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VIRGINIA MUNICIPAL HIGHWAY FINANCE:
A Growing Problem

By THOMAS L. WELLS

In the years following World War II
there has been a rapid growth in the ex
penditures for Virginia's municipal streets
and roads which are an important part
of the Commonwealth's over-all highway
system. Urban areas, by definition, need
extensive systems of roads and streets in
order to provide their residents with the
means to commute to and from their
places of work and recreation. Adequate
roads and streets are also essential in
urban areas in order that people may
move easily from residential to shopping
areas and that the necessary goods and
services vital to urban life may flow free
ly to and from the municipalities.

Since 1948 the cost of financing mu
nicipal highways in Virginia has been
the subject of annual studies conducted
by the Institute of Government for the
Virginia Department of Highways and
the U.S. Bureau of Public Roads. These
studies have been conducted by sending
questionnaires to every municipality in
the Commonwealth, by corresponding
with municipal officials, and by visits to
many cities and towns. From the data col
lected over the 17-year period, it is ap
parent that Virginia municipalities have
had to carry an increasingly large share
of the burden of constructing and main
taining their streets and roads.

THE HIGHWAY GRANT-IN-AID SYSTEM

An act of the General Assembly in 1932
established the Secondary System of High
ways (with the exception of three coun
ties) w hie h included approximately
36,000 miles of roads formerly maintained
by the counties. This act, known as the
Byrd Road Law, was also of particular
importance to the cities and towns be-
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cause it began a program of State grants
to municipalities based on the mileage
of primary highway extensions within
municipal limits.1 The formula for State
aid to municipalities in 1932 was $1,500
per mile annually for primary roads. In
1940 State aid was increased to $2,500
per mile annually, and in 1946 it was
raised to $4,000 per mile. Later the
formula again was changed by keeping
the $4,000 per mile base but increasing
aid at the same rate that motor fuel tax
collections increased. Finally, in 1964,
State aid to municipalities with popUla
tions in excess of 3,500 was raised to a
flat rate of $10,000 per mile for primary
extensions.

In addition to the State aid to cities
and towns mentioned above, the General
Assembly in 1948 directed the State High
way Commission to allocate $300 per mile
annually for streets in towns and cities
with populations of 3,500 or more pro
vided the streets were not a part or ex
tensions of the State primary system and
met certain standards. This allocation
was raised to $800 per mile in 1964.

A 1950 act of the General Assembly
provided for the payment of $300 per
mile annually for the construction and
maintenance of streets in incorporated
towns of less than 3,500 population or
for the State Highway Department to
construct and maintain the streets in the
towns provided the streets were not a
part of the primary system.

Among the principal features of Vir
ginia's highway policy, the following
factors appear to be significant: (1) since
the 1920's there has been an adherence
to the pay-as-you-go method of financing

1. Bureau of Public Administration [now the
Institute of Government], University of Virginia,
Public Highways, Staff Report No. B-5, Virginia
Commission on State and Local Revenues and
Expenditures (Charlottesville: The Author, 1949),
p. 7.

the construction of State highways; (2)
certain State revenues such as motor fuel
taxes and motor vehicle license fees are
earmarked for the support of highway
construction and maintenance; (3) the
growing awareness of the importance of
highway problems in urban areas has led
to increases in State support for city and
town streets; (4) the State has assumed
the responsibility for the construction
and maintenance of roads in all but two
counties (Henrico and Arlington); and
(5) the State Highway Commission is
authorized to make changes in the classi
fication of highways as between primary
and secondary systems.2

THE PROBLEM

Although the formulas for State aid
appear to be very generous, Virginia mu
nicipalities have been hard-pressed in re
cent years to find sufficient revenues to
pay for their rapidly expanding high
way needs. This finding is clearly sub
stantiated by the annual study conducted
by the Institute of Government sin c e
1948.

