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1. Executive Summary 

This study evaluates various sales tax exemptions allowed under Virginia law and estimates the additional sales tax 

revenues for the state if those exemptions were eliminated.  In addition, it evaluates whether incremental tax 

revenues can offset the local business, professional, and occupational licenses (BPOL) tax, the machinery and 

tools tax, and the merchants’ capital tax. The conclusion of this study is based on a static model of the Virginia 

economy, with fiscal year 2010 as the benchmark. The static model assumes that the Virginia economy maintains 

its current industry mix if tax laws change. It does not consider the possibility that consumers and businesses will 

change their behaviors in response to tax law changes.
1
  

If all sales tax exemptions were removed, the sales tax rate could be reduced to 1.0% to collect tax 

revenues equivalent to current sales tax revenue plus current BPOL, machinery and tools, and merchants’ 

capital tax revenue. 

It is estimated that if all exemptions were removed, the state of Virginia will collect an additional $19.6 billion in 

sales tax revenue under the current 5% sales and use tax rate. In fiscal year (FY) 2010, all cities and counties 

collected $605.5 million in BPOL taxes, $216.6 in machinery and tools taxes, and $12.0 million in merchants’ 

capital taxes. Additional sales tax revenue collected after removing existing exemptions is more than sufficient to 

offset revenue lost by elimination the BPOL, machinery and tools, and merchants’ capital taxes.  

Under the scenarios that sales tax exemptions are removed, except exemptions on business-to-business 

transactions,
2
 the sales tax rate could be reduced to 1.6% to collect revenue equivalent to current sales tax 

revenue plus current BPOL, machinery and tools, and merchants’ capital taxes revenue. 

Under this scenario, the state of Virginia will collect an additional $10.8 billion in sales tax revenue under the 

current 5% sales and use tax rate—more than current BPOL, machinery and tools, and merchants’ capital tax 

revenues. 

Under the scenarios that sales tax exemptions are removed, except exemptions on business-to-business 

transactions and those preventing double taxations, the sales tax rate could be reduced to 2.5% to collect 

revenue equivalent to current sales tax revenue plus current BPOL, machinery and tools, and merchants’ 

capital tax revenue. 

Under this scenario, the state of Virginia will collect an additional $5.3 billion in sales tax revenue under the current 

5% sales and use tax rate, which is more than current BPOL, machinery and tools, and merchants’ capital tax 

revenues. 

In fiscal year 2010, Virginia collected $4.5 billion in sales tax (both state and locality portion). State law 

allows for many exemptions to the sales tax.  

According to the Code of Virginia §§58.1-600 through §§58.1-609, there are close to one hundred exemptions to 

Virginia sales tax law.  Those exemptions are classified into the following major categories under the Virginia law:  

                                                      

1
 A dynamic model analysis prepared by the Beacon Hill Institute will address the dynamic implications of the tax law changes. 

2
 Purchases by government agencies are included as business-to-business transactions. Thus, they are exempt from sales tax 

under this scenario. 
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 commodity and governmental,  

 agricultural,  

 commercial and industrial,  

 service,  

 media-related,  

 nonprofit, and  

 miscellaneous exemptions and other reductions. 

In light of all the exemptions, Virginia’s sales taxes are predominantly shouldered by a few industry 

sectors.  

Based on 2010 data, total taxable sales in Virginia reached $86.5 billion, which is 10% of total sales receipts of all 

Virginia businesses. While 69% of all sales in accommodation and food services and 59% of all retail sales are 

taxable, major sectors such as finance and insurance, health care, information, transportation and warehousing, 

and management of companies and enterprises have virtually no taxable sales out of their total sales. 

The largest component of incremental sales tax revenue will come from removing the sales tax exemption 

for services. 

The value of a sale tax exemption is defined as the additional sales tax revenue resulting from removing the 

exemption. Service industries account for the majority of Virginia’s economy. Bringing the rest of the service 

industries under the sales tax framework will bring a total of $11.8 billion in annual sales tax revenue for Virginia in 

FY2010. If exemptions on business-to-business transactions and double taxation remain, the value of service 

exemptions is estimated to be $4.2 billion.  

 While it is technically feasible to broaden the sales tax base, to remove BPOL, machinery tool, and 

merchants’ capital tax, and to lower the sales tax rate, different scenarios still need to be evaluated to 

reach a feasible strategy. 
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2. Background 

In Virginia, a business must pay taxes on gross receipts from retail sales where “retail sales” is defined as sales 

made for any purpose other than resale. In some cases, this tax applies to the furnishing of transient 

accommodations and the lease or rental of personal property. The tax rate is 5% with 4% of the tax going to the 

state and the remaining 1% to the locality where the sale occurred.
3
 

The Thomas Jefferson Institute (TJI)
4
 wants to determine whether a lower and broader sales tax with fewer 

exemptions would enable localities in the state to eliminate the business, professional, and occupational licenses 

(BPOL) tax and/or other taxes such as the machinery and tools tax and merchants’ capital tax. This broad research 

question can be further broken down into the following three questions: 

1. Under the current sales tax rate, if all industries and purchases that are currently exempt from sales tax are 

subject to sales tax, how much additional sales tax will be collected? 

2. Can incremental sales tax offset the BPOL, machinery and tool, and merchants’ capital taxes? 

3. If incremental sales tax revenues are more than the BPOL, machinery and tool, and merchants’ capital 

taxes, how much can sales tax be lowered to remain revenue neutral at the state level? 

Chmura created a static model to estimate how a broader sales tax will change revenue collection in the state. This 

static model is based on existing industry output of Virginia, as well as existing state and local tax structures. 

Chmura does not consider the possibility that as the sales tax rate changes, or exemptions are removed, 

consumers and businesses may change their behaviors that will dynamically change the industry output of 

Virginia.
5
  

Virginia law requires the Virginia Department of Taxation to conduct a study, known as the Sales and Use Tax 

Expenditure Study, to determine the fiscal, economic, and policy impact of certain retail sales and use tax 

exemptions provided for by Virginia code. From 2007 to 2010, four reports have been released that cover a wide 

range of sales tax exemptions, such as exemptions on prescription and nonprescription drugs and nonprofit 

organizations.
6
 However, those Tax Department studies are not exhaustive. Combined, exemptions analyzed in the 

above four reports can generate more than $670 million in additional total sales tax. The Tax Department reports 

did not analyze some major exemptions such as those for services, industrial and commercial, agriculture, and 

government. As explained later in this report, removing those major exemptions can generate billions of dollars of 

sales tax revenue for state and local governments. For that reason, the Chmura study provides a more complete 

analysis that covers all major exemption categories.  Chmura chose to focus on the exemptions that are not 

analyzed by the Tax Department, and will cite Virginia Department of Taxation estimates when appropriate. 

                                                      

3
 Source: http://www.tax.virginia.gov/site.cfm?alias=salesusetax accessed on March 17, 2010. 

4
 The mission of the Thomas Jefferson Institute for Public Policy is to provide Virginia’s political, business, academic, community 

and media leadership with thoughtful, realistic, useful, and non-partisan analysis of public policy issues confronting the 

Commonwealth of Virginia. These alternative policy ideas focus on state and local issues and are based on the Institute’s belief 

in free markets, limited government, and individual responsibility. The general areas of interest for this Institute are reforming 

government, economic development, and improving health. 
5
 A separate study by the Beacon Hill Institute will address this issue. 

6
 The above-mentioned four reports can be found at: 

http://www.tax.virginia.gov/site.cfm?alias=SalesandUseTaxExpenditureStudy. 

 

http://www.tax.virginia.gov/site.cfm?alias=salesusetax
http://www.tax.virginia.gov/site.cfm?alias=SalesandUseTaxExpenditureStudy
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The remainder of this report is organized as follows: 
 

 Section 3 describes the current sales tax environment and major exemption categories.  

 Section 4 estimates revenue that can be collected if major exemptions are eliminated.  

 Section 5 presents an analysis of the possibility of replacing local BPOL, machine tool, and merchants’ 

capital taxes, and different scenarios where the sales tax rate can be reduced. 

 Section 6 provides a summary and conclusion. 
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3. Sales Taxes and Exemptions  

The legislation regarding sales and use tax can be found in the Code of Virginia §§58.1-600 through §§58.1-639.
7
 

According to Virginia law, a seller is subject to sales tax imposed on gross receipts from retail sales. In addition, 

use tax refers to the tax imposed upon the use, consumption, distribution, or storage of tangible personal 

properties. “Retail sales” means sales of personal tangible property and services to any person for any purpose 

other than for resale. The tax may also apply to the furnishing of transient accommodations and the lease or rental 

of personal property.
8
  

The tax rate for the sales and use tax is 5% of gross receipts, with 4% going to state government, and 1% going to 

local governments. In fiscal year (FY) 2010, sales and use tax revenue was $3.1 billion for the state government 

general fund and $490.7 million for the Commonwealth Transportation Fund.
9
  Sales tax for all local governments in 

FY2010 amounted to $956.0 million.
10

 The state and local revenue from the sales and use tax for FY2010 was $4.5 

billion. FY2010 serves as the benchmark year for the study. All analysis on the value of tax exemptions is 

expressed in FY2010 numbers. 

