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PREFACE

Through House Joint Resolution 105, the 1982 session of the
General Assembly directed the Joint Legislative Audit and Review Com
mission (JLARC) to study and report to the General Assembly on the:

• responsibilities of local governments for providing public
services, and the differences in the responsibilities of
counties, cities, and towns;

• sources of revenue that are or could be allocated to local
governments and the adequacy of those sources; and

.. the Commonwealth's responsibilities for providing public
services and procedures for aiding local governments.

The resolution designated a 12-member legislative subcommittee to co
operate with JLARC during the study. Members were appointed from the
House Committees on Finance and Counties, Cities, and Towns, and from
the Senate Committees on Finance and Local Government.

The resolution requested that an interim report be presented
to the 1983 session. This interim report provides background informa
tion on local governments in Virginia, focuses on the principal issues
to be considered in the study, and highlights ongoing study activities.

A major portion of the interim report phase of the HJR 105
study has been devoted to obtaining input from local government of
ficials and other interested organizations concerning issues and prob
lems which warrant review. The HJR 105 Committee scheduled five
regional workshops around the State to encourage local involvement. A
sixth workshop was held specifically for town officials, and a state
wide pUblic hearing was held in Richmond. A total of 37 counties, 26
ci ties, and 39 towns sent representatives to one or more of these
meetings. The issues which will be the focus of this study flow from
these meet i ngs.

One of the concerns voiced most frequently duri ng the work
shops and hearing dealt with the burdensome nature of State mandates.
Mandates are constitutional, statutory, or administrative actions which
place requi rements on 1oca 1 governments. Duri ng the pub 1i c meet i ng,
several local government representatives acknowledged that most State
mandates are desirable. Most speakers contended, however, that man
dates 1i mi t 1oca1 fl exi bi 1i ty and often impose cumbersome requi rements
on local governments. This study will examine the mandates that the
State has placed on its 1oca 1 governments. The fi na1 report wi 11
exami ne the extent to whi ch State-mandated servi ces domi nate 1oca1



activities, and whether State mandates allow localities sufficient
flexibility in their implementation. The report will also catalogue
mandates seen by localities as particularly constraining.

A second concern voiced by local officials is the adequacy of
State assistance to localities. Over time the Commonwealth has assumed
a significant role in assisting localities with services. The State
Comptroller estimated that in FY 1981 almost $2.6 billion in State
funds was spent to aid local governments. This study will examine
whether the State adequately funds its service mandates. The study
will also attempt to examine whether the methods of distributing State
aid are based on fair or reasonable measures and whether the processes
used in developing formulas have been reasonable.

The third central issue for the HJR 105 study is whether
local governments have sufficient financial resources to fund the
public services they must provide. In recent years, increasing service
costs and stagnant revenue growth have 1ed to fi sca 1 stress for many
localities. The HJR 105 study will examine local financial conditions
and will attempt to compare the revenue-produci ng capacit i es and tax
efforts of localities with similar features. Evidence of low revenue
capaci ty or hi gh tax effort may i ndi cate that a 1oca 1i ty is hav i ng
difficulty maintaining existing services, and that additional taxing
authority or State financial assistance may be warranted.

In adopting HJR 105, the General Assembly has begun a re
examination of some aspects of State-local relations. Findings and
recommendations which result from study research will be included in
the final study report, which will be completed prior to the 1984
session of the General Assembly.

Ray D. Pethtel
Director

January 6, 1983
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I. INTRODUCTION

During the 1982 session, the Virginia General Assembly adop
ted House Joint Resolution 105, which directs the Joint Legislative
Audit and Review Commission (JLARC) to study the responsibilities and
financial resources of local governments. This interim report, which
was requested by the study resolution, provides background information
on local governments in Virginia, focuses on the principal issues to be
considered in the study, and highlights ongoing study activities.
Findings and recommendations which result from study research will be
presented in the final HJR 105 report, which will be completed prior to
the 1984 session of the General Assembly.

Virginia's 325 local governments are closely tied to the
State. They are dependent on the State Constitution and general laws
for the authority to organize, conduct their affairs, and raise and
spend revenues. Many of their functions al'e carried out at least
partially in response to responsibilities assigned by the State. Many
other local government activities are defined, prescribed, or regulated
by State statutes or administrative regulations. Finally, a major
port i on of 1oca1 government fundi ng fl ows from the State through a
variety of aid programs and direct State services.

The General Assembly has focused much of its attention and
effort on developing an appropriate relationship between the State and
its local governments. In the past 12 years, 29 legislative studies
have been conducted to explore ways of improving and coordinating State
and local responsibilities. Many of these studies have resulted in
s i gnifi cant statutory changes for 1oca1 governments, i ncl udi ng grants
of additional local authority to operate in some areas, increased State
fi nanci a1 ass i stance, and changes in the ways 1oca1 governments deal
with each other. House Joint Resolution 105 represents the most recent
legislative examination of State and local interrelationships in
Virginia.

Study Resolution

House Joint Resolution 105 charges JLARC to study:

• responsibilities of local governments for providing public
servir:es, and the differences in the responsibilities of
cities, counties, and towns;

• sources of revenue which are or could be allocated to local
governments and the adequacy of those sources; and
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ethe Commonwealth's responsibilities for providing public
services and procedures for aiding local governments.

One key focus of the study resolution is mandates placed on
local governments by the State. The resolution directs that the study
"identify to the extent feasible all local government mandates and
related financial sources contained in each functional area of State
government. "

The resolution implies that the study be completed pr'ior to
the 1984 session of the General Assembly. A copy of House Joint Reso
lution 105 is included in the appendix of this report.

Legislative Involvement. To ensure coordi nati on of t.he study
between JLARC and standing committees of the legislature, HJR 10'i
designated a 12-member subcommittee to cooperate in study activities.
Members were appointed from the House Committee on Counties, C~ties.

and Towns, from the House Finance Committee, and from the Senate Com
mittee on Local Government, and the Senate Finance Committee.

The first joint meeting of the HJR 105 Committee was held in
September, 1982. At that time, JLARC staff presented background infor
mation and a tentative workplan for the study. A subsequent meet.inq
was held in November to solicit comments from local oovernment of-
ficials and other interested parties. -

LOCAL CONCERNS

A major portion of the interim report phase of the HJR 105
study has been devoted to obtaining input from local government offi
cials and other interested organizations concerning issues and problems
which warrant review. To achieve this input, the HJR 105 Committee
scheduled five regional workshops around the State. A sixth workshop
was held exclusively for town officials, and a statewide pUblic hearing
was held in Richmond.

The regional workshops were designed as two-way forums, to
present the study workp 1an to 1oca1it i es and to recei ve comments and
suggestions from local officials. Workshops were held between late
October and early December 1982 in Portsmouth, Prince William County,
Wytheville, Lynchburg, and Harrisonburg. The workshop for town
officials was held in Richmond. Several members of th~ HJR 105
Committee were able to att.end one or more of these regional workshops.

The Statewide public hearing was held in Richmond on November
15, 1982. The hearing offered the opportunity for local officials and
other interested parties to present their concerns directly to the 21
legislative members of the HJR 105 Committee.



The regional workshops and the public hearing were well
attended. A total of 37 counties, 26 cities, and 39 towns sent repre
sentatives to the meetings. In addition, a number of business and
professional associations and other interested organizations were
represented. At the publ ic hearing, the HJR 105 Committee heard com
ments from 27 speakers. Eight additional individuals prepared and
submitted statements for the hearing record. Figure 1 shows the geo
graphic distribution of the local governments which attended either the
workshops or the hearing.

The concerns expressed by 1oca1 government offi ci a1s most
often centered on (1) the burdens imposed on local governments by State
mandates; (2) the need for additional State financial assistance and
the methods used to distribute it; and (3) the legal and practical
limits that exist on local taxing powers. Exhibit A lists selected
excerpts from statements prepared for the public hearing and regional
workshops.

State Mandates

State mandates impose service responsibilities and other
requi rements on 1oca1 governments. I n some cases, mandates requi re
that local governments redirect their resources to meet Statewide
rather than local priorities. State imposition of responsibilities and
priorities on local governments is therefore a sensitive issue.

Duri ng the workshops and heari ng, several 1oca1 government
representatives acknowledged that most State mandates are desirable.
Some representatives acknowledged that most mandates involve activities
or procedures that 1oca1i ties shoul d perform and, in some cases, were
performing prior to State mandates. Most speakers contended, however,
that mandates limit local flexibility, often impose burdensome require
ments on local governments, and are rarely accompanied by adequate
State funding.