The U.S. Bureau of Public Roads sets
the criteria upon which this study is
based. The municipalities in the State
are divided into 8 groups according
to population ranging from towns with
populations under 2,500 to the cities with
populations in excess of 100,000. In addi
tion, the unincorporated counties of
Arlington and Henrico are also included
in the tabulations because both counties
maintain their own systems of streets and
roads as do the municipalities. As might
be expected, the cities and towns in the
various population categories do not
carry equal shares of the municipal high
way finance burden. For example, towns
with a population under 2,500 account

2. Bureau of Public Administration, Public
Highways, pp. 6-8.
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grants in meeting municipal highway
needs. Local traffic related revenue
sources and State grants have produced,
on the average, only about half of the
funds expended in the construction and
maintenance of municipal streets and
roads. Thus, the municipalities have had
to resort to other local tax sources and
the proceeds from bond sales for the ad
ditional revenue needed. In 11 of the 17
years covered by the studies, general fund
appropriations and bond issues have pro
duced over 50 percent of all municipal
highway revenues. This trend has become
more pronounced in recent years and
shows no sign of abating.

2

232Total

Population Group

Under 2,500
2,500 - 4,999
5,000 - 9,999

10,000 -24,999
25,000 -49,999
50,000 -99,999
over 100,000

Arlington and
Henrico Counties

lnents, and other traffic related sources.
However, the largest single source of
municipal highway revenue has been
general fund appropriations by the locali
ties. The sources of these general fund
appropriations are principally property
taxes and business license taxes.

The grants from the State have
amounted to an aggregate of over $89
million and are based on 3 general
formulas for State aid. First, the State
pays the municipalities with over 3,500
population $10,000 per mile for the con
struction and maintenance of primary
streets and $800 per mile for other streets.
Second, $300 per mile is paid annually to
towns with populations below 3,500 for
the construction and maintenance of EXPENDITURES
streets not a part of the primary system. The Virginia cities and towns and
It should be emphasized .that the $10,000 Arlington and Henrico counties have ex- .
and $800 formulas are only 2 years old; pended over $413 million for streets and
formerly, the bases were $4,000 and $300, roads during the 1948-1964 period as
respectively, with the escalation clause shown in Table 3. These expenditures
bringing the $4,000 base to successively have been for the following purposes: (1)
higher levels. And third, cities and towns 61 percent ($252,271,918) was spent for
get a minor grant from rolling stock direct highway purposes; (2) 5 percent
taxes. ($20,589,186) was paid to the State for

The sale of municipal bonds has ac- work done for the localities by the High-
counted for over $81 million of the total way Department; (3) 22 per c e n t
highway and street revenues. The 13 ($89,749,106) was expended for parking
largest cities and the counties of Arling- facilities and allied street functions; and
ton and Henrico account for 96.2 percent (4) 12 percent ($50,548,242) was spent
of the total. Even this percentage is for debt service.
somewhat distorted because Henrico Direct highway expenditures consist of
County did not issue any highway bonds the costs of right-of-way, construction
until the fiscal year 1964. and engineering, maintenance, adminis-

A rather close correlation exists be- tration and traffic services, and 0 the r
tween general fund appropriations and items such as snow removal and highway
bond issues. If there is a large bond issue equipment. Expenditures for streets and
in a particular year, the general fund ap- road maintenance comprise by far the
propriation declines; and, if the bond largest single item of highway costs. This
issue for a particular year is small, the item amounted to over $141 million for
general fund appropriation rises sharply. the 17-year period and represented 56 per-
The years 1960 through 1963 as shown

f h · cent of all direct highway expenditures.in Table 2 provide an example 0 t IS
trend. The reason for· thisfluctuation-- is Payments· to -the -State- for -work- per-
the inadequacy of local sources and State fonned by the Highway Department ac-

TABLE 1
Municipal Highway Finance In Virginia By Population Groups, 1964

Number of Percent of Total
Municipalities Percent of Total Highway Debt

(Including Expenditures Outstanding
Two Counties) in 1964 in 1964

163 2.1 .2
23 2.4 .3
16 5.5 .8
15 11.4 2.5
3 7~ 7~

6 18.3 26.2
4 33.5 46.5
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for only 2 percent of the total annual
highway reven-ue-s -arid -expendifufes;- the·
4 cities with populations in excess of
100,000 account for more than 33 percent
of the total. In the case of municipal
highway debt the degree of diversity is
even more pronounced. The 163 towns
with populations under 2,500 account for
only .1 percent of the total municipal
highway debt; the 4 cities with popula
tions in excess of 100,000 account for
46.5 percent of the total debt.