While all retail sales are subject to taxes, exemptions have been made over the years to certain types of retail 

sales. According to the Code of Virginia §§58.1-600 through §§58.1-609, there are close to one hundred 

exemptions. These exemptions can be grouped into the following major categories: 

 Commodities: sales of major products, such as motor vehicles, aircraft, watercraft, motor fuels, gas, 

electricity, and water; 

 Government: generally, goods purchased by state and local governments and local authorities such as the 

Port of Virginia, and local public transit; 

 Agricultural: agricultural products, seafood, as well as equipment and materials used in agriculture; 

 Commercial and Industry: industrial materials for future processing and resale; 

 Service: The vast majority of business, insurance, and personal services are exempted. The only services 

that are taxable are food service and lodging sales that are less than 90 days;
11

 

 Media-related: media-related products such as broadcasting equipment as well as free textbooks; 

 Nonprofit: purchase made by any nonprofit organization, including churches; 

 Miscellaneous / Other Exemptions or Reductions: including, but not limited to prescription and 

nonprescription medicines, the reduced rate for food for human consumption, tax holidays for school 

supplies, etc.
12

 

The result of those exemptions is that Virginia’s sales taxes are predominantly shouldered by a few industry 

sectors.
13

 Figure 3.1 shows the percentage of taxable sales that are subject to Virginia sales tax.
14

 Based on 2010 

                                                      

7
 The official name of the tax is the sales and use tax. For brevity, this report refers to this tax as sales tax.  

8
 Source: Virginia Department of Taxation. http://www.tax.virginia.gov/site.cfm?alias=salesusetax#Retail. 

9
 Source: The Economic Outlook and Revenue Forecast through Fiscal Year 2014, December 17, 2010.  

10
 Source: Virginia Auditor of Public Accounts, Comparative Reports of Local Government Revenues and Expenditures, 

available at: http://www.apa.state.va.us/ComparativeReport.cfm. 
11

 Source: Rulings of the Tax Commissioner, Number 96-37, Virginia Department of Taxation. Available at: 

http://www.policylibrary.tax.virginia.gov/OTP/policy.nsf/ccd0d2ea93db9ba485256968006a39ed/e28b7fbc67262b09852569ab00

6c6e34?OpenDocument. 
12

 Appendix 1 lists all exemptions allowed by Virginia law. 
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data, total taxable sales in Virginia reached $86.5 billion, only 10% of total sales receipts of all Virginia businesses. 

Certain industries, however, receive more favorable treatment than others with respect to the application of sales 

tax law. As Figure 3.1 shows, 69% of all sales in accommodation and food services are subject to sales taxes, 

while 59% of all retail sales are taxable. The reason that the retail sector does not have an even higher percentage 

is because sales of automobiles, water and air craft, gasoline, and medicine are exempt from Virginia sales tax.
15

  

In addition, Virginia law exempts the payment of sales tax to government and nonprofit organizations.
16

 

On the other hand, major sectors such as finance and insurance, health care, information, transportation and 

warehousing, and management of companies and enterprises have virtually no taxable sales on their total sales.  In 

fact, aside from accommodation and food service; retail trade; arts, entertainment, and recreation; and other 

services, the percentages of taxable sales for all other major sectors are below 10%. 

 

 

                                                                                                                                                                                           

 

13
 In Virginia, taxable sales refer to the retail sales that are subject to sales tax. 

14
 This is an estimate only, as total taxable sales and total industry sales are coming from two different data sources.  

15
 Virginia has separate motor vehicle and fuel tax, which is outside the scope of laws regulating sales tax. 

16
 Please see Appendix 2 for taxable sales percentage by 3-digit North American Industry Classification System (NAICS) code. 
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The sectors that pay little sales tax make up a significant portion of the Virginia economy. As Figure 3.2 shows, 

accommodation and food service only accounted for 2% of all sales in Virginia, while retail sales accounted for 11% 

of all industry sales in Virginia. Due to the exemptions under Virginia law, a large majority of industry sales of 

Virginia businesses are not subject to sales tax.  If a portion of those sales are taxable, the state sales tax revenue 

could increase significantly under the current sales tax rate, or the tax rate can be reduced by a large margin. The 

next section will estimate the value and the impact of those major exemptions. 
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4. Estimating the Value of Sales Tax Exemptions 

Chmura utilizes data from different resources to estimate the value of sales tax exemptions. The main source is the 

2009 version of the IMPLAN model.
17

 The IMPLAN model estimates the total sales of up to 440 industry sectors. 

This information is used to estimate the exemptions applied to sellers, such as service exemptions. Moreover, the 

IMPLAN model also estimates the purchases by a Virginia industry from another Virginia industry. The basis for 

IMPLAN’s estimate of industry purchases is the 2007 Economic Census conducted by the Census Bureau.
18

 This 

information is used to estimate the value of exemptions received by purchasers, such as government and 

manufacturing exemptions. Data from other sources are also utilized.  

4.1. Commodities and Governmental Exemptions 

Code of Virginia §§58.1-609.1 provides sales tax exemptions for governmental purchase and sales of certain 

commodities. The major element of this provision is to provide exemptions for goods and services purchased by the 

Commonwealth of Virginia, its political subdivisions or the U.S. government. This provision also has specific 

exemptions for materials purchased by the State Board of Election, the Virginia Department for the Blind and Vision 

Impaired, the Virginia Port Authority, and various public transit authorities in Richmond, Alexandria, Lynchburg, and 

Roanoke. These specific exemptions for particular government entities are not estimated separately.
19

 

If the exemptions in the Code of Virginia §§58.1-609.1 were removed, under the current 5% sales and use tax rate, 

the additional total sales and use tax revenue can reach $1.8 billion.
20

 Among those, the largest item will be sales 

tax on motor vehicles (including cars, boats, and airplanes), which is valued at $914.4 million, followed by sales tax 

on fuel valued at $420.6 million.
21

 In addition, if utilities such as water, electricity, and gas are taxable, they can 

produce sales tax revenue of $452.5 million. The IMPLAN model estimated that federal, state, and local 

government agencies located in Virginia purchased $1.0 billion of goods in 2009. If those purchases were not 

exempt from sales tax, they would bring $52.2 million in sales tax in FY2010.
22

   

Some minor tax exemptions include sales at canteens operated by the Department of Veterans affairs, valued at 

$0.3 million, and the exemption for Energy Star appliances during the sales tax holiday for Energy Star and 

WaterSense products, estimated at $1.0 million for FY2010. Those figures were estimated based on the average 

sales amount per canteen nationally, and the per-capita purchase of Energy Star products from other states. The 

exemption for Energy Star appliances during the sales tax holiday is scheduled to expire in July 2012. 

                                                      

17
 IMPLAN Professional was created in the 1970s by the U.S. Forestry Service and is widely used by economists to estimate the 

impact of specific events on regional economies. 
18

 Virginia Department of Taxation uses the 2007 Economic Census as a baseline for their analysis of sales tax exemptions, 

which is consistent with the baseline economy in this study. 
19

 IMPLAN model does not break out purchases by those government entities separately.  
20

 The numbers after each item correspond to the subdivision numbers under the provision number in the Code of Virginia.  
21

 Those two commodities are subject to separate taxes, which are not part of the state general fund revenues, and are 

administered by Department of Motor Vehicles, not the Department of Taxation. Any potential imposition sales tax on these 

commodities needs to address the issue of double taxation.  Exemption value estimated here is a result of in-state sales only. 

The exemption value of out-of-state sales will be analyzed in Section 4.6, to avoid double counting. 
22

 Government purchases of motor fuel, vehicles, gas, electricity, and water were excluded from this number to avoid double 

counting of the value of exemptions. Purchase estimates from the IMPLAN model were in 2009 dollars, which was inflated by 

1.3% to estimate the value for FY2010. 
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Some of the minor exemptions are not estimated, such as the sales by a government agency of the official flags of 

the United States, Virginia, and any cities, counties, or towns. The effect of those exemptions is minimal. In 

addition, the impact of the exemption for WaterSense products during the sales tax holiday for Energy Star and 

WaterSense products was not estimated, as data on the sales of the-related products are not available. The value 

of this exemption is expected to be small, as it only applies to sales of such products during a 4-day period for the 

whole year. This exemption is also scheduled to expire in 2012. 

Table 4.1:Estimated Value of Commodity and 
Government Exemption (FY2010)

23
 

Exemptions 
Estimated Tax 

Value 

Fuel (1, 6) $420.6 

Motor vehicles (2,5,9) $914.4 

Gas, electricity water (3) $452.5 

Political divisions (4) $52.2 

Canteen sales at Veteran Affairs (14) $0.3 

EnergyStar (18) $1.0 

Total $1,841.0 

Source: Chmura and IMPLAN 2009 

 If the above exemptions were removed, it is estimated that the state sales tax rate can be reduced from 5.0% to 

3.6% to achieve the same sales tax revenue. The number presented here does not consider how feasible it is to 

remove those exemptions--the feasibility is discussed in Section 5.
24

  

4.2. Agricultural Exemptions 

Code of Virginia §§58.1-609.2 provides sales tax exemptions for various agricultural products, as well as equipment 

and inputs used in the process of agricultural production. In this provision, sales of all agricultural products are 

exempt from sales tax unless they are sold directly as a finished product. Examples of agricultural products are 

poultry, farm products, livestock and livestock product, bees and products for beekeeping, as well as seafood.  