Much of the concern surroundi ng State mandates focused on
lack of flexibility. Several representatives noted that mandates often
involve the rigid application of requirements when more cost-effective
alternatives were available. Other representatives asked that mandates
only include requirements which are essential to the delivery of qual
ity services. Suggestions for remedies included a statutory roll-back
of State mandates, and grants of local authority to reduce mandated
services whenever State funding for local programs is reduced. Several
local representatives also urged the General Assembly to adopt a sta
tute requiring reimbursement of costs for any new State mandates.

State Financial Assistance

Many of the comments concerning State financial assistance
were closely related to 1oca1 concerns about State mandates. Local
officials repeatedly expressed the view that State funds should support

3
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Figure 1

HJR 105 WORKSHOP AND HEARING ATTENDANCE

ASSOCIATIONS AND OTHER GROUPS REPRESENTED
Professional Associations

Virginia Association of Community Service Boards
Virginia Association of Counties
Virginia Association of Housing & Community Development Officials
Virginia Library Association
Virginia Manufacturers Association
Virginia Municipal League
Virginia Professional Firefighters Association
Virginia Retail Merchants Association
Virginia School Board Association
Northern Virginia Builders Association

Planning District Commissions

Central Virginia P.D.C.
Northern Virginia P.D.C.
Rappahannock-Rapidan P.D.C.
Southeastern Virginia P.D.C.
Thomas Jefferson P.D.C.

0 CITIES Harrisonburg Radford ~
COUNTIES

REPRESENTED Lexington Richmond REPRESENTED

Lynchburg South Boston Alleghany James City

Alexandria Colonial Heights Manassas Staunton Arlington King William
Bristol Danville Martinsville Suffolk Augusta Lunenburg

Buena Vista Franklin Newport News Virginia Beach Bedford Montgomery

Charlottesville Galax Norfolk Winchester Bland Page

Chesapeake Hampton Portsmouth Williamsburg Buchanan Powhatan

Buckingham Prince William

0 TOWNS Culpeper Pulaski
Herndon Rural Retreat Dickenson Rockbridge

REPRESENTED Hillsville Saltville Fairfax Rockingham
Abingdon Clintwood Independence Standardsville Fauquier Scott
Altavista Culpeper Jonesville Urbanna Giles Shenandoah
Appomattox Dayton Kenbridge Vienna Gloucester Spotsylvania
Berryville Elkton Lawrenceville Warsaw Goochland Stafford
Big Stone Gap Fries Leesburg Waverly Grayson Sussex
Blacksburg Front Royal Marion West Point Halifax Tazewell
Blackstone Gordonsville Pearisburg Woodstock Hanover Warren
Chase City Grottoes Pulaski Wytheville Henrico Washington
Christiansburg Halifax Quantico Henry



------------- Exhibit A------------

EXCERPTS FROM HEARING AND WORKSHOP STATEMENTS

Ci ty of
Chesapeake

Fauquier
County

Shenandoah
County

Newport News
Cit i zens'
Committee on
State Mandates

Town of
Sa ltvi 11 e

James City
County

"... the majority of the mandates are desirable.
Most of them are activities or procedures which the
City of Chesapeake was doing prior to mandate
enactment. When problems arise, they are usually
related to administrative inflexibility created by
the mandate. II

"Allow the localities some freedom in the way
mandated services are delivered. A strategy of
this nature encourages efficiency, innovation and
creativity."

"Part of the frustration being experienced by local
government in dealing with mandated services is the
lack of flexibility to finance and administer
them. II

liTo give you an idea of the impact of State man
dates, we've estimated that in FY 1982, the Commit
tee significant State-mandated non-educational pro
grams alone cost our city over $10.5 million.
These are found in the pUblic safety, individual
and family servi ces, t ransportat ion, general gov
ernment, and the justice areas. Educational man
dates 1ast year cost us in excess of $20 mi 11 i on. II

State mandates, both legislative and regulatory,
place a sUbstantial burden on local governments.
Many of these mandated programs are essent i a1 to
protect the public health, safety and welfare, and
in these cases I do not feel that the State should
be expected to provide all of the funding for such
programs, since residents of a particular locality
are often those benefitting most directly from a
mandated program. It would be helpful, though, if
all state agencies administering mandated programs
could provide technical or financial assistance to
localities to assist them in implementing mandated
programs.

"If a program is mandated, thereby using the local
ities to implement a State policy, the State should
fully reimburse the localities on the basis of the
cost of the mandated servi ceo If the State is
participating in a truly cooperative program, such
as education, it may be desirable to supplement the
cost basis by looking at need and equity. II



---------- Exhibit A (Continued) ----------

Virginia School
Boards
Association

Ci ty of
Richmond

Fairfax County

King William
County

Gloucester
County

City of
Portsmouth

City of
South Boston

Pri nce Will i am
County

"Since its establishment in the early '70's, the
school funding formula has never been fully funded.
If the formula had been fully funded for the 1982
84 biennium, the State's share would have been
approximately $500 mill ion more."

"The greatest concerns as to equitable State aid
are in the areas of education, street aGd hi ghway
maintenance and construction, ana human services."

"The Board [of Supervi sors] be 1i eves that one of
the major responsibilities of the State relative to
aid is to fully funds its many mandates imposed on
local governments."

"Local government has reached a maximum amount that
can be extracted from the citizens through taxation
in the limited areas allowed local governments for
taxation, and in particular, the real estate axes."

"While ... the General Assembly [has] enacted man
dates, I must point out that the General Assembly
has not provided the local ities with any signifi
cant new revenue sources. Without such revenue
sources the General ~ssembly has said in effect go
back to your locality and raise the real estate tax
rate or the personal property tax rate to meet the
cost of these new programs whi ch we have mandated
you to provi de."

"We cannot look any longer to additional austerity
measures to provide the answers to increasing
financial demands. The belt has already been
tightened; and at this point, the solution to the
fiscal problems of the City of Portsmouth must be
in the form of increasing revenues, not in curtail
i ng expendi tures. "

"The only [unrestricted] source of revenue subs tan
t i a 1 enough to make any difference is the 1oca1
property tax.... In our case the burden of the
property tax as a percentage of 1oca1 revenue has
increased from 39.4% in 1979-80 to 47.4% in the
current budget."

"The revenue sources available to cities and coun
ties are not equal. The Commonwealth should treat
us the same in terms of distribution of revenues
and in the authority to generate revenues."



----------- Exhi bit A (Continued)-----~-----

Virginia
Municipal
League

Henry County

"The most common [problem of towns] is 'double tax
ation' where certain inequities result from town
residents paying town taxes to receive certain ser
vices and paying county taxes for the same services
whi ch they cannot use."

"It appears to us that the State will have to do
one of two things: it will either have to defray
more costs on the local level in some manner, or it
wi 11 have to gi ve 1oca1 county governments, espe
cially urban counties, more taxing powers."

7



the costs of State mandates. Further, local
levels of financial support should reflect tile
ment in local activities.

officials argued that
level of State involve-

Speakers most often pointed to public education as the area
where State funding is most seriously deficient. To support their
argument that the State's share of elementary and secondary education
funding has declined over time, several speakers presented detailed
comparisons of local costs for education and State funding. Dissatis
faction with the amount of school aid appropriated by the State was a
theme which was repeated in all regional workshops and at the Statewide
hearing.

The method used to distribute State aid for education was
also the sUbject of considerable comment. A number of local represen
tatives argued that the basic school aid formula is inequitable in its
present form. They recommended that the formul a be recons i dered and
that changes be made to reflect levels of local tax effort. A number
of other local representatives spoke in favor of the basic school aid
formula, and asked that it not be reconsidered.

Other areas of State financial assistance were also singled
out for comment. City and town representatives indicated that State
support of city and town road maintenance should be fully funded by the
State, inasmuch as county roads are all maintained by the State. The
areas of human services and law enforcement were also cited as needing
additional State funds.

Local Financial Resources

Local taxing authority, as with all local government autho
rity, depends on the actions of the General Assembly. Most workshop
and hearing speakers commented on several actions the General Assembly
has taken to limit local d'isuetion and flexibility in generating tax
revenue.

Many local government representatives testified that existing
local revenue sources are inadequate to meet tile inueasing costs of
services. Speakers noted that the State has capped or otherwise re
stricted tax rates for most local taxes, including business and profes
sional licenses, the consumer utility tax, and the local sales and use
tax. This, they observed, has led to an increasing share of local
operations being supported by real and personal property taxes. Many
of these speakers asked that localities be given greater authority and
flexibility to levy taxes.

