road and highway
system received two dollats of improvements for every one dollar of State

funding.

The benefits of this program are clear. Localities are allowed substantial
discretion in determining which projects are to be funded, thereby better
meeting local needs. The State benefits because the $10 million in State
funding yields $20 million in transportation improvements.

One option available to enhance the State’s ability to meet local transporta-
tion priorities is to increase the amount of State funding available for a local
funding match. Another option is to allow cities to participate in the
program. This option was recommended by some of the focus group partici-
pants as well as the Secretary of Transportation. More localities would have

access to this program, thus providing more opportunities for transportation
improvements throughout the State.

Recommendation (13). The General Assembly may wish to consider amending
$33.1-75.1 of the Code of Virginia to allow cities to participate in the revenue
sharing program and to raise the maximum amount of State funding available.
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% To better ensure
State funding can
meet both State
and local transpor-
tation priorities,
cities and counties
could be required
to share in
the cost of
transportation
construction
projects. ®

The State Could Modify Funding Responsibilities
for City and Countydlg)};d C(iirllsntg}uctign

As noted earlier, concerns about road construction and maintenance appear to
be focused on the lack of available funding to meet both State and local
transportation priorities. To provide localities more flexibility in meeting
local transportation needs, a two-part option is available. First, local govern-
ments could be required to share in funding local construction projects. This
would eliminate the current inequity in road construction funding mecha-
nisms between cities and counties. Second, because localities do not have a
dedicated source of transportation revenue available, a funding source should
be developed to assist them in providing the required local match. In
addition, the dedicated funding could be used to fund any transportation-
related activity that local governments choose, consistent with State standards,
thereby increasing local flexibility.

Require Local Governments to Participate in Funding Construction Projects.
Under the current transportation service delivery structure, cities are required
to provide two percent of the cost of constructing city streets. The State, on
the other hand, funds 100 percent of the cost of constructing secondary roads.
Requiring all localities to fund an equal portion of road construction costs
would eliminate this funding distinction between cities and counties, and
thereby eliminate the current inequity between road construction funding
mechanisms.

Some larger counties are already contributing to road construction projects.
According to data reported by the Auditor of Public Accounts, some counties
are providing local funds for the construction of roads and bridges apparently
to address local needs that the State may have been unable to fund. Given the
outlook for the State’s future revenue growth, the ability of the State to meet
all of the furure local road construction needs is questionable.

To better ensure State funding can meet both State and local transportation
priorities, cities and counties could be required to share in the cost of
transportation construction projects. Clearly, there are a number of oprions
available for increasing local funding of transportation construction projects.
For example, in 1991 the Secretary of Transportation proposed that cities and
counties provide 20 percent of the cost of new local construction projects.

This approach has three distinct advantages. First, it allows the Starte to
prioritize its transportation funding to ensure that the available resources meet
more of the State’s pressing transportation needs. Second, it eliminates the
inequity in city and county road construction funding programs. Third, such
an approach recognizes the fact that the secondary and urban highway systems
are more local in nature than the interstate and primary svstems.

Provide Local Governments Additional Sources of Transportation Funding.
A number of funding alternatives are available to help ensure localities meet
the proposed local funding requirements for transportation. These include

the local option income tax, local option sales tax on motor fuels, and the State
tax on motor fuels.
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The General Assembly has authorized the local option income tax as a funding
source for transportation-related purposes for ten localities. Had all eligible
localities imposed the tax ar the maximum one percent rate, revenues for FY
1991 were estimated to be more than $250 million. To date, none of the
eligible localities have implemented this tax.

Another funding source for this program could be based on a local option sales
tax on motor fuel. This tax would closely resemble a user charge because it is
levied on consumers of mortor fuels who are typically users of city streets and
county roads. Revenue from this tax could be returned to the locality in which
it was collected, which is more commonly known as point-of-sale distribu-
tion. The revenue from this source could be dedicated for transportation-
related purposes.

This type of funding structure has already been authorized for certain regions
of the State. For example, all motor fuels sold in the Northern Virginia
Transportation District are subject to a two percent sales tax. In addition,
localities in the Potomac-Rappahannock Transportation District may also
impose the tax. In FY 1990, this revenue source raised $17.4 million for
localities in these transportation districts.

There are a number of advantages to a local option sales tax on motor fuels.
First, this type of tax, according to many public opinion surveys, is “the least
unpopular tax because it is viewed as voluntary by the taxpayer and is collected
in small amounts.” The tax can also be “exported” to non-residents, based on
transactions that would typically occur in tourist areas or along major inter-
state highways. Finally, the tax would be a local option tax and subject to the
approval of each loaality’s governing body.

There are also disadvantages with a point-of-sale distribution method. For
example, unless all localities impose the tax as they currently do for the one
percent local option sales and use tax, consumers may be encouraged to
purchase motor fuels in localities that do not administer the tax. In addition,
Virginia’s motor fuel tax is lower than some of the surrounding states. Raising
the tax on motor fuels may negatively affect this advantage. Second, localiries
with a large number of service stations or gasoline retailers would likely receive
more funding, although their transportation needs may not be significantly
greater than surrounding localities.

Another option for funding the local share of transportation construction
projects is to increase the State tax rate on motor fuels. This additional levy
would continue to have the characteristics of a user charge. Distribution of
the additional revenue could be based on factors related to local transportation

needs such as locality population or the number of lane miles in a locality.
The funding from this source could be provided to local governments in the

form of a block grant to be used for the local share of construction projects and
other local transportation needs.

One advantage to this distribution methodology is it enables the State to
ensure statewide transportation needs are met. This would ensure that
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localities with few retail fuel outlets would receive sufficient funding to meet
their local share of construction projects. In addition, distributing the revenue
based on specific factors would enable the State to better recognize localities’
unique transporrtation needs.

One goal of providing additional local transportation funding, regardless of
the source and distribution method used, should be to provide local govern-
ments maximum flexibility in meeting local transportation needs. As road
needs are identified, local officials may be able to more rapidly respond
because funding is available. This could avert having to schedule a project in
the six-year plan which may never be initiated due to funding limitations.

In addition to using the funds to meet the local share of transportation
construction costs, localities could also use the additional transporration
funding for transportation improvements to public rail or bus systems, or
street and road maintenance. Loaalities could be allowed to carry forward
some of the block grant funding from year to year which would enable them

to accumulate sufficient funding to carry out expensive projects like bridge
repair or replacement.

Recommendation (14). The General Assembly may wish to consider requiring
both cities and counties to pay a share in the construction of city streers and
secondary roads. In addition, the General Assembly may also wish to consider
providing local governments an additional funding source that could be used for
any transportation-related purpose. Options for raising additional funding for
local transportation activities could include a local option sales rax on motor fuels
or an increase in the motor fuel tax which could be allocatred to localities based on
Jactors dezermined by the General Assembly.
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Education

tion.

Education is a locally provided service with a high level of State supervision and funding. This
functional area is the largest expenditure area for local governments and accounts for the largest
share of State aid. To better meet the needs of Virginia's students and the changing workforce, and
consistent with recent legislative actions, continued efforts should be made toward reforming the
educational system. In addition, consideration could be given, as the State’s economy and revenues
improve, to increasing State funding for both operations- and construction-related costs for educa-

Overview:

Public education plays a prominent role in the activities of the Stare and local
governments. Article VIII of the Virginia Constitution is devoted solely to a
discussion of the State’s educational system. Further, Virginia’s Bill of Rights
(Article I) emphasizes the importance of education by stating:

Free government rests, as does all progress, upon the broadest possible
diffusion of knowledge, and . . . the Commonwealth should avail itself
of those talents which nature has sown so liberally among its people by
assuring the opportunity for their fullest development through an
effective system of education.

The Constitution gives the General Assembly ultimate responsibility for seek-
ing to ensure that a quality public education system is maintained. However,
the Constitution also calls for a division of funding responsibilities berween the
State and localities, thus implying a State/local partnership in the provision of
education in Virginia.

In practice, elementary and secondary education is a locally provided service,
with a high level of State supervision and funding. Education is by far the
single largest expenditure area for local governments. Local school divisions
spent a total of $5.1 billion on education in FY 1991. Education is also the
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largest program of State financial assistance to localities. Of the $5.1 billion
spent by local school divisions, State aid accounted for approximately $2.2
billion. Throughout Virginia’s history, the trend has been one of an increas-
ing State role, both in supervision and funding. Despite this trend, education
remains an area where additional State direction and State funding may be
warranted.

Background on Public Education in Virginia

Public education in Virginia has two distinct periods — the pre- and post-
1971 periods. The.pre-1971 period was marked by litde State involvement in
the early development of the public education system. However, after the
turn of the century, the State became substantively more involved, both in
terms of the system’s operation and funding. The post-1971 period is marked
by the clear delineation of the State’s role in the public education system. The
1971 Constitution requires that:

The General Assembly shall provide for a system of free public el-
ementary and secondary schools for all children of school age through-
out the Commonwealth, and shall seek to ensure that an educational
program of high quality is established and continually maintained.

Reflective of this directive, the State provides educational standards thar all
schools must follow, provides substantial financial assistance o local school
systems, and conducts research in matters designed to improve the quality of
education in Virginia.

History of Virginia’s Public Education System

Virginia’s public education system has always had some State involvement.
This involvement has increased over time, often in response to revisions in the
State’s Constitution. From 1869 to 1971, State involvement steadily in-
creased, both in terms of operational oversight and funding. Since 1971, the
State has been an active partner in the local public education system. This
participation is required by statewide standards of quality (SOQ) that require
the State to provide significant levels of funding to ensure that local school
systems meet the prescribed standards.

1869 1o 1971. The Underwood Constitution of 1869 contained the first
—- clear mandate to provide for public education, resulting in the establishment
in 1870 of a statewide system of public schools. From 1870 to the early

1900¢, however, State involvement in local echools wae minimal. Funding
was primarily provided by local governments, although some financial aid was
provided by the State’s Literary Fund.

After revisions to the 1902 Constitution were adopted, the State became much
more active in setting standards and minimum requirements. For example,
the State Board of Education developed minimum standards for teachers and
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course offerings. Other requirements included compulsory attendance as well
as structural changes to the local school systems. For example, the State
required that the boundaries of local school districts mirror the boundaries of
counties and cities.

Other efforts were implemented to improve the quality of public education in
Virginia. These efforts included requiring specific staffing levels and supple-
mental education programs in elementary schools. The goal of improving
Virginia’s public schools was further defined based on revisions to the Staze
Constitution adopted in 1971.

1971 to Present. The revised State Constitution of 1971 strengthened the
State and local governments’ commitment to public education. It identifies
the goal of ensuring that an educational program of high quality be established
and mainwined. To meet this goal, the educational SOQ were adopted in
1972 by the General Assembly.

The SOQ establish the “foundation” program for public schools. In essence,
the SOQ are minimum requirements with which local schools must comply.
For example, some of these standards require that school divisions provide:

Q career guidance and vocational preparation programs;

O afree and appropriate education to handicapped students between the ages
of two and 21;

a specific numbers of staff for each 1,000 students in average daily member-
ship; and )

2 alternative education programs for students whose needs are not met in the
traditional education program.

The SOQ are also subject to revisions and additions. For example, the
instructional staff standards have been changed numerous times. Also, new
standards, such as the requirement that students must pass 2 literacy test in
order to be promoted to the ninth grade, have recently been implemented.

In addition to changes to the SOQ, other actions by the General Assembly
have served to expand the educational programs offered in the State. For
example, the first Governor’s School for Gifted and Talented Students was
held during the summer of 1973. “Magnet schools,” emphasizing instruction
in mathematics, science, fine arts, and the technical trades, were created in
1985. And, a family life education program had been instituted in all school
divisions by the 1989-90 school year.

State Funding for Virginia’s Public School System

When local school systems were first formed, funding for the schools was
primarily provided by local governments. The State did provide some finan-
cial aid for public schools through the Literary Fund. The practice of
providing State 2id to poorer localities to reduce the inequality of educational
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opportunities among the various school divisions began in the early 1930s.
Specifically, $500,000 was appropriated in FY 1931 for grant subsidies to the
counties which were not economically able to support an adequate school
system.

Today, State funding for local school systems is the largest single program
funded by the State. In FY 1991, the State provided approximately $2.2
billion to local governments for the provision of public education. Most of
this State funding is provided to assist local governments in meeting SOQ
requirements.

As identified in the 1992 JLARC repont, Intergovernmental Mandates and
Financial Aid to Local Government, State funding for local school systems
increased by about 208 percent berween FY 1978 and FY 1991. For the same
time period, local education expenditures increased more than 270 percent.
In contrast, federal funding increased by only 75 percent — less than the
inflation rate for government goods and services during that period.

The State’s share of education expenditures has fluctuated since FY 1978
(Figure 29). Though the State’s proportional share was increasing during

Figure 29

Funding Sources for Eilementary and Secondary
Education Expenditures for Operations

Percentage of Program Expenditures
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Source: JLARC staff analysis of Department of Education data; and Intergovemmental
Mandates and Financial Aid to Local Govemments, JLARC, 1982,
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much of the 1980s, the last few years have witnessed a decline. This decline
coincides with the State's economic slowdown and subsequent State budget
shortfall. It should be noted, however, that for the 1992-1994 biennium, the
General Assembly appropriated additional aid for local schools. In particular,
$77.1 million was appropriated to help address the educational disparities
between school systems.

SOQ funding has been extensively studied. Recent JLARC studies have
assessed the costs associated with the SOQ and ways to increase pupil and tax
equity. Asa result of the JLARC study of SOQ costs, a new methodology was
implemented. It used quantified standards where available, and prevailing
costs across school divisions where quantified standards were not available.
The General Assembly provided more than $490 million in additional fund-
ing to implement this methodology.

Recommendations from the second JLARC study were directed at increasing
pupil and tax equity. To increase pupil equity, the General Assembly adopted
a number of JLARC recommendations addressing: the need to vary the
number of instructional personnel, the cost of competing for many Northern
Virginia school divisions, and the revision of the pupil transportation funding
formula. To increase tax equity, the General Assembly equalized the funding
of special education, vocational education, remedial education, transporta-
tion, and fringe benefit programs. This resulted in an additional 25 percent of
State funding for elementary and secondary education allocated on the basis of
each locality’s ability to pay.

Recent Studies Point to Need for Changes in the Educational System

As discussed in Part One of this report, Virginia and the nation are undergo-
ing substantial social and economic changes. The workforce is changing,
requiring different skills for “workforce readiness.” Also, as the baby-boomers
age, the smaller size of the post-baby-boom generation is expected to create
shortages in the workforce.

According to the Department of Education and various study groups, the
current educational structure in Virginia is not equipped to address these
problems. First, the current system still prepares students for the manufactur-
ing and non-technologically advanced workplace that existed decades ago.
Second, the system does not adequately address the varying needs of a diverse
student body. As a result, students drop out of school and/or become

- underutilized upon entering the'workforce. The Board of Education stated in
its recently adopted statement, “Virginia’s Vision for a World Class Educa-
tion”:

Although the world economy has changed dramatically since World
War II, the ways we organize our schools and shape the curriculum
have hardly changed atall. America’s education system . . . too often
graduates students who are not equipped to utilize computers and
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other technology, to discover or solve complex problems, to express
ideas clearly, or to work cooperatively with others. Worse still, far too
many of our young people see litte or no relationship between their
education, or even a high school diploma, and life beyond high
school. So they slide by, doing the minimum, or drop out before they
graduare.

As indicated by this statement, the Commonwealth has recognized the need
to reform the educational system to address current and anticipated problems.
The Department of Education has been restructured, and the General Assem-
bly has provided financial support for new educational initiatives. Continued,
long-term efforts, combined with periodic progress evaluations, are consid-
ered necessary to successfully complete educational reform in Virginia. In
addition, the provision of greater levels of State financial aid for education will
need to be considered.

Current Educational System Is Not Fully Meeting
the Needs of a Diverse Student Population

Virginia has long been concerned about the quality of the public schools in the
State. Concerns raised about the school system include the student dropout
rate, some students’ lack of adequate preparation for post-secondary school-
ing, and the discrepancies in student achievement rates between different
school systems. In the past seven years alone, there have been at least five
major executive and legislative studies on improving the delivery and funding
of educational services.

A substantial body of evidence points to the relationship between a child’s
background (for example, the incidence of poverty), and the child’s educa-
tional achievements. This relationship can be seen in the different achieve-
ment rates of various school systems throughout Virginia. As identified in the
1991 report of the Commission on Educational Opportunities for All Virgin-
ians, there are:

strong relationships at the divisional level between family poverty and
many student outcomes, including all student achievement test scores,
the percent of students retained in grade, and average daily absentee-
ism. In general, divisions with high percentages of students from poor
families tend to report lower test scores, higher percentages of students
retained in grade, higher rates of absenteeism and dropout, and fewer
graduates continuing their education.

The differences between the highest and lowest performing division on each
indicator are summarized in Table 4. This study also cited evidence suggest-
ing that traditional practices, such as tracking or separating out lower-achiev-
ing students, appear to actually retard academic progress and lower the self-
esteem of low- and middle-ability students. According to national and

statewide studies, reforms to the educational structure are needed to alleviate
these discrepancies.
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Table 4
Summary of Statewide Student Performance and Outcome Measures, FY 1990
Highest Lowest
Performing Performing Range of
Indicat Divisi Divisi Diff A
Percentile on National Tests
First Grade Test
Verbal 87 24 63 58
Quantitative 80 22 58 55
Nonverbal 89 40 49 72
Fourth Grade Test 79 33 45 60
Eighth Grade Test 78 32 46 58
Eleventh Grade Test 79 26 53 59
Students Passing All Three
Literacy Passport Tests 85.9% 28.9% 57.0% 65.1%
Graduates Continuing Education* 88.9% 36.4% 52.5% 70.3%
Students Retained® ' 0.8% 20.0% - 19.2% 6.1%
Students Dropping Out* 0.0% 13.1% 13.1% 4.8%
Average Daily Absenteeism'
Elementary 0.9% 7.8% 6.9% 4.8%
Secondary 3.4 13.8 10.4 8.3
Total 4.2 9.5 5.3 6.1
*FY 1989 data. Source: JLARC siaff adaptation of table from Govemor's Commission on

Educalional Opportunity for Al Virginians report, 1991.

However, problems with the educational structure stem not only from its
inability to address the needs of disadvantaged students, but also from the
changing workforce. Students need different skills to compete in today’s
increasingly global economy. The Governor’s Advisory Committee, Workforce
Virginia 2000, reported on the importance of education in future job growth,
noting;

The new jobs which will be created in the coming decade will require
- much higher levels of skill than the average job of today — 13.5 years
of education [in 2000] compared to the current 12.8 years. A
majority will require education beyond the high schoo! level with solid
preparation in communication, science, and mathematics. Changes
will be especially prevalent in the service sector of the economy which
typically has served as a refuge for those with lower levels of skills.

The increasing need for highly skilled and educated workers is reflected in
national employment projections for various types of occupations. According
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to the Virginia Employment Commission, the occupational categories with
the fewest projected openings through the year 2000 are in production and
crafts; laborers; and agriculture, forestry, and fishing. These categories also
have the highest percentage of workers who have had less than one year of
college. In contrast, the categories with the greatest expected growth in job
openings — technicians and professionals — also have the largest percentage
of workers with at least one year of college.

For Virginia to be able to attract high growth industries and employers, it
must ensure that a qualified workforce is available. Hence, the future growth
of Virginia’s economy, to some extent, may depend on the ability of the
State’s educational system to graduate well-educated and skilled students.

DOE Has Reorganized, with the Aim of Attaining a Better Focus
on the Needs of Students and Local School Systems

The Department of Education (DOE) is charged with conducting adminis-
trative, technical assistance, and supervisory activities to support the State’s
public education system. In 1990, DOE began a reorganization effort aimed
at refocusing its priorities to better meet the needs of school divisions and
ultimately the Commonwealdh’s students. A restructuring of DOE was
viewed as a necessary step in improving the public education system in
Virginia,

As part of this reorganization, DOE developed a new mission statement, as
follows:

All persons who are responsible for education must ensure that all
children receive the learning experiences necessary for growth and
adaptation in a changing world. To that end, the mission of the
Department of Education in conjunction with the Board of Educa-
tion, is to improve the delivery of essential education services and to
increase student learning and achievement.

The new mission statement focuses specifically on the student and DOE’s role
in aiding “student learning and achievement.” In contrast, the former mission
statement focused on broader concepts of “leadership” and “supervision” of
the educational “system.” Further, it emphasized the legal and regulatory
environment in which DOE operated.

A goal of the reorganization was to structure the department to better reflect
and meet its new mission. Specifically, DOE increased staffing for research
and technical assistance and decreased staffing for its regulatory function.
JLARC conducted a study of the DOE reorganization as it was taking place.
Although problems were identified with its implementation and a lack of
specifics for achieving its objectives, many of the goals of the reorganization,
such as reducing bureaucratic layers and increasing the provision of services to
school systems, were cited as positive steps toward improving education in
Virginia.
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In its refocused role, the department has developed a long-term (ten-year)
plan for reforming Virginia’s education system. The plan calls for develop-
ment of a “Common Core of Learning,” which establishes the skills thar all
students should be able to demonstrate by the age of 16. In conjunction with
the Common Core of Learning (CCL), a system for assessing student attain-
ment of the CCL is being developed. (These activities are in the draft stage.)
Pilot programs are also an integral component of the education reform plan.
These pilot programs are aimed at identifying alternative teaching methods
for achieving the CCL, particularly for at-risk or disadvantaged students.
Through the appropriation of funds and statutory changes, the General
Assembly has demonstrated support for these reform activities.

General Assembly Has Recognized the Need for Educational Reform

The General Assembly has taken several recent actions to address problems
with the State's educational structure. Through these actions, the Legislature
has demonstrated its commitment toward reforming Virginia’s system of
public education.

For example, during the 1992 Session the Legislature revised the SOQ to
reflect the “Woild Class Education” initiatives of the Board and Department
of Educarion. Also, the Southwest Virginia Public Education Consortium
was created to promote regional educational initiatives and the sharing of
resources among the region’s school divisions and institutions of higher
education. The Blue Ridge Regional Education and Training Council was
established to promote partnerships between the public and private sectors to
enhance public education in that region. Further, study commirttees were
formed or continued, examining State policy initiatives to reduce the student
drop out rate, the graduation rates of students in public housing projects, and
the Governor’s plan to reduce the educational disparities between school systems
across the State. Finally, school choice programs have also been considered.