Another element of the provision is that all supplies used in agricultural production, such as feed, fertilizers, and 

farm machinery, are exempted from sales tax. The provision also provides an exemption for machinery and tools 

used for fishing, feed making, and harvesting of forest products. 

If the agricultural exemptions in the Code of Virginia §§58.1-609.2 were removed, under the current 5% sales and 

use tax rate, the additional total sales and use tax revenue will reach $87.9 million. Among those, sales tax 

exemptions from animal products and seeds, crops, and plants are valued at $47.8 million and $11.5 million, 

respectively.
25

 The sales of supplies in agricultural production and feed production can bring in additional tax 

revenues of $23.8 million and $4.8 million. Other minor exemptions include seafood sales at $0.1 million per year. 

  

                                                      

23
 The numbers in the parentheses correspond to the sub-provision number in the Code of Virginia. For example, Fuel (1,6) 

means that,  in the Code of Virginia §§58.1-609.1, sub-provision 1 and 6 allow exemptions for fuel sales.   
24

 For example, the U.S. Constitution prohibits states from taxing the federal government. Baring constitutional amendment, 

exemptions for federal government cannot be removed.  
25

 Exemption value estimated in this section is a result of in-state sales only. The exemption value of out-of-state sales will be 

analyzed in Section 4.6, to avoid double counting 
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Table 4.2: Estimated Value of Agricultural Exemption (FY2010) 

Exemption Estimated Value 

Seeds, crops, plants (2) $11.5 

Poultry and animal (2) $47.8 

Sea food (2) $0.1 

Inputs in agricultural production (1,4,6) $23.8 

Inputs in feed production (5) $4.8 

Total $87.9 

Source: Chmura and IMPLAN 2009 

  

If the above exemptions were removed, it is estimated that the state sales tax rate can be reduced to 4.9%  

4.3. Commercial and Industrial Exemptions 

The Code of Virginia §§58.1-609.3 provides sales tax exemptions for commercial and industrial products and 

purchases. This provision exempts industrial materials, machinery, and tools used to manufacture other products 

from sales and use taxes. Similarly, materials and machine tools used for railroad, shipping, and airline operations, 

as well as for research and development are also exempt. For contractor businesses, only personal property 

purchased in Virginia but used in another state or in a foreign country is exempt. Minor exemptions include parts 

and tools used for taxicab drivers, pollution control equipment, and meals furnished by restaurants to their own 

workers.   

Two exemptions impacting semiconductor manufacturing have been included in the broad-based manufacturing 

exemptions, thus they will not be estimated separately. Another exemption applied to computer equipment 

purchased or leased before June 30, 2011 and used in data centers located in a Virginia locality having an 

unemployment rate above 4.9% for the calendar quarter ending November 2007. Whether this exemption is 

removed or not will not have any effect on tax revenue in future years. 

If the commercial and industrial exemptions in the Code of Virginia §§58.1-609.3 were removed, under the current 

5% sales and use tax rate, the additional total sales and use tax revenue will reach $620.9 million for FY2010. 

Among those, the largest item will be sales tax from supplies and equipment used for manufacturing, which is 

valued at $551.0 million. Other sizable exemptions such as purchases by contractors for out-of-state use, free 

meals provided to restaurant workers can also bring over $18.4 and $17.8million in sales tax for the state in FY 

2010.  The remaining exemptions under this provision are valued at less than $10 million.  
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Table 4.3: Estimated Value of Industrial and Commercial Exemption 
(FY2010) 

Exemption 
Estimated Tax 

Value 

Purchase by contractor (for out of state and foreign use, 1) $18.4 

Manufacturing exemption (2) $551.0 

Railway (3) $9.0 

Shipping (Interstate and foreign, 4) $1.7 

Research & development (5) $9.4 

Airline (6) $6.9 

Meal to restaurant employees (7) $17.8 

Textile product Leasing $0.3 

Certified pollution Products (9) NA 

Taxicab Driver (10) $0.2 

High Speed Electrostatic Duplicator (11) NA 

Natural gas extraction and processing (12) $1.7 

Spaceport Activities $0.0 

Railroad rolling stock (15) $1.9 

Data center (17,18) $2.6 

Total $620.9 

Source: Chmura and IMPLAN 2009 

  

The impact of the sales tax exemption for two products was not estimated, as data on the sales of these products 

are not available. Those two products are certified pollution products and high speed electrostatic duplicators. The 

value of those exemptions is expected to be small. 

If the above exemptions were removed, it is estimated that the state sales tax rate can be reduced from 5.0% to 

4.4% to achieve the same sales tax revenue for the state. 

4.4. Service Exemptions 

The Code of Virginia §§58.1-609.5 provides sales tax exemptions for services. For sales of services, only explicitly 

allowed service items are taxable, and the majority of service providers are not required to charge sales tax, 

including providers of broad professional, insurance, and personal services. According to the ruling of the Virginia 

Tax Commissioners,
26

 only the following services are subject to sales and use tax: 

 the fabrication of tangible personal property for consumers who furnish, either directly or indirectly, the 

materials used in fabrication  

 meals prepared and sold at retail by restaurants, hotels, motels, clubs, caterers, cafes and others; and 

 any rooms, lodgings or accommodations furnished to transients by any hotel, motel, inn, tourist camp or 

cabin, camping grounds, club or any other similar place furnished for less than 90 continuous days  

                                                      

26
 Rulings of the Tax Commissioner, Number 96-37, Virginia Department of Taxation. Available at: 

http://www.policylibrary.tax.virginia.gov/OTP/policy.nsf/ccd0d2ea93db9ba485256968006a39ed/e28b7fbc67262b09852569ab00

6c6e34?OpenDocument. 



Confidential 

 14 

If currently exempted service industries are brought under the sales tax framework, it will bring a total of $11.8 

billion
27

 in annual sales tax revenue for Virginia in FY2010. Among those, Virginia law specifically listed 

transportation service and custom programs. Removing the exemption for these two services can bring in $498.3 

million and $386.7 million, respectively. Currently, accommodations sales are subject to sales tax if lodging is 

rented for less than 90 days while lodging sales over 90 days are exempt. If that exemption were removed, it can 

bring $32.9 million in sales tax for Virginia. Additionally, the exemption for separately charged labor for remodeling 

projects results in an estimated loss of $53.8 million per year 

Table 4.4: Estimated Value of Service Exemptions (FY2010) 

Exemption 
Estimated 
Tax Value 

Professional, insurance, and personal service (1) $11.738.6 

   Transportation service (3) $498.3 

   Alteration to apparel (4) $1.9 

   Custom programs (7) $386.7 

Accommodation more than 90 days (8) $32.9 

Labor and service for remodeling property (2) $53.8 

Total $11.825.3 

Source: Chmura and IMPLAN 2009 

  

Some of the minor exemptions are not estimated, such as the charges for gift wrapping service provided by 

nonprofit organizations.  If the above exemptions were removed, the sales tax rate can be reduced from 5.0% to 

1.4% to achieve the same level of sales tax revenue for the state. This is by far the largest tax exemption in terms 

of potential sales tax revenue that can be collected.  

4.5. Media-related Exemptions 

Code of Virginia §§58.1-609.6 provides sales tax exemptions for media-related products and services, as well 

certain supplies and equipment used in media production. This provision exempts many of the media-related 

products and services, such as certain type of sales on newspapers, periodicals,
28

 and audio/video tape rentals, 

from sales tax. Advertising services are also exempt from sales tax.  Several of the those exemptions overlap with 

the broad-based service exemptions analyzed in Section 4.4, with the exception of equipment used in 

broadcasting, and audiovisual production (2 and 6). However, those two exemptions have an estimated value of 

$1.2 million, while the overall media exemptions are worth $223.4 million. 

Among those, removing the exemption for the publication of newspapers and periodicals
29

  can bring in $102.6 

million. Taxing advertising revenues can also generate $102.2 million. Other exemptions are minor, such as leasing 

of audio/video and distribution of free textbooks. The exemption of the distribution of free textbooks is scheduled to 

expire on July 1, 2012.  

                                                      

27
 The exemption value estimated in this section is a result of in-state sales only. The exemption value of out-of-state sales will 

be analyzed in Section 4.6, to avoid double counting. 
28

 Newspapers and periodically at intervals not exceeding three months are exempt from sales tax. 
29

 This exemption applies to newspaper and magazines delivered to subscribers. Newspaper and magazines sold at bookstore 

are subject to sales tax. 
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Table 4.5: Estimated Value of Media Exemption 

Exemption 
Estimated 
Tax Value 

Leasing of audio/video tapes (1) $3.5 

Broadcast equipment used in radio/TV stations (2) $1.1 

Publications of newspaper and periodicals (3) $102.6 

Catalog, brochures, except administrative supplies (4) $13.9 

Advertising (5) $102.2 

Audiovisual production (6) $0.1 

Free distribution of textbook $0.1 

Total $223.4 

Source: Chmura and IMPLAN 2009 

  

If the above media exemptions were removed, it is estimated that the state sales tax rate can be reduced from 

5.0% to 4.8% to achieve the same sales tax revenues for the state. 