A number of speakers commented on the di spi1\'i ty in taxi ng
powers between counties and cities. Counties argued that they should
have the same taxing authority that cities have because their respon
sibilities for serving citizens, particularly in urbanized settings,
are comparable to those of cities. At. present, counties lack the
authority granted to cities under the Uniform Charter Powers Act to



levy taxes in addition to those specified by State law. This authority
has allowed cities to enact some taxes not generally granted to coun
ties. Counties which want broader taxing authority asked that these
distinctions be abolished.

Severa1 town representatives di scussed a speci a1 concern of
town residents: "double taxation." Town officials observed that town
res i dents pay taxes both to the town and to the county in whi ch the
town is located. These taxes support some services, such as trash
collection, that are offered separately by the town and county. Al
though town residents only use the town-provided service, they are
taxed to pay for both the town and county services. Several town
representatives stated that this is a tax burden which should be
lifted.

RESEARCH ACTIVITIES

The concerns of local officials and the language of the study
resolution point to three central issues to be addressed by the HJR 105
study:

1. To what extent do State mandates impose a burden on local
governments?

2. Is the amount and type of State assistance to localities
adequate?

3. Do local governments have sufficient financial resources
to fund the public services they must provide?

The research activities for the study have been structured in an
attempt to answer these central questions.

Special Research Efforts

Four speci a1 research efforts are planned for the HJR 105
study: 1) a survey of State agencies, 2) visits to selected locali
ties, 3) a survey of local government officials, and 4) an assessment
of the financial conditions in local governments. These four principal
research efforts will continue through the remainder of the HJR 105
project.

Survey ot State Agencies. A survey instrument has been
mailed to all State agencies which administer mandates or provide funds
to local governments. Agencies have been asked to identify State and
federal mandates which they administer, and to list the types of State
assistance they provide to local governments.

Follow-up interviews will be conducted with administrators in
agencies which have significant contacts with local governments.

9
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Interviews will be used to trace the evolution of State and local
service responsibilities, understand the nature and origin of mandates,
determine purposes of State aid and the methods of its distribution,
and to assess the process for adopting new mandates and adapting exist
ing mandates to different localities.

Visits to Selected Localities. A cross-section of counties,
cities, and towns will be visited during the course of the study.
Vi s its wi 11 be made in order to gather i nformat i on on how mandates
impact localities and on how State aid, federal grants, and loca'
revenues are used to meet 1Dca 1 needs. Another obj ect i ve wi 11 be to
explore the financial conditions and problems which exist in eadl
locality. Visits will involve broad-ranging interviews wi ttl key
elected and administrative officia'is in each local ity.

Survey of Local Government Officials. The primary means of
contacting local officials across the State is through a Statewide
survey. Local officials will be surveyed in order to systematically
assess their opinions and jUdgments about State mandates, State assis
tance to localities, and the adequacy of local financial reso!;rces.
The survey will also be an attempt to obtain more specif'ic information
about difficult mandates, interactions with State agencies. local
financial conditions, and other factors.

Assessment of Local Financial Conditions. One of the cent"a,
issues for the HJR 105 study is the adequacy of local financial
resources. An important part of this inquiry is to assess the degree
to which local ities are having difficulties maintaining existing ser
vices or adapting services to meet changing conditions. To answer this
question, two research approaches have been adopten.

The first approach relies on the judgments and opllllons of
local officials about financial conditions and problems in their own
localities. This information will be gathered from the survey of local
officials and through visits to selected localities.

The second approach uses quantitative measures of local
financial conditions to guide jUdgments about which local ities are
experiencing the greatest financial stress. Indicators Which measure
the capacity of local governments to produce revenues, the proportion
of revenue capacity tapped to generate tax revenues, and the service
activities of local governments will be used. These illdicators will be
exami ned for 'a fi ve-year peri od to determi ne how fi nanc i a1 condit ions
have changed over time. Another important aspect of this a~proach is
that localities will be compared primarily to other localities which
have similar economic, social, and size characteristics.



II. LOCAL GOVERNMENTS IN VIRGINIA

Virginia's local governments constitute a vital element of
public management in the Commonwealth. As the units of government
closest to the Commonwealth's citizens, local goveY'nments are called
upon to respond to and meet the many and varied service needs of their
populations. They are also required to respond to additional pr'iori
ties and responsibilities prescribed by the State and federal govern
ments. In FY 1981, Virginia's 95 counties and 41 cities spent over $4
billion in attempting to meet these obligations. In addition, cities
and counties carried a total debt of almost $2.7 billion. The expen
ditures and debts of Virginia's 189 towns would add significantly to
these totals.

This chapter provides background information on the status of
Virginia's local governments. It also focuses on the three areas of
central concem for the HJR 105 study: State mandates, State assis
tance to localities, and local financial resources.

ORGANIZATION, STRUCTURE, AND STATE MANDATES

Local governments in Virginia are creatures of the State.
They may exercise only those powers that are expressly delegated to
them through the State Constitution or legislative acts. This limit to
the powers of 1oca 1 governments, whi ch is i nforma lly known as Di 11 on's
Rule, has been accepted as valid in Virginia for almost 100 years.

Virginia's 1971 Constitution grants the General Assembly very
wide latitude to define the powers and responsibilities of local
governments. Thi s authori ty may be exerci sed either through general
laws, which apply equally to all local governments, or through special
acts, which apply only to specified localities. Article VIII of the
Constitution states that:

• The General Assembly shall provide by general law for the
organization, government, powers, change of boundaries,
consolidation and dissolution of counties, cities, towns, and
regional governments . . .

• The General Assembly may also provide by special act for the
organization, government, and powers of any county, city,
town, or regional government ....

Few substantive checks exist on the General Assembly's authority to
define the roles and functions of local governments.

II
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Virginia's Counties, Cities and Towns

By national standards, the organization and structul'e of
Virginia's local governments is relatively simple. Virginia's total of
325 local governments places it 43rd national1y in the number of local
governments in each state. And the number of basic forms of 'iocal
government in Virginia--counties, cities, and towns--is far fewer than
in most other states.

Counties, cities, and towns are the only constitutionally
recognized forms of local government in Virginia. Their governmental
powers and structures are specified in the Code of Virginia. Addi
tional powers enjoyed by cities and towns are included in municipal
charters, which are special acts of the General Assembly.

Counties. Virginia's 95 counties differ widely on almost any
dimension of comparison. They range in population from almost 600,000
to slightly less than 3,000. They range in size from over 1,000 square
miles to only ,bout 24 square miles. And they vary widely in the types
of services they pl'ovide and in the characteristics of their
populations.

In practice, counties f"ill two principal roles. First, they
fill a historical role as administrative "arms of the State." In this
role, counties are required to carry out a number of State functions.
Counties are required to administer elections, support local constitu
tional officers, collect State income taxes, and pro\'ide court facil
ities. They must also participate in othet" activit'jes which are partly
State funct.ions, including operation of local welfare depart.ment.s and
public school syst.ems.

Counties have a second role as unit.s of local government. In
this role, counties tax local businesses and citizens, appropriate and
spend revenues, and provide a variety of other local services. These
local services may include sewerage and water. sulid \tiaste collection
and disposal, po'lice and fire protection, recreation, and ot.hers.

As many cou~ties have grown and become more urhan, the number
of distinctions between Virginia's counties and cities have lessened.
Many counties have begun to provide services typical of cities and some
towns. In recognition of these changes, t.he General Assembly has given
counties almost all the powers granted to cities under general "law.
Count i es. however, still do not possess t.he broad gY'ants of author i tv
given to municipalities under municipal charters. Counties must there
fore continue to rely on general law or special acts foY" authority to
catTy out t.heir activities and funct.ions.

cities. Virginia's cities are a"lso diverse. They ,"an'ie i~

population from about 267,000 to less than 5,000. They rangp in area
from over 400 square mi 1es to under two square mil es. P",lC! they il' ';0

differ greatly in the characteristics of their residents and il1 the
services they provide.



The Constitution of 1971 defines cities as "independent
municipal corporations." Cities in Virginia are therefore politically
and territorially independent of the counties which surround them.
Although there are isolated examples of independent cities across the
nation, Virginia is the only State whose cities all enjoy independent
status.

Like counties, Virginia's 41 cities also serve dual functions
as administrative "arms of the State" and as separate units of local
government. Cities support local constitutional officers, collect
State income taxes, and provide court, jail, welfare, and school facil
it i es and servi ces. As uni ts of Ioca I government, they aI so tax,
appropriate revenue, and provide a variety of local services required
by their residents. Virginia's cities do, however, differ from
count.ies in one key respect--the ability to govern through municipal
charters.