Table 1 shows the eight population
groups and the counties of Arlington and
Henrico, the number of municipalities
currently in each group, the percent of
total revenues and expenditures for each,
and the percent of outstanding debt held
by each group. The 13 cities with popula
tion in excess of 25,000 plus Arlington
and Henrico counties account for 78.6
percent of the total annual highway
revenues and expenditures and 96.2 per
cent of the outstanding highway debt.

REVENUES

l\1unicipal highway revenues from all
sources amounted to over $413 million
from 1948 through 1964 as shown in
Table 2. The sources of these highway
revenues were as follows: (1) 27 percent
($112,909,106) came from local highway
related sou r c e s; (2) 31 per c e n t
($129,421,237) was produced by the
localities' general fund from local tax
sources other than highway related
sources; (3) 22 percent ($89,712,336)
came from grants from the State; and
(4) 20 percent ($81,827,822) was derived
from the sale of bonds.

Local highway related sources of rev
enue are produced by locally levied motor
vehicle licenses, taxi permits, bus fran
.chises, parking meter fees, special assess-

Assistant Editor
RALPH EISENBERG

Published on the 15th of each month from
September through August by the Institute
of Government, University of Virginia, Char
lottesville, Virginia 22903. The views and
opinions expressed herein are those of the
author, and are not to be interpreted as
representing the official position of the In
stitute or the University.

Entered as second-class matter January 2,
1925, at the post office at Charlottesville,
Virginia, under the act of August 24, 1912.

Printed by the
UNIVERSITY PRINTING OFFICE



43

$50,548,242

Debt Service
$ 871,144

903,688
1,242,346
1,238,931
1,076,949
1,363,083
1,917,659
2,376,734
2,434,637
2,879,059
4,046,972
3,975,141
4,712,693
4,743,172
5,115,358
5,361,691
6,288,985

$89,749,106$20,589,186

Bonds and Notes
Issued

$ 175,980
824,900

1,222,304
2,557,725
4,988,944
3,546,819
4,718,850
4,887,861
1,903,511
6,296,930
7,254,172
6,452,945
5,555,155
3,657,492
9,434,807
7,678,845

10,670,582

DEBT

$252,271,918

State
Grants

$ 1,718,986
1,589,285
2,188,535
2,631,866
3,051,695
3,613,847
4,027,705
4,593,983
4,987,236
5,631,418
6,051,544
6,304,355
6,648,308
7,355,343
8,413,263
9,385,208

11,519,759

Total

$89,712,336 $81,827,822
tinues to outrun available revenues.

Year
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964

a number of municipal improvements
can be brought together under one bond
issue and the money expended as it is
needed. The figures in Table 4 include
only those portions of the general im
provement bond issues that are used for
highway purposes.

Bond issues for municipal highway pur
poses consist of issues for (1) road and
street facilities; (2) parking facilities; and
(3) allied street functions. Bond issues
for road and street facilities account for
90 percent of all bond issues and are
used primarily for new construction and
resurfacing. Issues for parking facilities
account for only two percent of all bond
issues and are used for the purchase of
parking lots, surfacing and resurfacing
parking areas, and capital 0 uti a y for
parking meters. Those bonds issued for
allied street functions make up eight per
cent of all bonds issued and are used for
capital outlay for sidewalks, street light
ing, storm sewers, and traffic control de-

Municipal highway debt in Virginia vices such as street signs and traffic lights.
has grown from nearly $14 million in
1950 to over $67 million in 1964. The Virginia cities and towns have had to
amount of bonds and notes outstanding issue bonds with increasing regularity in
at the end of each year is shown in Table order to make up the difference between

the highway needs of the municipalities
4. In recent years Virginia municipalities and the available revenues. There has
have had to borrow more than $6 million

been a marked increase in the issuanceannually to close the gap between rev-
of municipal highway bonds during theenues and expenditures.
period 1957-1964. The total amount of

Less than three percent of all munic- the issues was $57 million with a net
ipal highway debt is composed of notes.

increase of over $32 million in outstand
M unicipal officials prefer to sell general
improvement bonds with portions of the ing highway debt during the 7-year peri-
proceeds allocated for street and road ode The rate of bond issues is accelerating
purposes. The advantage of general im- and this trend toward greater reliance on
provement bonds over separate bond is- debt financing is not likely to abate in
sues for specific highway projects is that the near future.