4.6. Miscellaneous Exemptions 

The Code of Virginia §§58.1-609.10 provides miscellaneous exemptions to sales tax. Many of these exemptions 

are associated with health care related products such as prescription and non-prescription drugs, medical 

equipment and supplies, and wheel chairs. Others are related to goods and services delivered outside the 

Commonwealth, heating oil and heating equipment, school lunch, textbooks, suppliers for nuclear plants
30

  , and 

other miscellaneous items. 

Table 4.6: Estimated Value of Miscellaneous Exemptions (FY2010) 

Exemption 
Estimated Tax 

Value 

Propane, gas, coal, oil for domestic consumption (1) $30.8 

Goods for future lease or rent (3) $8.7 

Goods delivered outside Commonwealth (4) $4,179.8 

Food Stamps (5) $19.3 

Goods used by nuclear power plants (6) $3.6 

School Lunch, textbooks (8) $22.9 

Prescription drugs, eyeglasses, hearing aids (9) $432.4 

Drugs used by doctors’ offices (9) $7.8 

Drugs used by hospitals, nursing homes etc (9) $11.5 

Drugs used by veterinarians (9) $0.8 

Medical equipment and supplies (10) $2.3 

Handicapped Equipment (12, 13) $0.9 

Nonprescription Drugs (14) $27.9 

Taxable medical supply from Department of Medical Assistance $0.8 

Multi-fuel heating Stove (18) $3.6 

Total $4,750.2 

Source: Chmura and IMPLAN 2009 

 
                                                      

30
 Code of Virginia, §§58.1-609.3 provides sales tax exemptions on machinery and tools used on the generation of electric 

power, thus coving power plants using coal or natural gas. 
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Among all exemption items, the exemption that can bring the largest potential tax revenue is the exemption on 

goods delivered outside Virginia (including foreign countries). The IMPLAN model estimates that in 2009, Virginia 

businesses sold $82.4 billion in goods outside Virginia. If those sales are taxed, the state can receive $4.2 billion in 

tax revenue in FY2010 after adjusting for inflation. 

Removing various medical-related exemptions can also bring in substantial sales tax revenue. Chief among these 

exemptions are exemptions for prescription drugs (including hearing aids and eyeglasses) and nonprescription 

drugs. The Virginia Department of Taxation estimated that for FY2010, those two exemptions reduced state sales 

tax revenue by $432.4 million and $27.9 million, respectively.
31

    

Two sub-provisions under §§58.1-609.10 provide sales tax exemptions for food purchased with food stamps, and 

school lunches and textbooks. The Virginia Department of Taxation estimated that for FY2010, those two 

exemptions reduced state sales tax revenue by $19.3 million and $22.9 million, respectively.
32

   

Some of the minor exemptions are not estimated, such as occasional sales of food and meals by nonprofit groups, 

as the effect of that exemption is considered to be minimal. The value of exemptions for goods purchased by 

churches is also not estimated as it will be analyzed in section 4.7.
33

   

If the above miscellaneous exemptions were removed, it is estimated that the sales tax rate can be reduced from 

5.0% to 2.4% to achieve the same sales tax revenue for the state.  

4.7. Nonprofit Exemptions 

The Code of Virginia §§58.1-609.11 provides sales tax exemptions for nonprofit organizations—such as churches, 

charitable organizations, as well as civic social organizations.
34

 Those organizations are exempt from the collection 

and payment of sales taxes. If the exemptions were removed, under the current 5% sales and use tax rate, the 

additional total sales and use tax revenue could reach $52.5 million. To arrive at this estimate, Chmura used the 

IMPLAN model to estimate purchases by Virginia’s nonprofit organizations, and nonprofit private education and 

health care institutions. Purchases by public schools and universities are not included, as their impact is already 

included in the government exemptions.
35

 

Table 4.7: Estimated Value of Nonprofit Exemptions (FY2010) 

Exemption Estimated Value 

Total $52.5 

Source: Chmura and IMPLAN 2009 

  

                                                      

31
 Source: Virginia Department of Taxation: http://www.tax.virginia.gov/site.cfm?alias=SalesandUseTaxExpenditureStudy  

32
 Ibid. 

33
 A number of exemptions in the tax law overlap each other. Only one is estimated to avoid overstating the impact.  

34
 Those belong to NAICS code 813. The estimates in this section are calculated under the assumption that they will collect 

taxes on their services. In all likelihood, exemptions for those organizations will be retained. 
35

 The IMPLAN model classified public education as a government sector.  The Virginia Department of Taxation estimated that 

exemptions for nonprofit are valued at $140 to $170 million per year. Their estimate may not have considered the overlap of 

various exemptions. It is not clear whether their numbers included exemptions to public schools and colleges.  

http://www.tax.virginia.gov/site.cfm?alias=SalesandUseTaxExpenditureStudy
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If the above nonprofit exemptions were removed, the sales tax rate can be reduced from 5.0% to 4.9% to achieve 

the same sales tax revenue for the state.  

4.8. Other Provisions 

Besides code section §58.1-609 that specifically provides exemptions, there are four provisions in §58.1-610.1 that 

partially exempt certain products or exempt them for a specific period of time. The law requires that retail sales of 

modular buildings are subject to sales tax at 60% of their retail price  §58.1-611 reduces the sales tax rate for food 

items purchased for home consumption. The sales tax rate for food was set at 2.5% (1.5% to state government, 

and 1.0% to local government). §58.1-612 provides limited exemptions for certain school supplies, clothing, and 

footwear. This is commonly referred to as the school supplies and clothing sales tax holiday, usually beginning on 

the first Friday in August and running through the first Sunday of August. §58.1-613 provides limited exemptions for 

certain hurricane preparedness equipment. For a seven-day period each year beginning on May 25 and ending at 

midnight on May 31, certain hurricane preparedness equipment, including generators, batteries, and radios are 

exempt from sales tax. This provision, however, is scheduled to expire on July 1, 2012. 

Table 4.8: Estimated Value of Exemption of Other Exemptions 
and Reductions (FY2010) 

Exemption Estimated Tax Value 

Modular Building $0.3 

Food for Home Consumption $369.5 

School Holiday $2.8 

Hurricane Equipment $1.7 

Total $374.3 

Source: Chmura and IMPLAN 2009 

  

Of those other partial exemptions, the largest increase in sales tax revenue will occur by ending the reduction of the 

sales tax rate on food for home consumption. Based on the 2009 Consumption Expenditure Survey, average 

spending per household in the South on food to be consumed at home was $3,481 per year. Adjusting for higher 

household income in Virginia, this implies total sales of food for consumption at home of $14.8 billion per year in 

Virginia. If the 2.5% reduced tax rate were raised to 5.0%, it would bring an additional $369.5 million in sales tax 

revenue per year.
36

 The other three exemptions are relatively minor. Based on estimates by the Virginia 

Department of Taxation, tax holidays for school supplies and hurricane preparedness equipment cost the state $2.8 

million and $1.7 million in sales tax revenue in FY2010. 

If the above exemptions and reduction provisions were removed, the sales tax rate can be reduced from 5.0% to 

4.6% to achieve the same sales tax revenue for the state.  

                                                      

36
 An estimate by the Virginia Department of Taxation put this number at $367.4 million in FY2011.Source: A letter from the 

Virginia Department of Taxation to Chmura Economics & Analytics, September 16, 2011. .  
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4.9. Summary of Exemptions 

Combined, removing all sales and use tax exemptions in Virginia tax code, the state  would receive an additional 

$19.5 billion in tax revenue under the current 5% tax rate.
37

 This is more than four times the current total sales tax 

revenue of $4.5 billion. To keep the same level of sales tax revenue, removing exemptions can potentially lead to a 

reduction in the sales tax rate to 0.9%. Many of the exemptions under the media section---such as leasing of 

audio/video tapes, advertising, publications, and catalogs, also belong to the broad service exemptions. 

Table 4.9: Estimated Value of Sales Tax Exemptions (FY2010) 

Exemptions Sales Tax ($Million) Reduced Tax Rate 

Commodity and Governmental $1,841.0 3.56% 

Agricultural $87.9 4.90% 

Commercial and Industrial $620.9 4.40% 

Service $11,825.3 1.38% 

Media* $1.2 5.00% 

Nonprofit $52.5 4.94% 

Miscellaneous $4,750.2 2.44% 

Other $374.3 4.62% 

Total $19,553.2 0.94% 

*The media exemption that overlaps with service exemptions is excluded from the total.  

Source: Chmura Economics & Analytics 

  

Not surprisingly, the largest component of incremental sales tax revenue is expected to come from removing the 

service exemption. Service industries account for the majority of Virginia’s economy. In 2010, 90% of Virginia’s 

workforce was employed by service industries,
38

 and 78% of total state output was produced by service industries. 

Only sales of a few service industries such as food and lodging services, however, are subject to sales tax. 

Bringing the rest of the service industries under the sales tax framework will have a dramatic effect in boosting 

sales tax revenue and/or reducing the overall sales tax rate. .  

The next section will compare the value of exemptions with the BPOL and machinery and tools taxes and will 

discuss possible directions for the state sales tax rate. 