Funding for education initiatives was also provided by the Legislature for the
1992-1994 biennium. For example, the General Assembly appropriated
$750,000 for FY 1994 for the establishment of three pilot programs to
implement the Virginia Guaranteed Assistance Program (VGAP). The VGAP
was created to aid in decreasing the drop out rate of students in sixth through
twelfth grades, increasing the graduation rates of financially needy students,
and providing financial assistance to those students for the costs of attending a
higher education institution in Virginia. This initiative originated with the
Governor’s Workforce 2000 Adyisory Committee.

In addition, the Legislature provided $1.5 million in grant funding for early
childhood demonstration projects. These two-year demonstration projects
are part of the first phase of DOE’s plan to restructure Virginia’s educational
system. As identified in DOE'’s grant application package, the demonstration
project initiative will serve to “develop prototypes of exemplary educational
environments for children ages four through eight that can be successfully
adapted in schools with similar characteristics throughout the Common-
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wealth.” Different project features will include, for example, alternative per-
formance-based student assessments, parental involvement, integrated cur-
ricula, non-graded instructional programs with multi-age groups, family lit-
cracy programs, and an extended school year. Twelve demonstration sites
have been chosen across the State. The selection process gave priority to
localities with a high proportion of at-risk students.

Given the studies which have shown that the educational system is not
working for all students, the General Assembly may wish to continue examin-
ing and funding alternative programs and structures for educational services.
Through ongoing evaluation of pilot programs and other educational initia-
tives, the General Assembly can prioritize funding to programs which have
proven successful and reduce funding for programs with little or no impact.

The General Assembly Could Provide Additional Funding
for Basic Educational Costs

Despite the State grants for educational initiatives, the issue of the adequacy of
the State’s contribution to public education continues to arise. The State is
currently required to pay for 55 percent of SOQ costs minus the one percent
State sales tax distributed to localities. In rotal, the State share amounts to
approximately 70 percent of required SOQ costs. Of the actual amount spent
by local school divisions in FY 1991, however, 44 percent of local school
funding came from the State and six percent from the federal government.
The remaining 50 percent was paid for through real estate property taxes and
other local revenue sources. This means that localities are funding education

- programs above the minimum requirements in the SOQ.

In fact, the Superintendent of Public Instruction reported to the Senate
Finance Committee in June 1992 that many localities provide local funds
considerably above that required to fund the SOQ in FY 1992. As shown in
Figure 30, localities vary in the extent to which they fund schools above the

Figure 30

Number of School Divisions Budgeting Funds
Over the Required L.ocal Expenditure, FY 1992

Amour O Number of School Divis
More than 150% Over

101% to 150% Over

51% to 100% Over

1% to 50% Over

Source: Department of Education presentation to Senate Finance Committee, June 1992.
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required local share. The range of local appropriations over the minimum
required was from one percent in Bland County to 269 percent in
Charlotresville.

The Commission on Educational Opportunities for All Virginians also ad-
dressed this issue. The Commission reported:

The widespread practice of exceeding the requirements of the SOQ
suggests that the divisions view the current standards as too minimal
to provide a quality foundation education. The extent to which the
standards are exceeded reflects local aspiration and divisional wealth,
and contributes to disparity.

The Commission also cited examples of the variances between staffing stan-
dards and practice. For example, the standard for first grade is 24 students per
teacher; the practice is 21.4 students per teacher.

To berter reflect the actual costs of providing a basic education program in
Virginia, the State could increase the SOQ to more closely match current
practice. This would have the effect of increasing the recognized cost of the
SOQ. If this approach were taken, the General Assembly, Board of Educa-
tion, and local school divisions would need to work together to identify more
realistic SOQ upon which to base the cost of education.

Alternatively (or in addition), the General Assembly could phase in an increas-
ing State proportional share of the SOQ. As of FY 1993, the State is
responsible for 55 percent of the SOQ costs minus the one percent State sales
tax distributed to localities. If the State had paid for 60 percent of SOQ costs
in FY 1993 (rather than the 55 percent), an additional $163 million in State
funding would have been required.

The current heavy reliance on local funding for education has important
implications. The primary sources of local funding are the real estate and
personal property taxes. As the population ages and the number of people
who no longer have children in school increases, the tension between the
needs of the elderly and young is elevated. Local retired citizens may be less
willing to allow property tax rates to rise to meet the increasing costs of the
school system. Reliance on a more progressive tax, such as the State income
tax, could help alleviate this conflict.

Or, the State could raise its sales tax rate. One percent of the State sales tax
generated over $477 million in revenues for FY 1992. This would have more
than covered the five percent increase in the State share of SOQ costs.

Recommendation (15). To better reflect the actual costs of providing a basic
educational program and to overcome differences in the ability of some school
districts to pay for a quality system, the General Assembly may wish to move toward
increasing standards to reflect prevailing practice, and increasing the State funding
of Virginia’s educational system when revenues become available.
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State Involvement in Local School Construction

The extent of State involvement in local school construction has varied during
the history of the public school system. The State was active in school
construction during the early 1900s. However, in the 1930s responsibility for
two major infrastructure activities was changed. Specifically, with passage of
the Byrd Road Act the State took over responsibility for county road construc-
tion with the understanding thar localities would be primarily responsible for
school construction. Federal funding, however, was available for local school
construction. In fact, in 1938 the federal government funded 45 percent of
local construction costs. The federal government still provides some funds for
mgltd costs; however, the level of funding amounts to less than one percent of
local costs. :

Though not playing a predominant role, at various points during the 1940s
and 1950s the State did provide localities with grants for school construction.
For example, the State provided unrestricted appropriations of $45 million in
1950 and $30 million in 1952 to help local school divisions meer school
building needs. Beginning in the 1960s, the State moved toward almost
exclusively providing loans — through the Literary Fund and the newly
formed Virginia Public School Authority (VPSA). Today, State aid for school
construction continues to be provided in the form of loans through the
Literary Fund and the VPSA. By all accounts, the loans provided through
these means meet only a small portion of the school infrastructure needs in
localities.

School Construction Is a Local Responsibility.

In accordance with §22.1-79 of the Code of Virginia, local school boards are
required to “provide for the erecting, furnishing, and equipping of necessary
school buildings and appurtenances and the maintenance thereof.” This has
become a very costly responsibility for local governments. Localities with
rapidly growing school age populations are faced with huge demands for new
classroom space. At the same time, smaller, more rural localities may face the
expense of replacing and repairing aging school buildings. In FY 1991, local
school boards reported spending over $758 million on facilities and debt
service associated with school construction.

Localities Must Follow State Construction Mandates. 1n providing for school
buildings, localities must follow DOE construction regulations and Code of
Virginia provisions. These requirements include, for example, thar class-
rooms must be of a certain square footage.

State mandates on school operations also impact school construction. For
example, many of the school buildings currently in use were designed many
years before there were extensive requirements in the special education area.
In some cases, costly capital adjustments may have been required to meet the
requirements. For example, school divisions are required to maintain specific
ratios of certified instructional staff to students. Fiscal Year 1992 staffing
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requirements for elementary students identified as educable menully retarded
(EMR) is one teacher for each ten students. In contrast, for kindergarten
classes the average division-wide student-to-teacher ratio is 25 to one. More
than double the classroom space would be required for 25 EMR students as
for 25 kindergarten students. Further, SOQ class size requirements directly
contribute to greater capital outlay needs to the extent that the standards
provide for fewer students per class than the localities might choose on their

own. .

To address certain concerns raised by local officials, one mandate peraining
to school construction was eliminated during the 1991 General Assembly
Session. Specifically, prior to 1991 localities were required to obtain approval
from the DOE for all building plans. Now, localities must simply get the
approval of the division superintendent and submit the plans to the DOE.
No DOE approval is required.

Local Concerns Primarily Focus on Funding. Despitc the removal of the
requirement that building plans be approved by the DOE, local officials still
voiced concerns about the area of school construction. In particular, many
localities reported that the level of State financial assistance to help with
capital costs is inadequate. '

Many of the rapidly-growing localities in the urban corridor are concerned
about keeping up with the demand for new schools. Spotsylvania County is
having to build an average of one new school every other year. Fairfax County
has been building schools at a rate of three per year since 1986. As a resulr,
these two counties’ per-pupil expenditures for school facility construction and
debt service are significantly greater than the statewide average. Many of these
rapidly-growing localities are rated as having an above-average ability to pay.
However, for any locality the costs associated with this level of school con-
struction would be considered substantial. Because of the apparent lack of
available funding for school construction, many localities are also relying on
temporary facilities to supplement existing school buildings. As noted by one
rapidly-growing locality:

[Our county] must build additional schools. We have seen [our]
student population grow from 4,500 to over 6,000 pupils in seven
years. High growth counties receive no aid, other than small literary
loans . . .. This situation means we have over 37 classrooms in trailers
this year.

The problems faced by rural localities are of a different nature. These localities
are dealing with the need to repair and replace old facilities. As one division
superintendent reported on a DOE school facilities survey:

In divisions of litle or no growth, the question is not that of
overcrowdedness, but questions of age and obsolescence - no air
conditioning or energy conservation measures, inadequate plumbing
and electrical wiring, old heating plants, insufficient electrical capacity
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and poor facility design for modern curriculum, and the constant
expense of meeting fire safety and handicapped codes.

During the local focus group meetings, several local officials mentioned thata
number of the school buildings in their localities were built several decades

ago. Many of these buildings are now requiring costly major repairs. Others
need replacing.

School Construction Costs Are Rising Rapidly. By any measure, local expendi-
tures for school facilities are substantial. Further, the proportion of local
school board budgers that is spent on capital outlay and debt service has risen
during the past scveral years. In FY 1985, total statewide expenditures for
capital outlays and debt service were 7.7 percent, or $249.6 million, of total
education disbursements. In FY 1991, almost 12.9 percent, or $758.2
million, of total disbursements were for school facility-related activities. (Ex-
penditures for school facility-related activities for each locality are provided in
Appendix F.) This amounts to mere than a 200 percent increase in funding
for capirtal outlay and debr service (Figure 31). In comparison, the growth rate
for total education disbursements for this period was only 82 percent.

As previously discussed in Part One of the report, school enrollment has been
rising since 1985 and is expected to continue rising into the next decade. This
enrollment increase is likely a major factor in the rapid increase in capital
outlay expenditures. Simply put, localities have had to build more schools to
hold the increasing student population. Given the projected trend, relief from
increasing capital costs does not appear to be in sight for local governments.

Figure 31
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State Involvement in School Construction Funding Is Limited—

As previously noted, State assistance for school construction is provided
through the Literary Fund and Virginia Public School Authority. Recent
actions by the General Assembly to close the budger shortfall, however, have
resulted in a very small amount of funds — $8 million — being available for
Literary Fund loans during FY 1993 and no loans available in FY 1994. This
results in little available State school construction funding at a time when
localities are facing increasing demands for school facilities.

State Assistance Is Provided through the Literary Fund and Virginia Public
School Authority. The Literary Fund represented the first provision for State
funds in Virginia to finance a statewide program of free schools. It was
established in 1810 through the allocation of all escheats, penalties, and
forfeitures, and “all rights accruing to the state as derelict.” Beginning in
1906, local school boards were authorized to borrow money from the Literary
Fund for the purpose of building schools. This remains its primary purpose
today.

State law regarding the extent of support for capital projects available from the
Literary Fund has been adjusted over time. For example, until 1916 the law
restricted borrowing to one-half the cost of the building, up to a maximum of
$10,000. Current law permits localities to borrow up to $5 million per
project from the Literary Fund, at interest rates of between two and six
percent. Board of Education policy, however, has limited borrowing to a
maximum of $2.5 million per project. In 1990, incentives for regional
construction efforts were incorporated into the loan terms. An additional $1

million is available if the project will result in the closing of two or more
school buildings. If the project results from the consolidation of two or more
school divisions, an additional $2 million is provided.

Currently, school divisions having a composite index of .6 and above or an
outstanding indebtedness to the Literary Fund of $20 million or more are
placed on a “Priority 2” waiting list and essentially do not receive loans
because school divisions designated as “Priority 1” use all available funding.
Priority 1 localities are those with a composite index of less than .6 and an
outstanding Literary Fund indebtedness of less than $20 million. Between FY
1985 and FY 1992, the Literary Fund distributed from $10.9 million to $47.1
million annually (Table 5).

To broaden the financing capability of the Literary Fund, the General Assem-
bly created the Virginia Public School Authority in 1962. The VPSA is
authorized and empowered to issue its own bonds publicly and use the
proceeds to buy public school obligations issued by Virginia localities. Secu-
rity for the Authority’s obligations is provided both from the Literary Fund
and by payments received from localities.

The VPSA offers a locality financing at the market rate available to it as an
authority with a large scale of operation and a high bond rating. Thus, VPSA

financing is primarily a benefit for localities that do not have good bond
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Table 5
Literary Funds Disbursed to Localities, FY 1985 to FY 1992
Funds Disbursed
Fiscal Y Locallt

1985 $24,533,788
1986 30,921,835
1987 40,768,409
1988 44,444,562
1989 39,816,675
1990 47,121,118
1991 31,042,278
1992 10,879,784

Source: Department of Education.

ratings or easy access to the financial markets, and therefore cannot secure as
autractive a financing arrangement on their own.

Concerns Raised Over Transfers Out of the Literary Fund. According to the
State Constitution, Literary Fund principal in excess of $80 million may be
used for school funding purposes other than capital needs, with the teacher
retirement fund listed as one example. The Fund’s principal ($388.1 million
as of September 1992) has exceeded $80 million for many years. In tum,
transferring revenue from the Literary Fund for teacher retirement payments
has been standard practice since at least 1973. Using Literary Fund revenues
in this way has the effect of freeing up general fund revenue which would
otherwise be needed for teacher Virginia Retirement System payments. Trans-
fers from the Fund for teacher retirement have increased fairly steadily over
time, as the Literary Fund revenues have increased (Table 6).

The Board of Education maintains a policy of funding Literary Fund projects
within one year of their placement on the Literary Fund first priority waiting
list. This policy has been endorsed by the General Assembly in the past.
Through the use of current Literary Fund revenues and interest rate subsidy
programs, the one-year waiting period has largely been maintained.

However, due to the economic downturn and subsequent State budgert short-
fall, the General Assembly has relied extensively on transfers out of the
Literary Fund. In fact, the transfers out of the Fund for FY 1993 and FY 1994
put most project funding on hold during FY 1993 and all project funding on
hold during FY 1994. Currently, the first priority waiting list totals more
than $101 million for 65 projects. The result is that these localities will have
to wait at least three years before receiving any Literary Fund loans. This
provides a hardship for localities which must still meet the education stan-

dards of the Board of Education and the Code of Virginia
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Table 6

Transfers of Literary Fund Revenue for Teacher Retirement,
FY 1980 to FY 1994 ($ in Millions)

Incoming Revenues Amounts
Fiscal Literary Fund Transferred Available
XYear Revenues Qut of Fund EarLoans
1980 $33.2 $1.5 $31.7
1981 34.1 33 30.8
1982 413 8.4 32.9
1983 45.7 31.7 14.0
1984 484 44.4 4.0
1985 51.1 10.0 41.1
1986 58.8 22.0 36.8
1987 64.4 15.0 49.4
1988 67.8 321 35.7
1989 80.1 10.0 62.5
1990 87.4 60.0 214
1991 102.1 36.8 54.8
1992 102.8 100.1 0.02
1993 102.6* . -~ 86.9 8.3
1994 107.4° 104.9 (0.5)

*Revenues projected by the Department of Treasury and included as transfers in the Appropriation Act,

Source: Department of Education.

The General Assembly May Wish to Increase Aid
for School Construction

Based on the Codr of Virginia, responsibility for construction and mainte-
nance of local schools dleatly rests with localities. However, actions of the
General Assembly and Board of Education impact local school facilities
expenditures through the imposition of operations- and construction-related
mandates. Further, school construction impacts the State’s constiturionally
required duty to provide for a “quality education.”

According to the Board of Education, the estimated five-year need for mainte-
nance and capital improvements by local school divisions exceeds $3.8 billion.
— Recent State-level actions have served to limit localities’ ability to obtain
funding for these school construction projects. First, there is little funding
remaining in the Literary Fund for loans to localities. Second, since VPSA
bonds are secured with Literary Fund payments from localities, the absence of
. new loans from the Fund limits the capacity of the VPSA to issue bonds for
local school construction. Thus, it may make it more difficult for localities to
obrain financing to build new facilities. For counties, eliminating the Literary
Fund as a funding option means the locality must pass a voter referendum to
issue bonds for the construction.
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The lack of a borrowing source becomes critical when the increasing school
age population is considered. According to a DOE school facilities survey,
over 2,300 new classrooms are needed immediately, and an additional 2,000
new classrooms are needed over the next five years.

To help localities meet their substantial school infrastructure needs, the State
may wish to provide additional financial assistance. The Governor’s Commis-
sion on Educational Opportunities for All Virginians concluded:

Capital costs may be an impediment to providing quality school
facilities and programs in both wealthy and poor divisions. The
Commission believes that adequate facilities are essential to educa-
tional opportunity and that the Commonwealth should expand its
role in funding capital costs. . . . One potential funding source,
among others, which could be identified for this purpose is a percent-
age of State lottery proceeds.

Because adequate school facilities appear to be important in the educational
opportunity and academic success of students in the public education system,
additional State involvement in the construcrion or renovation of schools may
be warranted.

Other states in the southeast have begun to increase state financial assistance
for local school construction costs in recent years. Many states in the
southeast, like Virginia, historically have provided little financial aid to locali-
ties to assist them ‘in meeting school construction needs. States such as
Kentucky, West Virginia, South Carolina, North Carolina, and Texas, how-
ever, have moved toward an increased state role in school construction, in part
to assist poorer localities in meeting their school facility needs (Appendix G).
For example, in 1987 North Carolina created the Critical School Facility
Needs Fund to provide construction grants to localities with the least ability to
pay for needed capital projects (Exhibit 4).

There are two options readily available to increase the State’s involvement in
the provision of Virginia’s education infrastructure. First, the State could
reduce reliance on using revenue from the Literary Fund for other public
school purposes such as funding teachers’ retirement benefits. Although the
majority of Literary Fund revenues for the 1992-1994 biennium are obligated
for teacher retirement benefits, the State could make it a priority to lessen its
reliance on these revenues for non-school construction purposes after the
1992-1994 biennium. Because Literary Fund revenues for the FY 1988
through FY 1992 period averaged more than $88 million annually, reducing
transfers for non-construction purposes should quickly make available a
substantial amount of revenue to local school divisions.

Another oprion available to the State in assisting local governments with
school construction or renovation is the use of State aid for school construc-
tion grants. Such a school construction funding methodology was used twice
in the 1950s. State grants for school construction or renovation purposes
could be provided to localities based on some measure of school facility need,
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—Exhibit 4
~ North Carolina’s Efforts To Increase
- State Aid For Local School Construction

~ In 1987, the North Carolina General Assembly enacted the Public
School Facilities Finance Act as part of the state’s effort to increase
- financial assistance to localities for school construction needs. This
Act was intended to provide approximately $3.2 billion for local -
. school construction over.a ten-year period. Funding for this effort -
came from several sources, including: an increase in the corporate ..
. income tax from six to seven percent, accelerating the return of
~personal and corporate income taxes from a quarterly to a monthly -
~ basis, and earmarking a portion of the sales tax for school construc- -

- The funds derived through this Act are distributed using two primary
methods. First, the Critical School Facilities Needs Fund was
created to provide grants to the state’s poorest localities. One-time:
grants are awarded to localities with the greatest critical school -

~facility needs in relation to their ability to pay for those school needs. -
~Specific eligibility criteria are identified in the General Statutes of

North Carolina. Funds are awarded on a per-project basis, with
Io%la_alitieS"receiving not less than $2 million nor more than $10

million. e . .

As of November 1992, approximately $150 million has been awarded
to 40 of the state’s 129 school systems. According to staff of the -
state’s Department of Public instruction, the Department's goalisto
serve the 50 localities with the least ability to pay. Staff stated that -
this program has been “highly successful,” noting, for example, that
one grant enabled the poorest school system in the state to consoli-
date its high schools, leading to increased program offerings and
more cost-effective school operations. The school system was
previously unable to consolidate due to funding constraints. Staff

- also reported that due to the Fund’'s success, the Fund was not
affected by budget reductions necessitated by the recent recession.

The second major funding mechanism is the Public School Building’
Capital Fund. All localities are eligible for grants through this Fund.
Grants are allocated to localities based on average daily member- -
ship, and are awarded by project using the ratio of three dollars of -
State funds for every one dollar of local funds. According to staff of.
the Department of Public Instruction, “the award is automatic and
requires only that pians for school construction involving its use be
approved by the state prior to release of the funds.” Since its -

~ creation a total of $230.7 million has been distributed to localities
through this Fund.

ability to pay, and efforts toward more cost-effective school consolidations.
Grant amounts could, for example, vary based on the size of the school or the
number of students to be served. If such an option is used, the State would
need to develop criteria for evaluating requests to ensure renovation and
construction is appropriate and the proposed facility is cost-effective.
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Providing grants for school construction or renovation would also benefit
localities desiring to borrow money from the Literary Fund. In particular, this
would benefit the rapidly growing localities that would otherwise be placed on
the “Priority 2” waiting list. Because some localities on the “Priority 17
waiting list would be eligible for State grants, Literary Fund money that would
otherwise be loaned to these “Priority 1” localities would be available for those
localities now typically classified as “Priority 2.” While these localities would
still be required to repay the loans, they would benefit from attractive interest
rates and the fact that the loan and subsequent debt would not be subject to a
local voter referendum.

