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PREFACE
The Commonwealth of Virginia and its local governments have been struggling to
maintain a modest level of service delivery for well over a decade. There continue to be
important discussions on which level of government should be responsible for delivering
and funding the variety of services citizens demand. For example, both the State and
local governments fund certain important services, such as K-12 education. There are
critical questions on the relative level of commitment by the State and local
governments for educational services. But the fact remains that overall, there is not
enough revenue to adequately fund K-12 education in Virginia and one way to address
this situation is through tax reform.
Some groups and individuals involved in the tax reform conversation argue that
tax reform is necessary, but that at the end of the day it should be revenue neutral.
That is after all the appropriate changes are made to the Tax Code, the net amount of
revenue should be the same. This analysis does not accept that proposition. Tax
reform for Virginia at this point should meet two overall needs. The first is to address
the inequities and inefficiencies in the current code and the second purpose should be
to address the need for additional revenue to fund needed services.
This analysis does not examine in any detail the needed level of additional
revenue.
Thoughtful groups including the Joint Legislative Audit and Review
Commission (JLARC) have studied the issue of needed service revenue shortfalls. This
analysis takes those bodies of work and comes up with a figure for additional annual
revenue as a target for tax reform to achieve. They include in part, $196.5 million for
additional support needed for four-year institutions and community colleges,1 $400
million to assume full operational costs of mandated social services2 and $1,650 million
for K-12 education.3 This totals approximately $2,247 million annually and is a target
figure for reform. Virginia’s FY 2004 Budget is approximately $26 billion.
There needs to be broad public discussion on a subject as important to Virginia’s
future as tax reform. A number of well-informed commissions have studied this issue
over the past decade and produced a substantial body of research that this analysis
draws upon and is noted in the Bibliography. The possible changes contained herein
do not necessarily constitute the views of the Hampton Roads Planning District
Commission (HRPDC). However, the HRPDC believes there should be extensive
public dialogue on this important subject that will eventually affect every citizen of the
Commonwealth and the services they receive from state and local governments.
It is also important to keep in mind that Virginia and Hampton Roads are in a
competitive economic environment with other states and regions. Changes that are
made to the Tax Code must be measured against this fact. Virginia is by any indicator a
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Joint Subcommittee on Higher Education Funding Policies.
Commission on Virginia’s State and Local Tax Structure for the 21st Century.
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Joint Legislative Audit and Review Commission.
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low tax and increasingly low service state, comparatively speaking. The percent of
personal income Virginians spend on state and local taxes ranks Virginia 43rd in the
nation. Virginia ranks 34th in spending for K-12 education, 34th in higher education, 33rd
in health, 44th in welfare and 39th in environmental spending. Virginia is a growing state
as is the region of Hampton Roads.4,5 The number of children to be educated and the
number of vehicles on the road increase every year, but the necessary funds have not
kept pace. For example, in the seventeen (17) years since the last increase in Virginia’s
gas tax, a typical family with two children who received their driver’s licenses has
increased their family’s demand on the highway system by about 100% with no
corresponding increase in the tax to pay for the additional demand.
This document makes no specific recommendations for changes in the Virginia
Tax Code. Rather it sets out a series of “what if” scenarios for purposes of an informed
public discussion. Tax reform is important to all Virginians and the decisions our
members of the General Assembly and Governor will be making need informed citizen
input. We trust that the information contained herein will be helpful to that public
discussion.
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PART I

INCOME TAX

REFORMING THE VIRGINIA INCOME TAX
EXECUTIVE SUMMARY
INTRODUCTION
The individual income tax has become the single most important source of
general fund revenue for the Commonwealth. Due to the important role that the income
tax plays in financing state government, the future of the income tax is of critical
importance to the financial health of the Commonwealth.
SELECTED ISSUES
The individual income tax in Virginia has been studied extensively over the years.
These investigations have identified a number of concerns that the Commonwealth
needs to address as it confronts the issue of tax reform.
The first difficulty with the tax as currently structured is that, while rates are
graduated, it functions in many ways like a flat tax since it taxes a great many tax filers
of very unequal incomes at similar rates. The flat tax nature of the current state income
tax results from both the number and narrow width of its tax brackets as well as its
schedule of statutory rates.
Because Virginia has compressed tax brackets, the rate graduation tops out in
the poverty range for many families. This leaves a considerable amount of the income
of persons living in poverty subject to taxation.
The problem of compressed brackets is compounded by the fact that there is
little effective difference in tax rates between taxpayers of different income levels since
the tax rates are only slightly graduated. The individual income tax can be made more
progressive by increasing the graduation of the tax rates and by widening the tax
brackets.
In order to ease the tax burden of low income and poverty level taxpayers,
Virginia allows tax filers to utilize personal exemptions and standard deductions to
reduce their tax liability. Ignoring the need to increase the exemption and standard
deduction over the years has meant that Virginia leaves a very large percentage of
poverty level income in the tax base. Virginia can make its individual income tax more
progressive by increasing the personal exemption and standard deduction.
The elderly have a special place in the Virginia Tax Code. Virginia grants three
age-based preferences to elderly taxpayers even though changes to federal social
security have helped to ensure that the elderly are not especially needy. These
exclusions from the tax base are very costly to the State and will become more costly as
the baby boomers retire and more retirees move to Virginia. Virginia needs to reassess
i

its age-based preferences. Age alone is not a measure of need. Using age as a proxy
for ability to pay is imprecise and leads to inequities between taxpayers and shifts the
burden of the tax to others who are often less able to pay.
INCOME TAX REFORM
The fundamental approach to taxing income in Virginia has not been changed in
many years. HRPDC staff believes that substantive changes to the income tax are
needed – both to improve equity and to raise new and badly needed revenues.
REVENUE NEUTRALITY
Studies and statistical comparisons suggest that Virginia is falling behind other
states in providing basic public services and making infrastructure investments. While
states cannot afford to get far ahead of adjacent states in terms of their tax burden,
neither can they afford to fall far behind in the range and quality of public services that
they provide. Unfortunately, the State’s people, institutions, and economy are now
suffering from the under funding of public services and infrastructure. Virginia needs to
pursue tax reform aggressively and include in its efforts adjustments to the tax system
which will lead to sufficient revenues so that public needs can be met.
An organizing principle behind reform is that the Virginia individual income tax
should be changed in such a way as to generate additional revenue. This aspect is in
direct contrast to those made by previous tax reform study commissions, which have
had revenue neutrality as a centerpiece of their proposals. HRPDC staff believes that
the case for additional revenue has been made by the many needs assessments done
over the years.
SHARING THE INCOME TAX
Virginia’s localities have struggled for some time to meet the public service needs
of their residents. In recent years, many have been forced to raise taxes, reduce
services, and/or cut staff in an effort to balance their budgets.
HRPDC has
recommended that the State share a portion of the income tax with its local
governments.
INCOME TAX BRACKETS AND RATES
If additional revenue is to be raised to meet the State’s many unfunded public
needs, tax rates on the individual income tax must be increased (or brackets adjusted to
achieve a similar effect). Since the State’s low-income tax filers already have limited
financial resources from which to meet their basic needs, there is little, if any,
opportunity to generate additional revenues from that group of taxpayers. However,
since middle and upper income groups are lightly taxed in Virginia as compared to
nearby states, there appears to be “room” to increase rates without causing middle and
upper income households to flee the State for locations with lower rates.
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In recognition of the need to increase the separation in the income tax brackets
at the lower end of the income spectrum and the desire to enhance state income tax
revenues, the State should consider the adoption of a new income tax structure. This
new structure is shown along with the existing tax structure in the table on the following
page. The first two tax brackets might be combined so as to do away with the fine
distinction between low-income groups currently being made in the present tax code.
The rate for the first bracket is set at 2.0 percent and, as such, reduces the rate from 3.0
in the existing structure for tax filers making between $3,000 and $4,999. This new rate
would ease the tax burden faced by those in this low-income bracket. The second
bracket, from $5,000 to $9,999, is taxed at 3.0 percent. For taxpayers in this bracket,
the new proposed tax is less than the 5 percent rate currently in use for this income
category and further reflects the desirability of lowering the rate on low-income
taxpayers. The third bracket extends from $10,000 to $16,999 and is taxed at 5.0
percent or the same rate in effect today. The last two brackets replace the existing top
bracket. The first of these new brackets would raise the levy on those who formerly
were making $17,000 or more from 5 percent in the existing bracket to 6 percent. The
new 6% bracket would apply to those making between $17,000 and $59,999. The
second new bracket is taxed at 6.5% and would apply to those making $60,000 and
above. In general, the combination of all the new brackets and rates lowers the tax rate
levied on low-income groups and increases the levy on middle and upper income
groups.
EXEMPTIONS AND THE STANDARD DEDUCTION
The revenue generated by the income tax as well as the liability faced by the
taxpayer is also influenced by the amount of the standard deduction and personal
exemption. The State should consider increasing the single and dependent exemptions
from $800 to $1,200. This increase will have the effect of reducing the amount of
income subject to taxation for both families and low-income taxpayers. In addition,
because the increase is modest as compared to an increase that would raise the
exemption to the level of adjacent states, the cost to Virginia in lost revenue will not be
large.
Unlike the small amount allowed for exemptions, Virginia has been more
generous in formulating its standard deduction. As a result, Virginia uses a standard
deduction that is equal to or larger than the standard deduction found in any of its
adjoining states. It would not make sense to increase Virginia’s standard deductions
since the current deductions are at or above the amounts allowed by other states.
As indicated above, Virginia grants age-based preferences to elderly taxpayers.
These exclusions from the tax base are very costly to the State. They have the effect of
reducing the tax liability of low-income elderly persons but also benefit those elderly
whose incomes are far above the poverty level. Using age as a proxy for ability to pay
is imprecise and leads to inequities between taxpayers. The State should consider the

iii

elimination of the age-based exemptions and deductions, and also consider taxing
social security.
In conclusion, the thoughts offered here have been designed to increase the
revenue yield from the tax and improve the overall equity between taxpayers.