  

  

                                                      

37
 Many of the exemptions under media section---such as leasing of audio/video tapes, films at theater, advertising, publications 

and catalogs, also belong to the broad service exemptions.  As a result, when aggregating total value of all sales exemptions, 

only those non-overlapping exemptions are included in the total. 
38

 Source: Quarterly Census of Employment and Wages. 



Confidential 

 19 

5. Replacing BPOL, Machinery and Tools, and Merchants’ 

Capital Taxes 

5.1. BPOL, Machinery and Tools, and Merchants’ Capital Tax Revenues 

According to Virginia law, localities are authorized to impose a local license tax on businesses, professions, and 

occupations operating within their jurisdictions unless they already levy a tax on the merchants’ capital. The 

business, professional, and occupational license tax, commonly referred to as the BPOL tax, is sanctioned by 

Virginia Code § 58.1-3700 through 58.1-3735. Based on a 2010 survey conducted by the University of Virginia’s 

Weldon Cooper Center for Public Service, the BPOL tax is used by all of the 39 cities and 46 of the 95 counties in 

Virginia. In addition, the BPOL tax is also widely used by incorporated towns as 124 of the 149 respondent towns 

reported using the tax.
39

 This study focuses on the city/county level BPOL taxes without considering town-level 

BPOL taxes.  

The machine tool tax was authorized in the Code of Virginia § 58.1-3500 through 58.1-3522 as a separate tax from 

the local personal property tax. Specifically, machinery and tools are those used for “manufacturing, mining, 

processing and reprocessing (excluding food processing), radio or television broadcasting, dairy, and laundry or dry 

cleaning.” The tax rate for machinery tools should not exceed the tax rate for personal property for a locality.  

According to a 2010 survey conducted by the University of Virginia’s Weldon Cooper Center for Public Service, of 

the 134 localities in Virginia, all 39 cities and 93 out of 95 counties impose machinery and tool taxes.  

The Code of Virginia, § 58.1-3509 and 58.1-3510 states that localities may impose tax on merchants’ capital. 

Merchants’ capital is defined as the inventory of stock on hand, daily rental motor vehicles, and other taxable 

personal property. No locality may impose a merchants’ capital tax if it also imposes a BPOL tax on retail 

merchants.   According to a 2010 survey conducted by the University of Virginia’s Weldon Cooper Center for Public 

Service, of the 134 localities in Virginia, merchants’ capital tax is used by 44 localities. 

In FY2010, the BPOL tax accounted for 3.7% of all local revenues for Virginia localities, while the machinery and 

tools tax accounted for 1.3% of local revenues (Figure 5.1). The BPOL tax’s contribution to local government 

revenue ranked fourth, after real estate tax, personal property tax, and sales tax.
40

 The machine tool tax ranks 

seventh in terms of contribution to local government revenues, behind additional taxes such as the consumer utility 

tax and meals tax, but ahead of the lodging tax. Merchants’ capital tax only accounts for about 0.1% of all Virginia 

local tax revenues. As a result, it is considered a minor revenue sources for local governments.  

Both the BPOL tax and the machinery and tools tax are more important to Virginia’s cities than its counties. For 

example, the BPOL tax accounted for 5.0% of Virginia cities’ revenues and only 3.1% of counties’ revenues, 

because just over half of the counties do not impose BPOL taxes, while all cities do. In cities like Norton, the BPOL 

tax accounted for 9% of local revenue in fiscal year 2010. For the machinery and tools tax, localities with a strong 

manufacturing base rely more on this tax. For example, 33% of local revenue for the City of Covington, and 28% of 

local revenue for Alleghany County were from the machinery and tools tax in fiscal year 2010.  As a result, reducing 

                                                      

39
 Source: Virginia Local Tax Rates, 2010, 30

th
 Annual Edition, Weldon Cooper Center for Public Service, University of Virginia, 

In cooperation with the Virginia Association of Counties and the Virginia Municipal League. 
40

 Localities also impose consumer utility, recordation, meals, admissions, and many other minor taxes. 
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sales tax exemptions to offset the BPOL and machinery and tools taxes at the state level may create both winners 

and losers at the city and county level. 

 

5.2. Replacing the BPOL, Machinery and Tools, and Merchants’ Capital Taxes  

Table 5.1 summarizes the total value of sales tax exemptions under the current 5% tax rate, and the total BPOL, 

machinery and tools, and merchants’ capital taxes for all localities in Virginia. In FY2010, all cities and counties 

collected $605.5 million in BPOL taxes, $216.6 million in machinery and tools taxes, and $12.0 million in merchants’ 

capital taxes. Removing all sales tax exemptions and expanding sales tax to cover service industries can generate 

$19.6 billion statewide in tax revenues. That is more than enough to offset the revenue losses from eliminating the 

BPOL machinery and tools, and merchants capital taxes. If all sales tax exemptions were removed, the tax rate can 

still be lowered to 1.0% to collect revenue equivalent to current sales tax revenue plus current BPOL, machinery 

and tools, and merchants’ capital taxes revenue. 
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Table 5.1: Replacing BPOL, Machinery and Tools, and 
Merchants' Capital Taxes 

 
Tax Revenues Reduced Tax Rate 

Total Value of Exemption $19,553.2 0.94% 

Total BPOL Tax $605.5 
 Total Machinery and Tool Tax $216.6 
 Total Merchants' Capital Tax $12.0 
 Value of Net Exemption $18,719.1 0.97% 

Source: Chmura Economics & Analytics 

  

Basically, to replace the BPOL, machinery and tools, and merchants’ capital taxes in Virginia, the state needs over 

$834.1million in new tax revenues from sales tax to offset the revenue loss from those three taxes. The analysis 

above indicates that mathematically, there is sufficient revenue if the state broadens the tax base and removes all 

sales tax exemptions. The biggest opportunities lie in service exemptions, miscellaneous exemptions and 

commodity exemptions. Simply removing the agricultural exemption alone, or commercial and industrial exemptions 

alone will not generate enough revenue to offset the BPOL, machinery and tools, and merchants’ capital taxes. 

Of all exemptions analyzed in this study, some are deeply rooted and may be difficult to convince legislators to 

remove. Double taxation is a significant concern here. For example, sales of gasoline and motor vehicles are 

exempt from sales tax because they are subject to separate taxes, whose revenue goes to the Commonwealth 

Transportation Fund. Bringing gasoline and motor vehicle sales under the sales tax framework would require 

current gasoline and motor vehicles taxes to be revised to address the issue of double taxation.  

Other exemptions involve fair and consistent treatment of commerce across state lines. For example, one of the 

largest exemption items in terms of potential revenue is all goods delivered outside Virginia. Other states may have 

similar statues to exempt goods shipped to Virginia from sales tax, as those goods are subject to Virginia’s use tax. 

If those exemptions are removed, goods delivered to other states may be subject to both Virginia sales tax and the 

use tax in the states of their final destinations. In addition, the Commerce Clause of the U.S. Constitution prohibits 

the imposition of taxes upon goods in interstate commerce. As a result, it is simply not feasible to remove this 

exemption. 

Churches, nonprofit organizations, and government agencies have long enjoyed tax exempt status, not only with 

respect to sales tax; but also with respect to federal and state income taxes and local property taxes. Removing 

sales tax exemptions for those entities would likely  encounter resistance from legislators and the general public. 

Additionally, the U.S. Constitution prohibits states from imposing tax on the federal government without its consent. 

As a result, this exemption has to be maintained,  

The administrative capacity of businesses should also be carefully considered. Removing sales tax exemptions for 

existing businesses and expanding sales tax should not become an undue burden for Virginia’s businesses. Some 

service businesses (such as hair salons) may have already set up a system to collect sales tax on the goods they 

sell. Consequently, expanding sales tax from selling goods to services will not add significant business cost. For 

service businesses that have never collected sales tax before, the state may need to provide initial assistance in 

setting up the system to calculate, collect, and remit the sales tax to the state.  

Local governments, especially those deriving a large proportion of their revenues from the BPOL, machinery and 

tools, and merchants’ capital taxes may also object to the changes. Granted, to cover the BPOL, machinery and 

tools, and merchants’ capital taxes, the current 80/20 split of sales tax revenue (4% to state and 1% to local 

governments) cannot be sustained. A larger proportion of sales tax revenue will need to go to local governments to 
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cover the loss of the BPOL, machinery and tool, and merchants’ capital taxes. If the distribution percentage (such 

as 80/20 split) is uniform for all localities, that will create winners and losers among Virginia’s localities. In another 

word, under the current 80/20 split, it is unlikely that each locality can me made whole. Localities currently with no 

or low BPOL, machinery and tools, and merchants’ capital taxes may see an increase in local revenue from the 

state, while localities with high BPOL, machinery and tools, or merchants’ capital taxes will experience a revenue 

loss, if a uniform distribution percentage is applied. One way to get around this issue is to develop a certain formula 

to distribute sales tax revenue based on current tax collections  of the BPOL, machinery and tools, and merchants’ 

capital taxes. 

The next section provides a scenario analysis. Under each scenario, some exemptions are removed while other 

exemptions are kept in place. The model calculates the required sales tax rate in order to compensate for the loss 

of the BPOL, machinery and tools, and merchants’ capital taxes.  