Municipal charters are special acts of the General Assembly
which set forth the governmental structure, functions, and powers of
each municipality. Charters grant municipalities broad authority over
the operations of their own local governments. Within limits specified
by general law, charters are also tailored to allow sUbstantial flexi
bility in meeting local needs. In some cases, charter provisions allow
municipalities to carry out some functions and to levy some taxes not
granted to counties under general law.

Towns. Virginia's 189 towns range in population from almost
31,000 t.o less than 100. Fourteen towns have populations greater than
the smallest city. Most towns, however, have few residents. Only 26
of the State's towns have populations which exceed 3,500.

Like cities, towns are legally defined as municipal corpora
tions. Towns therefore have the right to frame and request legislative
enactment of municipal charters. Charter authority gives towns broad
discretion in organizing and conducting their affairs.

Unlike cities, however, towns are not territorially indepen
dent of their surrounding counties. Towns therefore do not operate as
administrative agents of the State. Town residents receive some ser
vices from adjacent counties and must pay some county taxes to support
them. t~ost often, these services include pUbl ic education and welfare
servi ces. Town roes i dents a I so pay taxes to the town to support town
activities.

Little data exists on the types of services pl'ovided by the
State's 189 towns. The final HJR 105 report will attempt to describe
town services and activities more fully.

other Political Subdivisions. Although Virginia's Constitu
tion only recognizes three forms of local government, general laws
provide enabl ing legislation for a variety of special pol itical sub
divisions which serve local or regional interests. Special-purpose
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subdivisions allow local governments additional flexibility in financ
ing high-cost services, in targeting services to selected areas or
populations, and in cooperating with other local governments. Examples
of these s ubdi vi s ions i ncl ude community servi ces boards, water and
sewer authorities, industrial development authorities, sanitary dis
tricts, airport authorities, and redevelopment and housing authorities.
A 1977 survey conducted by the Department of Housing and Community
Development showed 219 special-purpose subdivisions ttlen in existence
in the State.

State Mandates: Virginia in Relatioll to Other States

Many of the operations of local governments are required or
defi ned by State mandates. State mandates affect the organi zat i on.
staffing levels, services provided, administrative procedures, and
bUdgets of all of Vi rgi ni a's 1oca 1 governments. Many 1oca 1 government
officials contend that State mandates limit local flexibility, strain
local financial resources, and represent an undue local burden. A
major thrust of the HJR 105 study will be to examine these issues.

Mandates are generally defined as constitutional, statutory,
or administrative actions that place requirements on local governments.
Individual mandates may be both constitutional and statutory, or statu
tory and administrative, at the same t.ime. Mandates may also be com"
pulsory requirement.s, condit'jons of fina'lcial assistance, or require
ments for engaging in optional local activities.

In the past five years, state mandates on local governmenL;
have become issues in many states. A.t least ten states have commis
sioned independent assessments of the mandates placed on their local
governments. Massachusetts, New York, Georgia, South Carol-ina,
California, and Florida are among them. Some of these state st.udies
have led to statutes requiring that the costs of any new mandates be
reimbursed by the state. Others have led to less strillgent require
ments that proposed mandates include a fiscal impact statement.
Virginia is one of 35 states in which l2gislative proposals affecting
local governments must be appended with such a fiscal note.

The controversy surroundi ng state mandates most often con
cerns the localities' desire for local flexibility in the face of the
state's desire for statewide uniformity. Local governments are gen
erally apprehensive about the stated and hidden costs imposed by state
mandates, which are rarely accompanied, they contend, by adequate state
fundi ng. Many 1oca 1 governments a1so ques t i on the des i rabi 1ity of
preempting local objectives and priorities with state ones.

States most often cite one of four reasons as the rationale
for placing mandates on local governments, First, the activity or
service may be sufficiently important to require all local governments
to comply. Second, the state may regard local uniformity as essential.
Third, the state may feel that promotion of a statewide economic or
social goal must override local priorities. And fourth, the state may



have decided that shifting a function from the state to local
governments would reduce costs or improve service delivery.

ACIR study on state Mandates. I n an attempt to di scover the
extent of the practice of mandating in all 50 states, the U.S. Advisory
Commission on Intergovernmental Relations (ACIR) undertook a state-by
state comparison in 1978 (Table 1). ACIR looked for 77 state mandates
within five broad functions of local government: personnel, public
safety, environmental protection, social services, and education. ACIR
concluded that mandates posed significant problems in some states, but
that substantial variations existed from state to state.

ACIR ranked Virginia eighth nationally in the number of
mandates placed on local governments. Mandates were found in 46 of 77
categories--more than in other southern states. The areas found to be
most affected by State mandates were personnel, environmental pro
tection, education, and social services. Although the ACIR study did
not examine all functional areas of local government, it did indicate
that Virginia may place a larger number of mandates on its local
governments compared to most other states.

In undertaking its comparative study of state mandates, ACIR
recognized that counting mandates provides a limited view of their
overall impact. ACIR therefore undertook a second study in 1981. This
study focused on the amount of discretionary authority each state
grants to its local governments.

Local Discretionary Authority. In its second study, ACIR
examined four facets of local government operations: organizational
structure, local functions, finance, and personnel. The study attemp
ted to measure the relative autonomy that local governments possess in
all 50 states. In its final report, ACIR concluded that Virginia
grants its local governments cons i derabl e di scret i onary authori ty in
local operations.

Virginia ranked eighth overall in the degree of latitude it
grants its local ities. The State ranked considerably above both the
national average and most other southern states on each dimension which
ACIR reviewed. As with all states, Virginia's cities and towns were
judged to have more flexibility than its counties. This was attributed
to the broad grants of authority contained in municipal charters.

The ACIR studies provide important perspectives and a prelim
inary indication of how Virginia stands relative to other states. The
message of these studies appears to be that although Virginia imposes a
re 1at i ve ly 1arge number of mandates on its 1oca 1 governments, the
Commonwealth also grants local governments comparatively broad
authority to act.

HJR 105 study Issues. The final HJR 105 report will examine
more fully the mandates that the State imposes on its 1oca 1 govern
ments. The report will specifically examine the service responsibili
ties placed on local governments, and the differences in the responsi
bilities of counties, cities, and towns. The report will also attempt
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to examine the organizational, administrative, and budgetary impacts of
mandates on local governments.

The fi na1 report will exami ne the extent to whi ch State
mandated services dominate the activities of local governments, and
whether State mandates allow localities sufficient flexibility in their
implementation. The report will also catalogue mandates seen by local
ities as particularly constraining.

LOCAL FINANCIAL RESOURCES

Local governments use the revenues they generate and receive
in order to meet local service demands, as well as to comply with State
and federal mandates. Although service requirements vary substantially
among localities, they can and typically do include demands for water
supply, sewer facilities, a road system, schools, law enforcement, fire
protection, health and welfare services, parks and recreation facili
ties, and other servi ces. Whi 1e revenues to meet these respons ibil
ities come partially from State and federal aid, most local financial
resources must be generated by the localities themselves.

Although the 1970s was a period of real growth for local
governments, recent conditions have caused many local governments to
retrench. Increasing service costs, limited revenue growth brought
about by a stagnant economy, and the partial withdrawal of federal aid
have created financial stress for many localities.

A central question for the HJR 105 study is whether local
governments have suffi ci ent fi nanci al resources to fund the pub 1i c
services they must provide. The study resolution specifically directs
an assessment of "sources of revenue that are or could be allocated to
... local governments, and the adequacy of those sources." A major
element of that question is whether the amount and type of State assis
tance to localities is adequate.

Overview of Local Government Finances

Vi rgi ni a 's 1oca1 governments have grown substantially over
the past decade. Total local revenues grew 179 percent between FY 1971
and FY 1981. Local expendi tures increased 139 percent over the same
peri od, and the number of 1oca1 government emp 1oyees grew by two
thirds. Much of this growth can be attributed to increased local
service demands, an increased flow of federal funds to local govern
ments, and the recognition that more and better-trained staff were
needed to administer increasingly complex federal and State programs.

Si nce the mi d-1970 's, however, 1oca1 governments have been
faced with revenues which have not kept pace with inflation. Reports
from the Auditor of Public Accounts indicate that total local revenues
grew 32 percent between FY 1976 and FY 1981, whil e the i nfl at i on rate
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exceeded 57 percent. The result for many local governments has been
re-examination of local priorities and management practices, increased
local taxes, or reduced services.

Local Government Revenues. To fund their operations, local
governments receive or produce revenues from a variety of local, State,
and federal sources. In FY 1981, Virginia's cities and counties re
ceived a total of more than $4 billion from these sources.