School facility needs statewide will only escalate as the number of children in
the State’s elementary and secondary education system continues to increase.
While recent transfers of Literary Fund money for teacher retirement benefits
enabled the State to mitigate further cuts in education aid, the need for
additional local school facilities must be addressed. Therefore, when State
resources become available, a high priority could be placed on reducing
reliance on the Literary Fund for non-school construction purposes and
providing grants to localities for school construction, especially as an incentive
to achieving more cost-effective school operations through school consolida-
tion.

Recommendation (16). When the State’s revenue situation improves, the Gen-
eral Assembly may wish to consider providing additional financial assistance to
localities to fund school infrastructure needs. Additional money for loans could be
provided through the Literary Fund. Alternative methods of providing financial
assistance, such as grants to poorer localities based, for example, on local ability to
pay and the need for consolidation of small schooks, could also be considered.




Page 104

Part Thee < Realignment of Service and Funding Responsibiiities << Health and Human Services

Health and

Human Services

The provision of health and human services is the responsibility of both the State and local
governmenss. To better meet the needs of clients, local government officials should consider service
integration aptions such as co-location, case management, consolidating certain administrative
functions, and consolidation of human services agencies. In the area of social services, local
operation of social services offices does not appear consistent with the limited level of discretion
afforded to local governments. As such, consideration should be given to having the State
Department of Social Services assume responsibility for the administration of local social services
offices. In addition, current health services funding is inequitable and should be changed over time
1o a needs-based distribution formula.

Overview:

JLARC staff examined service delivery and funding responsibilities in the area
of health and human services. For purposes of this review, this area encom-
passes health services; social services; services for persons with physical and
sensory disabilities; services for the aging; and mental healch, mental retarda-
tion, and substance abuse services.

During the local focus group meetings, the area of health and human services
received a significant amount of attention from local government officials.
Concerns ranged from locality-specific to system-wide issues. However, the
most frequentdy discussed concerns include (1) the perceived lack of flexibility
provided to local governments to structure their health and human services
agencies, (2) the lack of dlear distinctions of social services responsibilities
between the State and local governments, and (3) the inequity of funding for
health services. This section will focus primarily on these three issues.

Local government officials repeatedly commented on the inflexibility of fed-
eral and State policies and procedures in the area of health and human
services. In order to meet the unique service needs of their individual
localities, local officials stated that they need to be able to restructure their
local systems. They emphasized that the diversity of Virginia’s localities
should preclude one mandated structure. However, the local assertion that
the State does not provide flexibility to restructure local human services
agencies was not substantiated.
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Within the area of social services, the current system does not clearly define
State and local responsibilities. In particular, service delivery could be im-
proved by having one level of government maintain responsibility for these
services. Given the high level of State and federal control and funding of social
services, it may in fact be more appropriate for the State to assume administra-
tion of local social services offices. This approach would also provide more
structural consistency with the health services area.

Analysis indicates that the current funding allocation method for local health
departments is inequitable. Since fund allocation by the Department of
Health (DOH) is not based on a systematic assessment of community health
needs but rather on historical budgets, funding does not always address local
need for services. As such, the Statc may be better served by a needs-based
allocation model which would help ensure that funding for health services is
distributed on a more equitable basis.

In Virginia, the provision of health and human services is the responsibility of
both the State and local governments. The system includes varying service
delivery structures and funding responsibilities which have developed incre-
mentally in response to particular policy problems. This approach has
resulted in a fragmented service delivery system. Local government officials
stated that this fragmentation and the lack of flexibility to integrate setvices
limit their ability to address the multiple service needs of their clients.

“Integration of services” refers to efforts to coordinate different services pro-
vided to one client. The key goal of integrating human services is to provide a
more comprehensive approach to serving clients with multiple needs. This
includes more coordinated assessment and treatment of a client’s total needs
without duplication of effort by several agencies. The obstacles created by a
fragmented system can be reduced by coordinating service providers through
methods of integration.

‘The Health and Human Services Structure Is Fragmented

The structure of the health and human services delivery system has evolved
incrementally over the last several decades. Programs and services were
implemented in response to recognized problems and issues. In addition,
some of the federally funded programs were at one time required to be
administered by separate state agencies. As a result, there are a2 number of
State agencies supervising and administering health and human services. This
division of services and providers has also been passed down to the local level.

While there has been some effort to reduce the number of separate State and
local agencies under the Health and Human Resources Secretariat, the system
remains fragmented. The funding, oversight, and administration of health
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and human services involve many different agencies. Social services are
supervised by the State Department of Social Services (DSS) and delivered by
124 local social services agencies. Mental health services are supervised by the
State Department of Mental Health, Mental Retardation, and Substance
Abuse Services and administered by 40 community services boards and 16
State hospitals and training centers.

Health services are provided by the State Department of Health and 119 local
health departments. The State Department for the Aging and the 25 area
agencies on aging coordinate and provide services to the elderly. Services to
people with disabilities are provided by the Department of Rehabilitative
Services, the Department for the Visually Handicapped, the Department for
the Deaf and Hard of Hearing, and the Department for Rights of Virginians
with Disabilities. While these services are necessary, the patchwork of agen-
cies may be inhibiting their accessibility and effectiveness.

Obstacles Exist to Integration of Services

Integration of services can make the system more comprehensible to both
clients and staff. In Virginia, there has been an effort to improve the
coordination of services to some target populations. For example, the Com-
prehensive Services Act for At-Risk Youth and Families was established to
make services to children who are in, or at risk of going into, out-of-home
placement more comprehensive, coordinated, and responsive (Exhibit 5).
Also, the Department of Medical Assistance Services and the Department of
Social Services have coordinated their determination of Medicaid eligibility
through local social services offices.

However, service providers may be constrained from working together by
cerrain obstacles. Literature on human services integration describes a num-
ber of structural barriers to integration including categorical funding, differ-
ences between disciplines, confidentiality requirements, and the lack of an
integrated data system.

Categorical Funding. Federal and State funding of health and human services
programs are primarily categorical. Each funding stream has its own rules and
regulations requiring a method of use or distribution. In 1990, the National
Conference of State Legislatures (NCSL) surveyed all states as part of a study
of state child services systems. Through the NCSL survey, state agencies
nationwide reported that case workers are often discouraged or even prohib-
ited from purchasing services across agencies or programs because services may
only be provided by the agency or division with the corresponding line-item
in its budger. This limits the potential for integration, making it difficult for
an agency to meet a client’s multiple service needs.

Differences Between Disciplines. The differing goals and philosophies of the
disciplines within health and human services can also be an obstacle to
coordination of services. Agencies develop separate codes of ethics, certifica-
tion requirements, and service approaches. Staff with similar responsibilities
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— Exhibit 5 —

» ln 1990,' a cross-secretarial interagency council was estabhshed to -
- improve services for emotionally and/or behaviorally disturbed chil- -
~ dren who are in, or at risk of going into; out-of-home placement.

The Council on Commun_rty‘-‘SeMoes for Youth and Families:was
guided by the philosophy that at-risk youth are best served by a
'oommunity-based system that'is. omprehensrv coordinated, and
responsive to their strengths and needs. The Council awarded $2.4

" million in demonstration grants to five communities to expand com- .
%*i'mumty services delivered through an interagency approach. New
. ‘services- implemented include intensive probation, case manage-
- ment, therapeutic respite care, parent and student aides, day treat-
- “ment, after school programs,. therapeutic summer program' pre-
o ;school preventnon program, and transmon classroom Lk o

-r,f‘_'i_Through the demonstratio ro;ects :} po!
- “noticed. ‘For example, there was.a decline from 49 'percentto 18
. :percent in the number of youths who expenenced residential place-
‘ment ‘after identification for. project services. In addition, Depart-
. ‘ment of Social Services maintenance and services costs for the
- demonstration project children* were level while statewide costs'
- _increased.  The Secretary of Health and Human' Resources also
" ‘reported improved attitudes of commumty leaders, ‘agencies, and -
.service providers; greater community involvement with youths and*
_families; greater involvement and participation of all agencies; fewer

- “urf” issues hampering delivery of services; improved commumca- i
-~ tion arnong agencnes and rncreased tlme commatment :

En The posmve results demonstrated in the fwe pllot communmes :

- encouraged the General Assembly to pass the Comprehensive
- Services Act for At-Risk Youth and Families in 1992. This estab-
~ lished a trust fund for service provnders tomove to more commumty« .
, based program altematlves : S , S

in different agencies may also have different training requirements and salary
levels. This may make cooperation difficult. Different programs may also be
competitive with one another for funding.

Confidentiality Requirements. Several local officials commented thar confi-
dentiality requirements interfere with local agencies” ability to coordinate
services. Each agency must collect and verify similar information on clients.

This may include financial and medical information that must be kcpt
confidential unless formal approval is given by the dlient to disclose it to
another party. A client’s right to confidentiality is important. However, local
officials stated that service delivery is often delayed or prevented because of the
rigidity of confidentiality requirements. In many cases, the client might want
information disclosed if it would make the delivery of services more timely
and effective. Local agencies are concerned with potential liability, however,
and are unceruin of the flexibility of existing conﬁdcntiality provisions. In
particular, they are unsure of other agencies’ State and federal release of
informarion requirements and procedures for information sharing.
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In response to this situation, the 1990 General Assembly requested the

Secretary of Health and Human Resources to analyze the impact of laws

protecting client confidentiality on the cooperative relationships of agencies
addressing the problems of children and their families. The study found that
the majority of local service agencies responding to a survey did not cite
difficulties in accessing needed dlient information from other local service
agencies. However, survey respondents did identify several procedural and
training problems related to the confidentiality issue. These problems have
caused service delays, administrative duplication, and other inefficiencies.

The report listed several recommendations, including: development of 2
multi-agency uniform release information form; implementation of a series of
seminars on confidentiality requirements; inclusion of confidentiality require-
ments in employee orientation and training; development of an inter-secre-
tarial and interagency memorandum of understanding to clarify the roles and
relationships among agencies; and review of the confidentiality requirements
in the Code of Virginia. An inter-secretarial and interagency memorandum of
understanding has been implemented concerning confidentiality between 14
agencies in four secretariats. An interagency teleconference was held to clarify
appropriate reasons for sharing information and to establish methods for
exchanging client information. In addition, a multi-agency uniform release
information form has been developed, pilot tested, and accepted by the
relevant agencies.

No Integrated Data System. The lack of an adequate information system also
hinders coordination of services. Agencies do not always have immediate
access to client information from other agencies. Consequently, it may be
difficult for service providers to comprehensively understand a client’s mul-
tiple problems. Caseworkers involved with a client may not be aware of other
case workers involved with that person or his or her family. The services
provided to that family may be ineffective because of uncoordinated efforts
and conflicting approaches. In addition, there is duplication of data collection
because each agency must maintain separate case files rather than one central
file accessed through an integrated computer system.

Other Obstacles. Beyond the structural barriers to integration, there are
several other obstacles. Local political climates can discourage reorganization
of service delivery structures. Also, there may be some fear among service
providers over losing control of their programs. Another obstacle is that the
initial investment in integrated services could require increased funding.
There is also lirtle concrete evidence on which types of integration are effective
under different circumstances. -

Service Integration Options Should Be Considered

Integration of services can involve several different strategies with varying
degrees of coordination. At a minimum, integration means the improved
coordination of services at the local level. This could include informing
clients abour the additional services they may need and the requirements for
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receiving these services. It could also include locating local human services
agencies in the same building or consolidating certain administrative and
intake functions such as eligibility determination. At best, integration should
provide a coordinated approach to assessing and serving client needs with
coordinated services delivered at common locations.

A review of the various structures existing in Virginia and other states provides
models of integration. These examples are intended to illustrate how im-
proved coordination can be achieved through several different methods. The

success of a given structure depends in part upon the characteristics of the
locality implementing it.

Co-location. Co-location involves locating two or more human services
agencies in the same building or within reasonable walking distance of one
another (Exhibit 6). Co-location of services can occur through local initiative
without any changes in lcgtslatton This strategy is intended to promote the
accessibility and visibility of services to clients. Maintaining human services
agencies at different locations can make it difficult for clients with multiple
needs and less mobility to access services.

There are several additional benefits to co-location. It can facilitate inter-
agency coordination. Cost savings could potentially be realized through the
greater efficiencies of consolidated office space, through the use of space-
saving office designs, and through the sharing of common facilities and
services. Common facilities could include restrooms, conference rooms,
hallways, mail and file rooms, and storerooms. In a consolidated building, it is
conceivable that only one library and one storage area would be needed.
Conference and copy rooms could be provided on specified floors of a multi-

—Exhlblt 6~

o Carroll County is a rural county located in Southwest Vi rginia. It hias
- apopulation of 26, 594 and an area of 478 squareimules [56 people
. per square mile].- g . . ¢

ln 1975 Carroli County co-located the departments of socual ser- e
- vices, health, and mental health and mental retardation. "Previ-
ously, the agencies were located in separate areas of the’ county
Currently, the agencies are ali'contained within a building whichis -
. centrally located within the county. The three agencies operate as
separate units within the -system. However, they have made a
‘coordinated effort to maintain an open network of interagency com-
. mt“t'nlcatlo_n.» “The agencieé Share -inf_ormatit)h 'jto ‘improVe ;ctie‘nt-.j
~ feferral : A R

- bility and interagency communication. ‘In addition, it reports that co-
. location has facilitated an informal coordination of services Ieadmg
o the more eﬂncnent and effectlve dellvery oi services. .
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agency building. An additional benefit of co-location is that some agencies
would gain access to facilities, such as conference rooms and employee lounges,
that they do not have at their present sites. Agencies could potentially share
equipment and services as well.

Case Management. Casc management is a strategy of integration which uses
specialized groups of workers to coordinate services from several agencies fora
target population (Exhibit 7). Ideally, the case managers have significant work
experience with the particular client group. This provides them with a greater
awareness of specialized client needs as well as the resources and opportunities
available to this population. Comprehensive assessment and referral are
important components of case management. This integrated approach can
improve the delivery of services to multiple needs clients.

- trend,’ combmed with the problems of a fragmented and poorly o
.- coordinated system of community care and the need for support of - |
~informal caregiving, prompted the Comimission on Health Care for |
S Al Vlrgmuans to recommend a pnlot case"management program.
. Pilot projects were established in‘Fairfax County, Southwest Vir-
~ginia, and the Tidewater area to coordinate services to the aging by -

. providing frail elderly people in: ‘need of multiple services with one
- point of entry to community-based long-term care.” Case managers
. _determine client needs and resources, develop and implement care
- - plans to meet those needs, monitor services for quallty and appro- o
';*pnateness ‘and penodncaﬂy reassess chent needs o :

;These case management programs are smplemented through area .;::::
- agencies on aging and a local department of social services. Dur-
~-ing the first year, a total of 1,830 clients were served by the three
. sites. An evaluation of the' pllot prOject’s first year indicates that the -
- program has been successful in coordinating services; although‘." :
- there have been some structural problems and other barriers to -
. coordination. The evaluation group recommended statewude lmple- T
- mentation of the case managernent program. . - .

Consolidating Certain Administrative Functions. Another strategy of inte-
gration is combining funcrions such as outreach, information and referral,
transportation, accounting, use”of specialized equipment, client data collec-
tion, and eligibility determination. In particular, eligibility determination has
been a source of concern for local service agencies. In order to determine
eligibility, each agency must collect and verify the same basic client informa-
tion, creating administrative duplication. The strategy of co-eligibility is
intended to reduce duplication of effort by combining the eligibility determi-
nation functions of several agencies into one procedure.
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There are two components to this method. First, co-eligibility can allow the
cligibility of one client to be determined for two or more services by going
through one process. Second, co-eligibility can in some cases provide one set
of eligibility criteria for two or more services. In other cases, the second
component may be inappropriate based on the differing goals of individual
programs, or not feasible because of federal eligibility requirements.

The current system is fragmented and could be simplified through consolidat-
ing certain administrative functions (Figure 32, next page). For example, a
method for coordinating eligibility determination involves creating one intake
system for several different services (Figure 33, below). All clients would enter
the human services system through one intake point contacting a group of cross-
trained eligibility workers. In the past, this method has not been very feasible
because of the need for intensively trained and experienced eligibility workers.
However, eligibility determination through integrated automated systems with a
common application should make this coordination more effective.

e

intake
and i
Referral

Community
Services Board

Source: JLARC staff graphic.

DSS has been developing a software program which would help social services
eligibility workers efficiently complete the eligibility application process by
determining eligibility and benefit levels for welfare programs. The computer
program essentially tells the eligibility worker what questions to ask, and
automatically identifies the services for which the client is eligible based on the
client’s responses to the questions. Proper verification of client reported
information is still necessary. This approach could potentially be expanded to
include health, and mental health, mental retardation, and substance abuse
services.
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Figure 32

Current Delivery Modes for Selected Health and Human Services

Clients
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Consolidation. A fully integrated human services agency is a single depart-
ment which includes all human services programs (Exhibic 8). It may have a
unified client intake and referral system and a single administrator. It is also
responsible for human services planning in the locality. Combining these
functions into one department eliminates the administrative duplication asso-
ciated with multiple divisions of client intake and referral.

r—Exhibit 8 — : = T
' Arlmgton County s Integrated 'Human Servnces Agency :

ag pr
tion" densny‘of 6,574 peopl p . o
26 square miles, allows clients to ge "anywhere in Arhngto rela—

: E-:substanoe. buse servuces 3) soc:al semces )‘Spemal program 55
" -and 5) administrative services. Each division is administered lo-
“‘cally. (Adington County had to get special legislation passed by the
~_General Assembly to localize the health’ department.) The depart- -
- 'ment has not integrated its intake system. However, it does have |
" ‘anintegrated computer system allowmg clients to be referred_ across:

- ‘divisions from one intake session. Eligibility for specmc programs_'
- ,stlll must be determmed wnthm the relevant dlwsmns AR

Director's l» Adminis_trative I S

! Services
Office {  Division sl i
_ Mental Health, | .
Oftice o Health Mental Retarda- Social
Special Services tion, Substance Services
Programs Division Abuse Services Division

Division

. Anrlington has reported several benefits from this integrated system. -
- The client is being treated as a whole person through a
multndusc:phnary approach. Family problems are addressed instead -
o focusing only on the individual. Case management for the family -
is easier because the divisions are physically located in the same
- building and ali employees work for the same director. In addition, a
~unified system centralizes who is ultimately responsible for human
_services. Also, having a unified human services budget aliows the
“hoard and the county manager to see a single dollar figure for
human services. This lets them balance competmg needs andj
improves policy decnsnon-maklng Sl
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« Statutory language
does exist permit-
ting localities to
submit reorganiza-
tion plans....
yet no localities
have attempted to
reorganize under
this provision. ®

Proposals to Restructure Local Human Services
Should be Developed

During the focus group meetings, local officials commented that the State
does not provide adequate flexibility to restructure local human services
agencies according to local needs. However, this concern was not substanti-
ated. In fact, statutory language does exist permitting localities to submit

. reorganization plans. Localities must receive approval from the Governor and

the General Assembly, which admittedly can be a time-consuming process.
Yet no localities have attempted to reorganize under this provision. If local
officials wish to restructure local service agencies, they should submit specific
proposals to the State.

The State has provided local governments with the ability to submit plans for
restructuring human services agencies. Section 15.1-36.2 of the Code of
Virginia provides local governments with the option of submitting to the
Governor any plans “to reorganize the governmental structures or administra-
tive procedures and systems of human resources agencies should provisions of
law or the rules, regulations and standards of any state agency prohibit or
restrict the implementation of such proposed reorganization.” This local
option legislation was originally adopted in 1978 without the requirement of
approval from the legislature. However, a 1982 Artorney General’s opinion
found this section unconstitutional unless suggested amendments were adopted.
These amendments, which passed during the 1983 Session, added the legisla-
tive approval requirement. According to the Secretary of Health and Human
Resources, no localities have submitted plans for reorganization under this
legistation.

However, the Secreuary expressed a willingness to work with any localities
wishing to restructure their human services system. Hence, if local officials
identify a need to modify their human services delivery structure, they should
outline specific actions they would like to take and any legislative changes that
would be necessary. This should be submitted to the Secretary of Health and
Human Resources. To assist localities in identifying viable options, the
Secretary should provide interested localities with different models of human
services organization which might facilitate legislative approval.

Recommendation (17). The Secretary of Health and Human Resources should
develop models of human services organization for local governments to consider.
Local governments should make specific reorganization proposals to the Governor
and General Assembly if State law or regulations prohibit or restrict the implemen-
tation of plans to restructure local human services agencies.
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Social Services Structure Needs Modification

The current system of social services does not have clearly defined State and
local responsibilities. The system is complex, involving multiple levels of
government and varied funding streams. For example, in 1992 local govern-
ments were required to meet 55 funding matches for local services and
benefits. Focus group participants described the structure of social services as
complicated, leading to a blurring of the division of responsibility. They

lained that the service area needs a clearer allocation of responsibilities.
Simplifying the structure by giving responsibility to one level of government
could improve service delivery. Given the high level of State and federal
control and funding of social services, it may be more appropriate for the State
to assume administration of local social services offices.

State/Local Social Services Responsibilities

Social services in Virginia involve multiple levels of government, many pro-
grams, and varied funding streams. Social services are State-supervised but
locally-administered. Local agencies deliver services to clients. However, the
agencies operate according to federal and State law.

The federal government is also involved in the funding of local social service
programs. The three federal agencies providing significant funding, man-
dates, and oversight are the Family Support Administration, the Health Care
Financing Administration, and the Food and Nutrition Service.

At the State level, DSS is responsible for establishing and monitoring policies
and procedures for local programs, allocating funding, and providing admin-
istrative support. In addition, DSS administers the State licensing and child
support enforcement programs, the Community Services Block Grant, and
the Virginia Neighborhood Assistance Act.

Virginia’s 124 local social services agencies provide or purchase services for
eligible clients. They are staffed by local government employees and adminis-
tered by local directors. In addition, focal social services boards are involved in
establishing some program policy, determining budgets, and approving cer-
tain case actions. Boards can consist of a group of interested citizens and
officials, or the board can simply consist of the county administrator or city
manager. Local governments approve budgets and appropriate funds for
administration and some program costs.