5.3. Scenario Analysis 

5.3.1. Excluding Business-to-Business Transactions 

Under this scenario, all sales tax exemptions that are related to business-to-business transactions are kept intact.
41

 

Only exemptions that are related to the products and services that are sold directly to consumers are considered for 

removal. As a result, all exemptions under commercial and industrial exemptions are not considered in this 

scenario, as well as the majority of the agricultural exemptions.
42

 In this analysis, final users are defined as 

households in Virginia. Consequently, government agencies and nonprofit organizations are also considered as 

“businesses.” As a result, exemptions for purchases by government and nonprofit organizations are assumed to 

remain in effect in this analysis. 

For exemptions that are related to products and services that are sold to both households and businesses, Chmura 

assumes that the portion that is sold to businesses will be exempt from sales taxes, even if laws can be broadened 

to cover the sale of such products and services. For example, if legal services are not exempt from sales tax, this 

scenario analysis only estimates legal services sold directly to households. IMPLAN Pro model estimates the 

percentage of total sales for each industry that are sold to households. 

Under this scenario, the additional sales tax revenue is estimated to be $10.8 billion for FY2010. The largest 

component of incremental sales tax revenue comes from removing the service exemption. Because only services 

sold to households are taxable in this scenario, the additional sales tax from services is estimated to be $4.1 billion, 

close to the total sales tax collected in FY2010. Service industries that will bring the most tax revenues are health 

care, real estate, and insurance industries. Virginia’s professional and business service industries are less 

impacted because most of their sales are to other businesses, thus exempt from the sales tax.
43

  Outside service 

exemptions, another exemption that would have a major impact on sales tax revenue or the sales tax rate is the 

exemption for goods that are delivered outside Virginia (under miscellaneous), which is valued at $4.2 billion. 

 

                                                      

41
 The purchases by government agencies are considered business-to-business transactions, thus exempt from sales tax under 

this scenario. 
42

 Some of the agricultural products are sold directly to consumers. Their values are included in this scenario. 
43

 Please see Appendix 3 for sales tax revenue of detailed service industries.  
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Table 5.2: Estimated Value of Sales Tax Exemptions (FY2010) 

Exemptions Sales Tax ($Million) Reduced Tax Rate 

Commodity and Governmental $1,343.5 3.86% 

Agricultural $6.5 4.99% 

Commercial and Industrial $0.0 5.00% 

Service $4,332.7 2.56% 

Media* $0.1 5.00% 

Non-profit $0.0 5.00% 

Miscellaneous $4,718.2 2.45% 

Other $374.0 4.62% 

Total Value of Exemption $10,775.0 1.48% 

Total BPOL Tax $605.5 
 Total Machinery and Tool Tax $216.6 
 Total Merchants' Capital Tax $12.0 
 Value of Net Exemption $9,940.9 1.57% 

*:The media exemption that overlaps with service exemptions  is excluded from the total 

Source: Chmura Economics & Analytics 

  

Under this scenario, the incremental sales tax is more than the total BPOL, machinery and tools, and merchants’ 

capital taxes combined. As a result, there is sufficient revenue if the state broadens the tax base and removes all 

sales tax exemptions. After offsetting BPOL and machinery and tools taxes, the sale tax rate can potentially be 

lowered to 1.6% 

5.3.2. Excluding Business-to-Business Transactions and Double Taxation 

This scenario allows not only exemptions on business-to-business transactions to remain, but also exemptions that 

potentially cause double taxation if they were to be eliminated. Chief among those are exemptions for goods 

delivered outside Virginia. As discussed in previous sections, it is simply not feasible to remove this exemption 

baring a constitutional amendment. Other such exemptions include those for motor vehicles and fuels, which are 

subject to different motor vehicle and fuel taxes. Another exemption falling into this category is the 

telecommunication industry. In 2007, Virginia enacted law to collect 5% communication sales tax on cable, phone, 

and internet service providers.  Assuming this tax remains, telecommunication services are excluded from the 

potential expansion of sales tax on services to avoid double taxation. 

Under this scenario, the additional sales tax revenue is estimated to be $5.3 billion for FY2010 (Table 5.3). The 

largest component of incremental sales tax revenue is expected to come from removing the service exemption, 

estimated to be $4.2 billion. 

Table 5.3: Estimated Value of Sales Tax Exemptions (FY2010) 

Exemptions Sales Tax ($Million) Reduced Tax Rate 

Commodity and Governmental $188.8 4.80% 

Agricultural $6.5 4.99% 

Commercial and Industrial $0.0 5.00% 

Service $4,151.5 2.61% 

Media* $0.1 5.00% 

Nonprofit $0.0 5.00% 

Miscellaneous $538.4 4.47% 

Other $374.0 4.62% 

Total Value of Exemption $5,259.3 2.31% 

Total BPOL Tax $605.5 
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Total Machinery and Tools Tax $216.6 
 Total Merchants' Capital Tax $12.0 
 Value of Net Exemption $4,425.2 2.53% 

*:The media exemption that overlaps with service exemptions  is excluded from the total 

Source: Chmura Economics & Analytics 

  

Under this scenario, the incremental sales tax is more than the total BPOL, machinery and tools, and merchants’ 

capital taxes combined. As a result, there is sufficient revenue if the state broadens the tax base and removes all 

sales tax exemptions, except those for business-to-business transactions and those to eliminate potential double 

taxation. After offsetting BPOL, and machinery and tools, and merchants’ capital taxes, the sale tax rate can 

potentially be lowered to 2.5%. 

  



Confidential 

 25 

6. Conclusion 

In fiscal year 2010, all cities and counties collected $605.5 million in BPOL taxes, $216.6 million in machinery and 

tools taxes, and $12.0 million in merchants’ capital taxes.  Additional sales tax revenue is more than sufficient to 

offset the revenue losses from eliminating the BPOL, machinery and tools, and merchants’ capital taxes.  

If all exemptions in the Virginia code on sales and use tax are removed, it is estimated that the state will collect an 

additional $19.6 billion in tax revenue under the current 5% tax rate. The largest component in incremental sales 

tax revenue will come from removing service exemptions. Another exemption that would have a major impact on 

sales tax revenue or the sales tax rate is the exemption for goods that are delivered outside Virginia. However, it is 

not feasible to remove all sales tax exemptions under Virginia law. The political process will determine which 

exemptions will be removed and which exemptions will remain. Any  eventual legislation  that  results in an increase 

in sales tax charged by those now exempt industries  could vary from  the numbers estimated in this study. 

However, a lower and broader sales tax is certainly possible without negatively impacting the state and local 

government budgets. 

The scenarios outlined in this study clearly show that restructuring the sales tax in Virginia by eliminating current 

exemptions can produce enough revenue to replace the BPOL, machinery and tool and merchants’ capital taxes. 

Which scenarios are best to  use, and which exemptions should be eliminated, are public policy decisions.  

However, in order to develop a more competitive economic environment, it is best to not change the current 

business-to-business and double taxation exemptions. The best place to look for eliminating BPOL, machinery and 

tool and merchants’ capital taxes are at the $4.2 billion dollars in service industry exemptions.  
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Appendix 1: Sales Tax Exemptions: 

Table A1.1: Virginia Sales Tax Exemptions 

    

Governmental and Commodities Exemptions, §58.1-609.1 

  Fuels 

  Motor Vehicles, trailers, semitrailers, mobile homes and travel trailers 

  Gas electricity and water  

  Goods for use by Commonwealth and its political subdivision, or U.S. 

  Aircraft 

  Motor fuels for water craft 

  Sales of the official flag of US, Commonwealth and county/city/town 

  Materials furnished by State Board of Elections 

  Watercraft 

  Goods for use in marine terminal under Virginia Port Authority 

  Sales by prisoners/made by prisoners 

  Goods for use by Virginia Department for the Blind and Vision Impaired 

  Goods sold at Virginia Veterans Care Center 

  Goods for use by nonprofit organizations whose member are Virginia and other states 

  Goods used by soil and conservation district 

  Goods sold or leased to public transit (GRTC, Alexandria Transit, Lynchburg, Roanoke transit) 

  Qualified products designed as energy star of WaterSense (Expire on July 1 2012) 

Agricultural Exemptions, §58.1-609.2 

  
Commercial feeds, seeds, plants, fertilizers, liming materials, farm machinery, construction materials in agricultural 
production etc… 

  Seafood, and materials to prepare and sale of seafood 

  
Livestock and livestock products, poultry and products, farm and agricultural products when provided by farmer and 
consumed by the family 

  Machine tools equipment, materials for repair, fuel, boats for watermen  

  Machinery tools used in making feeds for sale 

  Machinery tools used for harvesting forest products 

Commercial and Industrial exemptions, §58.1-609.3 

  Goods purchased by a contractor used in another state or foreign country 

  Industrial materials for future processing, manufacturing goods for resale (including fuel, power, packaging materials) 

  Goods sold or leased to public service corporation for railway 

  Ships for vessels for interstate or foreign commerce, 

  goods used in basic research and development 

  Goods sold or leased to airline  

  Meals furnished by restaurants to employers as part of wages 

  Goods for preparing textile products for leasing 

  Certified pollution control equipment and facilities 

  Parts, tires, meters sold or leased to taxicab operators 

  High speed electrostatic duplicators  

  Materials, fuel, machinery used for drilling natural gas or oil (expire July 2011) 