A COMPARISON OF EXISTING AND POSSIBLE TAX
BRACKETS AND RATES
Current Income Tax Brackets and Rates
Tax
Brackets

Tax
Rates

$0 to $2,999

2.00%

$3,000 to $4,999

3.00%

$5,000 to $16,999

5.00%

$17,000 and Over

5.75%

Possible Income Tax Brackets and Rates
Tax
Brackets

Tax
Rates

$0 to $4,999

2.00%

$5,000 to $9,999

3.00%

$10,000 to $16,999

5.00%

$17,000 to $59,999

6.00%

$60,000 and Over

6.50%
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REFORMING THE VIRGINIA INCOME TAX
BACKGROUND6
Virginia enacted an individual income tax in 1843. Numerous changes have
been made to the tax since then. Today the individual income tax has become the
single most important source of general fund revenue for the Commonwealth. In fiscal
year 2000, the Commonwealth collected $6.8 billion in individual income tax revenue
representing 63.3 percent of the revenue going to the general fund. In fact, Virginia
ranks fourth among all states in the percent of total state tax collections coming from the
income tax (Bowman, 2001). Additionally, revenue generated by the individual income
tax has grown more rapidly than revenue from any other tax in recent years since it
captures the income resulting from real economic growth, population growth, and
inflation.7 Due to the important role that the income tax plays in financing state
government, the future of the income tax is of critical importance to the financial health
of the Commonwealth.8
To make the calculation of the tax easier, the Virginia individual income tax was
made to conform to the federal income tax.9 Because of conformity, the process of
computing the tax begins with the federal adjusted gross income (AGI) from which
Virginia allows various additions and subtractions. The resulting number is Virginia AGI.
The State allows tax filers to subtract exemptions and deductions from the
Virginia AGI. Virginia provides an exemption of $800 for the taxpayer and each
dependent. An additional exemption of $800 is provided for each taxpayer 65 and over
as well as another $800 if the taxpayer is blind.
In addition, the taxpayer is also permitted to subtract the standard deduction or
the itemized deduction from the Virginia AGI. The standard deduction in Virginia is
$3,000 for single taxpayers and $5,000 for a married couple. These deductible
amounts are not adjusted for inflation but instead are changed on an irregular basis.
6

Much of this section comes from Virginia Division of Legislative Services. A Legislator’s Guide to Taxation in
Virginia, Volume 1: State Taxes. June 2001.
7
Growth in the income tax is being retarded to some degree by the increase in the share of income that is not subject
to state taxation. For example, earnings which are taxed are falling as a proportion of personal income. By contrast,
there has been an increase in the non-taxable forms of income such as Social Security and employee fringe benefits
(National Conference of State Legislatures and National Governors’ Association, 1993).
8
Virginia’s heavy dependence upon the income tax has worked to the advantage of its citizens since state income tax
payments are tax deductible at the federal level. This deductibility provides a strong argument for using the
deductible state income tax as opposed to relying heavily on the nondeductible sales tax. Utilizing the state income
tax makes it possible for the residents of a state to export a portion of the income tax to the residents of other states
who must make up for the loss in federal revenue that results from the state income tax deduction. As a result,
because of the State’s heavy reliance on the income tax, Virginians enjoy public services at a lower effective cost
than if the State relied on a mix of nondeductible taxes.
9
While conformity makes it easier to compute the tax, a drawback is that it makes the state individual income tax
dependent upon federal law so that changes in federal income tax law can directly affect state revenue collections.
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Subtracting exemptions and deductions from AGI reduces taxable income. Finally,
before calculating the tax liability, Virginia grants a number of credits that, if used,
further reduce the tax owed.
After determining the taxable income, the tax rate is applied to that amount to
arrive at the tax owed. In Virginia, taxable income levels and their associated state tax
rates are as follows: the first $3,000 of income, 2%; $3001 to $5,000, 3%; $5,001 to
$17,000, 5%; greater than $17,000, 5.75%.
THE NEW FEDERAL TAX LAW
The federal tax cut, signed by President Bush on May 28, 2003, and referred to
as the Jobs and Growth Tax Relief Reconciliation Act of 2003 (JGTRRA), contains
fewer provisions that will impact upon states than previous federal tax legislation. The
provisions in the new law focus primarily upon individuals but also include provisions for
business as well. In general, JGTRRA will accelerate certain previously enacted tax
reductions, reduce taxes on capital gains, and provide growth incentives to business
(Thorson)10.
While JGTRRA will impact upon the calculation of federal adjusted gross income
(FAGI) which begins the process of computing Virginia adjusted gross income (VAGI),
the new legislation will not impact upon the calculation of the Virginia tax liability and will
therefore not impact upon the amount of revenue produced by the Virginia individual
income tax. The reason that the changes in FAGI caused by JGTRRA will not impact
on VAGI is that the Virginia individual income tax “conforms” to the Internal Revenue
Code (IRC) as it existed on December 31, 2002. As such, Virginia accepts FAGI
calculations based upon IRC as it existed on December 31, 2002 and, as a result, the
FAGI amounts computed based upon current IRC provisions (including JGTRRA) will
not be used to arrive at VAGI. Furthermore, even if the Virginia General Assembly were
to move conformity forward to December 31, 2003, because of the nature of the
JGTRRA provisions, the new tax changes would have no effect on Virginia revenues
according to the Virginia Department of Taxation (Thorson).
SELECTED ISSUES
The individual income tax in Virginia has been studied extensively over the years.
These investigations have identified a number of concerns that the Commonwealth
needs to address as it confronts the issue of tax reform. Because the basic elements of
the tax have not changed in over 75 years, the tax needs to be modernized so that it
reflects the changes that have occurred in the economy over the last several decades.
10

GTRRA makes all the income tax rate reductions from the 2001 tax law effective in 2003. It reduces the marriage
penalty by raising the standard deduction and widening the 15% tax bracket for married couples. It also raises the
child tax credit from $600 to $1,000 and lowers the dividend and capital gains tax to 15%. The change in the
handling of dividends and capital gains is expected to have a significant impact on taxpayers since 28.7 percent of
Virginians have returns with dividend income. The new dividend and capital gains provision will save an average of
$539 per return according to the Tax Foundation.
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The first difficulty with the tax as currently structured is that, while its rates are
graduated, it functions in many ways like a flat tax since it taxes a great many tax filers
of very unequal incomes at similar rates. This violates the widely accepted principle of
vertical equity that simply asserts that persons with different incomes should have
different tax burdens. The flat tax nature of the current state income tax results from
both the number and width of its tax brackets as well as its schedule of statutory rates.
Virginia utilizes four income tax brackets. This is one less bracket than the
median of all the states that use graduated rates. Among those states with graduated
rates, the smallest number of brackets is two (Connecticut) and the largest is ten
(Missouri and Montana). Using a limited number of brackets tends to reduce the
progressivity of Virginia’s income tax (Bowman, 2002).
Further reducing the progressivity of the tax is that the ceiling for the lowest
bracket is $3,000. This ceiling is relatively low since the median first bracket ceiling is
$3,575 for the thirty-four states that define their own graduated-rate structure while the
mean of those states is $6,060. With the ceiling for the next higher bracket only slightly
higher than the ceiling for the first, the brackets do not significantly differentiate between
the income levels of low-income taxpayers. Furthermore, the floor for Virginia’s top
bracket is $17,000 as compared to the median of $30,000 and the mean of $44,454 for
the states with graduated tax structures (Bowman, 2002). The result of the State’s
compressed tax brackets is that the rate graduation tops out in the poverty range for
many families. Stated differently, a considerable amount of the income of persons living
in poverty is subject to taxation. Virginia needs to consider widening its tax brackets so
that tax filers with significantly different taxable incomes pay different tax rates. Further,
raising the ceiling for the lowest bracket will cause poverty-level taxpayers to pay little or
no tax.
The problem of compressed brackets is compounded by the fact that there is
little effective difference in tax rates between taxpayers of different income levels since
the tax rates are only slightly graduated.
Furthermore, unlike neighboring states,
Virginia’s highest marginal tax rate is low. Virginia’s top marginal tax rate of 5.75
percent compares to the highest marginal tax rate of 8.7 % in the District of Columbia,
4.75% in Maryland, 8.25% in North Carolina, 7.0% in South Carolina, and 6.5% in West
Virginia.11 The individual income tax can be made more progressive by increasing the
graduation of the tax rates and by widening the tax brackets.12
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The income tax in Tennessee is limited to dividends and interest only.
Over the years, concern has been expressed that higher marginal tax rates can cause high-income taxpayers to flee
Virginia for states with lower tax rates. This is not likely to be a problem for Virginia since marginal tax rates are
already at low levels. Giving a moderately greater degree of progressivity to the State’s income tax rates is not
likely to lead to the migration of high-income taxpayers out of state – especially if they perceive that their taxes are
being used to provide services of value to them such as for improvements to education and transportation.