Local Social Services Offices Are Substantially Controlled
and Funded by the State and Federal Governments

Because of the high level of State and federal control, most local social services
departments provide a similar set of services. In 1991, JLARC identified 60
social services mandates, making this area one of the most extensively regu-
lated functions of local government. These mandates are both specific and
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comprehensive, affecting local staffing levels, employee compensation, report-
ing requirements, and levels of local financial participation. In addition, most
local social services departments receive a very large proportion of their
funding from the State and federal government.

In contrast, the largest localities in the State typically provide a higher-than-
average level of service. Further, many of them have opted out of the State’s
personnel systems. Instead, the local offices are controlled by local personnel
licies.
& In 1991, JLARC pe
identified 60 social Given the State’s extensive role in most local social services offices, assigning
services mandates, responsibility to the State for operating these offices may be appropriate. In
makingthisarea  parmicular, the State and federal governments have primary authority over
one of the most eligibility criteria for clients served. This leads to the localities having very
extensively regu-  licte flexibility in cither the number of clients served or the level of financial
lated functions of  commitment. _
local government, %

Further, local governments do not have control over the number of poor
people within their boundaries. And, there is an inverse relationship berween
need and ability to pay for poverty-related programs. That is, a locality with a
high number of low-income residents is likely to have less tax revenues and a
higher demand for services than localities with fewer low-income residents.
Finally, through the health structure and the level of funding the State
provides for poverty-related programs, the State has recognized its primary
role in providing services to the indigent.

The State Could Assume Administration
of Local Social Services Offices

State assumption of local social services offices would result in a simplified
service delivery structure and clarified responsibilities. Local governments
could be required to fund a portion of the local expenses. However, the State
would become responsible for the administration of social services.

This structure would resemble that of the health services system. Currently,
the State provides health services through local offices. However, the staffare
State employees. Under the State health system, the allocation of service
responsibilities is clear. In addition, a State system provides consistent
administration across the State. There does not appear to be a clear rationale
for why health and social services are structured differently, given the high
level of State and federal involvement in both. In fact, social services are more
heavily driven by State and federal requirements than are health services, yet
social services are administered by local employees.

To provide flexibility under a State-administered system, local exemption could be
permitted provided thar a local government meets cermin program criteria. The
criteria would be used to ensure that in every locality a required level of social
services would be offered. Also, if a locality wished to have services beyond what the
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State provides, it could contract with the State to provide those additional services.
The locality would be responsible for fully funding these local-option services.

Local governments could also be required to provide a percentage of the
funding for social services departments, for example ten percent. Currendy,
the amount of local funding varies by locality (Appendix H). Asa whole, local
governments currendy provide approximately 14 percent of the funding for
social services programs.

In addition to simplifying the structure of social services delivery, State
administration of social services would allow the DSS to make certain struc-
tural changes to increase efficiency. For example, in 1990, DSS officials
proposed a plan to consolidate the administration of local social services
agencies. Under the plan, all but the 15 largest agencies would be divided into
groups, with cach group sharing a director. This would eliminate up to 60
directors and 60 office managers, although the number of social service
departments would remain the same. DSS estimated a savings of $2 million.
Significant opposition has come from agency directors and some local govern-
ment groups. However, if the State fully operated local social services offices,
DSS could potentially face less resistence to this proposal from local govern-
ments.

In addition, through State administration the funding streams could be
simplified through the reduction of the 55 local funding matches for services
and benefits that were required in 1992. Local agencies receive federal, Stare,
and local dollars which are combined in varying proportions called match
rates. Funding streams used to support local programs and administrative
costs are complex. In general, federally-funded programs allow states to
decide whether or not to seek local matching funding. Thus, State operation
of the system could reduce the individual local match rates.

This option would require increased State funding. The additional cost to the
State would be dependent on the level of local participation required. Iflocal
governments had been required to provde ten percent of total social services
funding in FY 1992 rather than the 14 percent they did provide, State funding
would have increased approximately $25 million.

Recommendation (18). The General Assembly may wish to consider the feasibil-
ity of having the Department of Social Services assume responsibility for local social
services offices. Under this system, local governments could be required to pay for a
portion (for example, ten percent) of the total cost. A feasibility study should be
conducted to determine the costs associated with this proposed realignment. Sucha
study would provide the detailed cost and benefit analysis the General Assembly
needs to determine if this reassignment should take place.




Page 118 ——————— Part Threa < Realignment of Setvice and Funding Responsibilities << Health and Human Services

Changes Needed to Local Health Department Funding———

Several State studies have concluded that the current funding allocation
method for local health departments is inequitable. Fund allocation by the
Department of Health (DOH) is not based on a systemaric assessment of
community health needs but rather on historical budgets. Therefore, funding
does not always address local need for services. During the local government
focus group meetings, the current funding allocation method received a great
deal of criticism. Local officials agreed that health funding is inequitable. In
order to provide more equitable funding of health services, DOH should
implement a needs-based allocation formula. DOH agrees with this concern.
However, the agency has been unable to obtain the additional funding which
DOH officials have determined is necessary to implement these formulas.

—Current Structure of Health Services

The State requires all cities and counties to participate in a local health
department. Localities may contract with the State to provide public health
services either as a single jurisdiction or in combination with neighboring
cities and counties.

The 119 local health departments are organized into 36 health districts, which
in turn report to one of the five health regions in the State. The size of a
particular health district depends upon whether or not operating agreements
have been reached between neighboring local governments. Local health
departments operate as satellite offices under the guidance of a district director
who is appointed by the Commissioner of Health. Appointment of the
director is also subject to the approval of the local jurisdictions. The director
appoints all subordinate positions within the district, including a central
management team which is responsible for the local administration of the
district.  All employees of local and district health departments are State
employees.

Funding for Local Health Services Should Be

Based on Community Needs

Fund allocation by DOH is historically based. This results in disparities
berween localities in meeting their health needs. Most of the older ciries
which operated local health departments outside of the State system generally
had larger and more sophisticated departments than smaller localities. There-
fore, they entered the State system with much larger budgets. Also, some
localities receive grant support for services that others do not. For example,
wwo localities do not receive federal family planning funding because of
decisions made when they entered the State system years ago.

In addition, the General Assembly has provided special funding to some local
health departments for targeting specific issues such as the AIDS population.
While individual decisions to target aid to specific localities may be appropri-
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ate, the combined effect is inequitable funding across the State. Conse-
quently, several State studies have recommended changes to the current health
funding formulas.

In 1988, JLARC studied the funding formula used to distribute funds for the
local cooperative health department program. In identifying a formula based
on local ability to pay, the JLARC report noted that the proposed formula was
limited to the extent that fund allocation was not based on any systematic
assessment of community health needs. JLARC recommended that the DOH
review the processes by which it allocated funds and estimated costs for the
program. It was emphasized that fund allocation should be systematic accord-
ing to locality need for public health services and cost estimation for services

should be based on meeting these needs.

In 1990, a DOH study group examined the funding disparity issue and
concluded that a needs-based model would be more equitable and responsive
to local public health needs. The group also determined thar this approach
would correlate well with planning and evaluation systems, would be respon-
sive to changing priorities, would be compatible with the current budget
process, and would provide a system for allocating funds from multiple
sources. However, disadvantages were also noted. DOH found that the
needs-based model would require consistent, reliable data to be available on
each locality. Currendy, indigent population data are available only from the
decennial census on a consistent basis for each locality. Also, the model does
not address all programs delivered by local health departments, though it does
address the major ones. DOH believes these disadvantages can be overcome,

and therefore, the study group recommended the use of a needs-based alloca-
tion method.

In 1991, the Commission on Health Care for All Virginians supported these
findings and acknowledged the inequities of the current allocation methodol-
ogy for the State/local cooperative budget. The commission recommended
that when additional funding is available, the General Assembly should use
the funding to implement the needs-based allocation method.

Since under the current level of funding, the needs-based model would
involve major shifting of funds among local departments, DOH has recom-
mended a hold-harmless provision. With this provision, DOH estimated in
FY 1990 that an additional $6.2 million in State aid would be required. The
Commission on Health Care for All Virginians also supported this recom-
mendation, but estimated the implementation cost to be $4.1 million.

Recommendation (19). In the future, when funds become available, the General
Assembly may wish to consider allocating sufficient funds to the Virginia Depart-

ment of Health to implement a needs-based allocation model for the funding of
health services.
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partnerships.

The area of environmental protection has become increasingly problematic for State and local
governments. The federal governments’ increase in mandates and devolution of financial responsi-
bility o the states and localities has created a difficult situation. In order to assist localities in
meeting environmental mandates, the State should continue its leadership role by providing
financial and non-financial incentives for regional cooperation and encouraging public-private

Overview

Protecting public health and preserving natura! resources are not the sole
responsibility of any one level of government. All levels of government share
natural resources. Therefore, all levels should share in their protection.
Environmental protection has become a joint responsibility of the federal,
state, and local governments. Commitment to protecting natural resources
has been demonstrated at all levels of government. However, there has been
some shifting of responsibility and cost over the last decade.

The federal government’s devolution of financial responsibility for environ-
mental protection has made it increasingly difficult for the State and local
governments to meet environmental mandates. The Stare has demonstrated
its commitment to protecting Virginia’s natural resources through some of the
major policy decisions made over the last decade. The State has increased
both the level of mandates and funding of environmental services. However,
local governments are experiencing a financial burden in complying with State

and federal mandates.

The State should assist local governments in solving local environmental
protection problems. One option which should be considered is to provide
additional incentives for regional cooperation in the dclivery of environmental
services such as solid waste disposal and water and wastewater treatment. In
addition, local governments should be encouraged to consider public-private

~ parmerships in providing environmental services, particularly the operation of

landfills.



Page 121

Part Three < Realignment of Service and Funding Responsibilites << Environmental Protection

& In today’s climate
of limited financial
resources, meet-
ing the demands
of environmental
mandates has
become a major
challenge for
the State and
localities. *

Financial Responsibility for Environmental Protection
has Devolved to the State and Local Governments

The heightened interest in maintaining the country’s natural resources during
the 1970s was reflected in the federal government’s more active involvement
in environmental regulation and standard setting. An extensive body of
federal environmenual protection legislation and regulation was es.ablished.
For example, the Clean Air, Water, and Safe Drinking Water Acts were
established during the 1970s, bringing a significant number of federal man-
dates on state and local governments for mainuaining air and water quality.
And in 1976, Congress cnacted the Resource Conservation and Recovery Act
which banned open dumping and encouraged state and regional planning for
the management of solid wastes. At that time, increased federal regulation was
accompanied by federal funding mechanisms to assist states and localities with
compliance. However, financial responsibility fr environmental protection
has devolved to the state and local governmentc since that time.

During the 1980s, federal funding progr:._ns were reduced and made more
restrictive. Financial responsibility for environmental protection programs
was transferred to the states and localiti~=. This shift from federal to state and
local responsibility has pushed the issue of fi:iancing environmental protec-
tion to the forefront.

In today’s climate of limited financial resources, meeting the demands of
environmental mandates has become a major challenge for the State and
localitiecs. Mainuining the State’s commitment to protecting its natural
resources is becoming increasingly difficult given current economic condi-
tions. Local governments are also experiencing difficulty in providing increas-
ingly expensive environmental services on limited budgets. For example, the
cost to local governments to comply with new solid waste management
mandates has been estimated to be more than $2.4 billion over the next 20
years.

The current economic uncerwainty requires that the State and local governments
work together to accomplish the common goals of environmental protection. The
State needs to maintain its commitment to environmental protection by providing
leadership, planning, and guidance to local governments.

Environmental Protection is Mandated by the Virginia Constitution—

At the State level, environmental protection has received significant attenticn
over the past decade. Virginia’s growth and increasing urbanization during
the 1980s contributed to the State’s interest in improving and preserving the
environment. The State’s interest in protecting the environment is clearly
established in the Constisution of Virginia. “it shall be the Commonwealth’s

+ policy to protect its atmosphere, lands, and waters from pollution, impait-

ment, or destruction, for the benefit, enjoyment, and general welfare of the
people of the Commonwealth.” The State’s commitment to fulfill this
responsibility has been demonstrated by some of the major policy decisions
made over the last decade.
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Mandates. The number of environmental mandates imposed on private
industry and local governments reflects the State’s interest in environmental
protection. Substantial new environmental mandates have been implemented
by the State in recent years. For example, the 1988 Chesapeake Bay Preserva-
tion Act created a cooperative State and local government program to protect
water quality in the Chesapeake Bay and its tributaries. In addition, mandates
issued in 1988 and 1989 required localities to submit 20-year solid waste
management plans and meet certain recycling requirements by 1991, 1993,
and 1995. Since 1983, 14 mandates on local governments in the areas of
sanitarion, waste removal, and environmental protection were added. Six of

these new mandates were based on federal regulations. Eight were State-initiated

While environmental mandates may be perceived as being burdensome, they
are intended in part to ensure that citizens in every area of the State have an
appropriate level of environmental quality. Local residents benefic from clean
drinking water, air quality, and landfills that will not leak dangerous leachate
or require costly cleanup in the future. In addition, mandates such as

recycling can result in the more efficient use of natural resources and sanitary
landfill space.

However, the State must consider the impact of new regulations on localities.
The full effect of mandates and a determination of whether they actually
achieve their intended goals, may be difficult to fully determine until after the
regulations have been implemented. In the 1992 report, Intergovernmental
Mandates and Financial Aid to Local Governments, JLARC recommended that,
where feasible, State agencies pilot-test regulations or implement them on a
trial basis to gauge their effectiveness and impact on local governments. This
should enable State agencies to refine new regulations to achieve their stated
objectives. In addirion, State agencies in the environmental protection area
should continue soliciting input from local officials throughout all stages in
the development of State environmental regulations.

State Administration. Another indication of the increasing commitment of
the State in this area can be seen in the State’s administration of environmen-
tal protection. In 1986, the State established a separate cabinet position for
natural resources to provide a more comprehensive approach to protecting the
environment. Agencies currently under the Secretary of Natural Resources
include the Department of Waste Management (DWM), the State Water
Control Board (SWCB), the Department of Air Pollution Control (DAPC),
the Chesapeake Bay Local Assistance Department (CBLAD), and the Council
on the Environment (COE), as well as six other agencies.

In 1992, the General Assembly enacted legislation to create a Department of
Environmental Quality which merges the DWM, SWCB, and DAPC and
absorbs the COE. This consolidation, which goes into effect in 1993, was
motivated by the growing number of federal mandates and the increasing
delays in issuing pollution-limiting permits. It is intended to create an
organization which can more effectively address environmental issues by
coordinating functions and consolidating administration. In addition, the
Department of Environmental Quality will attempt to streamline the permit-
ting process by creating a consolidated permit office.
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The growth in the employment level of State agencies under the Narural
Resources Secretariat also demonstrates increased State involvement in the
area. For the FY 1989 to FY 1992 period, the maximum employment level for
these agencies increased by more than 17 percent. In particular, the maxi-
mum employment level for the DWM increased by about 28 percent. By
comparison, the maximum employment level for all other State agrncies for
that period increased by about seven percent. This employment growth
reflected the State’s attempt to address federal mandates and improve environ-

" mental services to Virginians.

Local Governments are Responsible for Providing
Most Direct Environmenta.r Services

In the areas of land and water protection, loc” governments are primarily
responsible for providing direct environmen: . services such as water and
wastewater treatment and solid waste collection and disposal. As such, they
are responsible for complying with the increased number of State and federal
mandates. Not surprisingly, mandates in the area of environmental protec-
tion wete one of the most frequently ...c cicned problem areas during the
local government focus groups. In ger-ral, Ic :al officials did not cite opposi-
tion to the goals of environmental mandates. However, they reporred want-
ing more input in the process of developing regulations and more funding
mechanisms from the State to achieve compliance.

Despite local concerns, the responsibility for direct land and water protection
should remain at the local level. Activities such as collecting trash and
operating landfills are property-related responsibilities. Therefore, they should
be primarily funded through the local property tax and user fees.

Land. Solid waste management has become a major issue for local govern-
ments in Virginia in recent years. While this problem is not a new one, it has
become more significant because of additional mandates, the increased aware-
ness of the risks of traditional disposal methods, and the increased difficulty of
finding suitable sites for disposal facilities. In 1988, landfills became subject
to more stringent regulations promulgated by the Waste Managemenr Board.
As a result, many landfills are expected to close. New landfills will need to be
built, therefore, in the next several years.

Local governments have traditionally been responsible for land developmen
including planning, zoning, and subdivision regulation, and hence have be. -
responsible for collecting solid waste, operating landfills, and developing
management plans. This is consistent with other sutes. Responsibility for
solid waste management appears appropriate at this level. Collecting trash
and operating landfills are property-related responsibilities. The majority of
funding for these services, therefore, should come from the property tax and
local user fees. However, because the ultimate purpose of these services is to
protect the environment, the State should play a significant role in facilitating
solutions to local problems in this area.
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Water. In general, local concerns with water protection resemble local land
protection concerns. Local governments reported wanting an increased role
in the regulatory development process and increased funding from the State.

While the State mainrtains regulatory authority in the area of water protection,
local governments provide direct services such as water and wastewater treat-
ment. Similar to land management, this area has traditionally been a local
responsibility. State and federal involvement has increased in the form of
mandares to maintain water quality. However, service provision remains a
local government function. A locality’s rivers and streams benefit the local
land owners adjacent to the water. Typically, land prices are enhanced by the
presence of rivers, streams, and lakes. In addition, the waterways often serve as
recreational spots for residents. These local residents and land owners directly
benefit from the unpolluted waters.

As with land matters, it is reasonable then to expect much of the cost of
mainuining those waterways pollutant-free to be borne by local property
owners through the local property tax. It is also reasonable to expect that
water and wastewater services be primarily paid for by users and those who
benefit from investments in water supply facilities. However, some water
problems are regional in nature. In cases where the water problems of one
locality directly affect other localities, regional solutions may be warranted. As
with land matters, the State should be involved in facilitating solurions to local
and regional water-related problems.

& Current economic
conditions make
regional co-
operation and
public-private
partnerships viable
alternatives for

-consideration.

Alternative Approaches to Local
Environmental Protection Are Available

Local governments should consider alternative approaches to the direct provi-
sion of certain environmental protection setvices. Current economic condi-
tions make regional cooperation and public-private partnerships viable alter-
natives for consideration.

Regional Approaches. There are several advantages to a regional approach for
land and water issues. A regional agreement allows localities to pool resources.
For example, many localities reported working together in order to cope with
the increased costs associated with waste management requirements. Regional
efforts also give them greater leverage in recycling markets because of the
increased tonnage of recyclable materials. Another potential advantage is the
reduced environmental impact because of fewer facilities. In addition, there is
the potential for promoting regional economic development.

However, there are also disadvantages to regional arrangements. There are
increased transportation costs because the facilities are farther away. Another
layer of government is added which may increase the complexity of the

" system. In addition, public opposition may be increased because of the

perceived threat of a large facility nearby. However, in today’s climate of
limited revenue resources, the advantages of cost-effectiveness appear to out-
weigh the disadvantages.
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Currendy, the State provides some financial and non-financial incentives to
encourage localities to deliver certain services regionally. For example, several
grant programs, such as the Chesapeake Bay Preservation program, give
preference to regional approaches. There is a concern, though, that regional
efforts are not being undertaken to the extent appropriate. As such, the
General Assembly may wish to consider extending regional incentives to
encourage regionalism in the area of environmental protection.

The Virginia Municipal League and the Virginia Association of Counties have
provided JLARC staff with potential incentives local governments want which
are designed to encourage regional efforts in envitonmental protection. These

include:

0 reimbursing cooperating localities for environmental protection projects
on a percentage basis similar to the reimbursement model for regional jails;

0 taking responsibility for the financial assurance requirements when a re-
gional solid waste management facility is being proposed;

0 establishing an incentive fund (similar to the fund described in the Grayson
Commission legislation) for use in regionally cooperative ventures; and

O expediting required administrative processes such as for obtaining regional
facility permits.

Though the State’s current economic condition may preclude substantial
State financial investments in regional facilities, the General Assembly could
consider financial options such as providing “seed money,” for example, for
planning regional facilities. Further, because of the current economic climate,
non-financial incentives merit special consideration in the short-term. The
Secretary of Natural Resoutces should examine current administrative proce-
dures to determine changes that could be made to give preference to regional
arrangements, either through waivers from certain requirements or the expe-
dition of permit applications for regional facilities, such as regional landfills.

Recommendation (20). The General Assembly may wish to consider additional
State financial incentives, such as the creation of a regional incentive fund, to
encourage localities to provide environmental services regionally.

Recommendation (21). As part of the reorganization of State environmental
agencies, the Secretary of Natural Resources should examine current administra-
tive procedures to identify requirements that could potentially be changed o give
preference to regional environmental prosection entities. For example, permit
applications could be expedited for regional landfilk.

Public-Private Partmerships. House Joint Resolution 323, from the 1989
General Assembly Session, stated that the “governments of the Common-
wealth and various other public authorities should utilize the resources of the
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private sector to provide services, including bur not limited to public transit,
sanitation, and solid waste collection, disposal, and facility management.”
The resolution directed the Commission on Local Government (COLG), the
Department of Economic Development, and other State agencies to “pro-
mote the concept of privatization of public functions” and to “encourage all
units of local government to utilize and promote the facilities of the private
sector whenever feasible.”

As part of the effort to comply with this request, the COLG conducted a study
of the privatization of local governmental services in Virginia. Through a
survey of local governments, the COLG found that Virginia’s localities “do
engage in a significant amount of privatization, generally morte than their
counterparts throughout the country. ” However, in the area of solid waste
collection and disposal, Virginia’s localities rely more heavily on public em-
ployees than do local governments in other states (Table 7). In particular,
sanitary landfills in Virginia are predominantly operated by government
entities (Table 8). This is an area in which local governments should closely
examine the feasibility of additional public-private ventures.

Table 7

Selected Privatization Efforts by Virginia’s Localltles
Compared to Localities Nationwide, 1989

Percentage of Localities Using

Public Employees Solely
Solid Waste Collection — Residential 67% 52%
Solid Waste Coliection - Commercial 66 41
Solid Waste Disposal — Landfill Operation 76 69

Source: Privatization of Local Government Services in Virginia: Practice
and Potential, Commission on Local Government, 1992.