  Sale lease of spaceport and goods for spaceport (Expire July 2011) 

  Semiconductor cleanrooms or equipment, as well as goods use to produce semiconductor 

  Semiconductor wafers for use by a semiconductor manufacturer 

  railroad rolling stock 

  Computer equipment purchased or leased before June 30, 2011, used in data center in high unemployment area 

  Computer and software for data center if they create jobs, investing certain amount (Expire June 30, 2020) 
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Service Exemptions, §58.1-609.5 

  
Professional, insurance, or personal transactions with involve sale as inconsequential element, service rendered by 
repairman 

  Amount separately charged for labor and services 

  Transportation charges separately stated 

  Separately charges for alteration to apparel 

  Charges for gift wrapping service by nonprofit organization 

  Amount separately charged for labor or services in connection with modification of prewritten programs 

  Custom Programs 

  Sales or charges for rooms more than 90 continuous days 

  Maintenance contracts (repair and replacement subject of one-half to the total charges) 

Media related Exemptions, §58.1-609.6 

  Leasing renting audio/video tapes, films at movie theater 

  Broadcasting equipment and parts used by commercial radio and television companies 

  Publications issued regularly (not exceeding 3 month) newsstand sales are taxable 

  Catalogs, brochures, reports and similar printed materials, except administrative supplies 

  Advertising 

  Equipment and work used in production of audiovisual works 

  Textbooks for free distribution (ending July 2012) 

Miscellaneous Exemptions, §58.1-609.10 

  Artificial or propane gas, fire woods, coal or home heating oil used for domestic consumption 

  Occasional sale 

  Goods for future use by renters 

  Delivery of goods outside the commonwealth 

  Goods purchased with food coupons issued by USDA 

  Goods purchased for use in nuclear power plants located in Commonwealth 

  School lunches sold subsidized by government, school textbook sold by school district, required, or institution 

  Medicine, drugs, contact lens 

  Medical equipment such as wheelchairs and parts, braces, crutches etc 

  Drugs and supplies used in hemodialysis and peritoneal dialysis 

  Equipment installed on motor vehicles purchased by handicapped 

  Typewriter, computers used by handicapped 

  Nonprescription drugs, not cosmetics 

  Goods donated to tax exempt organization, or political subdivision or schools 

  Goods purchased by nonprofit churches 

  Medical products and supplies purchased by Medicaid recipients 

  Multi-fuel heating stoves for individual residence (expire July 1 2012) 

  Fabrication of animal meat, vegetables and other foodstuffs by family, nonprofit, donating to nonprofit 

Exemptions for nonprofit entities, §58.1-609.11 

  
Any nonprofit organization hold a valid certificate of exemption from Department of Taxation, are exempt from 
collecting or payment of such taxes 

Others 

  Modular building taxed at 60% of the retail sales price, §58.1-610.1 

  Food purchased for human consumption (defined in Food stamp Act of 1977) (outside restaurant 

  Limited exemption of school supplies clothing footwear (3 day period) 

  Limited exemption of certain hurricane preparedness equipment (expire July 1 2012) 

Source: Code of Virginia §58.1-600 
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Table A1.2: Virginia Sales Tax Exemptions (Excluding Business-to-Business Transactions) 

Retail sale: Sale to any person for any purpose other than for resale in the form of tangible personal property  

    

Governmental and Commodities Exemptions, §58.1-609.1 

  Fuels 

  Motor Vehicles, trailers, semitrailers, mobile homes and travel trailers 

  Gas electricity and water  

  Aircraft 

  Motor fuels for water craft 

  Sales of the official flag of US, Commonwealth and county/city/town 

  Watercraft 

  Sales by prisoners/made by prisoners 

  Goods sold at Virginia Veterans Care Center 

  Qualified products designed as energy star of WaterSense (Expire on July 1 2012) 

Agricultural Exemptions, §58.1-609.2 

  Agricultural Commodity & Seafood 

  
Livestock and livestock products, poultry and products, farm and agricultural products when provided by 
farmer and consumed by the family 

Commercial and Industrial exemptions, §58.1-609.3 

Service Exemptions, §58.1-609.5 

  
Professional, insurance, or personal transactions with involve sale as inconsequential element, service 
rendered by repairman 

  Amount separately charged for labor and services 

  Transportation charges separately stated 

  Separately charges for alteration to apparel 

  Charges for gift wrapping service by nonprofit organization 

  Amount separately charged for labor or services in connection with modification of prewritten programs 

  Custom Programs 

  Sales or charges for rooms more than 90 continuous days 

  Maintenance contracts (repair and replacement subject of one-half to the total charges) 

Media related Exemptions, §58.1-609.6 

  Leasing renting audio/video tapes, films at movie theater 

  Publications issued regularly (not exceeding 3 month) newsstand sales are taxable 

  Catalogs, brochures, reports and similar printed materials, except administrative supplies 

  Advertising 

  Textbooks for free distribution (ending July 2012) 

Miscellaneous Exemptions, §58.1-609.10 

  Artificial or propane gas, fire woods, coal,  home heating oil used for domestic consumption 

  Occasional sale 

  Goods for future use by renters 

  Delivery of goods outside the commonwealth 

  Goods purchased with food coupons issued by USDA 
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School lunches sold subsidized by government, school textbook sold by school district, required, or 
institution 

  Medicine, drugs, contact lens 

  Medical equipment such as wheelchairs and parts, braces, crutches etc 

  Equipment installed on motor vehicles purchased by handicapped 

  Typewriter, computers used by handicapped 

  Nonprescription drugs, not cosmetics 

  Goods donated to tax exempt organization, or political subdivision or schools 

  Medical products and supplies purchased by Medicaid recipients 

  Multi-fuel heating stoves for individual residence (expire July 1 2012) 

  Fabrication of animal meat, vegetables and other foodstuffs by family, non-profit, donating to nonprofit 

Exemptions for nonprofit entities, §58.1-609.11 

Others 

  Modular building taxed at 60% of the retail sales price, §58.1-610.1 

  Food purchased for human consumption (defined in Food stamp Act of 1977) (outside restaurant 

  Limited exemption of school supplies clothing footwear (3 day period) 

  Limited exemption of certain hurricane preparedness equipment (expire July 1 2012) 

Source: Code of Virginia §58.1-600 
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Appendix 2: Taxable Sales in Virginia 