12

3

In order to ease the tax burden of low income and poverty level taxpayers,
Virginia allows tax filers to utilized personal exemptions and standard deductions to
reduce their tax liability. Since both exemptions and deductions are subtracted from
adjusted gross income to arrive at taxable income, the effect of these subtractions is to
assist low-income taxpayers in meeting their basic needs by lowering their tax liability.
In 1986 Virginia set its standard deduction at $3,000 for single filers and $5,000 for
married couples, which were the amounts allowable under federal law. Unfortunately,
while the federal deduction was indexed to inflation, the Virginia deduction was not. As
a result, the standard deduction remains at the $3,000/$5,000 levels set in 1986 as
compared to $4,550 and $7,600 for the federal tax in 2001. Similarly, in 1986 the
personal exemption was set at only $800 in Virginia as compared to $2,000 for the
federal tax. The federal amount was indexed to inflation and had risen to $2,900 in
2001 as compared to the state exemption, which has remained at $800. The state
exemption was set lower at the beginning and, on a relative basis, has declined when
compared to the federal exemption due to the failure of Virginia to index its exemption.
Ignoring the need to increase the exemption and standard deduction over the years has
been a major reason that Virginia leaves a very large percentage of poverty level
income in the tax base (Bowman, 2002).
Virginia can make its individual income tax more progressive by increasing the
personal exemption and standard deduction. The Commission on Virginia’s State and
Local Tax Structure for the 21st Century recommended in 2000 that the standard
deductions be raised to $7,000 for married couples filling jointly and $3,500 for single
persons and married persons filing either separate or combined returns. This change in
the tax code was projected by the Virginia Department of Taxation to reduce state
income tax revenues by $65.6 million by 2006 (Virginia Department of Taxation 2002a).
The Commission further recommended that the exemption be increased to $2,500.
According to the Virginia Department of Taxation, this increase in the personal and
dependent exemption would cost the State $469.6 million by 2006 (Virginia Department
of Taxation, 2002b). The Commission concluded that these adjustments would be
sufficient to accomplish the goal of removing poverty-level income from the tax base for
most taxpayers (Commonwealth of Virginia 2000).
The elderly have a special place in the Virginia Tax Code. Virginia grants three
age-based preferences to elderly taxpayers even though changes to federal social
security have helped to ensure that the elderly are not especially needy. These
preferences are (1) an additional $800 personal exemption for persons 65 and over; (2)
full exemption of social security income from the state tax base; and (3) a deduction of
$6,000 for each person age 62-64 and a deduction of $12,000 for each person age 65
and over.13 These exclusions from the tax base are very costly to the State and will
become more costly as the baby boomers retire and more retirees move to Virginia.

13

Giving favorable treatment to the elderly is not unique to Virginia. In fact, senior citizens receive more income tax
preferences from both federal and state governments than the non-elderly (National Conference of State
Legislatures).
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These preferences have the effect of reducing the tax liability of low-income
elderly persons but also benefit those elderly whose incomes are far above the poverty
level. This violates the principle of horizontal equity, which asserts that taxpayers of
similar income levels should face similar tax burdens. For example, two couples, one
elderly (65 or over) and the other not elderly, of similar incomes would experience quite
different individual income liabilities since their total exemptions and deductions differ.
The elderly couple that takes the standard deduction can disregard $32,200 of
otherwise taxable income as compared to $6,600 for the couple under 62.14 In other
words, the elderly couple has nearly five times the tax-free income as compared to the
non-elderly couple. This disparity is even larger than these numbers suggest since the
elderly couple could exclude whatever social security income they receive from their
state tax liability (Bowman, 2002).
Virginia needs to reassess its age-based preferences. Age alone is not a
measure of need. Historically, age was correlated with need but this has not been the
case in recent years. Using age as a proxy for ability to pay is imprecise and leads to
inequities between taxpayers and shifts the burden of the tax to others who are often
less able to pay. Excluding social security from the tax liability of the elderly further
shifts the burden of the individual income tax away from the elderly, many of whom
have incomes considerably above the poverty level.
INCOME TAX REFORM
The fundamental approach to taxing income in Virginia has not been changed in
many years. Substantive changes to the income tax are needed – both to improve
equity and to raise new and badly needed revenues. An outline of possible tax reform
is contained in Table 1 along with comparisons to recommendations made by previous
tax commissions. A sampling of the views of Dr. John H. Bowman of Virginia
Commonwealth University is also contained in the table.
REVENUE NEUTRALITY
An organizing principle behind tax reform is that the Virginia individual income tax
should be changed in such a way as to generate additional revenue. The suggestion is
in direct contrast to those made by previous tax reform study commissions which have
had revenue neutrality as a centerpiece of their proposals as can be seen in Table 1.
HRPDC staff believe that the case for additional revenue has been made by the
many needs assessments done over the years. One of those studies was done by the
Barents Group, which is an operating unit within KPMG Consulting, Inc. Barents
conducted a comprehensive review of the fiscal gap facing Virginia if existing tax and
spending patterns are not adjusted. They estimated in 1999 that a continuation of
14

The elderly couple would claim two personal exemptions for $800 each, a standard deduction of $5,000 for
couples filing jointly, two elderly deductions for $12,000 each, and two elderly exemptions for $800 each for a total
of $32,200. The non-elderly couple would claim only the two personal exemptions and the standard deduction for
couples filing jointly.
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current trends would produce a funding shortfall of $4.6 billion in FY 2008 (Knapp
2001).
Other studies have focused on the need to support the State’s transportation
needs at higher levels. In 1998 the Commission on the Future of Transportation
projected the need for $74.5 billion in additional highway spending and another $14.2
billion in spending for other transportation needs over a twenty-year period. After
allowing for projected revenue, the funding shortfall was projected to be $53.8 billion for
highways and $11 billion for other transportation needs. A further needs assessment
was performed by VDOT in 2001 as a part of its long-range forecast. VDOT’s moderate
scenario was projected to cost $82.2 billion. This compares to the $1.7 billion that
VDOT expected to spend in FY 2002. Finally, JLARC estimated the cost of completing
planned highway projects over the next ten years at $15.6 billion. The unfunded gap
was projected to be $7.9 billion (Knapp, 2001).
Studies on the need for additional spending on higher education have reached
similar conclusions. In 2000 the Joint Subcommittee on Higher Education Funding
Policies estimated that state support for four-year institutions and community colleges
would fall short by $187 to $206 million in FY 2002. Similarly, the State Council of
Higher Education for Virginia in 2001 projected that enrollment demand in public
colleges and universities would outstrip aggregate enrolled capacity by between 9,172
and 14,466 students. Comparable numbers for The Virginia Community College
System were 7,827 and 13,189 students (Knapp, 2001).
Needs assessments have also been done for K-12 education in Virginia. In
2001, JLARC released a detailed review of the financing of education in Virginia. The
study presented financing options in three tiers. If all three tiers were funded, the State
would need to increase its spending on education by a projected $1.5 to $1.8 billion in
FY 2002-2004 (Knapp 2001).
There are further indications that Virginia is falling behind other states in
providing public services and infrastructure. Most compelling of the statistical indicators
is Virginia’s rank among the fifty states in public expenditures made by state and local
governments expressed as a percent of the State’s total personal income.15 Perhaps
most distressing of these comparisons is the State’s ranking on educational spending
since Virginia ranks 35th in state and local spending on higher education as a percent of
total state personal income and just 39th in spending for K-12 education. Virginia also
spends comparatively little in other areas since the State ranks 45th in spending for
welfare, 32nd in spending on health, 30th in spending for parks and recreation, and 27th
in highway spending. Further, Virginia is ranked 50th in the nation in natural resource
protection, state parks, and historic preservation spending per capita (Governor’s
Natural Resource Leadership Summit, 2003). More than half of all states exceed

15

At best, spending as a percent of income should be regarded as only a broad and general indication of the level of
public service being provided to state residents. Shortcomings of this metric are that the statistic fails to allow for
geographical differences in the cost of providing services as well as differences in productivity.
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Virginia in spending per dollar of personal income in each of these important public
service areas (Governing, 2002).
Additional studies and statistical comparisons suggest that Virginia is falling
behind other states in providing basic public services and making infrastructure
investments. While states cannot afford to get far ahead of adjacent states in terms of
their tax burden, neither can they afford to fall far behind in the range and quality of
public services that they provide. Unfortunately, the State’s people, institutions, and
economy are now suffering from the under funding of public services and infrastructure.
Virginia needs to pursue tax reform aggressively and include in its efforts adjustments to
the tax system which will lead to sufficient revenues so that public needs can be met.
Since the State ranks 45th among all states in state and local tax collections as a
percent of total personal income, there appears to be ample room to raise new
revenues without overburdening taxpayers or making Virginia economically
uncompetitive with nearby states. Reforms should be made to ensure the adequacy of
funding for public services today.
SHARING THE INCOME TAX
Virginia’s localities have struggled for some time to meet the public service needs
of their residents. In recent years, many have been forced to raise taxes, reduce
services, and/or cut staff in an effort to balance their budgets. While these fiscal
stresses have been experienced by nearly all of the communities in the State, they have
been most acute in the State’s core or central cities.
A study that spoke in some detail to the issue of sharing the income tax with local
governments came from the Commission on Virginia’s State and Local Tax Structure for
the 21st Century. In its report, the Commission recommended that the Commonwealth
share at least six percent of its income tax collections with local governments. The
Commission estimated that sharing the income tax would generate approximately $500
million in FY 2002 for Virginia’s local governments.16
While the Commission recommended that the income tax be shared, it did not
set forth a mechanism for allocating the shared revenue to local governments.
However, in an effort to help the Commission frame its recommendations, the Virginia
Municipal League (VML) and the Virginia Association of Counties (VACO) proposed that
a 50/40/10 allocation formula be used. This formula would be applied to the revenue to
be shared to arrive at each community’s payment from the State. As formulated by
VML and VACO, the formula would allocate 50 percent of the income tax revenue
based upon the place of residence of taxpayers, 40 percent based upon where wages
are earned, and 10 percent based upon an equal allocation to all jurisdictions
regardless of size. The Commission recommended that while the details of the
allocation formula could be worked out later, the basics of a sharing program should be
16