There are several advantages to privatization of certain environmental protec-
tion services. The primary advantage is the cost benefits of public-private
partnerships. In its report on privatization, the COLG highlighted several
factors frequently cited as reasons for why private companies may be able to
deliver services at a lower cost than public agencies. These include lower
wages and benefits paid by private contractors, greater management flexibility,

ability to achieve operating economies, more incentives to innovate, and
competition.

However, there are some potential disadvantages associated with private
ventures which mustalso be considered. Two major disadvantages are the loss
of control and loss of accountability. Local governments may lose some
control over how services are provided when they contract witha private
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Table 8
Ownership of Solid Waste Management Facilities, 1990

Ownership
Number (%) Number (%)
Type of Solid Waste of Private of Government
M { Facil it Facilti
Sanitary Landfills 13 (9%) 136 (91%)
Industrial Waste Landfills 25 (83) 5(17)
Construction/Demolition/
Debris Landfilis 15 (56) 12 (44)
Incinerators and Waste
Heat Recovery 4 (33) 8 (67)
Transfer Stations 1 (6) 14 (94)
Other 3 (60) 2 (40)
Total 61 (25) 177 (75)

Source: JLARC staff analysis of data from The Need for Regulating Operators at
Landfills and Waste Management Facilities, Senate Document 5, 1991,

company. In addition, localities may have greater difficulty in eliciting
responses to public concerns from a private entiry.

Several localities have had successful public-private partnerships in the area of
environmental protection. For example, Charles City County has reported a
successful experience with a private landfill (Exhibit 9, opposite page). Where
cost savings can be identified, other localities and regions should consider
public-private partnerships as an alternative to direct provision of solid waste
management and other environmental services.

Recommendation (22). Local governments should consider public-private part-
nerships as an alternative approach for provision of certain environmental services,

particularly the operation of landfills.
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The general and financial administration service area is primarily a local responsibility. Discussions
with local officials and subsequent JLARC staff review, however, determined that full responsibility
Jor processing State income tax returns and payments should be reassigned to the Department of
Taxation. This reassignment of responsibility could result in significant cost savings as well as enable

local financial offices to concentrate on local tax and revenue matters.

Overview

The general and financial administration service delivery structure encom-
passes the activities that are directly related to the management and financial
administration of local governments. These activities include personnel
administration, legal advice, auditing, and budgeting. As required by the
study mandate, JLARC staff also reviewed the activities of the offices of the
commissioner of revenue, treasurer, and director of finance. These offices are
also participants in the general and financial administration service delivery
structure as they are responsible for assessing taxes and collecting tax revenue.

In general, service delivery responsibilities are local in nature and generally
appropriate for this functional area. According to the 1992 JLARC repor,
Intergovernmental Mandates and Financial Aid to Local Governmenss, only 12
percent of the cities and counties cited mandates in this area as unreasonable.
This finding supports the conclusion that service delivery responsibilities are
generally appropriate. However, one activity appears to be inappropriately
assigned to local governments — the processing of State income tax returns
and State tax payments by the offices of commissioners of revenue, directors of
finance, and treasurers.

According to many local government officials, the local financial officers
should not be involved in the processing of State income taxes. As reported in
the 1990 JLARC report, Statewide Staffing Standards for the Funding of
Financial Officers, about 15 percent of the proposed full-time equivalent
(FTE) positions of local financial offices would be needed for the State income
tax processing function. Providing assistance to State agencies and handling
other State revenues were the only other activities of the offices that directly
support the State’s general operations and these activities appeared to require

little staff time.
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Other functions of local financial officers, such as assessing personal and real
property for example, directly support the operations of local governments.
These funcrions are directly related to a local government’s revenue sources
and revenue raising abilities. Therefore, the efforts of the financial offices
should be focused on managing these local functions.

State and local tax processing could be improved by assigning the responsibility of
Sute income tax processing exclusively to the Departument of Taxation. Local
financial offices could then focus on local tax and revenue functions. This transfer
would also ensure that responsibility for State income tax processing was properly
assigned to the Department of Taxation, which was created to administer the
State’s tax system. Elimination of duplicative processing would also produce a cost
savings to both the State and local governments. Providing Swate income tax
taxpayer assisance could, however, still remain a responsibility of the commis-
sioners of revenue and directors of finance.

Background on Financial Officers

The primary role of the commissioner of revenue, director of finance, and
treasurer is to assess and collect taxes and handle public funds. Commission-
ers of revenue are largely responsible for assessing taxes while the treasurer is
primarily responsible for collecting the taxes. As noted earlier, five localities
have a director of finance position which is responsible for the duties of both
the commissioner of revenue and the treasurer. Funding for these offices is the
responsibility of both the State and local governments.

Role of Financial Officers. Commissioners of revenue are the chief tax-
assessing officers in Virginia’s localities. Commissioners of revenue assess a
wide variety of local taxes including real property taxes, personal property
taxes, business license fees, and consumer utility taxes. Many commissioners
of revenue offices also spend a substantial amount of time processing State
income tax returns and providing taxpayer assistance.

The treasurers’ primary responsibilities are the receipt and collection of public
funds, the custody and accounting of public funds, and the disbursement of
public funds. In most localities, the treasurers collect all local taxes assessed by
the commissioners of revenue. Additionally, the treasurers may collect certain
State revenues including State income tax revenues, revenue from unclaimed
property, and clerk of court and sheriff’s fees.

e There are five localities in Virginia which have directors of finance thar are
recognized by the State as constitutional officers. The five directors of finance
perform the tax assessment function that commissioners of revenue provide in
other localities. They also perform the tax collection duties that treasurers

provide in other localities. In addition, these offices supply budgeting and
finance support to their local governments.

State and Local Support of Financial Officers. The State paid aboutr 80
percent of the salary costs for the principal officer in each office in 1990. The
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State also provides a 50 percent share of the funding for the recognized salary
costs of the staff positions of the offices of commissioners of revenue, treasur-
ers, and directors of finance. For FY 1993, these offices have been appropri-
ated $31.9 million to fund the State’s share for a maximum of 1,899 positions.

Local governments also contribute to the staffing costs associated with these
three offices. For the principal officers, the local governments provide contri-
burions to the salary costs that are capped at the dollar amounts each paid in
FY 1980. In FY 1990, local governments provided about 20 percent of the
costs for these officers. Local governments also provide funding for the
remaining 50 percent of the salary costs of the staff positions. In addition,
local governments may choose to supplement the salaries of positions that are
recognized by the Compensation Board, or fully fund additional positions.

% Transferring
State income
tax processing to
the Department of
Taxation would
save an estimated
266 positions
andupto
$14.8 million. »

The State Could Transfer State Income Tax Processing
to the Department of Taxation

There are a number of reasons to transfer the function of processing the State
income tax to the Department of Taxation. Significant cost savings could be
achieved through a transfer of this responsibility to the Department of Taxa-
tion. In addition, other indirect — yert significant — benefits would be
available by this transfer of responsibility.

Transfer Would Yield Cost Savings. According to findings of the 1990
JLARC report, Statewide Staffing Standards for the Funding of Financial
Officers, substantial resources at the local level are devoted to State income tax
work. In fact, 50 percent of the returns in 1990 and 1991 were filed with the
local financial offices. In 1989, JLARC staff estimared that 363 FTEs in the
three financial offices were involved in processing State income tax returns.
An additional 82 FTEs were involved in taxpayer assistance, such as answering
questions or filling out returns for the waxpayer.

At that time, the Department of Taxation estimated that they would require
approximately 97 FTEs to assume the processing and collections work that is
currently performed art the local level. This would result in a savings of 266
FTEs through centralized processing of all tax returns and payments at the
Department of Taxation. In 1990, it was estimated that savings for the 1990-
1992 biennium would range from $8.7 to $14.8 million. Because the State
provides only 50 percent of the funding for approved positions in these
offices, local governments would also realize significant cost savings. Pro-
posed legislation was submitted during the 1990 General Assembly Session to

transfer State tax processing to the Department of Taxation to achieve these
savings bur was not enacted.

These savings are available because of the economies of scale that the depart-
ment can achieve. In addition, because tax returns would be processed
directly by the State, payments for tax balances due would also go directly to
the department for deposit. This would eliminate the need for local treasurers
to deposit State tax funds in the bank as well as complete all required

paperwork.
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Indirect Benefits Would Result From the Transfer. There are a number of
other indirect benefits that would accrue to the State and localities in addition
to the direct cost savings. First, centralized processing would help ensure State
tax payments are immediately credited to the Commonwealth. Second, the
local financial offices would be able to concentrate on local tax and revenue
issues. Resources that might otherwise be used for equipment or staff to
process State income tax forms could be used to upgrade the process for
assessing or collecting local raxes. And, because the Department of Taxation
enters all State income tax forms onto a computer system and checks for
errors, there would be no duplication of effort that results when this review is
also completed at the local level.

Conclusion. Transferring responsibility for processing State income tax-
related activities to the Department of Taxation would more appropriately
assign responsibility for this function to the level of government which
benefits from the activity — the Swte. Further, substantial cost savings could
be achieved through this wransfer as fewer positions would be required to
perform this function ar the State level.

A transfer of responsibility to the Department of Taxation would allow these
local financial offices to focus primarily on local activities since the remaining
functions of these offices would almost entirely be local in nature. Localities
would then be able to assign some of the local resources that were previously
allocated for State income tax processing to local tax and revenue functions.
The offices of commissioners of revenue and directors of finance would
continue to provide local taxpayer assistance.

Recommendation (23). The General Assembly may wish to consider assigning
Jull responsibility for processing all State income tax returns and payments to the
Department of Taxation and assign continuing responsibility for taxpayer assis-
tance to the local financial offices.
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Local taxing and debt authority continues to be an issue of concern to local governments. Like the
State, local governments are faced with having to provide sufficient services and infrastructure
despite slow revenue growth. Equalizing taxing and debt authority between cities and counties
would provide counties needed flexibility. However, in order to provide all local governmenss with
the ability to meet future local infrastructure and service needs, a more in-depth, comprehensive
study is needed to clearly determine the revenue needs of local governments and what funding
mechanisms are necessary to address those needs.

Overview

The mandate guiding this study, Senate Joint Resolution 235 (1991), re-
quired JLARC to review both State and local service delivery and funding
responsibilities. It states that JLARC should focus on “identifying methods
for insuring that the entity providing the service has adequate funding or the
ability to raise adequate resources to provide the service.” During interviews
with local government officials concerning funding for specific programs, the
issues of local taxes and debt authority were consistently raised. Officials
representing counties were typically the most concerned with local tax and
debr authority issues, although some city officials also questioned the utility of
the current limits on county tax and debt authority.

There are a relatively large number of revenue raising methods available to
local governments. Yer, they are not equally available to counties because
counties generally must use the referendum process to impose a new tax. This
difference appears to be based upon the historical distinction of cities as the
“urban” centers where people worked and shopped and counties as rural
agricultural centers.

Many counties, however, are now as “urban” as cities, and other city/county
distincrions continue to narrow. As the urbanization of Virginia continues,
equalized taxing authority will become more critical. As recommended in the
1992 JLARC report, Intergovernmental Mandates and Financial Aid to Local

Governments, taxing authority should be equalized between cities and counties.

As service delivery and funding responsibilities are reassigned in the future,
additional revenue resources will likely be necessary. Analysis indicates that
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Virginia appears to have the capacity for modifying its State/local tax structure
to provide local governments more financial flexibiliry.

However, issues concerning the State and local tax structure are complex.
Providing additional taxing authoriry to the local tax structure could preempt
future modifications to the State tax structure. Therefore, it may be in the

interest of the State to modify its tax structure to collect additional revenue
which could then be allocated back to the localities.

Finally, the ability to issue debt was also raised by local officials, primarily
county officials, as an obstacle that limits their flexibility in mecting the long-
term infrastructure needs of their localities. Counties can only issue debt
through a constitutionally-required voter referendum process. Cities, on the
other hand, can issue general obligation debt without a voter referendum.
Clearly, the inability to readily commit future revenues to needed projects
significandy affects urban counties as well as rapidly growing suburbanizing
counties that can have substantial infrastructure needs far surpassing their
immediate revenue-raising ability.

Virginia’s counties and cities collected $6.1 billion in FY 1991 from “own
source” revenue raising instruments. Local tax instruments accounted for
$5.3 billion, or 87 percent, of total local revenue. Virginia’s local govern-
ments have a number of taxing instruments available to them, although cities
have more direct access to the tax instruments because a voter referendum is
not required. Despite the difference in the tax implementation process, local
governments are using the taxes available, indicating that additional instru-
ments are needed or the revenue base to which the taxes are applied needs to
be expanded.

The State/local tax structure appears to have the capacity to assume higher or
different mixes of taxes, which could provide local governments greater
financial flexibility. Compared to other southeastern states, Virginia’s State/ -
local tax burden is relatively low. In addition, Virginia’s State/local tax
capacity and tax effort indexes compare very favorably nationwide and with
states in the southeastern region.

All tax-related issues must be considered in the context of the effect on the
entire State/local tax structure. Actions affecting many local taxes also have
implications for State taxes as well. For example, increasing the local option
sales tax rate could possibly decrease State sales tax revenue. Or, reducing

certain exemptions in the sales tax scructure could impact the State’s efforts in
attracting new business and industry. Because of the complexity of the State/

local tax structure, a more in-depth, comprehensive study of the structure is
necessary to ensure that any modifications are consistent with the State’s fiscal
policy and long-term plans and local fiscal needs.
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Local Taxing Authority

To raise local revenue, the General Assembly has authorized a number of taxes
for cities and counties. Some of these taxes are authorized for all cities and
counties and others are authorized for all cities and only specific counties. In
part reflecting the differences in local taxing authority, the extent to which
each type of tax is relied upon to raise revenue varies between cities and
counties.

Local government officials are concerned about the imbalance in local taxing
authority between cities and counties. Yet, the General Assembly, in apparent
recognition of additional service delivery demands, has attempred to mitigate
this effect by allowing additional local taxing authority. Since 1983, addi-
tional taxing authority has been granted to both cities and counties.

Reliance on Local Taxes Reflects Local Taxing Authority. Twenty-two tax
instruments are generally available to all cities and, with the exception of the
cigarette and admissions tax, authorized for all counties. The local option
income tax is only authorized for seven cities and four counties (See Appendix
I for a listing of authorized local taxes). Because the tax is authorized does not
mean a loality has implemented the tax. For example, even though all
localities are authorized to use a meals tax, 40 cities and only 12 counties
imposed the tax in FY 1992.

Reliance on various local tax sources varies among cities and counties. Not
surprisingly, the real property tax raised the majority of local tax revenue in FY 1991
-— 53 percent. Apparently, the inability to diversify local revenue streams
requires counties to rely more extensively on the real property tax than cities.
In addition, the percentage of local tax revenue raised from other local taxes
also varied significantly between cities and counties in FY 1991 (Figure 34).

Figure 34

Percentage of Local Tax Revenue Generated
by Type of Tax, FY 1991
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Source: JLARC staff analysis of data from the Auditor of Public Accounts.
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Additional Taxing Authority Has Been Provided. The General Assembly has
provided local governments some additional taxing authority in recent years.
Counties have been granted authority to impose meals/prepared foods and
transient occupancy taxes. However, restrictions still exist, including a voter
referendum requirement and a tax rate cap, on the use of these taxes by
counties.

In 1989, the General Assembly authorized seven cities and four counties in
the Northern Virginia and Tidewater areas to impose a local option income
tax under certain conditions. First, the tax must be approved through a voter
referendum. Second, the revenues generated from this tax can only be used
for wransportation-related activities. Finally, authority to impose the local
income tax automatically expires five years after it takes effect. To date, no
localities have imposed this tax.

Local Governments’ Use of Available Taxing Authority —————

If local governments do need additional taxing authority to raise revenue and
reduce reliance on specific taxes, localities should be using many of the taxes
authorized them to maximize local revenue and to distribute the tax burden
among all taxes. In addition, increases in tax rates should also be evident for
the taxes used by local governments. Analysis indicates that localities are using
the taxes authorized and, for the major taxes, are taxing at higher rates.

Localities: Are Using Taxes Available. Analysis completed for the 1992
JLARC report, Intergovernmental Mandates and Financial Aid to Local Govern-
ments, substantiated that localities are increasingly using the taxes available to
them. For example, since 1983, a utility license tax had been added by 45
local governments — 42 counties and three cities. Currently, 82 percent of all
cities and counties impose this tax. In addition, 34 counties had imposed the
transient occupancy tax since it was authorized for all counties in 1985.

The meals tax was the only major tax authorized for all cities and counties
which has not been implemented by a majority of them. There are some
possible reasons for this. First, the tax can only be imposed by counties after
being approved through a voter referendum. Second, the industry affected by
the tax has strongly opposed the tax. Finally, many counties may not have a
significant number of establishments that prepare meals or foods for sale.
This would result in a relatively small base on which to impose the tax.
Therefore, the revenue raised through a meals tax may not warrant the costs of
imposing, administering, and enforcing the tax.

Laral Governments Ave Raising Tax Rates. 1flocal taves currently available to
local governments are not raising sufficient revenue, then evidence of increases
in tax rates for available taxes should be evident. Analysis indicates that, over
the past several years, more localities registered increases than decreases in tax
rates for major local taxes (Table 9). In some cases, the difference is quite
large. For example, berween FY 1983 and FY 1989, 69 localities increased
their effective personal property tax rate, while only 25 decreased the tax rate.
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Table 9

Changes in Local Effective Tax Rates for Selected Taxes
FY 1983 - FY 1989

Tax Increase Tax Decrease
Tax instrument City County Total City County Iotal
Real Property 16 62 78 28 24 52
Personal Property 15 54 69 8 17 25
Consumer Utility 8 10 i8 6 5 11
Vehicle License 19 55 74 1 3 4
Meals/Prepared Food 7 0 7 1 0 1
Transient Occupancy 10 0 10 0 0 0
Cigarette : 10 0o 10 0 0 0

Source: Intergovemmental Mandates and Financial Aid to Local Governments, JLARC, 1992.

Finally, the increases observed for the real property tax are particularly trouble-
some. Local officials stated during focus group interviews that they believed
the property tax was becoming overrelied upon as a revenue source. For the
FY 1983 through FY 1989 period, 78 localities increased the effective real
property tax rates while 52 decreased rates. This is troublesome in light of the
strong economic growth and dramatic increases in real estate values that
occurred during this time period.

Despite the growth in real property values, the majority of localities had to
raise effective tax rates in order to continue to provide needed or desired levels
of service. And because growth in local real estate values has slowed dramati-
cally, the ability of local governments to rely on this tax as a growing source of
local revenue in the next decade is questionable.

Tax Structure Has Additional Capacity

Equalizing taxing authority will address many of the immediate revenue needs
of county governments. However, if service delivery responsibilities are
reassigned, additional taxing authority for all localities may be necessary.

Relative to many other states, Virginia’s tax structure appears to have the
capacity to absorb additional taxes. Analysis indicates that State taxes are
typically lower than surrounding states. Other measures of the State’s capac-
ity to raise additional revenue, as calculated by the U.S. Advisory Commission
on Intergovernmental Relations (U.S. ACIR), indicate thar Virginia has
above-average revenue raising potential and has below average tax effor,
relative to other states.

Virginia's Tax Burden Compared to Other States. Comparisons across states
must be considered carefully because state and local taxing responsibilities are
contingent upon factors such as the comprehensiveness of services provided
and service delivery and funding responsibilities. Nonetheless, such compari-
sons are still useful for assessing Virginia’s tax burden against other states.
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Comparing Virginia’s State and local tax revenues with other southeastern
states indicates that for total tax revenue, Virginia collected less State and local
tax revenue than the majority of the southeastern states (Table 10). Tax
revenues were standardized by resident personal income, which allows for
direct comparisons across states. Only four states had lower total tax revenues
per $1,000 of personal income. Virginia also collected substantially less toral
tax revenue — $101.50 — than both the regional average of $106.25 and the
national average of $114.60.

This analysis also highlights where additional revenue raising efforts may need
to focus. Virginia’s local governments collect more revenue per $1,000 of
personal income than all but one southeastern state. In fact, Virginia’s local
revenue collections are very close to the national average. State-generated
taxes, on the other hand, account for less revenue than any other southeastern
state and the national average.

In addition, increases in Virginia’s State/local taxes per $1,000 of personal
income confirm that local revenue nising efforts are on the increase. For
example, total State/local tax revenue per $1,000 of personal income has

Table 10

Comparison of State and Local Taxes
in Southeastern States, 1990

Locai Taxes State Taxes Total Taxes

Per $1000 Per $1000 Per $1000

Of income Of income Of Income
West Virginia $24.8 $96.8 $121.6
Louisiana 441 71.9 116.0
South Carolina 31.3 814 112.7
Maryland 46.5 65.7 112.2
Georgia 441 68.0 1121
North Carolina 31.9 775 109.5
Kentucky 242 82.6 106.8
Mississippi 275 771 104.6
VIRGINIA 444 57.1 101.5
Florida 41.3 59.0 100.3
Arkansas 234 72.3 95.7
Alabama 273 67.4 94.7
Tennessee 35.4 58.2 93.6
Reglonal Average $34.3 719 $100.2
National Average $45.9 $68.9 $114.6

Source: JLARC staff adaptation of data from the National Conference of State Legis-
latures 1992 report State and Local Tax Levels: Fiscal Year 1991.
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increased by about one percent since FY 1987. However, since FY 1987 local
tax revenue per $1,000 of personal income has increased by more than nine
percent, while State tax revenue per $1,000 of personal income has actually
decreased by eight percent. Again, this analysis supports local officials’
concerns that local taxes, especially the property tax, may be becoming
overrelied upon to provide government services in Virginia.

Virginia’s Revenue and Tax Capacity. As discussed earlier in the report, the
U.S. ACIR has developed a measure of the relative revenue raising abilities of
all 50 states. The measure produces indexes which enable comparisons across
states. The measures used in this analysis are the rax capacity index and the tax
effort index.

The tax (or revenue) capacity index measures the per-capita amounts of tax
revenue that each state could collect if the nationwide average State and local
tax rates were applied in each state and local government. This index is then
compared to the national average of 100. A state with a tax capacity index of
90 has the capacity to raise revenue that is ten percent below the national
average. On the other hand, states with a tax capacity index of more than 100
have the ability to raise revenue at a rate greater than the national average.