The majority of all revenues used by local governments are
generated locally. Locally produced revenues come from local taxes,
permits and licenses, court fines, service charges, investment inter
est, property rental and sale, and a number of other sources. Almost
60 percent of total local revenues are produced from these local
sources (Figure 2). This percentage appears to have been stable over
the past 10 years and does not appear to vary significantly among
cities and counties.

State financial assistance is the second most important
source of local government funds. State aid to localities comes in the
form of revenue shari ng grants, as ai d for speci fi c categori ca 1 pro
grams, and through State servi ce payments in 1i eu of 1oca1 property
taxes on State-owned property. As Figure 2 indicates, about 30 percent
of total local revenues are provided by the State.

There appears to be little difference between cities and
counties in the share of total revenue represented by State aid.
Figure 2 does show, however, that State aid increased in importance
between FY 1980 and FY 1981. This is due primarily to the General
Assembly's 1980 funding of aid for localities with police departments,
State assumption of some costs of local constitutional officers, and
increases in State aid for maintenance of highways in cities and towns.

Federal aid is the third principal source of local revenue.
Federa 1 aid from genera 1 grants, categori ca1 aid, and payments in 1i eu
of taxes represents about 10 percent of local revenues. Local depen
dence on federa 1 aid has dec 1i ned to thi s 1eve 1 from its mi d-1970s
peak. Nevertheless, the dollar magnitude of federal aid remains sig
nificant. The Auditor of Public Accounts (APA) indicates that
Virginia's cities and counties received $443.8 million in federal aid
in FY 1981.

Cuts in federal aid continue to occur as a result of the
Reagan administration's attempts to reduce federal deficits and return
more program responsibility to the states. The impact of such cuts on
Virginia's local governments is difficult to gauge at this time, how
ever. The APA's comparative cost reports do show that local govern
ments received $44.3 million less in federal aid in FY 1981 than they
did in FY 1980. The magnitude and impact of federal budget cuts on
local governments will be examined in more detail in the final HJR 105
report.
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Local Government Expenditures. Although mos t 1oca1 govern
ments provide a wide array of services and facilities, the budgets of
cities and counties are dominated by five functions: education, public
safety, public works, capital outlay and debt service, and health and
welfare. These functions together accounted for 88 percent of city and
county spending in FY 1981.

There are more similarities than differences in the spending
patterns of Virginia's counties and cities (Figure 3). Education
dwarfs a 11 other 1oca 1 functions, and is fo 11 owed in importance by
pub 1i c safety. Moreover, the proportions of total city and county
expenditures represented by key local functions are generally close.

There are a few important differences in local spending
patterns, however. Counties spend somewhat more per capita for educa
tion than cities do, and county budgets show a significantly higher
proportion of total spending for education. This may be due to the
fact that, for many counties, education is the principal public service
demanded. Counties may therefore be able to more fully channel their
efforts and spending into education than cities.

For their part, cities spend sUbstantially higher per capita
amounts for pub1i c safety, pub1i c works, and health and welfare ser
vices. City budgets reflect these higher expenditures by showing
larger proportions of total spending in these categories. Much of
these differences can be attributed to the service demands of urban
populations. Demands for urban services include additional law en
forcement protection, a more extens i ve road network, and sewer and
water servi ces. Some ci ty offi ci a1sal so argue that the mi grat i on of
mi ddl e- and upper- income famil i es to suburban counties has also 1eft
cit i es wi th a more dependent popul at ion, requi ri ng a hi gher 1eve1 of
city health and welfare services.

The extreme diversity which exists among Virginia's cities
and counties makes it difficult to draw generalizations about local
governments. For example, several legislative studies have concluded
that urban counties bear greater resemblance to cities than to most
other counties. The fi na1 HJR 105 report will attempt to probe more
deeply into the differences between Virginia's localities. Part of the
research effort wi 11 focus on i dent i fyi ng the key di mens ions on whi ch
1oca 1 governments di ffer, and on groupi ng together 1oca 1it i es whi ch
face similar conditions.

State Assistance to Localities

Over time the Commonwealth has assumed a significant role in
assisting local governments with services. Responsibility for provid
ing assistance flows from constitutional provisions, statutory deci
sions, and historical tradition. In some cases, assistance is provided
as recognition that local services provide benefits both for the locali
ties and for the Commonwea lth as a who 1e. I n other cases, ass i stance
is provided because service delivery is regarded as a shared State
local responsibility.
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A major portion of the Commonwealth's annual budget is spent
to provide aid to local ities. The Comptroller of the Commonwealth
estimated that in FY 1981, $2.6 billion in State funds was spent aiding
local ities. Almost all of this amount was spent either to provide
direct State services to localities or to disburse financial assistance
to local governments.

Direct Services. 0i rect servi ces are serv ices prov i ded to
local cl ients or local governments by State agencies. They are some
times described as expenditures on behalf of local governments since
they do not involve the transfer of funds to local treasuries. Direct
servi ces produce benefi ts for 1oca 1 governments by freei ng up 1oca 1
financial resources which would otherwise be absorbed in these activi
ties. Many of the functions for which direct services are provided are
seen primarily as State responsibilities or as joint State-local
functions.

The Audi tor of Pub 1i c Accounts reported that in FY 1981
direct services on behalf of local governments totalled $843.3 million.
Three agencies account for almost all 1isted expenditures: the Depart
ment of Highways and Transportation (DHT), the Department of Social
Services (DSS), and the State Department of Health (SOH).

The Auditor identified $633.1 million of DHT's expenditul'es
for FY 1981 as spendinD on behalf of 'Iocal Dovernments. This amount
includes virtually all DHT spendinD to consty'uct and maintain the
COrlmonwealth's roads, streets, alld bridDes. AlthouDh l'oad construction
anc' maintenance provides at least indirect benefits for localities, not
all road spending should be considered a direct service to local ities.
~1ajJr portions of spendinD for interstate hiDhways and some primary
roads should probably be excluded, since such spendillD serves reDional
and national, as well as local, purposes. A more precise estimate of
DHT's direct service spendinD will be orepared for the final report.

The Department of Social Services' principal direct service
to local ities is direct payment of financial assistance benefits to
local recipients of Aid to Dependent Children (ADC). DSS spent $177.7
million for ADC payments in FY 1981. This amount does not include any
administrative overhead associated with preparing the checks and mail
ing them to local clients. DSS assumed this Y-esponsibility from local
welfare agencies in 1978, in an attempt to increase efficiency and
reduce total costs.

The State Department of Health (SOH) is the third key provi
der of direct services to local ities. SOH provides the majority of
total funding for and administers the operations of 134 local health
departments Statewide. State spending to support local health depart
ments totalled $35.3 million in FY 1981. Although all local health
departments are operated under contractual agreements between the State
and the localities that contribute a share of total funding, all staff
are employed by the State.



Although the APA reports provide the best available estimate
of direct service spending, some expenditures are not included. For
example, patrolling and accident investigation on county secondary
roads by the State Police is a key direct service which is not listed.
The final HJR 105 report will attempt to identify all major instances
of direct service assistance to localities and estimate total direct
service spending by the State.

Financial Assistance. As with direct services, State finan
cial assistance represents a significant commitment to aid localities.
Over the past ten years, State financial aid has been the most rapidly
growing component of local government receipts. In FY 1981, 29 State
agencies distributed State aid totalling almost $1.3 billion to local
governments or regional commissions and authorities. An additional
$280 million in federal funds was "passed through" State agencies to
localities.

Most State aid can be described either as shared revenue or
as categorical aid. Shared revenue includes all State funds disbursed
to local ities without requirements as to how localities use them.
Categorical aid represents funds whose purpose and use is specified.

In FY 1981, about $71.8 million in State revenue sharing
funds were distributed to local governments. All but a fraction of
this amount came from four sources--grants to localities with police
departments, the local share of profits from Alcoholic Beverage Control
taxes, the local share of wine and spirits taxes, and local distribu
tion of the mobile home tax. Together these sources accounted for over
97 percent of revenue sharing funds (Table 2). Other sources of
revenue shari ng funds i ncl ude the excess fees of court cl erks, the
rolling stock tax, and shared admissions taxes for boxing and wrestling
events. One other source of revenue sharing funds--a tax on the rental
of passenger cars--went into effect on July 1, 1981.

Most State financial assistance is earmarked for specific
programs or purposes. This includes over $1.2 billion in State funds
and all federal funds distributed by 26 State agencies (Table 3).
Assistance to categorical programs varies widely in size and scope,
from very broad, complex and ongoing funding to narrow and limited
individual grants.