Sharing the income tax with local governments was also endorsed by the Moss and Gilmore Commissions. The
Gilmore Commission recommended that a constitutional amendment require that the State share 20 percent of the
income tax with local governments.
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put in place as soon as possible. Generally speaking, without a needs element in the
50/40/10 formula, Hampton Roads would be disadvantaged compared to regions with
higher incomes and less tax-exempt property.
HRPDC agrees that the State should share a portion of the income tax with its
local governments. However, further analytical work needs to be done to ensure that an
equitable distribution formula is developed. This formula should take into consideration
differences in the communities of the State in terms of their needs and their revenue
raising capacity and level of revenue effort. Ultimately, the formula should include such
factors as local per capita income, average local wage, the number of persons living in
poverty, population size, and revenue effort.17
INCOME TAX BRACKETS AND RATES
If additional revenue is to be raised to meet the State’s many unfunded public
needs, tax rates on the individual income tax must be increased (or brackets adjusted to
achieve a similar effect). Since the State’s low-income tax filers already have limited
financial resources from which to meet their basic needs, there is little if any opportunity
to generate additional revenues from that group of taxpayers. However, middle and
especially upper income taxpayers are currently being taxed at modest rates as
compared to similarly positioned persons in nearby states.
Some comparisons with nearby states may be instructive. For example, in
Virginia, middle and upper income tax filers pay a top marginal tax rate of 5.75 percent
on income of $17,000 and over. By contrast, in North Carolina, rates for middle and
upper income tax filers are much higher with rates of 7.75 percent for incomes from
$60,000 to $119,999 and 8.75 percent for incomes of $120,000 and above. Rates are
similarly high in the District of Columbia where filers with incomes of $30,000 and higher
face a marginal rate of 9.0 percent. In Tennessee, tax filers pay a rate of 6.0 percent
regardless of their income. Nearby, in West Virginia, the marginal rate is 6.0 percent for
those making more than $40,000 and 6.5 percent for those making more than $60,000.
Of Virginia’s several contiguous states, only Maryland levies a lower rate than Virginia
on middle and upper income taxpayers although the rate is higher for lower income
groups since all income above $3,000 is taxed at 4.85 percent. In short, middle and
upper income groups are lightly taxed in Virginia as compared to nearby states and
there appears to be “room” to increase rates without causing middle and upper income
households to flee the State for locations with lower rates. Indeed, moving to an
adjoining state (aside from Maryland) would subject middle and upper income taxpayers
to higher marginal rates than those found in Virginia.
The tax brackets in Virginia have not been changed in many years and as a
result they make distinctions in income levels that have little meaning today. For
example, the first bracket covers income from $0 to $2,999 while the second bracket
includes income from $3,000 to $4,999 or income levels that, for all practical purposes,
17

Revenue effort is estimated each year by Virginia’s Commission on Local Government. It compares the revenue a
community collects with its theoretical ability to raise revenues.
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are nearly identical to the incomes in the first bracket. If brackets are to reflect real
differences in the ability to pay, or conversely, differences in the level of financial stress,
then there seems little reason to make a distinction between these two income groups.
Virginia’s neighboring states do not make fine discriminations between lowincome groups when setting brackets and rates. North Carolina, for example, taxes all
incomes up to $12,749 at 6%. Similarly, low-income taxpayers are “lumped together” in
West Virginia and the District of Columbia where all incomes up to $9,999 are taxed at
3% and 5%, respectively. More extreme still are Tennessee and Pennsylvania where
all incomes are taxed at the same rate (Tennessee, 6%; Pennsylvania, 2.8%). In other
words, Virginia finds a distinction in the ability to pay of its low income groups while
other nearby states do not.18 A comparison of state tax rates and their associated
brackets are shown in Table 2.
In recognition of the need to increase the separation in the income tax brackets
at the lower end of the income spectrum and the desire to enhance state income tax
revenues, the State should consider the adoption of the income tax structure shown in
Table 3. As can be seen from the table, the first two tax brackets have been combined
so as to do away with the fine distinction between low-income groups currently being
made in the present tax code. The rate for the first bracket is set at 2.0 percent and, as
such, reduces the rate from 3.0 in the existing structure for tax filers making between
$3,000 and $4,999. This new rate will ease the tax burden faced by those in this lowincome bracket. The second bracket, from $5,000 to $9,999, is taxed at 3.0 percent.
For taxpayers in this bracket, the new proposed tax is less than the 5 percent rate
currently in use for this income category and further reflects the desirability of lowering
the rate on low-income taxpayers. The third bracket extends from $10,000 to $16,999
and is taxed at 5.0 percent or the same rate in effect today. The last two brackets
replace the existing top bracket. The first of these new brackets raises the levy on
those who formerly were making $17,000 or more from 5 percent in the existing bracket
to 6 percent. The new 6% bracket applies to those making between $17,000 and
$59,999. The second new bracket is taxed at 6.5% and applies to those making
$60,000 and above. In general, the combination of all the new brackets and rates
lowers the tax rate levied on low-income groups and increases the levy on middle and
upper income groups.19 A comparison of the State nominal income tax rates for various
tax brackets is shown in Figure 1.20

18

Maryland is the only state among those near Virginia that does not follow this pattern. Maryland levies a 2% tax
rate against the first $999 of income, a 3% tax rate against the next $1,000 to $1,999 of income, and 4% on the next
$2,000 to $2,999 of income. All incomes at or above $3,000 pay at the rate of 4.85%.
19
This system of brackets and rates is not revenue neutral but will generate significant additional revenues for the
Commonwealth. For example, using data from the Virginia Department of Taxation, a simulation done at HRPDC
using the existing tax brackets along with 2% and 3% for the first two brackets, and with 6% for the third bracket,
and 6.5% for the fourth bracket produced an additional $922 million in income tax revenue for the State.
20
Where two nominal rates apply to the same income bracket, the weighted rate has been used.
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EXEMPTIONS AND THE STANDARD DEDUCTION
The revenue generated by the income tax as well as the liability faced by the
taxpayer is also influenced by the amount of the standard deduction and personal
exemption. A comparison of the standard deduction and exemptions for Virginia and
nearby states is shown in Table 4. As can be seen from the table, at $800, Virginia’s
personal exemption is the lowest among all its contiguous states since single
exemptions are $2,500 in North Carolina, $2,000 in West Virginia, $1,850 in Maryland,
$1,370 in the District of Columbia, and $1,250 in Tennessee. Dependent exemptions
are similarly high in each of the adjoining states.21 These numbers suggest that Virginia
has a lower single exemption than the amounts exempted in any of its neighboring
states. The result of having a low exemption is that Virginia taxes a larger amount of the
income of low-income taxpayers than do other states. Virginia should consider
increasing the single and dependent exemptions from $800 to $1,200. This increase
will have the effect of reducing the amount of income subject to taxation for both
families and low-income taxpayers. In addition, because the increase is modest as
compared to an increase that would raise the exemption to the level of adjacent states,
the cost to Virginia in lost revenue will not be large.
Unlike the small amount allowed for exemptions, Virginia has been more
generous in formulating its standard deduction. The standard deduction in Virginia is
$3,000 for singles and $5,000 for filers of a joint return. This compares favorably with
the amounts allowed in neighboring states. The standard deduction for single filers is
$3,000 in North Carolina, $2,000 in both Maryland and the District of Columbia, and $0
in Tennessee and West Virginia. As a result, Virginia uses a standard deduction that is
equal to or larger than the standard deduction found in any of its adjoining states.
Virginia’s standard deduction seems appropriate since the current deductions are at or
above the amounts allowed by other states. Additionally, increasing the deduction
would be very costly to the State because, while it would be a substantial aid to lowincome taxpayers, would also reduce the tax liability of many middle and upper income
taxpayers who would, under a new system of brackets and rates, face below average
tax rates.
Increasing exemptions and standard deductions can be very costly to the
Commonwealth. To explore the impact of increasing exemptions and deductions upon
the revenues generated by the income tax, HRPDC conducted several simulations that
are summarized in Table 5. As can be seen in the table, increasing the exemption from
$800 to $1,000 would reduce the State’s revenue by $66.1 million. An increase to
$1,200 would reduce the revenue generated by the tax to $132.2 million. Similarly,
increasing the standard deduction to $4,000 for single filers and $6,000 for joint filers
would result in a revenue loss of $82.5 million. Larger increases to the personal
exemption and the standard deduction would produce even larger reductions in the
revenue derived from the individual income tax. As the simulations show, increasing
exemptions and the standard deduction are a costly and inefficient way to aid low21

Tennessee is the single exception to this pattern since the State has no dependent exemption.
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income taxpayers since the increases apply to all taxpayers – not just those within the
low-income categories.
As indicated above, Virginia grants age-based preferences to elderly taxpayers.
These exclusions from the tax base are very costly to the State. They have the effect of
reducing the tax liability of low-income elderly persons but also benefit those elderly
whose incomes are far above the poverty level. Historically, age was correlated with
need but this has not been the case in recent years. Using age as a proxy for ability to
pay is imprecise and leads to inequities between taxpayers. It also has the effect of
shifting the burden of the tax to others who are often less able to pay. The Commission
on Virginia’s State and Local Tax Structure for the 21st Century recommended that the
age-based exemptions and deductions be eliminated and that social security be made
taxable in Virginia just as it is taxable at the federal level. Eliminating Virginia’s age
deduction would increase state income tax collections by $338.5 million in 2006
(Virginia Department of Taxation 2002d). In recognition of the several benefits to
eliminating the age-based exemptions and deductions and taxing social security, the
State should consider endorsing the recommendations made by the Commission on
Virginia’s State and Local Tax Structure for the 21st Century.
CONCLUSIONS
The income tax is the most important tax levied by the Commonwealth since it
supplies much of the revenue going to the General Fund. Keeping this tax “healthy” is
vital to the State’s ability to finance its future needs. The ideas offered here are
designed to do just that. In combination, they will increase the revenue yield from the
tax and improve the overall equity between taxpayers.
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TABLE 1
A COMPARISON OF INCOME TAX REFORM RECOMMENDATIONS
Recommendations
McDonnell/
Hanger
Commission****
`

Morris
Commission**
Yes

Gilmore
Commission***
Yes

Should the State Share
the Income Tax with
Local Governments?