Table A2.1: Percentage of Taxable Sales by Industry Revenues (2010) 
Industry 

Code Industry Description 
% Taxable 

Sales 
% Sales in All 

Industries 

111 Crop Production 9.6% 0.1% 

112 Animal Production 0.8% 0.2% 

113 Forestry and Logging 1.6% 0.1% 

114 Fishing, Hunting and Trapping 2.5% 0.0% 

115 Support Activities for Agriculture and Forestry 7.8% 0.0% 

211 Oil and Gas Extraction 0.2% 0.1% 

212 Mining (except Oil and Gas) 12.3% 0.3% 

213 Support Activities for Mining 0.8% 0.1% 

221 Utilities 2.5% 1.2% 

230 Construction 3.5% 4.3% 

311 Food Manufacturing 0.9% 1.5% 

312 Beverage and Tobacco Product Manufacturing 0.6% 1.3% 

313 Textile Mills 1.9% 0.1% 

314 Textile Product Mills 0.5% 0.1% 

315 Apparel Manufacturing 15.7% 0.0% 

316 Leather and Allied Product Manufacturing 13.0% 0.0% 

321 Wood Product Manufacturing 5.5% 0.3% 

322 Paper Manufacturing 1.0% 0.6% 

323 Printing and Related Support Activities 11.7% 0.2% 

324 Petroleum and Coal Products Manufacturing 2.5% 0.3% 

325 Chemical Manufacturing 2.8% 1.5% 

326 Plastics and Rubber Products Manufacturing 2.1% 0.6% 

327 Nonmetallic Mineral Product Manufacturing 24.1% 0.3% 

331 Primary Metal Manufacturing 2.1% 0.3% 

332 Fabricated Metal Product Manufacturing 4.6% 0.6% 

333 Machinery Manufacturing 1.4% 0.7% 

334 Computer and Electronic Product Manufacturing 7.6% 0.8% 

335 Electrical Equipment, Appliance, and Component Manufacturing 4.6% 0.4% 

336 Transportation Equipment Manufacturing 1.9% 1.3% 

337 Furniture and Related Product Manufacturing 0.7% 0.2% 

339 Miscellaneous Manufacturing 31.1% 0.2% 

420 Wholesale Trade 4.0% 15.3% 

441 Motor Vehicle and Parts Dealers 11.8% 2.5% 

442 Furniture and Home Furnishings Stores 77.1% 0.3% 

443 Electronics and Appliance Stores 52.3% 0.4% 

444 Building Material and Garden Equipment and Supplies Dealers 75.5% 0.8% 

445 Food and Beverage Stores 100.0% 1.6% 

446 Health and Personal Care Stores 23.1% 0.7% 

447 Gasoline Stations 13.7% 1.4% 

448 Clothing and Clothing Accessories Stores 100.0% 0.5% 

451 Sporting Goods, Hobby, Book, and Music Stores 80.9% 0.2% 

452 General Merchandise Stores 96.7% 1.9% 

453 Miscellaneous Store Retailers 100.0% 0.4% 

454 Nonstore Retailers 44.0% 0.3% 

481 Air Transportation 0.0% 0.5% 
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482 Rail Transportation 0.0% 0.2% 

483 Water Transportation 0.0% 0.1% 

484 Truck Transportation 1.0% 0.6% 

485 Transit and Ground Passenger Transportation 0.6% 0.1% 

486 Pipeline Transportation 0.0% 0.0% 

488 Support Activities for Transportation 4.7% 0.2% 

491 Postal Service 0.0% 0.2% 

492 Couriers and Messengers 0.1% 0.2% 

493 Warehousing and Storage 1.7% 0.2% 

511 Publishing Industries 0.6% 0.8% 

512 Motion Picture and Sound Recording Industries 9.8% 0.1% 

515 Broadcasting (except Internet) 0.5% 0.3% 

516 Internet Publishing and Broadcasting 0.0% 0.1% 

517 Telecommunications 0.3% 2.6% 

518 Internet Service Providers, Web Search Portals, and Data Processing Services 0.7% 0.5% 

519 Other Information Services 5.8% 0.0% 

521 Monetary Authority-Central Bank 0.0% 1.5% 

522 Credit Intermediation and Related Activities 0.1% 2.3% 

523 
Securities, Commodity Contracts, and Other Financial Investments and 
Related Activities 0.3% 

0.4% 

524 Insurance Carriers and Related Activities 0.7% 1.5% 

525 Funds, Trusts, and Other Financial Vehicles 0.2% 0.3% 

531 Real Estate 0.7% 8.1% 

532 Rental and Leasing Services 42.2% 0.3% 

533 Lessors of non financial asset 0.0% 0.4% 

541 Professional, Scientific, and Technical Services 1.4% 8.3% 

551 Management of Companies and Enterprises 1.2% 2.0% 

561 Administrative and Support Services 1.4% 1.9% 

562 Waste Management and Remediation Services 0.4% 0.2% 

611 Educational Services 1.6% 0.7% 

621 Ambulatory Health Care Services 0.5% 2.3% 

622 Hospitals 0.8% 1.6% 

623 Nursing and Residential Care Facilities 0.3% 0.5% 

624 Social Assistance 1.2% 0.4% 

711 Performing Arts, Spectator Sports, and Related Industries 2.6% 0.2% 

712 Museums, Historical Sites, and Similar Institutions 10.2% 0.1% 

713 Amusement, Gambling, and Recreation Industries 17.9% 0.3% 

721 Accommodation 82.1% 0.4% 

722 Food Services and Drinking Places 66.2% 1.9% 

811 Repair and Maintenance 22.7% 0.7% 

812 Personal and Laundry Services 10.3% 0.5% 

813 Religious, Grantmaking, Civic, Professional, and Similar Organizations 0.5% 1.0% 

814 Private Households 3.0% 0.1% 

920 Government 0.0% 11.5% 

Source: Virginia Department of Taxation and Chmura 
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Appendix 3: Exemption Value of Detailed Service 

Industries 
3-Digit 
NAICS 
Sectors Industry Descriptions 

Value of Tax 
Exemptions* 

Estimated 
BPOL Tax 

Paid 

481 Transport by air $44.57 $6.60 

482 Transport by rail $9.12 $3.51 

483 Transport by water $12.67 $2.28 

484 Transport by truck $58.87 $6.85 

485 Transit and ground passenger transportation $20.14 $1.05 

486 Transport by pipeline $0.96 $0.13 

488 
Scenic and sightseeing transportation and support activities for 
transportation $2.07 $2.52 

492 Couriers and messengers $1.63 $2.68 

493 Warehousing and storage $0.00 $2.22 

511 Newspaper publishers $14.14 $0.00 

511 Periodical publishers $6.09 $0.00 

511 Book publishers $5.72 $0.00 

511 Directory, mailing list, and other publishers $1.25 $0.00 

511 Software publishers $7.44 $0.00 

512 Motion picture and video industries $4.11 $0.91 

512 Sound recording industries $4.64 $0.25 

515 Radio and television broadcasting $1.79 $0.00 

515 Cable and other subscription programming $1.28 $0.00 

516 Internet publishing and broadcasting $0.02 $0.00 

518 Data processing, hosting, ISP, web search portals and related services $54.59 $5.55 

519 Other information services $0.49 $0.60 

521 Monetary authorities and depository credit intermediation activities $0.00 $0.00 

522 Nondepository credit intermediation and related activities $136.61 $0.00 

523 Securities, commodity contracts, investments, and related activities $60.01 $0.00 

524 Insurance carriers $269.00 $0.00 

524 Insurance agencies, brokerages, and related activities $0.00 $7.46 

525 Funds, trusts, and other financial vehicles $141.48 $5.05 

531 Real estate establishments $462.10 $47.34 

531 Imputed rental activity for owner-occupied dwellings $0.00 $0.00 

532 Automotive equipment rental and leasing $0.00 $2.14 

532 General and consumer goods rental except video tapes and discs $3.39 $0.63 

532 Video tape and disc rental $3.49 $0.15 

532 Commercial and industrial machinery and equipment rental and leasing $0.00 $1.72 

533 Lessors of nonfinancial intangible assets $0.00 $5.34 

541 Legal services $95.85 $15.41 

541 Accounting, tax preparation, bookkeeping, and payroll services $8.40 $10.40 

541 Architectural, engineering, and related services $0.00 $27.65 

541 Specialized design services $0.71 $0.90 

541 Custom computer programming services $0.00 $19.01 

541 Computer systems design services $0.00 $22.84 

541 Other computer related services, including facilities management $0.00 $7.28 

541 Management, scientific, and technical consulting services $0.00 $25.85 

541 Environmental and other technical consulting services $0.00 $3.95 

541 Scientific research and development services $2.22 $13.81 

541 Advertising and related services $0.00 $3.31 

541 Photographic services $1.33 $0.21 

541 Veterinary services $22.65 $1.51 
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541 All other miscellaneous professional, scientific, and technical services $0.00 $3.83 

551 Management of companies and enterprises $0.00 $25.28 

561 Employment services $0.00 $5.51 

561 Travel arrangement and reservation services $3.65 $1.08 

561 Office administrative services $0.00 $1.54 

561 Facilities support services $0.00 $3.13 

561 Business support services $2.59 $2.85 

561 Investigation and security services $9.86 $2.87 

561 Services to buildings and dwellings $24.95 $6.67 

561 Other support services $0.16 $0.92 

562 Waste management and remediation services $13.92 $2.13 

611 Private elementary and secondary schools $53.80 $0.00 

611 Private junior colleges, colleges, universities, and professional schools $94.19 $0.00 

611 Other private educational services $71.85 $0.00 

621 Offices of physicians, dentists, and other health practitioners $771.47 $36.82 

621 Home health care services $63.99 $1.85 

621 
Medical and diagnostic labs and outpatient and other ambulatory care 
services $171.15 $5.67 

622 Private hospitals $663.24 $22.00 

623 Nursing and residential care facilities $218.13 $6.35 

624 Child day care services $60.91 $1.70 

624 Individual and family services $68.21 $2.12 

624 
Community food, housing, and other relief services, including rehabilitation 
services $33.58 $0.00 

711 Performing arts companies $7.91 $0.35 

711 Spectator sports companies $8.75 $0.71 

711 Promoters of performing arts and sports and agents for public figures $16.69 $0.76 

711 Independent artists, writers, and performers $0.00 $0.29 

712 Museums, historical sites, zoos, and parks $14.17 $0.81 

713 Fitness and recreational sports centers $15.37 $0.96 

713 Bowling centers $0.39 $0.11 

713 Amusement parks, arcades, and gambling industries $43.31 $1.55 

713 Other amusement and recreation industries $19.69 $0.85 

721 Hotels and motels, including casino hotels $29.91 $5.10 

721 Other accommodations $2.99 $0.44 

722 Food services and drinking places $0.00 $24.65 

811 Automotive repair and maintenance, except car washes $43.50 $2.33 

811 Car washes $3.81 $0.21 

811 Electronic and precision equipment repair and maintenance $0.00 $1.50 

811 
Commercial and industrial machinery and equipment repair and 
maintenance $0.00 $1.02 

811 Personal and household goods repair and maintenance $0.09 $0.57 

812 Personal care services $80.11 $2.89 

812 Death care services $20.89 $0.60 

812 Dry-cleaning and laundry services $13.34 $0.99 

812 Other personal services $46.08 $1.86 

 
Total $4,151.53 $437.96 

 

Note: * The value of tax exemptions are estimated based on if the businesses are taxed at the 5% rate. 

Note: For real estate sector (NAICS 531), it includes sales tax on residential apartment rental and commissions of 

real estate brokers on residential transactions. It does not include sales tax applied to sales price of houses. 
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NAICS 621 indicates the sales tax applied to visits to doctor and dentist offices. NAICS 622 indicates sales tax 

applied to the hospital operational revenues. 