Tax effort measures the degree to which states are utilizing their available
revenue capacity. A very high tax effort index indicartes that a state is utilizing
a high degree of available revenue capacity. A state with a high tax efforr index
will likely have less flexibility in tapping its tax bases in the future. The tax
effort index can also be compared to the national average of 100. A state with
a tax effort index of 90, for example, taps its State and local tax base ten
percent less than the average state. On the other hand, a state with a tax effort
index of 105 taps its tax bases five percent more than the average stare.

In terms of tax capacity, Virginia has the ability to raise State and local
revenue, using average tax rates, at a higher rate than the national average.
Virginia’s State and local tax capacity index — 104 — is higher than the
national average of 100 and substantially higher than the regional average of
86. These data indicate that Virginia has a strong State and local revenue base.
However, with an effort rate of 91, Virginia taps its State and local revenue
base to a lesser extent than the average state does (100 on the index). Virginia

does have a slighdy higher tax effort index than other states in the region
(Table 11).

Virginia’s tax capacity is four percent higher than the national average while
its tax effort index is nine percent lower than the national average. This
indicares that Virginia is a wealthier-than-average state but taps this wealth at

below average rates. Only one southeastern state, Florida, has the same
advanuge. WNationwide, only eight states share this advantage.
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Table 11

Comparison of Tax Capacity and Tax Effort indexes
of Southeastern States, 1988

Tax Capacity . Tax Effort
Index Index
Maryland 109 Florida 82
© VIRGINIA 104 Tennessee 83
Florida 104 Arkansas 84
Georgia 94 Alabama 84
North Carolina 91 Kentucky 88
Tennessee 84 West Virginia 88
Louisiana 83 Georgia 89
Kentucky 81 Louisiana 90
South Carolina 79 O VIRGINIA 91
West Virginia 78 North Carolina 93
Alabama 76 Mississippi 94
Arkansas 74 South Carolina 96
Mississippi 65 Maryland 108
Regional Average 86 Regional Average 90
National Average 100 National Average 100

Source: JLARC staff analysis of data from the U.S. Advisory Commission on In emmental Relations
report, Significant Features of Fiscal Federalism: Revenues and res, Volume 2, 1991.

Further Study of Tax Structure Choices Is Needed

Based on responses in focus group interviews conducted for this study and
survey responses for the 1991 JLARC mandates study, local officials believe
that the real property tax is being relied upon too heavily to fund local
government services. They are concerned that property is not as reflective of
the level of wealth as it once was and that it is a poor measure of ability to pay.
Local officials believe that additional revenue should be raised primarily
through the income and sales tax instruments to fund future service delivery
needs. The analysis conducted to this point indicates that future revenue
raising efforts may be better addressed at the State level.

However, the extent to which any changes should be made should be the focus
of a comprehensive, in-depth study of the tax structure of the Commonwealth
and its local governments. The study should address the balance of this tax

structure, the effect that proposed changes would have on individuals’ and
businesses” purchasing and location decisions, and what revenue sources are

the most appropriate to fund specific services.

Taxes Local Government Officials Prefer. For the 1991 mandates study, local
officials were asked to identify taxes, that were not then imposed, which
would be appropriate for their localities. There was substantial consensus
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among cities and counties regarding additional taxes they would like to use
(Table 12). At that time, most localities favored an additional local-option
sales tax. In addition, a majority of cities and counties responding to the
survey also favored an income tax surcharge distributed to localities by the
State. Three taxes cited by local officials — the meals tax without referendum,
cigarette tax, and admissions tax — would be available to all counties withour
referendum simply by equalizing taxing authority.

Responses at the focus groups conducted by JLARC staff essentially con-
firmed the survey responses. Local officials questioned their inability to tax
income as a local revenue source. Local officials reported that the real proper-

Table 12
Taxes to Which Localities Would Like Access

Percentage Percentage
Number of of Counties  Number of of Cities .

Iax Counties Besponding’ Cities Besponding
Additional Local
Option Sales Tax 52 74 % 30 83 %
Additional State Sales
Tax Distributed to
Localities by Formula 46 66 25 69
State Income Tax
Surcharge Distributed
to Localities by
Formula 39 56 20 56
Meals/Prepared Food Tax
Without Referendum
(For Counties) 32 46 NA NA
Local Option income
Tax Without Referendum 26 37 15 42
Commuter Tax or Tax on
Payroll Earnings Within
a Locality 13 18 17 47
Cigarette Tax
(For Counties) 19 27 NA NA
Admissions Tax
(For Counties) 8 11 NA NA

NA: Selaction of the tax by cities was not applicable since cities already have authority to impose it.
*Percentages were based on a response of 70 counties and 36 cities.

Source: Intergovernmental Mandates and Financial Aid to Local Govemments, JLARC, 1992.
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ty tax should not be relied upon to the extent it is because real property is no
longer an accurate measure of ability to pay, which makes the tax regressive in
nature. The income tax is not considered regressive and the relationship between
wealth and income may be more apparent. The income tax would also allow
localities to moderate reliance on the property tax as a revenue source.

Fina]ly, the recent dampening of the State’s real estate market calls into
question the ability of the property tax to provide additional revenues for
future service delivery needs. Many people believe that the growth in real
estate values witnessed during the 1980s is going to be slow reappearing, ifit
ever does. Therefore, it may be necessary to review other revenue raising
options.

While the potential is clear for using the income tax as well as the sales tax to
raise additional revenue for local governments, the State also relies heavily on
these tax sources for its revenue. Therefore, the implications associated with
raising additional local revenue through these instruments must be carefully
considered.

State/Local Income Taxation. The individual income tax is responsible for
almost 60 percent of Virginia's general fund revenues. Becausc this wax
provides the majority of the State’s general revenues, caution must be used
when considering the appropriateness of allowing local governments the
ability to receive revenue from this source.

The Center for Public Service (CPS) noted in its 1991 Special Analysis of City
and County Taxes report:

The only major untapped potential source of local tax revenue is a
local income tax and there are problems with the use of thart instru-
ment at the local level.

In the CPS report, a number of issues regarding local income taxation are
discussed. If a uniform local income tax were to be used, the type of local
income tax to impose would need to be decided. For example, there are two
primary types of local income taxes — a payroll tax and a “piggyback” rax —
each with its advantages and disadvantages. For example, the payroll wax is
considered to be slightly regressive and administrative costs to employers are
higher than the piggyback tax.

Another issue to be addressed is whether the tax would be one that taxed
residents or workers. For example, taxing residents may influence individuals’
location decisions. This would be especially critical if all localities did not

impose such a tax. Taxing based on work location would benefit urban areas
where many non-residents are employed. But, because Virginia is bordered by

five different states and 25 percent of the State’s population lives in the
Northern Virginia MSA, which borders Maryland and is within commuting
distance of West Virginia, local income tax rates must be consistent with the
rates in the bordering states. If they are not consistent, then the tax could
affect people's decisions on where to live and work. (Virginia's tax effort index
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of 91, however, is significantly lower than Maryland’s tax effort index of 108,
and slightdy less than North Carolina’s index of 93.)

Finally, review of the State/local tax structure should also determine why the
11 localities authorized to impose the local income tax have not yet done so.
Were the tax imposed in these localities at the one percent rate, FY 1991
tevenue estimates for these localities would have been in excess of $250
million. Determining why this tax has not been implemented will provide a
better basis on which to assess the utility of such a statewide local income tax
and under what conditions it should be allowed.

State/Local Sales Taxation. The State sales and use tax accounted for about
24 percent of Virginia's FY 1992 general fund revenues. Also, cities and
counties are allowed to assess a one percent local option sales tax — and all do.
In FY 1991, the local option sales tax accounted for about seven percent of
total local revenue. Again, because the State relies on the sales tax for about
one-quarter of its general fund revenues, modifications or changes must be

studied carefully to identify all of the issues which could impact its furure
revenue raising ability.

As identified in the CPS report, the major factors that must be considered
when modifications to the sales tax structure are made are locational effects
and tax rates in surrounding states. Apparently business location and cus-
tomer spending habits are strongly driven by local sales taxes. As noted earlier,
Virginia has the lowest combined State/local sales tax rates of all five border
states. Therefore, any changes to the sales tax rate. could reduce Virginia’s
lower sales tax advantage and impact retail sales and other business-related
activities in localities bordering neighboring stares.

State reliance on a portion of the rerail sales tax to support transportation
purposes also affects the availability of this revenue source for other purposes.
Prior to FY 1988, transportation funding was provided for almost entirely by
user taxes and fees. Since FY 1988, over $200 million each year from this
general tax source has been allocated to transportation purposes. In FY 1993,
an estimated $240 million will be derived for transportation purposes from
this revenue source.

A recent vehicle cost responsibility study concluded that such general fund
revenues cannot be attributed to any vehicle class. That same study deter-
mined that passenger cars were overpaying and all truck classes were under-
paying their cost responsibility. Redirecting revenues from the one-half cent
sales tax to localities or to the general fund and replacing them with user fees
and taxes could both promote transportation user equity and provide badly
needed general fund revenues.

Another option exists for increasing the revenue derived from the sales tax —
expansion of the tax base. In 1989, more than 100 exemprions to the salesand
use tax existed. These exemptions included:
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0 professional, personal service, and insurance transactions;
O sales of material by the State Board of Elections; and
o sales of custom computer programs.

Discontinuing some exemptions would increase revenues by very litde. For
example, it was estimated that $900 in additional annual revenues would be
realized if the sale of official flags sold by the federal, State, and local govern-
ments were subjected to the sales and use tax.

On the other hand, other exemptions result in the loss of substantial addi-
tional revenue. For example, applying the sales tax to repair labor could
generate more than $30 million in additional annual revenues. A significant
number of states are taxing this category “because of the close relationship
with tangible personal property, the traditional focus of the sales tax.”

Broadening the tax base by including more services is another area that should
be studied for a number of reasons. First, it broadens the tax base and
improves the tax’s growth potential. Taxing services can also make the tax less
regressive because individuals’ consumption of services tends to increase with
income growth. Finally, taxing some services would allow sales tax revenue to
reflect both the State’s and nation’s shift from a manufacturing economy to a
service economy.

Broadening the sales tax base, however, can have many of the same effects as
increasing the overall sales tax rate. For example, custom computer software is
not subject to the sales and use tax. It also appears that the revenue that could
be achieved through a tax on this service is substantial. Yet, repealing this
exemption could theoretically alter location decisions of the Northern Vir-
ginia software firms that do business with federal government agencies. Mary-
land also currently exempts this service, and levying the tax could potentially
cause some firms to relocate to Maryland to avoid it. (However, Maryland’s
overall tax effort would remain higher than that of Virginia’s.)

Other Considerations. There are many other issues that should be addressed
by examining the State/local tax structure. For example, if the State were to
collect the additional revenue from a tax rate change or modification, then
decisions would need to be made concerning the method used to return the
revenue to localities. Options include returning the revenue to the locality
where it was collected of reallocating it to localities based on some measure of

need.

It may also be appropriate to rely more extensively on user charges or taxes
thar resemble user charges. For example. it may be determined thar increased
funding for localities is necessary in order to fund increased local responsibility
for building and maintaining roads. In this case, increasing the motor fuels
tax may be appropriate since commuters use the roads and thereby pay for the
construction and maintenance.
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Conclusion. As this discussion has highlighted, there are a number of possible
avenues available to raise additional revenue. But, there are an equal number
of reactions for each modification of the State/local wax structure. For this
reason, a more comprehensive, in-depth study of the State/local tax structure
is necessary and should focus on the revenue needs of both State and local
governments as well as what choices should be made to achieve these funding
needs. In addition, the study should be cognizant of the need for both the
State and local governments to maintain their fiscal and tax integrity and
rankings thar are attractive to both potential residents and businesses.

Virginia’s counties and cities were obligated for more than $6.1 billion of
outstanding debt in FY 1991. Cities and counties were almost equally
responsible for the debt — 49 percent and 51 percent, respectively. However,
differences in local debt authority exist for cities and counties and are apparent
when comparing total debt on a per-capita basis. On a per-capita basis, cities
total outstanding debt was 69 percent more than the per-capita amount for
counties — $1,335 and $788 respectively.

Similar to the issue of equalized taxing authority, the extent to which all
counties should be treated differently from cities for purposes of local debt is
unclear. Some rapidly growing counties are ranked in the top 25 percent of all
localities in terms of gross debt as a percentage of assessed valuation of real
estate. For counties such as these, equal debt authority appears warranted.

Although smaller, rural counties do not rypically have extensive infrastructure
needs, they are faced with providing basic levels of infrastructure necessary for
their citizens and to attract potential industry and business. Some rural
counties also have relatively high gross debt to assessed valuation ratios,
indicating they are attempting to address their infrastructure needs. There-
fore, these counties should also be granted equalized borrowing authority.

City and County Debt in Virginia

Cities are generally authorized to incur local debt simply through approval of
the local governing body. The primary limit imposed on cities for debt
purposes is the Constitution’s provision that existing debt will not at any time
“exceed ten percentum of the assessed valuation of the real estate in the city or
town subject to taxation . ...” Prior to 1980, the maximum limit for the debt-
to-assessed-valuation ratio was 18 percent.

Counties, on the other hand, are generally required to have debt provisions
approved by voters of the locality. Yet the Constitution does allow counties to
bypass the referendum requirement for debt obligations for school capital
projects that are issued or sold to the Literary Fund or the Virginia Retirement
System.
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In FY 1990, gross local debt as a percentage of assessed valuation ranged from
a high of 14.93 percent in the City of Bedford to a low of .01 percent in
Highland County. Not surprisingly, cities typically have higher total debt-to-
assessed-valuation ratios than counties. For example, 83 percent of all cities
ranked above the gross debt-to-assessed-valuation median value of 1.2 per-
cent. (It must be noted that the data presented in this section is total debt, and
should not be used in assessing a locality’s compliance with the Constitution’s
ten percent limit because the Constitution allows specific exemprions for
certain classes of debt.)

The majority of the cities had gross debt-to-assessed-valuation ratios that
ranked them in the highest group. However some of the rapidly growing,
suburbanizing counties had relatively high gross debt-to-assessed-valuation
ratios. For example, three rapidly growing counties — Chesterfield, Stafford,
and Gloucester — have gross debt-to-assessed-valuation ratios greater than all
but ten cities.

& The difference
in local debt
authority for cities
and counties
can limit local
flexibility in ad-
dressing the
long-term
needs of local
governments. »®

Local Government Debt Authority Should Be Equalized ————

Like the current dichotomy in city/county taxing authority, the difference in
local debr authority for cities and counties can limit local flexibility in address-
ing the long-term needs of local governments. In addition, localities are
apparendy managing their debrt effectively. Based on an analysis of local
government debt data, only six localities have gross debt-to-assessed-valuation
ratios exceeding five percent.

In addition, the provision that allows counties to obligate debt for school
purposes through the Literary Fund or Virginia Retirement System bypasses
the voter referendum requirement. As a result, some counties have a signifi-
cant level of debt that was not subject to a voter referendum. Yet, the ability of
the Literary Fund to meet the capital requirements for all of the school
districts throughout the State is of concern to local officials. Therefore, some
modifications to county debt authority are warranted.

Debt Authority Limits Local Flexibility. During loal focus group interviews,
many local officials expressed concern that the current county debr limitations did
not provide enough flexibility to meet the costly infrastructure needs of their
localities. For example, a 1988 report by the Local Government Artormneys of
Virginia noted the difficulties counties can have providing for local infrastructure:

A historic courthouse in rural Virginia showed signs of age, and the
building needed significant renovation to bring it up to modern court
standards. This work would cost mote than the county could budger
in one vear {requiring the county to borrow the funds and hold a voter
referendum] . . .. When the referendum was held, however, the voters

turned down the proposed renovation . . .. The county board was
thus forced to divide the renovations into several smaller jobs, which
have been contracted on a year-to-year basis. Each small job will
involve a separate bidding process, which will mean more expense for
the contractors, the county, and the taxpayers.
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In addition, officials representing some of the rapidly growing localities noted
that they had pressing school facility needs that were not being met through
the Literary Fund. Therefore, the only option available for future school
facility needs may be to put the debt issuc before the voters through a
referendum.

While growing localities are faced with having to rapidly increase the local
infrastructure base, smaller localities are faced with replacing or renovating
older schools, providing basic infrastructure to their citizens, and developing
infrastructure to facilitate economic development. Developing local infra-
structure is a very costly endeavor and extremely difficult to fund through
annual appropriations.

This has been a long-term problem as evidenced by the 1968 Commission on
Constitutional Revisions proposals for revising the 1928 Constitution. The
Commission noted:

an urban or suburban county has substantially the same demands for
service and same need for borrowing that any city has. Even less
developed counties have 2 much greater demand for services and need
for borrowing than counties had many years ago. As new problems
arise, as the need for schools and other county services increase, and as
more counties become urban, or suburban, and provide city services,
there is no reason to distinguish between counties and cities as to their
rights to issue bonds.

In addition, local county officials stated that the federal funding that had
provided a great deal of the cities’ public infrastructure was no longer available
to the extent it was as late as the 1970s. Much of this money was apparendy in
the form of grants which would alleviate the need to repay the funds. Absent
grant funding, localities will be forced to borrow funds to meer local infra-
structure needs.

Significant Amounts of Debt are Not Subject to Referendum. Debt for school
capiral facilities issued through the Literary Fund, Virginia Retirement Sys-
tem, and other State agencies, after approval by the school board and the local
governing body, is not subject to a voter referendum. Analysis of FY 1991
gross debr data indicates that 25 typically rural counties had Literary Fund-
debt-to-total-debt ratios of greater than 50 percent. For these counties, the
majority of their total debt, therefore, was not subject to a voter referendum.
Other counties, like Stafford, Spotsylvania, and Fairfax, had less than ten
percent of their total debt issued through the Literary Fund. In fact, Loudoun
and Fairfax Counties had less than one percent of their total debt issued
through the Literary Fund. For these rapidly growing counties, much of their

debt npparently wag cubject to a voter referendum.

It appears that many smaller, rural counties are able to bypass the voter
referendum requirement for a majority of their gross debt. However, larger,
rapidly growing counties appear to have a larger percentage of their gross debr
subject to a voter referendum. Because many counties already obligate debt
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without a voter referendum and larger counties have immediate needs for
additional public infrastructure, increased debt authority should be provided
for counties. Such a proposal, House Joint Resolution 164, was introduced
but not passed during the 1992 General Assembly Session. This increased
borrowing authority for counties may become critical if funding sources like
the Literary Fund cannot meet the future demand of all localities.

Any meaningful reorganization of State/local responsibilities must address the
resource needs of both levels of government. Decreased federal tax rates, an
enduring economic downturn, the federal deficit, and subsequent efforts to
cut federal spending have resulted in the devolution of significant responsibili-
ties to state and local governments.

Increasing shares of State resources are diverted to programs such as Medicaid,
which at once have substantial mandates and high levels of State funding
responsibility. Similar trends in the areas of transportation, the environment,
corrections and criminal justice, and education have created constraints that
cannot be indefinitely addressed by belt-tightening, deferral, and increased
efficiency.

The devolution of mandates and responsibilities has left states and localities in
the unenviable position of having to do more with less. While this has
produced desired efficiencies, many agree that increased revenues are needed
at the State and local levels to sustain current levels of service and meer future
needs.

At the local level in particular, instruments of taxation and bonding are often
inadequate to meet the needs of the citizenry. In some localities, the towal
bonding capacity of the locality is inadequate to build a moderately sized and
equipped high school. Further, the principal source of revenue available to
localities — the property tax — is perhaps the most disliked by the public.
Worse yet, the property tax is not directly linked to the ability of the resident
to pay the tax.

At the same time, past decisions on taxation — though reasonable at the time
— have tied the hands of State and local policymakers. To adequately address
the assignment of functions between the State and localities in the long-term,
it is also necessary to study in a more comprehensive, in-depth, and long-term
manner the tax structures and rates of the Commonwealth. This study should
be directed at recommending specific courses of action. The following policy
goals should be examined in such a study:

@ to makc the tax struciuie e lcayuuaivc w cwunutiiic EIUWLII;
0 to apply taxes as broadly, fairly, and simply as possible;

0 to equalize taxing and bonding authority between counties and cities,
commensurate with a long-term equalization of assignment of functions
and responsibilities;
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@ to increase State and local revenues to more adequately reflect current levels

of responsibility that have resulted from federal devolution and changing
needs in the population;

o to simplify the tax structure to facilitate efficient and equitable collection,

in part by reducing the number of taxes which complicate the tax system
and generate marginal revenues;

Q to decrease local dependence on the property tax and give local govern-
ments more revenue options;

Q to promote investment by continuing Virginia's position as a hospitable
environment for basing businesses and industries;

0 to apply the concept of user fees whete appropriate, including consider-
ation of moving the one-half cent sales tax out of the transportation fund
and replacing it with taxes and fees that directly reflect system use;

O to substitute a broad-based use tax, similar to the reail sales tax, for a
variety of minor taxes and fees that generate little revenue but increase costs
and inconvenience to the public, business, and government;

Q to assess the impact of raising the sales tax from the current rate of four and
one-half percent to five percent and allocating the additional revenue to
grants to loaalities for specific policy goals, such as easing educational
disparity; and

O to assess the concept of required local effort.
The objective of such a study should be to provide for additional State and

local revenues within the context of a simplified, more broadly-based and
progressive tax system.

Recommendation (24). The General Assembly may wish to direct a study of the
Statellocal tax structure in Virginia. This study should address the specific revenue
needs of Virginia’s local governments and recommend the funding mechanisms
that may be necessary to address those needs. In addition, the study should address
the role of taxes in businesses’ location decisions and what effect proposed changes to
the Stateflocal tax structure will have on these decisions.