Recommended to
the Morris
Commission that
State Share
Revenues with
Localities

Recommended that
6% of the Income
Tax be Shared with
Local Governments

Recommended
Ceding 20% of
Income Tax to Local
Governments

No
Recommendation

No
Recommendation

Recommended
Sharing the Income
Tax with Localities

Should Income Tax
Brackets and Rates be
Changed?

Recommended to
the Morris
Commission that
Brackets be Raised
from $0-$3,000 to
$0-$4,000 and from
$3,000-$5,000 to
$4,000-$6,000

Recommended that
Two Brackets be
Used: 5% on the
First $50,000;
5.75% above
$50,000

No
Recommendation

No
Recommendation

Recommended
Expanding
Brackets to Make
the Graduation
More Meaningful

Recommended New
Brackets and Rates:
$0 to $4,999 (2%);
$5,000 to $9,999
(3%); $10,000 to
$16,999 (5%);
$17,000 to $59,999
(6%); $60,000 and
Over (6.50%)

Should Standard
Deductions be
Changed?

No
Recommendation

Recommended
Standard
Deductions of
$7,000 for Married
Couples and $3,500
for Single Persons

No
Recommendation

No
Recommendation

Recommended
Increasing the
Standard
Deduction

Recommended No
Change in Standard
Deduction

Should Exemptions be
Changed?

No
Recommendation

Recommended
Increasing the
Exemption to
$2,500 and
Instituting the
Exemption as a
$125 Tax Credits

No
Recommendation

No
Recommendation

Recommended
Increasing the
Exemption

Recommended
Increasing the
Personal and
Dependent
Exemptions to
$1,000

Should the Age
Deductions Given to
the Elderly be
Changed?

No
Recommendation

Recommended
Termination of the
Deduction for
Individuals 62 to 64
($6,000) and to
those Age 65 and
Over ($12,000)

No
Recommendation

No
Recommendation

Recommended
that Age-Based
Preferences Be
Eliminated

Recommend
Termination of the
Deduction for Age

Should the Age and
Blindness Exemptions
be Changed?

No
Recommendation

Recommeded
Eliminating the Age
and Blindness
Exemptions While
Increasing the
Personal Exemption
or Credit

No
Recommendation

No
Recommendation

Recommended
that Age-Based
Preferences Be
Eliminated

Endorsed the Morris
Commission's
Recommendation
on Age and
Blindness
Exemptions

Selected Issues
Should Reforms be
Revenue Neutrality?
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John H. Bowman*****
VCU
Recommended
that Short-Term
Revenue Shortfalls
Should be
Addressed with a
Tax Surcharge

Possible
HRPDC
Recommendations
No

Moss
Commission*
No
Recommendation

TABLE 2

STATE INCOME TAXES OF NEAREST COMPETITORS:
BRACKET ANALYSIS
12/31/2002
Brackets for Single Filers
Marginal
Rate

Beginning
of Bracket

District of Columbia

5.00%
7.00%
9.00%

$0
$10,000
$30,000

$9,999
$29,999
No Limit

Georgia

1.00%
2.00%
3.00%
4.00%
5.00%
6.00%

$0
$750
$2,250
$3,750
$5,250
$7,000

$749
$2,249
$3,749
$5,249
$6,999
No Limit

Maryland*

2.00%
3.00%
4.00%
4.85%

$0
$1,000
$2,000
$3,000

$999
$1,999
$2,999
No Limit

North Carolina*

6.00%
7.00%
7.75%
8.75%

$0
$12,750
$60,000
$120,000

$12,749
$59,999
$119,999
No Limit

Pennsylvania

2.80%

$0

No Limit

South Carolina

2.50%
3.00%
4.00%
5.00%
6.00%
7.00%

$0
$2,400
$4,800
$7,200
$9,600
$12,000

$2,399
$4,799
$7,199
$9,599
$11,999
No Limit

Tennessee

6.00%

$0

No Limit

Virginia

2.00%
3.00%
5.00%
5.75%

$0
$3,000
$5,000
$17,000

$2,999
$4,999
$16,999
No Limit

West Virginia

3.00%
4.00%
4.50%
6.00%
6.50%

$0
$10,000
$25,000
$40,000
$60,000

$9,999
$24,999
$39,999
$59,999
No Limit

* Primary Competitors
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End of
Bracket

TABLE 3
A COMPARISON OF EXISTING AND POSSIBLE
TAX BRACKETS AND RATES

Current Income Tax Brackets and Rates
Tax
Brackets

Tax
Rates

$0 to $2,999
$3,000 to $4,999
$5,000 to $16,999
$17,000 and Over

2.00%
3.00%
5.00%
5.75%

Possible Income Tax Brackets and Rates
Tax
Brackets

Tax
Rates

$0 to $4,999
$5,000 to $9,999
$10,000 to $16,999
$17,000 to $59,999
$60,000 and Over

2.00%
3.00%
5.00%
6.00%
6.50%
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15

Taxable Income
$120,000 & over

$110,000 - $119,999

$100,000 - $109,999

$90,000 - $99,999

$80,000 - $89,999

$75,000 - $79,999

$70,000 - $74,999

$65,000 - $69,999

District of Columbia
North Carolina
Virginia
West Virginia

$60,000 - $64,999

$55,000 - $59,999

$50,000 - $54,999

$45,000 - $49,999

$40,000 - $44,999

$35,000 - $39,999

$30,000 - $34,999

$25,000 - $29,999

$20,000 - $24,999

$15,000 - $19,999

$10,000 - $14,999

0.00%
$9,000 - $9,999

1.00%

$8,000 - $8,999

2.00%

$7,000 - $7,999

$6,000 - $6,999

$5,000 - $5,999

$4,500 - $4,999

$4,000 - $4,499

$3,500 - $3,999

$3,000 - $3,499

$2,500 - $2,999

$2,000 - $2,499

$1,500 - $1,999

$1,000 - $1,499

$500 - $999

$0 - $499

Tax Rates

FIGURE 1

A COMPARISON OF NOMINAL INCOME TAX RATES

10.00%

9.00%

8.00%

7.00%

6.00%

5.00%

4.00%

3.00%

Maryland
Tennessee
Possible Virginia Brackets

TABLE 4
STATE INCOME TAXES
December 31, 2002

Standard Deduction
Single

Joint

Personal Exemptions
Single

Dependents

District of Columbia

$2,000

$2,000

$1,370

$1,370

Georgia

$2,300

$3,000

$2,700

$2,700

Maryland*

$2,000

$4,000

$1,850

$1,850

North Carolina*

$3,000

$5,000

$2,500

$2,500

$0

$0

$0

$0

$4,550

$7,600

$2,900

$2,900

$0

$0

$1,250

$0

$3,000

$5,000

$800

$800

$0

$0

$2,000

$4,000

Pennsylvania
South Carolina
Tennessee
Virginia

West Virginia

* Primary Competitors
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TABLE 5
VIRGINIA TAXABLE INCOME AND INCOME COMPONENTS
TAXABLE YEAR 2000

Scenarios

Virginia
Adjusted
Gross
Income

Exemptions

Itemized
Deductions
Claimed

Standard
Deductions
Claimed

Total
Taxable
Income
(Estimated)

Total
Tax
Liability
(Estimated)*

Change
from
Current
Liability

Current

$156,048,200,899

$5,148,818,613

$19,481,079,628

$5,740,724,416

$125,677,578,242

$6,452,638,764

$0

#1: $1000 Exemptions

$156,048,200,899

$6,436,023,266

$19,481,079,628

$5,740,724,416

$124,390,373,589

$6,386,550,073

-$66,088,691

#2: $1200 Exemptions

$156,048,200,899

$7,723,227,920

$19,481,079,628

$5,740,724,416

$123,103,168,936

$6,320,461,382

-$132,177,382

#3: $1600 Exemptions

$156,048,200,899

$10,297,637,226

$19,481,079,628

$5,740,724,416

$120,528,759,629

$6,188,284,000

-$264,354,764

#4: $2000 Exemptions

$156,048,200,899

$12,872,046,533

$19,481,079,628

$5,740,724,416

$117,954,350,323

$6,056,106,618

-$396,532,146

#5: $4000/$6000 Deductions**

$156,048,200,899

$5,148,818,613

$19,481,079,628

$7,348,127,252

$124,070,175,406

$6,370,110,202

-$82,528,562

#6: $5000/$7000 Deductions**

$156,048,200,899

$5,148,818,613

$19,481,079,628

$8,955,530,089

$122,462,772,569

$6,287,581,639

-$165,057,125

#6: #1 + #5

$156,048,200,899

$6,436,023,266

$19,481,079,628

$7,348,127,252

$122,782,970,752

$6,304,021,511

-$148,617,253

#7: #3 + #6

$156,048,200,899

$12,872,046,533

$19,481,079,628

$8,955,530,089

$114,739,544,650

$5,891,049,493

-$561,589,271

* Estimated using the 5.13428 percent effective tax rate from taxable year 2000.
** Assumes that 40 percent of standard deductions are joint deductions.
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PART II