The distribution of categorical aid is concentrated in five
agencies--the Department of Education, the Department of Social Ser
vices, the State Compensation Board, the Department of Highways and
Transportation, and the Department of Mental Health and Mental Retarda
tion. These agencies together accounted for over 95 percent of the
categorical aid disbursed to localities in FY 1981. Over 74 percent of
the total, or $1,107.6 million, was distributed by the Department of
Education alone.



-------------- Tabl e 2

PRINCIPAL SOURCES OF STATE REVENUE SHARING

Title

Grants for
local ities with
police department

ABC tax profits

Wine and spirits
taxes

Mobile home tax

Rental tax

Description

General Fund
appropriation

Two-thirds of
net profits over
$750,000

22 percent of
taxes on wi ne

3 percent of
sales price

2 percent of
proceeds from
passenger' car
rental

FY 1981
Total

$44.7 mill ion

$19.3 million

$2.9 million

$2.9 million

Method of
Distribution

Multi-factor
formula

Population

Population

Distribution
to home
locality

Distribution
to local ity
of origin

24

*Took effect in FY 1982.

Source: Commonwealth Accounting Reports System; Code at Virginia.

State financial aid for education is a comp'lex amalgam of
categorical programs and shared revellue. It is disbursed to meet the
constitutional requirement that the costs of public education be appor
tioned between State and local governments by the General Assembly.
Much of the aid is distributed to local ities on the basis of several
statutory formulas passed by the legislature. State aid for education
can generally be grouped into three categories -- basic aid, special
revenue sharing funds, and categorical programs.

Basic aid for education represents slightly less than half of
total State aid for education. It amounteL! to $445.6 million in FY
1981. Basic aid is intended to cover the Stale's share of the costs of
meet i ng s tanct:irds of educat i ona I qua I ity promul gated by the Genera I
Assembly. Basic aid funds are distributed on the basis of each local
ity's school enrollment and relative ability to pay.

About one-fourth of State aid for education is in the form of
special shared revenue. Special revenue sharing funds are the proceeds
from one percent of the State's retail sales tax, which is earmarked



------------- Table 3 -------------

SOURCES OF CATEGORICAL AID
FY 1981

(dollars in millions)

Agency

Department of Education

Department of Social Services

State Compensation Board

Department of Highways and
Transportation

Department of Melltal Health and
Mental Retardation

Department of Corrections

Department of Aviation

Commission on Outdoor Recreation

Virginia State Library

Division of Criminal Justice and
Crime Prevention

Department of Housing and Community
Deve 1opment

Office of Energy and
Emergency Services

Department of Transportation Safety

State Board of Elections

Virginia Commission on the Arts
and Humanities

Office on Aging

10 Other Agencies

TOTAL

State
Funds

$ 945.4

44.3

83.7

65.3

33.6

25.0

1.0

.1

4.0

.2

1.4

.1

1.7

1.1

.1

3.6

$1,210.6

Federal
Funds

$162.2

83.2

5.5

.2

11.4

5.7

.8

4.1

.7

1.8

1.6

.4

1.4

.7

$297.7

Total

$1,107.6

127.5

83.7

65.3

39.1

25.2

12.4

5 8

4.8

4.3

2.1

1.8

1.7

1. 7

1.5

1.5

4.3

$1,490.3

Source: Commonwealth Accounting and Reporting System, 1981.



for pUblic education. Distribution of
each locality's school-age population.
sharing funds totalled $243.3 million.

funds is based on the size of
In FY 1981, special revenue

The remaining one-fourth of State education assistance pro
vides a share of costs for several categorical programs, each of which
has its own distribution formula or method. The remairling portion also
funds the employer's share of retirement, social security, and group
life insurance for public school employees,

The Department of Social Services disburses the second lar
gest sum to localities. In FY 1981, DSS distributed $127.5 million to
the State's 124 local welfare agencies. This amount was used to cover
the federal and State shares of most financial assistance progy'ams,
social service expenditures, and local agency administrative costs.
Distribution of funds is generally on the basis of a percentage of
approved costs, with different matching ratios for each financial
assistance and service program.

State support of local constitutional officers--sheriffs,
Commonwealth's attorneys, treasurers, and Commissioners of revenue-
represents the third largest State aid program. Support of constitu
tional officers totalled $83,7 million in FY 1981. State aid is dis
tributed by the State Compellsation Board, which approves administrative
costs, as well as the number and salaries of all support personnel
employed by each constitutional officer. State aid is distributed on a
"proportion of approved cost" basis, with the specific State percentage
set by statute. Salaries of constitutional officer's are also set by
law, based on the local population and the duties of the officer.

In FY 1981, the Depar'tment of Highways and Transportation
provided $65,3 million in financial assistance to localities. About
$48.2 million of this total repY'esented assistance payments to cities
and towns which maintain their own roads. Assistance is based on a per
lane-mile payment for all streets appY'oved by DHT. In FY 1981, DHT
also provided $7.7 million in aid for 15 mass transit systems, and $9,4
mill ion in aid to blo counties which maintain their own highway net
works.

The Department of Mental Health and Mental Retardation
(DMHMR) is the fifth largest provider of categorical aid to localities.
DMHMR funds up to 90 percent of the approved budgets of 37 Communi ty
Services Boards, which provide community mental health, mental retarda
tion, and substance abuse services. In FY 1981, $39.1 million was
disbursed to these boards, The proportion of State funding is deter
mined by a formula which attempts to measure the member localities'
ability to support community services,

A1though these fi ve agenc i es provi de the vast majori ty of all
State financial aid, numerous other categorical programs exist. For
example, the Commonwealth funds a share of the construction of local
jails, and pays the costs of maintaining State prisoners there. The



Virginia State Library provides f',nds for the operation of local lib
raries and for the purchase of books. The State also pays a major
pOl'tion of the costs of electoral boards. Other programs include
grants for tIle arts and humanities, construction and operation of
ai rports, and deve 1opment of 1 j tter contro 1 programs. I n all its
forms, State financial assistance allows local governments more flexi
bility in the use of their own resources, while at the same time pro
viding funds to support a Statewide objective.

HJR 105 study Issues. The central issue concerning State aid
is whether the type and amount of assistance to localities is adequate.
Because current data are limited, the final report will catalogue more
completely the types of direct services and financial assistance pro
vi ded to 1oca 1iti es. The fi na 1 report wi 11 a 1so exami ne whether the
State adequately funds its service mandates.

A second key issue related') State financial assistance
concems methods of distributing State aid. The final report will
attempt to examine whether the methods of distributing State aid are
based on equitable measures and whether the processes used in develop
ing formulas have been reasonable. An effort will ,1150 be made to
compile all current distribution formulas and methods in one volume.

Local Taxing Authority

Although the Commonwealth limits the powers of local govern
meGts and imposes significant service responsibilities on them, it also
grants localities the power to tax. Most of the 60 percent of total
local revenues whiCh l:Jcalities raise themselves comes from local
taxes. Locally produced revenues have been the second most rapidly
growing component of total local revenues over the past ten years-
behind State financial assistance.

Local taxing authority is derived from the General Assembly
in two ways: (1) through general laws which apply equally to all
localities and (2) through special authority granted to individual
localities by special legislative acts.

Cities and towns possess broader taxing powers than are
granted to counties. For example, the Uniform Charter Powers Act
grants cities and towns the power to "raise annually by taxes and
assessments on property ... and other subjects of taxat'ion" the funds
needed to finance the government. Cities and towns may therefore levy
taxes not prohibited by general law, if the levy is consistent with
their o~n charters. Because counties lack charters, they must rely on
special acts of the General Assembly to levy taxes not granted under
general law.

TOWI1S possess one other unusual po~er: the power to preempt
certain county taxes. Several genet'al laws provide that 'if a~own

levies certain ta'05, the county may not levy the same taxes within the
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town. Most of these laws are intended to allow towns a stable and
predi ctab 1e source of revenue, wi thout permi tt i ng excess i ve double
taxat i on of res i dents and bus i nesses. The ri ght of preemption exi sts
for several key taxes, although it does not exist for real and personal
property taxes, the two most significant sources of local tax revenue.

Over the past ten years, several legislative studies have
examined individual local taxes. A consistent theme of these studies
has been the need to ensure that rates for i ndivi dua 1 taxes do not
become excessive. Most of these studies resulted in the placement of
caps on the maximum tax rates which can be charged by local ities.
Statutory maximum rates are now in place for most major local taxes.
Real and personal property taxes are the key exceptions. Many local
government officials contend that these caps on tax rates have unduly
1imited thei r abil ity to rai se revenue.