Recommendation (25). The General Assembly may wish to consider initiating
an amendment of Article VII, Section X of the Constitution of Virginia to
equalize borrowing authority between cities and counties.
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Appendix A
Study Mandate: Senate Joint Resolution No. 235
of the 1991 General Assembly Session

Requesting the Joint Legislative Audit and Review Commission to study state and local government
partnerships.
Agreed to by the Senate, February 4, 1991
Agreed to by the House of Delegates, February 15, 1991

WHEREAS, the Legislative Program Review and Evaluations Act of 1978 (§ 30-66 et
seq. of the Code of Virginia) provides for the Joint Legislative Audit and Review Commission to
conduct a systematic evaluation of state government according to schedules and areas designated
for study by the General Assembly; and

WHEREAS, there are increasing financial pressures on both the state and local govern-
ments which are making it difficult to provide the desired range and level of services; and

WHEREAS, it is desirable that services be provided, whether by the state or local govern-
ments, in the most efficient manner possible so as to make the best use of financial resources; and

WHEREAS, it is possible that services that have traditionally been performed by one level
of government might be more efficiently provided by another; and

WHEREAS, there may be services performed by one level of government which could
better be provided if shared between the state and local governments; and

WHEREAS, there is a continuous need to study the many complex issues concerning
state and local relations, including, but not limited to, the division of responsibilities berween
state and local governments, with a parvicular emphasis on funding obligations; now, therefore, be
it

RESOLVED by the Senate, the House of Delegates concurring, That the Joint Legislative
Audit and Review Commission be requested to conduct a study focusing on (i) identifying
specific governmental services and the provider of those services; (ii) considering whether the
services identified in (i) above can better be provided by the other level of local government, or
whether provision of a service should be shared between the state and local governments; (iii)
determining how the responsibility for providing a service should be assigned and how that entity
is accountable for satisfactory provision of the service; and (iv) identifying methods for insuring
that the entity providing the service has adequate funding or the ability to raise adequate resources
to provide the service.

Specific service areas to be considered by the Joint Legislative Audit and Review Commis-
sion shall include, but not be limited to: (i) transportation; (ii) education; (iii) mental health/
social services; (iv) environment; (v) constitutional officers; and (vi) jails and corrections.

Local governments and state agencies are requested to cooperate by providing any infor-
mation that the Joint Legislative Audit and Review Commission deems necessary for the purpose

" - of completing its study.

The Commission shall submit an interim report of its progress to the Governor and the
1992 Session of the General Assembly and chall complere irc wark in rime tn athmir irc recam-
mendations and final report to the Governor and the 1993 Session of the General Assembly as
provided in the procedures of the Division of Legislative Automated Systems for the processing of
legislative documents. The Commission is further encouraged to present its study plan and
interim and final reports to the Local Government Advisory Council for its review and considet-
ation.
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Appendix C
Map Key for Urban Areas

The body of this report includes eight maps of Virginia (Figures 4, 5, 8, 10, 11, 13, 14, and 17)
which display various kinds of demographic information. The information is shown by shading
localities according to the range of data into which they fall for a given demographic category. For
example, in Figure 13 on page 24, localities with a high poverty rate are shaded black, while localities
with 2 medium poverty rate are shaded gray.

In order to more clearly show the shadings for those localities with smaller geographic areas (which
include the county of Arlington and all but four of Virginia's cities), some liberties had to be taken
with the maps. These localities are represented as circles or squares, which have been made large

enough to show the shading and placed on the map in the approximare location of the actual
localities.

The identities of most of these localities will be obvious from their placement on the map. However,
in Northern Virginia and some other areas, the close proximity of cities may lead to some confusion.
Therefore, the labelled map below serves as a key for identifying each of these smaller (in area)
localities. Circles have been used to indicate populations of less than 100,000, while squares
indicate populations of more than 100,000. Note that four cities (Chesapeake, Newport News,
Suffolk, and Virginia Beach) are large enough in area to show the shading without substituting a
circle or square.

Sutfolk  Chesapeake

Key: []= population over 100,000; (O = population under 100,000
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Appendix D
Focus Group Invitees and Participants

OCUS G
Buchanan County

Dickenson (ounty
Les County
Russell Cointy
Scott Couny
Tazewsll Caunty
Wise Couny
Norton City

FOCUS GRUP 7
Albemarle tounty
Fluvanna Ciunty
Greene Counly
Louisa Couty
Madison Cotnty
Neison Couty
Orange Coutty

FOCUS GRCUP 13

Accomack Cunty
Charles City jounty
Gloucester tounty
James Ci(?' tounty
Mathews Comn
Northampto County
York County
Poquoson Cty
Williamsbury City

EOCUS GROUP 2
8land County
Carroll County
Floyd County
Giles County
Grayson County
Pulaski County
Smyth County
Washingten County
Wythe County
Bristol City

Galax City

FOCUS GROUP B
Busna Vista City

Charlottesville City
Harrisonburg City
Lexington City
Staunion City
Waynesboro City

FOCUS GROUP 14
Essex County

King & Queen County
King George County
King William County
Lancaster County
Middlesex County

Northumberland Counly

Richmond County
Westmoreland County
Colonial Beach Town
West Point Town

Henry County
Nottoway County
Patrick County
Pittsylvania County
South Boston City

C (o]1]
Clarke County
Cuipeper County
Fauguier County
Frederick Counly
Eage pa(.;.]ountgd( c

appahann oun
Shenandoah Coum;'y
Spotsylvania County
Stafford County
Warren Coun
Winchester City
Front Royal Town

EOCUS GROUP 15
melia County
Caroline Coun
Chesterfield County
Goochland County
Hanover County
Henrico County
New Kent Counly
Powhatan County
Prince George County
Colonial Heights City
Hopewell City
Peteubg? City
Richmond City

EQCUS GROUP 4
Alleghany County
Bedtord County
Botetourt County
Campbell County
Craig County
Franklin County
Montgomery County
Roanoke County

0 U
Arlington Coun
Fnirfﬂ County v
Loudoun Counfcvo
Prince William County
Alexandria City
Fairfax City
Falls Church City
Fredericksburg City
Manassas City
Manassas Park City
Hemdon Town
Leesburg Town
Vienna Town

EOCUS GROUP 16
Appomatiox County

Charlotte County
Halifax County
Lunenburg County
Mecklenburg County

Prince Edward County

Buckingham County
Cumberland County

ys
Bedford City
Chitton Forge City
Covington City
Danville City
Lynchburg City
artinsville City

Radford City

Blad(sbul:y Town
Christiansburg Town

EOCUS GROUP 11
Brunswick County
Dinwiddie County
Greensville County
lsle of Wight County
Southampton County
Suny County
iysse; C%t;;ayty
mporia
Frankiin City
Waverly Town

U
Amherst County
Augusts Counly
Bat Coungom
Highland ty
Rockbridge County
Rockingham County

!cm'us ik Cli,l'y
88, e
fmplonCly
oW, ( ]
Nam"cw
Portsmouth City

Suffolk Clty
Virginia Beach City

Key: Table shows all localities invited.
Localities in Bold Italics attended.

651 o884

sexipueddy
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Appendix E -
Education ~ Sources of Financial Support for Operating Costs, FY 1991
Average Dally

County School Divisions Membership Local State Sales Tax State Federal
Accomack County 5,086 $8,471,814 $11,588,102 $1,965,885 $2,476,460
Albemarie County 10,024 $30,536,214 $15,722,266 $4,145,065 $1,680,325
Allsghany County * : 3,201 $5,308,902 $7,645,375 $1,305,687 $893,483
Amella County 1,599 $1,940,574 $3,675,316 $744,956 $332,293
Amherst County 4,521 $4,706,469 $10,528,187 $1,890,052 $889,837
Appomattox County 2,249 $1,997,275 $5,173,239 $975,412 $416,658
Ariington County 14,702 $101,021,113 $12,780,094 $7,488,436 $4,562,840
Augusta County 9,821 $15,490,563 $21,859,403 $3,478,562 $1,959,054
Bath County 775 $4,601,731 $774,101 $339,381 $335,421
Bedford County ** 8,265 $14,371,825 $16,740,816 $3,583,634 $1,481,458
Bland County 1,040 $934,109 $3,400,011 $449,005 $306,286
Botetourt County 4,184 $5,886,902 $8,883,442 $1,795,670 $754,971
Brunswick County 2,633 $2,303,778 $6,567,269 $1,192,210 $1,592,482
Buchanan County 6,362 $9,100,433 $15,868,508 $3,011,695 $2,842,954
Buckingham County 2,031 $2,203,504 $5,021,377 $883,300 $788,929
Campbell County 8,164 $8,158,078 $17,810,893 $3,690,456 $1,589,745
Caroline County 3,489 $5,242,075 $7,897,567 $1,412,159 $879,123
Carroll County 4,077 $3,478,879 $11,432,408 $1,822,988 $1,584,534
Charles City County 1,030 $2,117,919 $2,651,095 $396,469 $545,653
Charlotte County 2,036 $2,039,775 $4,775,163 $967,707 $1,040,410
Chesterfield County 44252 $85,225,643 $79,822,644 $18,418,309 $5,713,875
Clarke County 1,591 $4,773,380 $2,787,164 $772,975 $288,801
Craig County 679 $633,124 $1,524,238 $320,818 $211,621
Culpeper County 4,830 $10,324,721 $9,242,601 $1,792,517 $1,109,631
Cumberland County 1,199 $1,276,612 $2,679,760 $862,986 $622,927
Dickenson County 3,587 $5,801,300 $8,920,350 $1,494,816 $1,254,507
Dinwiddie County 3,607 $5,083,234 $8,578,152 $1,341,061 $1,014,398
Essex County 1,488 $2,925,141 $2,996,024 $655,996 $477,853
Fairfax County 129,266 $650,541,293 $129,412,249 $58,139,136 $20,632,638
Fauquier County 8,112 $27,225,988 $9,910,710 $3,543,357 $1,689,356
Floyd County 1,899 $2,167,944 $4,615,998 $842,672 $486,435
Fluvanna County 2,144 $2,804,592 $4,809,446 $869,991 $645,118
Franklin County 6,161 $8,256,037 $12,950,894 $2,676,168 $1,489,927
Frederick County 8,205 $15,732,822 $15,481,874 $3,284,881 $1,193,100
Giles County 2,647 $3,238,890 $6,486,144 $1,203,768 $815,469
Gloucester County 5,766 $9,666,017 $11,318,726 $2,469,877 $1,218,550
Goochland County ' 1,676 $5,100,144 $2,478,895 $712,384 $622,668
Grayson County 2,201 $1,910,494 $6,159,728 $1,204,118 $711,790
Greene County 1,841 $2,773,180 $4,409,000 $826,257 $375,934
Greensville County *** 2,705 $3,508,682 $6,695,764 $1,156,836 $1,211,032
Halifax County 5272 $5,609,139 $13,129,274 $2,319,625 $2,534,712
Hanover County 11,323 $24,601,829 $18,537,446 $4,736,617 $1,252,489
Henrico County 32,550 $94,545,258 $49,100,210 $14,191,638 $4,929,685
Henry County 9,023 $12,947,949 $19,557,879 34,191,647 $2,190,953

"-Highland County 387 $901,499 ~ $967,223 $163,911 $148,245
Iste of Wight County 4,215 $8,640,832 $9,082,236 $1,797,771 $1,191,030
King and Queen County 879 $1,595,462 $2.068.226 $445.853 $453 666
ning weorge Lounty 2,554 $4,463,826 $5,706,033 $1,005,183 $597,096
King William County 1,555 $2,562,373 $3,633,508 $573,690 $384,827
Lancaster County 1,624 $3,779,939 $2,236,836 $722,378 $491,371
Lee County 4,535 $2,283,176 $13,153,740 $2,433,452 $3,599,191
Loudoun County 14,490 $65,736,605 $14,358,070 $5,953,343 $1,683,576

(Continues)
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Average Daily
County School Divisions Membership Local State Sales Tax State Federal
Louisa County 3,572 $9,698,246 $3,317,411 $1,613,196 $1,048,848
Lunenburg County 2,219 $2,138,672 $5,535,846 $875,595 $987,522
Madison County 1,871 $2,860,025 $4,015,130 $814,303 $471,529
Mathews County 1,245 $2,448,894 $2,337,311 $479,826 $286,976
Meckienburg County 5,043 $4,847,220 $11,576,878 $2,311,920 $1,810,145
Middlesex County 1,180 $2,708,236 $1,870,416 $479,826 $404,468
Montgomery County 8,401 $17,687,961 $16,479,349 $3,952,785 $1,885,052
Neison County 2,017 $4,046,939 $4,092,644 $905,365 $637,994
New Kent County 1,861 $3,623,665 $3,873,705 $914,821 $307,924
Northampton County 2,530 $3,464,308 $6,145,392 $1,041,607 $1,114,477
Northumberiand County 1,362 $3,121,647 $2,122,671 $597,856 $368,506
Nottoway County 2,366 $2,006,693 $5,719,248 $1,081,534 $1,386,135
Orange County 3,769 $7,745,568 $7,466,190 $1,385,191 $1,299,706
Page County 3,399 $3,923,118 $7,938,968 $1,432,823 $712,165
Patrick County 2,693 $3,531,626 $6,292,927 $1,229,685 $606,602
Pittsylvania County 9,647 $8,306,353 $23,401,517 $4,803,863 $2,690,829
Powhatan County 2,247 $3,456,205 $4,601,371 $944,942 $481,841
Prince Edward County 2,460 $2,521,101 $5,592,306 $1,120,411 $1,094,190
Prince George County 5,022 $5,937,476 $11,998,314 $2,053,795 $3,178,435
Prince William County 41,806 $119,644,211 $77,871,292 $18,507,970 $5,918,850
Pulaski County 5,484 $7,462,983 $12,795,921 $2,630,286 $1,494,991
Rappahannock County 944 $2,387,189 $1,348,108 $440,949 $246,890
Richmond County 1,275 $1,667,259 $2,605,702 $494,536 $355,730
Roanoke County 13,372 $33,209,472 $24,928,253 $5,779,275 $2,039,100
Rockbridge County 2,822 $4,341,460 $6,242,406 $1,133,720 $845,866
Rockingham County 9,164 $20,471,160 $19,015,074 $4,115,295 $1,740,757
Russell County 5,256 $4,332,557 $13,208,735 $2,369,709 $1,743,990
Scott County 4,056 $3.235,573 $11,727,282 $1,765,899 $1,738,574
Shenandoah County 4,793 $10,046,115 $9,407,180 $2,085,667 $980,484
Smyth County 5,532 $4,984,528 $13,059,694 $2,450,264 $1,692,740
Southampton County 2,549 $3,730,725 $5,431,244 $1,366,628 $1,416,554
Spotsylvania County 12,252 $19,697,989 $23,096,213 $4,340,148 $1,811,001
Stafford County 12,531 $25,037,695 $25,056,239 $5,094,210 $2,435,766
Surry County 1,154 $5,720,291 $1,120,327 $399,271 $498,116
Sussex County 1,475 $1,997,709 $3,225,605 $816,054 $806,242
Tazewsll County 8,811 $8,804,136 $20,820,219 $3,857,170 $2,503,967
Warren County 4173 $6,098,341 $8,190,854 $1,808,278 $1,104,659
Washington County 7,515 $7,592,580 $16,796,462 $3,909,705 $2,450,849
Westmoreland County 1,877 $3,578,306 $3,779,698 $721,840 $859,658
Wise County 8,611 $8,503,571 $21,810,145 $3,599,395 $3,240,913
Wythe County 4,344 $4,232,264 $10,773,069 $1,902,142 $1,387,796
York County 9,374 $12,760,490 $17,235,181 $3,843,160 $6,586,467
City/Town School Divisions
Alexandria City 9,512 $60,706,721 $9,724,750 $4,306,175 $3,204,178
Bristol City 2,703 $5,879,763 $5,850,044 $1,048,612 $951,822
7. _ Buena Vista City 1,108 $1,325604 $3,018,745 $471,070 $238,318
Charlottesville City 4,469 $24,912,199 $7,271,433 $2,155,714 $1,563,189
Chesapeake City 29,463 $59,208,283 $56,150,237 $12,595,955 $7,168,734
Colonial BDoach Tover orT 3100,399 31,300,034 $192,6$1 133,837
Colonial Heights City 2,563 $7,610,125 $4,715,559 $1,151,232 $502,035
Covington City . 962 $2,219,220 $2,237,548 $463,365 $319,650
Danwville City 8,305 $12,102,017 $16,842,692 $4,140,162 $2,498,966
Fairfax City 2,245 $12,477,482 $1,934,310 $1,126,365 $10,152

Falis Church City 1,239 $8,983,378 $1,115,191 $521,504 $188,582
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Average Daily

City/Town School Divisions Membership Locai State Sales Tax State Federal
Franklin City 1,858 $2,427,103 $4,321,395 $550,924 $693,142
Fredericksburg City 2,134 $7,793,114 $2,988,290 $956,149 $856,904
Galax City 1,186 $1,861,230 $2,448,895 $376,856 $379,564
Hampton City 21,352 $41,749,556 $40,338,874 $10,227,646 $7,006,827
Harrisonburg City 3,145 $10,114,163 $4,078,191 $1,235,289 $671,529
Hopewell City 4,001 $8,542,881 $8,876,704 $1,482,557 $1,315,189
Lexington City 676 $1,004,973 $1,344,735 $257,075 $162,748
Lynchburg City 9,285 $20,121,362 $17,844,549 $3,939,826 $2,974,634
Manassas City 4,796 $16,452,795 $6,336,324 $1,801,792 $719,956
Manassas Park Clty 1,333 $1,966,817 $3,644,084 $596,805 $307,399
Martinsviile City 2,815 $5,162,816 $5,438,731 $1,180,652 $967,105
Newport News City 28,806 $54,962,399 $58,567,182 $13,174,548 $12,099,913
Norfolk City 35,115 $76,184,759 $71,347,628 $17,296,147 $22,613,267
Norton City 879 $1,092,718 $1,978,127 $432,894 $361,068
Petersburg City 5,774 $9,595,672 $12,442,725 $2,597,014 $3,054,539
Poquoson City 2,303 $3,148,641 $4,687,826 $983,468 $301,661
Portsmouth City 18,089 $27,000,769 $42,091,888 $7.700,680 $8,272,212
Radford City 1,478 $3,204,635 $2,988,467 $615,718 $307,452
Richmond City 25,618 $104,585,601 $41,650,945 $13,189,258 $17,959,638
Roanoke City 12,811 $32,767,240 $23,984,861 $6,872,367 $5,752,195
Salem Clty 3,540 $8,446,068 $6,168,012 $1,390,444 $586,597
South Boston City 1,295 $1,454,319 $2,787,125 $502,241 $341,052
Staunton City 3,022 $5,569,544 $5.686,117 $1,343,160 $686,599
Suffolk City 8,960 $15,319,188 $18,731,161 $4,458,878 $3,670,626
Virginia Beach 69,794 $101,574,043 $123,080,142 $31,864,641 $26,691,709
Waynesboro City 2,713 $6,330,855 $4,640,344 $1,186,256 $500,095
West Point Town 671 $1,709,328 $1,570,526 $236,411 $89,204
Williamsburg City **** 6,154 $20,677,067 $7,988,251 $2,724,500 $1,030,525
Winchester City 3,019 $11,619,699 $4,825,419 $1,313,042 $972,061
Statewide Totals: 995,465 $2,518,882,160 $1,800,761,870 $442,993,698 $290,993,565

Total Expenditures tor Operations: $5,053,631,293

*  Alleghany County data include Clifton Forge City
**  Bedford County data include Bedford City

*** Greensville County data include Emporia City

" Willlamsburg City data include James City County

Source: "Superintendent's Annual Report for Virginla," 1990-1991, Department of Education
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Appendix F

Education - Capital Outiay and Debt Service Expenditures, FY 1991

County School Divisions

Accomack County
Albemarle County
Allaghany County *
Amella County
Amherst County
Appomattox County
Atlington County
Augusta County
Bath County
Bedford County **
Bland County
Botetourt County
Brunswick County
Buchanan County
Buckingham County
Campbell County
Caroline County
Carroll County
Charles City County
Charlotte County
Chesterfield County
Clarke County
Craig County
Culpeper County
Cumbertand County
Dickenson County
Dinwiddie County
Essex County
Fairtax County
Fauquier County
Floyd County
Fluvanna County
Frankiin County
Frederick County
Giles County
Gloucester County
Goochland County
Grayson County
Greene County
Greensville County ***
Halifax County
Hanover County
Henrico County
Henry County
Highland County

Isle of Wight County
ring ana Queen Gounty

King George County
King Wiliam County
Lancaster County

Facllity-Related
Expenditures

$0
$7,932,102
$5,879
$295,196
$5,968,485
$954,131
$13,765,743
$661,361
$200,830
$4,424,054
$146,610
$396,159
$183,306
$o
$316,860
$183,853
$73,778
$137,816
$388,688
$o
$44,576,106
$312,245
$0
$7,763,843
$220,013
$0
$193,512

T $819,241
$112,138,649
$6,896,900
$7,435
$3,515,193
$762,713
$6,295,032
$38,704
$2,651,763
$0
$31,987
$1,092,456
$595,478
$0
$21,606,708
$21,152,356
$134,476
$0

$456,401
$74,235

$2,054,186
$164,149
$5,635,688

Par-Pupll
Facility-Ralated
Expenditures

$0
$791
$2
$185
$1,320
$424
$936
$67
$259
$535
$141
$95
$70
$0
$156
$23
$21
$34
$377
$0
$1,007
$196
$0
$1,607
$183
$0
$54
$551
$868
$850
$4
$1,640
$124
$767
$15
$460
$0
$15
$593
$220
$0
$1,908
$650
$15
$0
$108
$84

$804
$106
$3,470

Dabt Service
Expenditures

$661,851
$3,399,114
$292,635
$292,930
$800,472
$362,052
$2,719,684
$834,373
$58,329
$2,330,057
$33,911
$977,797
$78,442
$456,347
$259,206
$940,566
$504,986
$544,669
$101,720
$220,473
$20,382,540
$358,438
$201,062
$2,090,597
$31,115
$846,868
$617,186
$224,793
$48,433,417
$3,999,662
$37,433
$262,241
$1,470,832
$2,310,829
$368,296
$1,590,227
$93,416
$412,218
$565,794
$407,128
$370,559
$5,907,416
$9,085,478
$2,294,753
$0