SALES AND USE TAX

REFORMING THE VIRGINIA SALES AND USE TAX
EXECUTIVE SUMMARY
INTRODUCTION

The sales and use tax was enacted in 1966 and was intended to be a broadbased tax with a limited number of exemptions. Today, it is second to the income tax as
a revenue source and accounts for approximately 20 percent of the Commonwealth’s
general fund revenues. Presently, the tax rate is 4.5 percent, which is levied on the
gross price of tangible personal property sold at retail in Virginia.
The State’s tax rate of 4.5 percent is relatively low when compared to similar
rates in other states. Of those states which utilize the sales tax, only eight have a lower
rate than does Virginia. Virginia also has the lowest rate of any of its adjoining states.
Every state that taxes sales also imposes a use tax at the sales tax rate. The
use tax is levied upon the use or consumption of tangible personal property or the
storage of tangible personal property outside the State for use or consumption in
Virginia.
SELECTED ISSUES

The State needs to address two issues concerning the sales and use tax. They
are the utilization of exemptions and the taxation of services.
The first of these issues concerns the number of exemptions to the tax and the
fiscal impact they generate. All tangible property sold in the State is subject to the sales
and use tax unless exempted under Virginia law. These exemptions have proliferated
over the years. For example, while there were just 24 exemptions when the tax was
enacted in 1966, as of July 1, 2001, there were 453 (Bowen 2002). These exemptions
have narrowed the retail base against which the tax can be applied resulting in a
reduction in the revenues collected by the State and increasing the cost of government
to those persons and institutions that do not benefit from an exemption. In fact,
according to an estimate developed by the Virginia Department of Taxation, the revenue
lost by Virginia as a result of not taxing transactions exempted from the sales and use
tax was $3.6 billion in 1999.
The second issue of concern is whether or not additional services should be
taxed in Virginia. At the time that the sales and use tax was introduced, Virginia’s
economy was based primarily on the production of tangible property, manufacturing and
agriculture. Services constituted a relatively small portion of all the State’s economic
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activities. Now that much of the economy is devoted to providing services, Virginia
leaves a considerable part of its economic activity untaxed.
Unlike most other states, Virginia taxes relatively few of its services. For
example, a nationwide survey done in 1996 by the Federation of Tax Administrators
ranked Virginia 44th among the states in the number of services taxed. Only seven
states taxed fewer services.
Extending the sales tax to cover a significant number of services has traditionally
been difficult. However, if Virginia should be successful in extending the tax to services,
the potential to raise revenue or to lower the sales tax rate is considerable. After a
review of the issue of taxing services, John L. Knapp of Virginia’s Center for Public
Service concluded that taxing personal services; admissions/amusements; and
fabrication, repair, and installation services offer the most attractive taxing opportunities.
His estimate of the tax which would be collected by extending the sales and use tax to
personal services, amusements, and repair services was $146 million in calendar 1999.
SALES AND USE TAX

Virginia does not take maximum advantage of its sales and use tax. In an effort
to modernize and improve the tax, various commissions and committees have
conducted critical reviews and have offered numerous recommendations.
TAXING SERVICES

Virginia taxes a limited number of services. This has the effect of narrowing the
tax base and causes an increase in the tax rate and/or a decrease in the tax revenue
generated from the tax. Taxing some portion of services not currently being taxed
would enable Virginia to increase revenue, lower the tax rate, or both.
Extending the tax to cover services has long been considered difficult since
professional groups such as accountants, lawyers, advertisers and doctors as well as
business owners and other special interest groups lobby against such changes.
However, several states have successfully extended the tax to cover a wide
array of services. Among them is Hawaii, which leads the list of states that are currently
taxing services. Close behind Hawaii is New Mexico which also taxes a wide variety of
services including the services provided by doctors, dentists, lawyers, engineers, and
accountants.
Not only have several states extended the sales tax to cover a wide range of
services but other states have been adding services to the range of goods and services
being taxed. For example, while more recent information is not available, a survey done
by the Federation of Tax Administrators found that in the period from 1990 to 1996,
more than thirty states have increased the number of business and personal services
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that they tax. It is noteworthy that no state was able or found it desirable to extend the
tax to cover additional professional services.
Service categories are not taxed equally since the public has been more willing
to accept a tax on some services than others. For example, states have been more
willing to tax business, personal, and repair services while they have been somewhat
less willing to tax utilities, admissions, professional and computer services.
Many Virginians have made the case that the State has many public service
needs, which are currently going unmet. Extending the sales tax to encompass a
greater variety of services can help to both reduce current and anticipated budget
deficits as well as to better meet the State’s growing demand for public services.
Accordingly, the Commonwealth should consider extending the sales tax to include a
greater number and variety of services. Since Virginia taxes such a small percent of its
services, there appear to be numerous opportunities to extend the tax into a wide
variety of service categories. In fact, even if Virginia were to double the number of
services which it taxes, the number of services taxed would not exceed the average
number of services taxed in the fifty states and the District of Columbia.
ELIMINATING EXEMPTIONS

In drawing up sales tax legislation, most states have seen the value of exempting
certain goods and services from the tax. The benefit derived from these exemptions, in
many cases, has exceeded the loss in revenue, which the exemptions generate.
Virginia, like most states, has granted a large number of exemptions to the state
sales tax. These exemptions have been written into the Code for a variety of reasons.
In general, Virginia has exempted certain products, certain purchasers, certain sellers,
as well as most intermediate inputs going into the production process. As of July 1,
2001, 453 exemptions had been granted by the legislature from the sales tax. When
granted, each exemption was judged to help to meet an important need. Unfortunately,
over time, the weight/cost of these exemptions has increased so that the cumulative
cost of these exemptions exceeded $3.6 billion in 1999. In general, each individual
exemption has not been costly to the State so that there has been little reluctance to
grant the exemption – especially since each proposed exemption is normally considered
in isolation from the existing cumulative fiscal impact of all others. However, the
combined cost has become unsupportable in recent years. A comprehensive review of
each and every exemption is now needed. It is important that this review lead to a
reduction in the total number of exemptions granted by the State since Virginia can no
longer afford the loss of revenue produced by the several hundred exemptions to its
sales tax.
Unfortunately, raising significant new revenues by eliminating exemptions will not
be easy. Many of the current exemptions go to local governments/agencies. These
exemptions have the desired effect of cutting the cost of providing various public
services. Other exemptions have been designed to cut the cost of inputs that go into

iii

the production process. This helps to make existing industries in Virginia more
competitive and aids in attracting new businesses to the State. Other exemptions have
been granted to assist agricultural producers while other exemptions cut the cost of
education in Virginia so as to enrich the State’s labor supply and to assist Virginia
children and young people to acquire the education which they will need to be
successful, productive, and responsible citizens. Finally, exemptions have been given
to non-profit civic, cultural and community service organizations to enable them to better
enhance the quality of community life. Efforts to provide these exemptions have been
well intended and most exemptions have produced benefits, which have been of great
value to the Commonwealth. Unfortunately, at present, the cumulative fiscal impact of
these exemptions is greater than the State can afford. All exemptions need to be
examined to ensure that Virginia is continuing to get good value for its “tax
expenditures.” Further, reviews should be conducted on a periodic basis to ensure that
exemptions continue to generate good value for the Commonwealth.
While identifying individual exemptions, which should be cut, is beyond the scope
of this analysis (a cost-benefit analysis would be required for each of the nearly five
hundred exemptions which existed in July of 2001), it is possible to suggest that Virginia
needs to give special attention to those exemptions covering personal services since
these exemptions are very costly. In addition, personal exemptions appear to make an
unnecessary distinction between services consumed by Virginians as opposed to goods
consumed by those same residents.
Taxing exempted personal services has the potential to generate considerable
new revenues for the Commonwealth. For example, taxing health professionals was
estimated to produce nearly $254 million in new revenue for the Commonwealth
according to estimates developed by the Virginia Department of Taxation. Estimates of
additional new revenue which could be generated by eliminating other exemptions
include the following: funeral services, $9.1 million; laundry and dry cleaning (coin
operated), $2.6 million; pet grooming, $0.9 million; barber and beauty shop services,
$19.8 million; insurance premiums, $244.2 million; bank service charges, $18.3 million;
legal services, $71.3 million; tax return preparation for individuals, $1.8 million; horse
boarding, $0.4 million, landscaping and lawn care, $20.3 million; telephone answering
services, $1.8 million; armored car and detective services, $12.4 million; and carpet and
upholstery cleaning, $1.4 million. These exemptions reduce the cost of each service to
Virginians and increase revenue for each service provider but they do little to improve
the health of the State’s economy and make the Commonwealth more productive and
competitive with other states (Bowen).
CONCLUSIONS