Although there is substantial variation from locality to
locality, both cities and counties rely on the same major taxes (Table
4). (Data currently available does not permit a similar analysis for
towns.) Cities and counties derive the bulk of local tax revenues from
real property taxes, personal property taxes, local sales and use
taxes, consumer utility taxes, and bus i ness and occupat i ona1 1i cense
taxes. These five taxes accounted for 92 percent of city tax revenues
and 94 percent of county tax revenues for FY 1981. All five are
granted under general law. The key features of the principal local
taxes are summarized in Table 5.

Real Property Tax. All of Virginia's local governments are
hi gh ly dependent on the real property tax, whi ch is the most comp 1ex
and controversial of all local taxes. In FY 1981, real property taxes
produced 47 percent of all locally raised city revenue and 61 percent
of all locally raised county revenue.

In levying a real property tax, local governments tax the
assessed value of privately owned property. There is no upper limit on
the tax rate that may be imposed by a 1oca1 government. In 1980,
effective real property tax rates ranged from 13 cents per $100 of
assessed value in Cumberland County to $2.07 per $100 of assessed value
in Manassas Park.

Several types of special purpose or special assessment dis
tri cts a re also empowered to 1evy rea 1 property taxes. Sani tat ion
districts, fire service districts, and mosquito control districts are
examp1es. Levi es for these ent it i es a re genera lly collected by the
local government and appropriated for use by the special district.

Assessment procedures of local governments are a sensitive
area of real property tax levies. Inconsistencies in local practices
led the 1975 General Assembly to enact laws requiring assessment at 100
percent of fair market value. In 1976, additional laws were enacted
requiring general reassessments at least every two years for cities and
every four years for counties. These provisions have since been modi-



-------------- Table 4 --------------

PRINCIPAL LOCAL TAXES

Tax

Real Property Tax

Tangible Personal
Pl'operty Tax*

Local Sales and Use
Tax

Consumer Utility Tax

Number of Proportion
Cities and of Local

Counties City
LevyincL Revenue

136 47%

136 13

136 12

76 11

Proportion
of Local
County
Revenue

61%

16

10

4

Business, Professional,
and Occupational
License Taxes CBPOL)

Merchants' Capital Tax

Motor Vehicle Licenses

Other Taxes

TOTAL

62

65

124

9

o

2

6

100%

3

1

2

3

100%

*Includes Machinery and Tools tax.

Source: Code of Virginia; Auditor of Public Accounts Comparative
Reports on Local Governments, FY 1981; Virginia Municipal
League Survey of Tax Rates, 1981.

fied to allow more time between reassessments for cities under 30,000
and counties under 40,000. Nevertheless, over the past eight years the
intent of the General Assembly appears to have been to make assessment
procedures more uniform among localities.

Although statutes require assessment of property at 100
percent of fair market value, the Virginia Constitution does allow some
exceptions. Special assessment procedures are allowed for agricul
tural, horticultural, forest, and open-space lands. Where special
assessment procedures are adopted, assessments are based on the value
of land used for similar purposes. In practice, special assessment
procedures have resulted in lower effective tax rates in many
localities.
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o ------------------- TABLE 5 ----------------_

PRIMARY LOCAL TAXES LEVIED UNDER GENERAL AUTHORITY

Revenue Source

1. Real Property
Tax

2. Personal Property
Tax

3. Sales and Use
Tax

4. Consumer Utility
Tax

Description

Tax applied against value of
taxable property

Rates set annually by locality

Assessment required at 100% of
fair market value

Special assessments for agriculture,
forest, and open space uses

Tax applied against value of tangible
personal property

Rates set annually by locality

Different rates may apply to each
class of property, as defined in Code

Different valuation methods may apply
to different property categories, as
defined in Code

Tax applied against same items as
State sales tax

Local option add-on to State tax

Collected by State Tax Department

Sales tax applied against utility
services

Statutory Limits

No limitations in rate, but must be
uniform within district

Complete or partial exemptions for
government-owned property, churches,
and charitable groups

Local option exemptions allowed for
elderly and disabled

No limitations on rates

Complete or partial exemptions for
State property, churches, and
charitable groups

Rate allowed is 1%

Rates cannot exceed 20% of each
utility bill



Includes water, natural gas,
telephone and electricity

Excludes propane, firewood, coal,
and residential fuel oil

Tax applies only to first $15 of
each bi 11

Localities with higher rates as of
July 1, 1972 may continue higher
rates

Town tax preempts county tax under
certain conditions

------------------------------------~----------------------------------------------------------------------

eN

5. Motor Vehicle
License Tax

6. Business,
Professional,
and Occupational
License Tax
(BPOL)

7. Merchants'
Capitol Tax

License tax applied on all motor
vehicles owned by residents or
businesses in a locality

License tax applied against propor
tion of gross receipts, as flat fee,
or both

Taxes the privilege of engaging in
a trade or business

Tax applied against value of mer
chants' capital on tax day

Capital defined as value of inven
tory, accounts receivable minus pay
able, and tangible in-fact property

Rate cannot exceed State charge for
vehicle licenses

Town license tax preempts county tax

Rental passenger vehicles are
excluded

Effective tax rates limited by
statute

Localities previously above maximum
rate must begin reducing rate by
January 1, 1983

Cannot be used by locality levying
merchants' capital tax

Town BPOL tax preempts County BPOL
tax

Rate cannot exceed that in effect
on January 1, 1978

Cannot be used by any locality
imposing BPOL tax
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Property owned by public service corporations represents a
unique class of real property for tax purposes. Property in this class
includes land owned by railways, public utilities, and pipeline com
panies. Assessment for these companies is conducted by the State
Corporation Commission. Although not all public service property is
assessed at 100 percent of fair market value, laws do provide for
incremental increases in assessment rates until the 100 percent level
is reached.

Exempt i on of certa in property from real property taxes has
been a continuing problem for some localities. At present, a variety
of exemptions exist, including all government-owned property, church
fac il it i es, and educat i ona 1 ins t itut ions. I n some 1oca 1it i es, these
exemptions apply to over half of all real property. Local officials in
these local ities argue that exemptions concentrate the tax burden on
non-exempt property and limit local tax flexibility.

In addi t i on to these requi red exempt ions, 1oca 1 governments
may provide optional exemptions or tax rel ief for a number of other
types of property. These types of property include privately owned
pub 1i c- use airports, rehabi 1i tated hous i ng, and property owned by the
elderly and handicapped.

Personal Property Taxes. All of Virginia's cities and coun
ties levy taxes on tangible personal property. Levies on personal
property are the second most important source of local tax revenue. As
with real property taxes, taxes are applied against the value of tax
ab 1e property, and there is no maximum rate that may be charged.
Personal property taxes may also be levied by special assessment
districts.

The Code allows localities to set different tax rates for
different classes of personal property. For example, farm animals and
machinery, boats, mobile homes, aircraft, antique automobiles, heavy
construction machinery, and specified other classes of personal pro
perty may each be taxed at a different rate. The principal limitation
is that property defi ned withi n each cl ass must be taxed at the same
rate. These special rates also may not exceed the general rate applied
to most forms of personal property.

Assessment procedures for personal property vary substan
tially from locality to locality, and the Code offers local governments
only general guidance on this subject. The Code defines categories of
personal property for valuation purposes, requires valuation methods to
be consistent within categories of property, and requires that a rea
sonable determination of fair market value be made.

Local Sales and Use Tax. The only other tax levied by all of
the State's cities and counties is the sales and use tax, a one percent
add-on to the State's sales tax. In FY 1981, the local option sales
tax accounted for about 10 percent of the tax revenue raised by cities
and counties.



Because the local sales tax is piggy-backed on the State tax,
it is bas i ca 11 y app1i ed to the same i terns and transactions. The tax is
collected for local governments by the State Department of Taxation and
is returned to the locality where the tax was paid.

An unusual feature of the local sales tax is that counties
must share sales tax revenue with their incorporated towns. Towns
which do not operate schools are eligible for up to one-half of sales
tax revenue, based on their proportion of the school-age population
within the entire county. Towns which do operate schools are eligible
for a percentage of total local sales tax receipts that equals their
proportion of the county's school-age population.

Consumer utility Tax. Most cities and about half of all
counti es 1evy a consumer uti 1i ty tax, whi ch is often descri bed as a
sales tax on utility services. Sales of electricity, natural gas,
telephone services, and water are taxed and taxes are levied as a
percentage of each bill. In FY 1981, consumer utility taxes produced
11 percent of city-raised revenues and about 4 percent of county-raised
revenues.