$1,913,928
$154,584

$582,263
$617,363
$1,215,946

Per-Puplt

Debt Service Average Dally

Expendituras

$130
$339
$91
$183
$177
$161
$185
$85
$75
$282
$33
$234
$30
$72
$128
$115
$145
$134
$99
$108
8461
$225
$296
$433
$26
$236
$171
$151
$375
$493
$20
$122
$239
$282
$139
$276
$56
$187
$307
$151
$70
$522
$279
$254
$0

$454
$176

$228
$397
$749

Membership

5,086
10,024
3,201
1,599
4,521
2,249
14,702
8,821
775
8,265
1,040
4,184
2,633
6,362
2,031
8,164
3,489
4,077
1,030
2,036
44,252
1,591
679
4,830
1,199
3,587
3,607
1,488
129,266
8,112
1,899
2,144
6,161
8,205
2,647
5,766
1,676
2,201
1,841
2,705
5,272
11,323
32,550
9,023
387

4,215
879

2,554
1,555
1,624

(Continues)
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County School Divisions

Lee County

Loudoun County
Louisa County
Lunenburg County
Madison County
Mathews County
Mecklenburg County
Middlesex County
Montgomery County
Nelson County

New Kent County
Northampton County
Northumberiand County
Nottoway County
Orange County

Page County

Patrick County
Pittsylvania County
Powhatan County
Prince Edward County
Prince George County
Prince William County
Pulaski County
Rappahannock County
Richmond County
Roanoke County
Rockbridge County
Rockingham County
Russsll County

Scott County
Shenandoah County
Smyth County
Southampton County
Spotsylvania County
Stafford County

Surry County

Sussex County
Tazeweli County
Warren County
Washington County
Waestmoreland County
Wise County

Wythe County

York County

City/Town School Divisions

__ Alexandria City

Bristol City
Buena Vista City

Wliarn  iiesvie Ully
Chesapeake City
Colonial Beach Town
Colonial Heights City
Covington City
Danvitle City

Facility-Related
Expenditures

$1,264,434
$7,325,262
$744,314
$28,015
$132,968
$13,270
$33,453
$369,323
$1,363,536
$420,808
$2,708
$51,869
$25,789
$15,913
$1,308,921
$2,509,431
$105,590
$480,602
$684,477
$239,235
$425,247
$33,675,375
$0
$0
$0
$1,313,487
$5,574,739
$27,081
$614,809
$0
$5,116,840
$1,432,377
$52,896
$9,211,119
$12,685,368
$26,504
$0
$1,361,046
$216,556
$448,816
$142,754
$3,497,565
$4,032,905
$3,955,209

$0
$0
$0

v148U,359
$18,486,641
$0

$123,277

$0
$4,872,332

Per-Pupil
Facility-Related
Expenditures

$279
$506
$208
$13
$71
$1
$7
$313
$162
$209
$1
$21
$19
$7
$347
$738
$39
$50
$305
$97
$85
$804
$0
$0
$0
$98
$1,975
$3
$117
$0
$1,068
$259
$21
$752
$1,012
$23
$0
$154
$52
$60
$76
$406
$928
$422

Debt Service
Expenditures

$968,632
$5,577,574
$1,455,035
$35,630
$210,688
$197,872
$462,266
$178,046
$1,249,023
$313,083
$989,180
$280,150
$411,420
$170,557
$520,719
$345,067
$227,098
$82,121
$723,436
$336,590
$446,570
$16,744,707
$343,880
$192,035
$257,020
$2,594,856
$1,046,786
$3,304,682
741,078,494
-$976,759
$1,223,633
$246,369
$137,133
$6,138,172
$6,228,045
$556,319
$52,584
$1,324,248
$316,137
$2,265,050
$361,474
$935,615
$1,022,741
$2,181,793

$0
$407,921
$67,887
$0

$5,850,612
$174,596
$596,267
$5,025
$1,691,881

Per-Pupit
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Debt Service  Average Daily

Expenditures

$214
$385
$407
$16
$113
$159
$92
$151
$149
$155
$532
$111
$302
$72
$138
$102
$84
$9
$322
$137
$89
$400
$63
$203
$202
$194
$371
$361
3205
$241
$255

$501
$497

$36
$150

$76
$301
$193
$109
$235
$233

$0
$151
$61
U
$199
$303
$233

$204

Membership

4,535
14,490
3,572
2,219
1,871
1,245
5,043
1,180
8,401
2,017
1,861
2,530
1,362
2,366
3,769
3,399
2,693
9,647
2,247
2,460
5,022
41,906
5,484
944
1,275
13,372
2,822
9,164
5,256
4,056
4,793
5,532
2,549
12,252
12,531
1,154
1,475
8,811
4173
7,515
1,877
8,611
4,344
9,374

9,512
2,703

1,109
4,469

29,463
577
2,563
962
8,305
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Facility-Related
City/Town School Divisions Expenditures
Fairfax City $0
Falls Church City $602,861
Frankiin City $690,103
Fredericksburg City $0
Galax City $38,630
Hampton City $6,176,463
Harrisonburg City $36,159
Hopewell City $457,026
Lexington City $0
Lynchburg City $58,997
Manassas City $5,020,234
Manassas Park City $0
Martinsville City $0
Newport News City $7.338,575
Norfolk City $10,976,545
Norton City $0
Petersburg City $0
Pogquoson City $11,826
Portsmouth Chy $10,602,766
Radford City $28,394
Richmond City $4,727,480
Roanoke City $3,280,440
Salem City $761,890
South Boston City $0
Staunton City $198,000
Suffolk City $4,213,370
Virginia Beach $33,597,927
Waynaesboro City $2,250
Waest Point Town $210,538
Wiliamsburg City **** $6,360,137
Winchester City $1,732,667
Statewide Totals: $496,900,745

Per-Pupii
Facillty-Related
Expenditures

$0
$487
$371
$0
$33
$289
$M
8114

$314
$1,033
$574

*  Alleghany County data include Clifton Forge City

**  Bedford County data include Bedford City
***  Greensville County data include Emporia City

“*** Williamsburg City data include James City County

Debt Service
Expenditures

$490,412
$553,764
$436,598
$0

$76,145
$2,774
$1,255,718
$885,058
$345,368
$2,049,883
$4,337,6561
$516,845
$0
$5,246,901
$4,635,736
$137,891
$991,454
$629,585
$1,988,818
$185,633
$8,974,143
$2,269,457
$1,519,957
$55,690
$342,131
$3,334,511
$19,558,879
$321,893
$172,723
$2,467,550
$1,273,577

$261,276,222

Source: JLARC staff analysis of data from the Depariment of Education report,
“Superintendent's Annual Report for Virginia,” 1990-1991.

Per-Pupii
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Debt Service  Average Daily

Expenditures

$218
$447
$235
$0
$64
$0
$399
$221
8511
$221
$904
$388
$0
$182
$132
$157
$172
$273
$110
$126
$350
8177
$429
$43
$113
$372
$280
$119
$257
$401
$422

$262

Membership

2,245
1,239
1,858
2,134
1,186
21,352
3,145
4,001
676
9,255
4,796
1,333
2,815
28,806
35,115
879
5774
2,303
18,089
1,478
25,618
12,811
3,540
1,295
3,022
8,960
69,794
2,713
671
6,154
3,019

$995,465
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Appendix G
Selected States' School Construction Programs

 Secondary State School Construction.

G : i b "Pr Tonstrie : P St Funding Program ¢

Alabama Flat Grant Funding is provided through a basic | None
support program which is based on
the number of earned teacher units
at each local board.

Arkansas Loan Three revolving loan funds are None
available. School districts may
borrow up to $300,000 for six years.

The interest rate is five percentage
points above the federal discount
rate.
Florida Flat Grant Funding is allocated through a Additional funding for construction of
Equalized Funding | formula based on a percentage of special facilities is available on a case
full-time equivalent membership. by case basis.

Georgia Equalized Funding | Equalized funding based on property ; Additional funding for consolidation
wealth per pupil. projects is also available.

Kentucky Flat Grant Basic foundation program provides | Some equalized funding is available

Equalized Funding | $100 per pupil. based on proportion of school districts'
unmet facility needs as a proportion of
the total unmet need statewide.

Louisiana None None None

Maryland Equalized Funding | State's share of approved project Funding is available for payment of all
costs statewide is 60 percent. Local | local school construction debt on bonds
school district share will vary based | issued before July 1967.
on the district's wealth.

Mississippi Flat Grant Funding for school construction is Additional funding is available based
provided through the sale of state on average daily attendance. This
bonds. funding may be accrued.

South Flat Grant The state provides $30 per pupil None

Carolina even if no construction is planned.

School districts may accrue unused
funds.

Tennessee Flat Grant Funding is based on prior year's None
average daily attendance.

: — - |

West Flat Grant Funding is based on amount per None

Virginia pupil. i

Source: JLARC staff adaptation of data from the Center for the Study of the States 1991 report, Public
School Finance Programs of the United States and Canada: Volume 1.
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Appendix H -
Local Social Services Expenditures by Locality, FY 1991
Local Federal and State Total Local Percentage
Locality Expenditures Expenditures Expenditures Share of Total
Accomack County $448,393 $3,633,593 $4,081,987 10.98%
Albemarie County $725,878 $3,070,579 $3,796,457 19.12%
Alleghany Highlands $137,349 $954,208 $1,091,657 12.58%
Amelia County $90,630 $629,734 $720,365 12.58%
Amherst Caounty $214,527 $1,491,454 $1,705,980 12.57%
Appomattox County $129,328 $976,632 $1,105,960 11.69%
Arlington County $3,496,069 $11,914,930 $15,411,000 22.69%
Augusta County $369,958 $2,158,442 $2,528,400 14.63%
Bath County 875,455 $301,186 $376,641 - 20.08%
Bedford County* $339,173 $2,350,237 $2,689,410 12.61%
Bland County $60,527 $397,606 $458,133 13.21%
Botstourt County $142,870 $836,200 $979,070 14.59%
Brunswick $171,454 $1,818,031 $1,989,485 8.62%
Buchanan County $397,895 $4,151,023 $4,548,918 8.75%
Buckingham County $117,309 $1,307,431 $1,424,740 8.23%
Campbell County $561,828 $3,425,014 $3,986,842 14.09%
Caroline County $207,329 $1,635,441 $1,842,769 11.25%
Caroll County $251,772 $1,897,746 $2,149,518 11.71%
Charies City County $197,320 $791,023 $988,343 19.96%
Charlotte County $144,146 $1,163,310 $1,307,456 11.02%
Chesterfield $1,320,524 $7,714,083 $9,034,607 14.62%
Clarke County $117,849 $472,100 $589,949 19.98%
Craig County $36,558 $198,056 $234,614 15.58%
Culpeper County $234,508 $1,676,569 $1,911,076 1227%
Cumbertand County $109,835 $768,587 $878,422 12.50%
Dickenson County $263,545 $2,638,654 $2,902,199 9.08%
Dinwiddie County $306,093 $1,983,688 $2,289,780 13.37%
Essex County $80,619 $668,124 $748,743 10.77%
Fairfax County* $12,641,474 $40,558,054 $53,199,528 23.76%
Faugquier County $443,828 $1,768,805 $2,212,633 20.06%
Floyd County $71,671 $653,365 $725,036 9.89%
Fluvanna County $150,529 $762,839 $913,368 16.48%
Franklin County $290,416 $1,832,584 $2,123,000 13.68%
Frederick $281,268 $1,534,693 $1,815,961 15.49%
Giies County $139,807 $1,063,323 $1,203,131 11.62%
Gloucester County $274,136 $1,774,215 $2,048,351 13.38%
Goochland County $131,826 $829,582 $961,408 13.71%
Grayson County $158,640 $1,229,049 $1,387,688 11.43%
Greene County $117,034 $659,436 $776,470 15.07%
Greensville County $244,130 $2,209,088 $2,453,218 9.95%
Halifax County*** $346,784 $3,273,044 $3,619,828 9.58%
Hanover County $473,591 $1,777,291 $2,250,881 21.04%
Henrico County $1,669,629 $9,788,050 $11,457,679 14.57%
Hann: Cannk, ®o4c,00m $0,040,c0+ P0,009,88 1 P90 0
Hightand $36,776 $154,155 $190,932 19.26%
Isle of Wight County - $363,002 $2,110,828 $2,473,829 14.67%
James City $337,849 $1,910,797 $2,248,647 15.02%
King and Queen County $91,519 $626,919 $718,437 12.74%
King George County $168,970 $856,379 $1,025,349 16.48%

(Continues)
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Locat Federal and State Total Local Percentage
Locality Expenditures Expenditures Expenditures Share of Total
King Wiliiam County $67,972 $606,336 $674,307 10.08%
Lancaster County $133,472 $1,093,493 $1,226,965 10.88%
Lee $441,909 $4,025,733 $4,467,642 9.89%
Loudoun County $1,238,436 $3,602,207 $4,841,643 25.60%
Loutsa County $184,464 $1,483,777 $1,668,241 11.06%
Lunenburg County $85,951 $879,054 $965,005 8.91%
Madison County $80,568 $591,775 $672,342 11.98%
Mathews County $101,493 $541,658 $643,150 15.78%
Mecklenburg $206,171 $1,758,404 $1,964,575 10.49%
Middlesex County $92,425 $680,337 $772,763 11.96%
Montgomery County $495,695 $4,546,566 $5,042,261 9.83%
Nelson $131,218 $1,045417 $1,176,635 11.15%
New Kent County $123,456 $498,541 $621,996 19.85%
Northampton County $224,864 $2,254,095 $2,478,959 9.07%
Northumberiand County $143,308 $819,955 $963,263 14.88%
Nottoway County $140,977 $1,440,363 $1,581,341 8.92%
Orange County $208,212 $1,239,595 $1,447,807 14.38%
Page County $154,013 $1,211,046 $1,365,059 11.28%
Patrick County $127,772 $1,072,163 $1,199,936 10.65%
Pitisyivania County $429,219 $3,400,033 $3,829,252 11.21%
Powhatan County $94,272 $513,804 $608,076 15.50%
Prince Edward County $179,584 $1,453,368 $1,632,952 11.00%
Prince George County $220,865 $1,240,336 $1,461,201 15.12%
Prince William County $2,047,070 $10,877,456 $12,924,526 15.84%
Pulaski County $479,252 $3,296,772 $3,776,024 12.69%
Rappahannock County $84,351 $421,572 $505,924 16.67%
Richmond County $77,053 $601,409 $678,462 11.36%
Roanoke County**** $718,495 $3,373,079 $4,091,574 17.56%
Rockbridge County $194,681 $1,320,087 $1,514,769 12.85%
Rockingham County $352,454 $2,075,373 $2,427 827 14.52%
Russell County $338,276 $3,081,386 $3,419,663 9.89%
Scott County $281,568 $2,551,535 $2,833,103 9.94%
Shenandoah $205,347 $1,385,751 $1,591,099 12.91%
Smyth County $435,715 $3,106,167 $3,541,882 12.30%
Southampton County $302,776 $2,015,931 $2,318,707 13.06%
Spotsylvania County $572,244 $2,094,170 $2,666,415 21.46%
Stafford County $553,976 $2,515,709 $3,069,685 18.05%
Surry County $180,878 $876,910 $1,057,788 17.10%
Sussex County $216,381 $1,566,472 $1,782,853 12.14%
Tazewell County $475,909 $4,444 305 $4,920,214 9.67%
Warren County $266,675 $1,722,460 $1,989,135 13.41%
Washington County $439,281 $2,886,942 $3,326,223 1321%
Westmonand $197,814 $1,562,939 $1,760,753 11.23%
Wise County $548,249 $5,839,295 $6,387,544 8.58%
Wythe County $349,576 $2,227,999 $2,577,575 13.56%
York County™**** $362,898 $2,110,044 $2,472,942 14.67%
AusAanIUnEA LIty $3,256,3371 $12,038,092 $15,294,423 21.29%
Bristol City $258,233 $1,961,409 $2,219,642 11.63%
Buena Vista City $14,757 $343,818 $358,575 4.12%
Charlottesville City $958,336 $5,947,829 $6,906,165 13.88%
Chesapeake City $1,731,011 $12,751,182 $14,482,193 11.95%

Clifton Forge $46,834 $561,757 $608,591 7.70%
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Local Federal and State Total Local Percentage
Locality Expenditures Expenditures Expenditures Share of Total
Colonial Heights City $25,782 $295,661 $321,442 8.02%
Covington City $28,847 $508,420 $537,267 5.37%
Danville City $648,308 $5,927,870 $6,576,178 9.86%
Franklin City $163,583 $1,296,154 $1,459,737 11.21%
Fredaricksburg City $325,273 $2,125,054 $2,450,327 13.27%
Galax City $129,157 $966,761 $1,005,918 11.79%
Hampton $1,707,757 $15,765,667 $17,473,424 9.77%
Harrisonburg City $256,667 $1,730,203 $1,986,960 12.92%
Hopewell Clty $380,536 $3,370,180 $3,750,715 10.15%
Lexington City $8,538 $152,954 $161,493 5.29%
Lynchburg City $878,371 $8,032,109 $8,910,480 9.86%
Manassas City $385,319 $1,713,558 $2,098,878 18.36%
Manassas Park City $133,268 $767,358 $900,625 14.80%
Martinsville City $286,905 $2.246,961 $2,533,866 11.32%
Newport News City $2,964,177 $22,756,646 $25,720,822 11.52%
Norfolk City $5,864,707 $41,193,696 $47,058,403 12.46%
Norton City $87,287 $750,731 $838,018 10.42%
Petersburg City $1,555,744 $9,540,940 $11,096,684 14.02%
Portsmouth City $1,809,402 $18,280,464 $20,089,867 9.01%
Radford City $107,657 $863.734 $971,391 11.08%
Richmond $7,343,242 $50,551,793 $57,895,035 12.68%
Roanoke City $2,477,028 $16,429,183 $18,906,211 13.10%
Staunton City $301,581 $2,162,787 $2,464,369 12.24%
Suffolk City $1,015,900 $7,545,302 $8,561,202 11.87%
Virginia Beach $3,823,511 $20,520,986 $24,344,497 15.71%
Waynesboro City $446,043 $2,085,168 $2,531,211 17.62%
Williamsburg City $64,128 $477,829 $541,958 11.83%
Winchester $436,530 $1,915,119 $2,351,649 18.56%
Statewide Totals: $84,436,595 $511,274,694 $595,711,289 14.17%

*  Bedford County data include Bedford City
" Falrfax County data include Fairfax City and Falls Church City

" Halifax County data include South Boston City

“"* Roanoke County data include Salem City
*"*** York County data inciude Poquoson Clty

Source: Department of Soclal Services
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Appendix |
Taxing Authority of Virginia's Cities and Counties
Locelities mwmd
Inx Authority
Real property Section 58.1-3200 Cities and counties
Tangible personal
property Section 58.1-3501 Cities and counties
Machinery and tools Section 58.1-3507 Cities and counties
Merchants’ capital® Section 58.1-3509 Cities and counties
Business, professional,
& occupational licenses® Sections 58.1-3700, et al Cities and counties
Sales and use Sections 58.1-605, 58.1-606 Cities and counties
Motor vehicle license Section 46.2-752 Cities and counties
Utifity consumers Sections 58.1-3812, 58.1-3814 Cities and counties
Transient occupancy Sections 58.1-3819 to Cities and counties
58.1-3822, 58.1-3840
Meals® Sections 58.1-3833, 58.1-3840 Cities and counties
income® Section 58.1-540 Cities of Norfolk, Virginia Beach,
Alexandria, Fairfax, Falls Church,
Manassas, and Manassas Park;
and Counties of Fairfax, Arlington,
Loudoun, and Prince William
Cigarettes” Section 58.1-3830 Cities and Arlington and Fairfax Counties
Admissions Sections 58.1-3818, 58.1-3840 Cities and Fairfax, Ardington, Dinwidgiie,
Prince George, and Roanoke Counties
Recordation Section 58.1-3800 Cities and counties
Emergency 911 Section 58.1-3813 Cities and counties
Coal severance Section 58.1-3712 Cities and counties
Gas severance' Sections 58.1-3712, Cities and counties
58.1-3713.4
Oil severance® Section 58.1-3712.1 Cities and counties
- Coal and gas road -
improvemen Section 58.1-3713 Cities and counties
Utility license Section 58.1-3731 Cities and counties
Cable TV franchise’ Section 15.1-23.1 Cities and counties
Bank franchise Sections 58.1-1208 to Cities and counties
58.1-1211
Motor fuels® Section 58.1-1720 Cities and counties

(Continues)
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Note: This appendix summarizes the taxing authority of Virginia cities and counties aliowed by statutory law. In
addition, cities which have incorporated the Uniform Charter Powers Act (§15.1-837 to §15.1-907) into
their charters have a general taxing authority (§15.1-841). Therefore, cities may levy taxes as a result of
this provision, or through explicit authority granted in their charters, which are not included in this table.

Notes to Table:
* The merchants’ capital tax may not be levied on any class on which a BPOL tax is levied.

> Counties may levy a meals tax only after approved in referendum, except for certain counties which may impose
tax if unanimously approved by board of supervisors.

¢ The income tax is limited to a maximum of 1 percent and must be approved by referendum. Also, revenues
must be used for transportation facilities.

¢ Cities may levy tax only if they had authority to do so prior to January 1, 1977.

* The BPOL tax can be levied against specified types of businesses. However, no category can be required to
pay both merchants’ capital tax and BPOL tax.

' One-half of the revenues from the gas severance tax in cities and counties in Southwest Virginia must be paid to
the Virginia Coalfield Economic Development (VCED) Fund.

9 Authority expires in 1995.

h For localities which comprise the Virginia Coalfield Economic Development Authority, three-fourths of the
revenue from this tax must be paid to the coal and road improvement fund and one-fourth to the VCED Fund.

© Cities and counties may also levy BPOL tax on cable systems.
I Counties may tax only banks outside town corporate limits.
¥ The motor fuels sales tax may be levied only in cities and counties which are members of any transportation

district with mass transportation systems, or in any transportation district subject to §15.1-1257 (b} (6) and
contiguous to the Northern Virginia Transportation District.

Source: Special Analysis of City and County Taxes, November 1991, Center for Public Service, University of
Virginia.
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