Virginia is at a crossroad. It can continue to provide limited public services and
run the risk of losing people and businesses to neighboring states with better
transportation and educational systems or it can enhance the level of its public services
and encourage the growth in resources that will lead to a higher standard of living for all
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Virginians. The communities of Hampton Roads believe the choice is clear. State
revenues need to be increased so that adequate public services can be provided.
The sales and use tax plays a vital role in the State’s revenue collection system.
At present, the tax is less equitable than it could be and it fails to produce sufficient
revenue to meet the needs of the Commonwealth. Implementing reforms will go a long
way toward modernizing the tax and making it better serve the needs of Virginia.
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REFORMING THE VIRGINIA SALES AND USE TAX
INTRODUCTION22

The sales and use tax was enacted in 1966 and was intended to be a
broad-based tax with a limited number of exemptions.23 Today, it is second to
the income tax as a revenue source and accounts for approximately 20 percent
of the Commonwealth’s general fund revenues. Presently, the sales tax rate is
4.5 percent and is levied on the gross retail price of tangible personal property
sold in Virginia. Of the 4.5 percent, two percent goes to the State’s general fund,
one percent is returned to localities based on the number of school-age children,
one percent is distributed to local governments based upon point of sale, and
one-half of one percent is distributed to the Transportation Trust Fund.24
The State’s tax rate of 4.5 percent is relatively low when compared to
similar rates in other states as can be seen in Figure 1. Of those states which
utilize the sales tax, only eight have a lower rate than does Virginia and all but
one of those levies a rate of four percent – only slightly less than the 4.5 percent
rate used in Virginia. Furthermore, not only does Virginia have a low rate, but it
also has the lowest rate of any of its adjoining states as can be seen in Figure 2.
Every state that taxes sales also imposes a use tax at the sales tax rate
(National Conference of State Legislators). The use tax is levied upon the use or
consumption of tangible personal property or the storage of tangible personal
property outside the State for use or consumption in Virginia. The purpose of the
use tax is to ensure that Virginia merchants are not at a competitive
disadvantage with retailers from outside the State that are not required to collect
the Virginia sales tax. Since out-of-state sellers do not ordinarily collect the use
tax, individuals are required to declare the tax, which they owe when they file
their state income tax. Since few residents of the State are aware of the
existence of the use tax, there is a low level of compliance. In 1999, the use tax
generated only $689,920 in revenue from individuals as compared to the total
collected from the sales and use tax of $2,410,366,000. In other words, the use
tax accounted for less than 0.03 percent of the total collected from the combined
22

Much of this section comes from Virginia Division of Legislative Services. A Legislator’s Guide to
Taxation in Virginia, Volume 1: State Taxes. June 2001.
23
Virginia utilizes several other taxes that resemble the retail sales and use tax. These include separate
taxes on the sale and use of automobiles, aircraft, and watercraft. The aircraft sales and use tax (2%) is
levied on the sale price of aircraft sold in Virginia or the use of aircraft purchased elsewhere. The
watercraft sales and use tax (2%) is levied on the sale price of watercraft sold in Virginia and the use of
watercraft not sold in Virginia. Finally, the motor vehicle sales and use tax (3%), commonly known as the
titling tax, is imposed on the sale of motor vehicles.
24
Of the revenue distributed to the Transportation Trust Fund, 4.2 percent goes to the Commonwealth Port
Fund, 2.4 percent goes to the Commonwealth Airport Fund, 14.7 percent goes to the Commonwealth Mass
Transit Fund, and the remainder is retained in the Transportation Trust Fund.
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sales and use tax. By contrast, businesses paid $29 million in use tax to the
Commonwealth, still a small proportion of the total collected.
SELECTED ISSUES

The State needs to address two issues concerning the sales and use tax.
They are the utilization of exemptions and the taxation of services.
The first issue concerns the number of exemptions to the tax and the fiscal
impact which they generate. All tangible property sold in the State is subject to
the sales and use tax unless exempted under Virginia law. These exemptions
have proliferated over the years. For example, while there were just 24
exemptions when the tax was enacted in 1966, as of July 1, 2001, there were
453 (Bowen 2002). Additionally, the pace at which exemptions have been
granted by the General Assembly may have accelerated in recent years since
one new exemption was issued in 1999, 80 in 2000, and 79 in 2001. These
exemptions have narrowed the retail base against which the tax can be applied
resulting in a reduction in the revenues collected by the State and increasing the
cost of government to those persons and institutions that do not benefit from an
exemption.25 In fact, according to an estimate developed by the Virginia
Department of Taxation, the revenue lost by Virginia as a result of not taxing
transactions exempted from the sales and use tax was $3.6 billion in 1999. That
revenue loss, organized by category of exemption, is shown in Figure 3.
The large number and rapid growth in the number of exemptions to the
sales and use tax was of concern to the Commission on Virginia’s State and
Local Tax Structure for the 21st Century. After studying this issue for some time,
the Commission recommended that a moratorium on the issuance of new
exemptions be instituted so that all new and existing exemptions can be critically
reviewed. This recommendation has considerable merit. Virginia fails to collect
significant revenues each year because of the exemptions and must set its sales
and use tax rate higher than would otherwise be necessary had fewer
exemptions been awarded. Many have suggested that each exemption needs to
be reviewed to determine whether or not the value of the benefit, which Virginia
receives from the use of exemptions, exceeds the revenue being lost by the
State.
A second issue of concern is whether or not additional services should be
taxed in Virginia. At the time that the sales and use tax was introduced in 1966,
Virginia’s economy was based primarily on the production of tangible property,
manufacturing and agriculture. At that time, services constituted a relatively
small portion of all the State’s economic activities. Now that much of the
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The net effect of exemptions in most states is that the state general sales tax applies to only 50 to 60
percent of personal consumption (Fisher).
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economy is devoted to providing services, Virginia leaves a considerable part of
its economic activity untaxed.26
Unlike most other states, Virginia taxes relatively few of its services.27 For
example, a nationwide survey done in 1996 by the Federation of Tax
Administrators ranked Virginia 44th among the states in the number of services
taxed as can be seen in Figure 4. Only seven states taxed fewer services.
Furthermore, the average number of services taxed was 53.5 whereas Virginia
taxed just 18 (Bowen 2002). Additionally, Virginia taxes fewer services than all of
its adjoining states as can be seen in Figure 5.
Extending the sales tax to cover a significant number of services has
traditionally been difficult. Two states, Florida and Massachusetts, have tried to
dramatically expand the sales tax to services. Both met with considerable
opposition so that the laws extending the tax to services were repealed soon
after enactment (National Conference of State Legislatures).
However, if Virginia should be successful in extending the tax to services,
the potential to raise revenue or to lower the sales tax rate is considerable. After
a review of the issue of taxing services, John L. Knapp of Virginia’s Center for
Public Service concluded that taxing personal services; admissions/amusements;
and fabrication, repair, and installation services offer the most attractive taxing
opportunities. For various reasons, he rejected the option of taxing business,
computer, and professional services.28 His estimate of the tax which would be
collected by extending the sales and use tax to personal services, amusements,
and repair services was $146 million in calendar 1999 or 6.5 percent above
actual collections (Bowen 2002).
A further benefit, and one not commonly acknowledged, is that the sales
and use tax can be made less regressive by taxing services. Most experts who
have studied the sales tax view it as regressive since the tax takes a higher
proportion of the income from lower income persons than it does from higher
26

When Virginia enacted the sales tax, the idea was to tax the sale or exchange of a tangible item. This
involved broadening the concept of the excise tax on specific commodities to commodities more generally.
At the time the tax was enacted, services constituted a small fraction of all consumer expenditures –
probably about one third – with much of the larger share going to the purchase of goods. Today, those
proportions are reversed with services representing some sixty percent of the total and goods only 40
percent (Fisher).
27
Virginia taxes the following services: services provided in connection with the sale of personal property,
meals served in restaurants and hotels, transient accommodations of less than 90 days, the fabrication of
tangible personal property for consumers who furnish the materials used in the fabrication process, and the
rental of tangible personal property (Bowen 2002).
28
Business and computer services are frequently inputs into the work of other businesses. Taxing those
services would lead to “pyramiding” or piling one tax upon another and would discourage outsourcing.
The result would be a high effective tax rate on goods with a large number of inputs as well as several
stages of production as compared to a low effective tax rate on goods with few inputs. Professional
services have typically been difficult to tax because professional groups have vigorously and successfully
fought efforts to extend the sales tax to the services that they provide.
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income persons. In fact, the regressivity of the sales and property taxes is the
primary reason that state and local taxes combined are generally regarded as
mildly regressive while the federal tax on individuals is regarded as mildly
progressive. The regressivity of the sales and use tax can be moderated to
some extent by taxing services since services tend to be more widely used by
higher income persons than by lower income persons. Virginia should consider
extending its sales and use tax to cover additional services so as to raise
additional revenue and to diminish the regressivity of the tax.
In recognition of the added revenues which might be generated by taxing
services, the Commission on Virginia’s State and Local Tax Structure for the 21st
Century recommended that the State extend the sales and use tax to selected
services. More specifically, it recommended that the extension into services
should begin with amusements, and personal and repair services. The
Commission’s proposal has considerable merit since as additional services are
taxed, Virginia will have the option of lowering the sales tax rate or leaving the
tax rate at its current level and using the enhanced revenue to provide additional
public services or both.
RETAIL SALES AND USE

