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ECONOMIC IMPACT OF NONSTATE AGENCY CULTURAL INSTITUTIONS
ON THE COMMONWEALTH

EXECUTIVE SUMMARY

Conclusion: There is no discernable correlation between the amount of
appropriations to nonstate agency cultural institutions and the amount of sales tax
collected by nearby businesses.

The 2004 General Assembly’s House Joint Resolution 82 directed the Department of
Taxation to “collect sales tax data pertaining to the economic impact of nonstate agency cultural
institutions on the Commonwealth.” The scope of the data collection was limited to businesses
in the immediate vicinity of institutions receiving $50,000 or more in state funds in one or more
of the last five years, and located in the Cities of Norfolk, Lynchburg, Richmond, and Roanoke,
and the County of Fairfax.

The Department identified institutions in the five localities that were appropriated at least
$50,000 in any one of the five fiscal years 1999 through 2003. Several organizations were
eliminated from further consideration because they were no longer in existence, or merely
provided funding for other organizations or projects. Forty-seven institutions, primarily
museums and performing arts centers, were included in the study. A list is attached showing
institutions studied in each of the five jurisdictions.

Each institution was visited by Department personnel and pertinent information was
obtained about any businesses located at the institution (e.g., gift shop). Nearby businesses
that collect sales tax from customers were then identified. In most cases, the immediate vicinity
was interpreted as applying to businesses within the same block as the institution (including gift
shops etc. within the institution), as well as businesses that face that block. In the case of
institutions in rural and remote areas, however, businesses within a mile of the institution were
included. One museum is located in a shopping center, and only the nearby stores in the center
were included.

The Department then researched the sales tax returns filed by the institutions and
surrounding businesses for five fiscal years 1999 through 2003. A summary of the results is
shown in the attached table. Because of the small number of businesses in the vicinity of some
of the institutions, the Department cannot provide a more detailed breakdown of the data
without disclosing information that would effectively identify a taxpayer and the taxpayer’s tax
liability and gross sales. That would violate tax confidentiality required by Virginia Code § 58.1-
3.

Inspection of the tables shows that there is no discernable correlation between the
amount of appropriations and the amount of sales tax collected. Our review of the detailed data
confirms the lack of correlation. In some cases, an institution received an appropriation in only
one or two of the five years, but sales tax collections by businesses in the vicinity did not appear
to be affected. It is noted that the study parameters do not address several variables that affect
sales tax collection. Among the variables that could affect the results are:

e Hours of operation: A performing arts center may hold events on evenings and
weekends when some nearby businesses are closed.

e Attendance: This study did not attempt to determine the impact of a state
appropriation on an institution’s attendance. Businesses that do not cater to casual
traffic would not be affected by attendance at a nearby institution.
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