The General Assembly's concern about the impact of util ity
taxes on res i dent i a1 consumers 1ed to placement of a cap on rates in
1971. Rates were limited to 20 percent of the first $15 of each resi
dential utility bill. Localities which were charging higher rates on
July 1, 1972 were permitted to continue charging existing rates, but
were not permitted to increase them. In 1978, 16 localities charged
rates above the statutory maximum. No limit was placed on tax rates
for commercial and industrial consumers.

Under certain conditions, towns which levy a consumer utility
tax may preempt consumer utility taxes levied by the county. If a town
provi des po 1ice or fi re protect i on and water or sewer serv ices, the
town tax supersedes the county taX:- If a town operates its own
schools, it may also preempt the county's consumer utility tax.

Business, Professional, and Occupational License Taxes
(BPOL). Among the most involved of local taxes are business, profes
sional, and occupational license taxes, which apply to businesses,
trades, occupat ions, profess ions, and to the fi rms conducting them.
BPOL levies tax the privilege of engaging in a trade or business. They
are generally levied as a proportion of gross receipts, although they
may also be levied as a flat fee, or as both a flat fee and a percen
tage of receipts. Substantial variations in rates, classification of
occupations and businesses, and manner of levying the taxes exist from
locality to locality.

As with the consumer util ity tax, the General Assembly's
concern about excessive taxes led to placement of a cap on BPOL taxes
in 1978. Localities Which charge a rate above the maximum must begin
rolling back tax rates by January 1, 1983.
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There are two other unusual features of BPOL tax prOV1Slons.
First, no county may levy a BPOL tax within a town which levies a
similar tax, without the approval of the town's governing body. Sec
ond, localities which levy BPOL taxes on merchants may not levy a
merchant's capital tax.

Merchants' Capital Tax. Many counti es which are prevented
from levying BPOL taxes within towns have adopted taxes on merchants'
capital. Sixty-five counties currently levy a merchants' capital tax,
although it produces only about one percent of the total tax revenue
raised by counties.

Merchants' capital taxes are applied against the value of
capital on a specified tax day. The Code defines capital as the value
of inventory, accounts receivable minus accounts payable, and the value
of certain other intangible property. In practice, however, most
counties levy the tax only on a merchant's inventory.

As with most taxes, a maximum rate is specified by law.
Rates for merchant's capital taxes cannot exceed those in effect on
January 1, 1978. In addition, localities imposing a BPOL tax on mer
chants may not levy a merchants' capital tax.

Other Taxes Levied Under General Authori ty. Loca1it i es may
levy a variety of other taxes under general authority. Although these
taxes produce small amounts of revenue Statewide, they do produce
significant tax revenue in some localities.

Motor vehicle license taxes are imposed in 124 localities.
These annual 1icenses account for 2 percent of city and county tax
revenues, and are levied on each motor vehicle registered in a local
ity. Rates may not exceed license fees charged by the State.

All cities and counties may also levy a severance tax on the
value of coal or natural gas extracted from the earth. At present,
only five counties levy this tax, which is imposed on one percent of
gross receipts. In these localities, however, the tax produces a major
proportion of total tax revenue.

A variety of other taxes exist under general authority,
including the utility license tax, alcoholic beverage license tax,
capitation tax, recordation tax, bank franchise tax, and the tax on
wills and grants of administration. Most account for very small pro
portions of local tax revenue.

Taxes Levied Under Charter Authority or Special Act. Cities
and a few counties are authorized by charter or special legislative
acts to levy additional taxes. Most of these taxes have been studied
over the past five years by special legislative subcommittees.

Taxes granted under charter or special authority remain a
subject of controversy, and are often cited in the debate over the
taxi ng authori ty granted to 1oca1 governments. Many county offi ci a1s



contend that all localities should be granted authority to levy these
taxes, while many city officials oppose any proposal to limit the rates
they may charge for these taxes.

There are four principal taxes levied under charter or spe
cial aut.llOrity: a transient occupancy tax, a restaurant meals tax, a
cigarette tax, and an admissions tax. Although most of these taxes do
not produce '1 arge amounts of tax revenue, they are very sign i f i cant
SOllrces of tax revenue for a few localities.

The trans i ent occupancy tax is a percentage tax on the room
charges and camping fees in hotels, motels, boarding houses, and camp
sites, Transient occupancy taxes are currently levied in 23 cities and
5 counties. They produce the most significant revenue in localities
where tourism is important. Twenty-three cities also levy a percentage
tax en the sa-ie of prepared food in restaurants. At present, no county
has been grat1ted this allthority. The meals tax also produces signifi
cant t'eVenlJe in rps()rt areas.

Cities end a few counties have the authority to levy a tax on
ciCJarettes. The cigarette tax is levied as a cents-per-pack addition
to the S31'::'S lJl" ce c= cigaO"'t:,ttes, within a "local ity. Nineteen cities
alld two cOIJn'ties curre!ltly levy a tax on cigarettes.

Eleven cities alSO lEVy an 3dmissions tax on amusements and
other theatrical events. Admi3~;iGi-,S taxes ~n~e genera-! ly levied as a
percentage of the admlssions price, and are most often included in the
ticket price. Although four count'ies have been granted authority to
charge an admissions tax, none cllrrently imposes one.

fUR 105 study Issues. [he principal issue concerning local
financial resources is whether local resources are sufficient to fund
public services. Because local taxes produce the bulk of local reve
nues, a parallel issue must be whether local taxing authority is
adequate.

The final report will examine more completely the taxing
authority which is granted to local governments. The report will also
examine the extent to which local governments have used their taxing
authority and whether that use has increased over time. Attempts will
be made to compare the revenue-producing capacity and tax effort of
localities with similar features. Evidence of low revenue capacity or
high tax effort may indicate that localities are having difficulty
maintaining existing services, and that additional taxing authority or
State financial assistance may be warranted.

CONCLUSION

V'irginia' 5 local governments wi 11 be faced with significant
challenges in the 1980's. Increasing service costs and slowed revenue
growth will place localities under pressure to improve their efficiency



and effectiveness. Local governments will also look to the State for
relief from mandates which are seen as burdensome, for increased State
financial assistance, and for expanded local taxing authority.

In adopting House Joint Resolution 105, Virginia's General
Assembly has begun a re-examination of some aspects of State-local
relations. In its activities to date, the HJR 105 Committee has so Light
substantive input from local governments. The Committee has also
directed JLARC staff to conduct research to assess the nature of State
mandates placed on local governments, the adequacy of State assistance
to local Hies, and the adequacy of local f"inancial resources. The
final HJR 105 report will present findings and recommendations which
result from continuing staff research.
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HOUSE JOINT RESOLUTION NO. 105

Specifying a program for review under prov~s~ons of the
Legislative Program Review and Evaluation Act of 1978, relat
ing to systematic review of state government by the Joint
Legislative Audit and Review Commission in the area of gen
eral government.

WHEREAS, the Legislative Program Review and Evaluation Act of
1978 (§§ 30-64 et seq. of the Code of Virginia), provides for the Joint
Legislative Audit and Review Commission to conduct a systematic evalua
tion of state government according to schedules and areas designated
for study by the General Assembly; and

WHEREAS, in accordance with Senate Joint Reoslution 50 passed
by the 1980 General Assembly, the Joint Legislative Review and Audit
Commission is now scheduled to review and evaluate the functional area
of general government; now, therefore, be it

RESOLVED by the House of Delegates, the Senate concurring,
That the Commission shall make an interim report to the Governor and
the General Assembly on the functional area of government, focusing on
the responsibilities of local governments for providing public ser
vices, the differences in the responsibilities of counties, cities and
towns, the sources of revenue that are or could be allocated to the
various types of local governments, the adequacy of those sources, the
Commonwealth's responsibilities for providing public services and
procedures for aiding local governments and such other matters as the
Commission may direct prior to the 1983 Session of the General Assem
bly. As part of the interim report the Commission shall identify to
the extent feasible all local government mandates and related financial
sources conta i ned in each funct i ona1 area of state government. For
purposes of the interim report, the Commi ss i on sha 11 coordi nate its
review effort with a joint committee consisting of three members ap
pointed by the chairman of the House Counties, Cities and Towns Com
mi ttee, three members appoi nted by the chai rman of the Senate Local
Government Committee, three members appoi nted by the chai rman of the
House Finance Committee and three members appointed by the chairman of
the Senate Finance Committee; and, be it

RESOLVED FINALLY, That the reports, findings and recommenda
tions prepared by the Joint Legislative Audit and Review Commission for
the studies to be performed under this resolution shall be transmitted
to the appropriate standing committees of the House of Delegates and
the Senate, all members of the General Assembly and the Governor.
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