Virginia does not take maximum advantage of its sales and use tax. The
Virginia rate is low by comparison to rates used in other states. In addition,
Virginia taxes fewer services than do other states and employs a great number of
tax exemptions. In an effort to modernize and improve the tax, various
commissions and committees have conducted critical reviews and have offered
numerous recommendations. Some of those efforts are shown in Table 1 along
with reforms suggested for consideration by the HRPDC staff.
TAXING SERVICES

Virginia taxes a limited number of services as can be seen in Figure 6,
which compares the average number of services, taxed as compared to the
number taxed in Virginia. This has the effect of narrowing the tax base and
causes an increase in the tax rate and/or a decrease in the tax revenue
generated from the tax. Taxing some portion of services not currently being
taxed would enable Virginia to increase revenue, lower the tax rate, or both.
Extending the tax to cover services has long been considered difficult
since professional groups such as accountants, lawyers, and doctors as well as
business owners and other special interest groups lobby against such changes.
Several states, however, have successfully extended the tax to cover a wide
array of services. Among them is Hawaii, which leads the list of states that are
currently taxing services. Nearly every good and service sold is subject to
Hawaii’s sales tax including such things as food, utilities, and medical care. Part
of Hawaii’s success in taxing services has to do with the State’s isolated location
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which insures that the State’s residents are unlikely to leave the State to access
untaxed services elsewhere.29 Close behind Hawaii is New Mexico, which also
taxes a wide variety of services including the services provided by doctors,
dentists, lawyers, engineers, and accountants. The majority of labor and repair
services are taxed in New Mexico, as are construction contracts and most
personal services including services provided by such businesses as
barbershops, laundries, and health clubs.30 South Dakota has also been
successful at extending its sales tax to cover most professional services
(Governing, February 2003).
Not only have several states extended the sales tax to cover a wide range
of services but other states have been adding services to the range of goods and
services being taxed. For example, while more recent information is not
available, a survey done by the Federation of Tax Administrators found that in
the period from 1990 to 1996, many states systematically added to the number of
services already in the tax base. Most of those additions to the sales tax have
occurred in the areas of business and personal services. As can be seen in
Figure 7, more than thirty states have increased the number of business and
personal services that they tax. It is noteworthy that no state was able or found it
desirable to extend the tax to cover additional professional services.
Service categories are not taxed equally since the public has been more
willing to accept a tax on some services than others. For example, states have
been more willing to tax business, personal, and repair services while they have
been somewhat less willing to tax utilities, admissions, professional and
computer services. The number of services being taxed by states and the
District of Columbia is shown in Figure 8.
Many Virginians have made the case that the State has many public
service needs, which are currently going unmet. Extending the sales tax to
encompass a greater variety of services can help to both reduce current and
anticipated budget deficits as well as to better meet the State’s growing demand
for public services. Accordingly, the Commonwealth should consider extending
the sales tax to include a greater number and variety of services. Since Virginia
taxes such a small percent of its services, there appear to be numerous
opportunities to extend the tax into a wide variety of service categories. In fact,
even if Virginia were to double the number of services which it taxes, the number
of services taxed would not exceed the average number of services taxed in the
fifty states and the District of Columbia. The percent of all service categories that
were taxed in Virginia in 1996 according to the Federation of Tax Administrators
is shown in Figure 9 (Federation of Tax Administrators).
29

The conventional wisdom is that consumers rarely cross state lines to purchase untaxed services in
adjoining states – especially if the service is not expensive.
30
Hawaii and New Mexico each impose derivatives of the sales tax since they impose a tax on businesses
for the privilege of doing business in the state – not a tax on specific goods sold (National Conference of
State Legislatures).
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ELIMINATING EXEMPTIONS

In drawing up sales tax legislation, most states have seen the value of
exempting certain goods and services from the tax. The benefit derived from
these exemptions, in many cases, has exceeded the loss in revenue, which the
exemptions generate.
Virginia, like most states, has granted a large number of exemptions to the
State sales tax. These exemptions have been written into the code for a variety
of reasons. In general, Virginia has exempted certain products, certain
purchasers, certain sellers, as well as most intermediate inputs going into the
production process. As of July 1, 2001, 453 exemptions had been granted by the
legislature from the sales tax. When granted, each exemption was judged to
help meet an important need. Unfortunately, over time, the weight/cost of these
exemptions has increased so that the cumulative cost of these exemptions
exceeded $3.6 billion in 1999 as can be seen in Figure 3.31 In general, an
individual exemption has not been costly to the State so that there has been little
reluctance to grant the exemption – especially since each proposed exemption is
normally considered in isolation from the existing cumulative fiscal impact of all
others. However, the combined cost has become unsupportable in recent years.
A comprehensive review of each and every exemption is now needed. It is
important that this review lead to a reduction in the total number of exemptions
granted by the State since Virginia can no longer afford the loss of revenue
produced by the several hundred exemptions to its sales tax.32
Unfortunately, raising significant new revenues by eliminating exemptions
will not be easy.
Many of the current exemptions go to local
governments/agencies. These exemptions have the desired effect of cutting the
cost of providing various public services. Other exemptions have been designed
to cut the cost of inputs that go into the production process. This helps to make
existing industries in Virginia more competitive and aids in attracting new
businesses to the State. Other exemptions have been granted to assist
agricultural producers while other exemptions cut the cost of education in Virginia
so as to enrich the State’s labor supply and to assist Virginia’s children and
young people to acquire the education which they will need to be successful,
productive, and responsible citizens. Finally, exemptions have been given to
non-profit civic, cultural and community service organizations to enable them to
better enhance the quality of community life. Efforts to provide these exemptions
have been well intended and most exemptions have produced benefits, which
31

This estimate was developed by the Virginia Department of Taxation. It includes exemptions to the sales
and use tax that have been written into state taxes. It also includes services which were never subject to the
sales tax and for which exemptions were never granted. The Department of Taxation included services in
its list of exemptions in order to alert members of the General Assembly that an important number of
services are not being taxed in Virginia.
32
It will also be necessary to establish a sunset date for those exemptions which are targeted for elimination.
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have been of great value to the Commonwealth. Unfortunately, at present, the
cumulative fiscal impact of these exemptions is greater than the State can afford.
All exemptions need to be examined to ensure that Virginia is continuing to get
good value for its “tax expenditures.”33 Further, reviews should be conducted on
a periodic basis of the remaining exemptions to ensure that exemptions continue
to generate good value for the Commonwealth.
While selecting individual exemptions for elimination is beyond the scope
of this analysis (a cost-benefit analysis would be required for each of the nearly
five hundred exemptions which existed in July of 2001), it is possible to
recommend that Virginia needs to give special attention to those exemptions
covering personal services since these exemptions are very costly. In addition,
personal exemptions appear to make an unnecessary distinction between
services consumed by Virginians as opposed to goods consumed by those same
residents. Furthermore, taxing personal services has the additional benefit of not
disadvantaging Virginia producers by increasing their costs as compared to
similar producers in other states.
Taxing exempted personal services has the potential to generate
considerable new revenues for the Commonwealth. For example, taxing health
professionals was estimated to produce nearly $254 million in new revenue for
the Commonwealth according to estimates developed by the Virginia Department
of Taxation. Estimates of additional new revenue which could be generated by
eliminating other exemptions include the following: funeral services, $9.1 million;
laundry and dry cleaning (coin operated), $2.6 million; pet grooming, $0.9 million;
barber and beauty shop services, $19.8 million; insurance premiums, $244.2
million; bank service charges, $18.3 million; legal services, $71.3 million; tax
return preparation for individuals, $1.8 million; horse boarding, $0.4 million,
landscaping and lawn care, $20.3 million; telephone answering services, $1.8
million; armored car and detective services, $12.4 million; and carpet and
upholstery cleaning, $1.4 million. These exemptions reduce the cost of each
service to Virginians and increase revenue for the each service provider but they
do little to improve the health of the State’s economy and make the
Commonwealth more productive and competitive with other states (Bowen).
CONCLUSIONS

Virginia is at a crossroad. It can continue to provide limited public services
and run the risk of losing people and businesses to neighboring states with better
transportation and educational systems or it can enhance the level of its public
services and encourage the growth in resources that will lead to a higher
standard of living for all Virginians. The communities of Hampton Roads believe
33

Tax expenditures are tax breaks or tax reductions which have the same effect as an expenditure of
government revenue to achieve a desired objective. For example, low-income households can be helped by
providing them with a reduction in their taxes or by an expenditure of public money to add to their
incomes. The result is the same – public money is transferred to low-income households for their benefit.
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the choice is clear. State revenues need to be increased so that adequate public
services can be provided.
The sales and use tax plays a vital role in the State’s revenue collection
system. At present, the tax is less equitable than it could be and it fails to
produce sufficient revenue to meet the needs of the Commonwealth.
Implementing reforms will go a long way toward modernizing the sales tax and
making it better serve the needs of Virginia.
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APPENDIX 1
REVENUE IMPACT OF REPEALING
CERTAIN SALES TAX EXEMPTIONS

Note on Group 5

Appendix 1 was created by the Virginia Department of Taxation. The items that they
have listed in Appendix 1 include two types of exemptions. The first set, Groups 1 to 4 and 6
to 10, includes exemptions to the sales and use tax that have been written into state statutes.
The items listed in those groups would be subject to the sales and use tax under Virginia law
had not exemptions from the tax been granted by the General Assembly. By contrast, the
items listed in Group 5 were never subject to the sales tax and, therefore, were never granted
an exemption even though they have been listed as an exemption. The Department of
Taxation included services in the list of exemptions so as to alert members of the General
Assembly that an important number of services are not being taxed in Virginia.
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