TABLE 3
Components ot

Municipal Highway Expenditures, 1948-1964
Direct Highway Payments Parking and Allied

Expenditures to the State Street Functions
$ 8,453,388 $ 14,462 $ 1,237,918

7,124,817 6,122 1,715,806
7,000,389 360,010 2,792,936
8,083,841 652,972 2,485,101

10,473,697 593,188 3,614,089
11,965,926 1,395,422 3,702,854
10,600,814 2,881,179 5,311,766
12,237,978 2,031,348 4,958,764
12,862,849 1,294,310 4,738,434
13,053,860 1,149,642 6,037,683
14,580,645 1,126,293 7,707,050
15,438,599 1,051,115 6,922,879
20,645,016 1,216,726 8,188,675
23,298,354 1,150,881 6,614,149
23,368,391 1,929,155 8,049,925
25,561,385 2,107,461 7,421,284
27,521,969 1,628,900 8,249,793

TABLE 2
Municipal Highway Revenues, 1948-1964

Local Highway General Fund
Year Related Revenues Appropriations
1948 $ 2,822,153 $ 5,701,869
1949 2,990,417 3,507,906
1950 3,648,279 3,598,731
1951 4,065,232 3,991,040
1952 4,779,478 4,742,501
1953 5,170,064 6,773,031
1954 5,724,496 6,554,613
1955 6,038,437 6,799,015
1956 6,392,135 7,264,109
1957 6,985,551 6,198,848
1958 7,368,280 7,683,116
1959 8,004,675 8,141,126
1960 9,187,161 11,533,220
1961 9,017,123 14,151,689
1962 9,759,280 9,308,646
1963 10,486,504 11,035,173
1964 10,469,841 12,436,604

------ ------
Total $112,909,106 $129,421,237
count for only a minor part (4.9 per
cent) of the total expenditures.

The $89 million spent for parking and
allied street functions include capital out
lay and maintenance for parking facilities
(on and off-street), street lighting, side
walks, curbs and gutters, and storin sew
ers and drainage. The largest single ex
penditure in this category has been street
lighting, which amounted to over $24
million for the 17-year period. There has
been an erratic growth rate in parking
and allied street functions largely because
these expenditures are not recurring ex
penses as are street construction and
maintenance.

Payments for debt service on municipal
highway bonds and notes accounted for
12 percent of the total expenditures for
the period. Debt service includes pay
ments for the redemption of bonds and
notes, interest on bonds and notes, and
fiscal agents' fees. Debt service is likely to
become a larger part of municipal high
way expenditures in the future as old
issues with low interest rates are retired
and newer issues with higher interest
rates begin to mature. Also, debt service
expenses will rise as municipalities resort
to more and more debt financing.

It is important to note that expendi
tures rather than revenues have been the
controlling factor in municipal highway
finance. That is, in order to meet their
growing highway needs, municipalities
have had to spend in excess of the rev
enues from local highway related sources
and State grants. Thus, as expenditures
have continued to mount, municipal of
ficials have had to resort to debt financ
ing and general fund appropriations be
cause the need for funds for streets con-



LEGISLATIVE ACTION IN 1966

The attempts to modify Virginia's pay
as-you-go highway finance policy in the
1966 session of the General Assembly
served to call attention once again to the
pressing problems of highway finance in
the Commonwealth. Although pay-as-you
go was not specifically repealed as State
policy, three acts were passed by the
legislature which should be helpful in
providing more State funds for municipal
highway purposes.

Senate Bill 144 amended Section 33-35.4
of the Code of Virginia by providing for
an increase in the present State payments
of $800 per mile to $1,000 per mile for
streets in towns and cities with popula
tions of 3,500 or more, which meet cer
tain standards and are not a part of the
State's primary highway system.-- _n_ - -P

Senate Bill 145 amended Section 33
50.2 of the Code by providing for an in
crease in the present State payments of
$300 per mile to a sum annually
equal to the average expenditures per
mile for the next preceding year by the
Highway Department in towns with
populations under 3,500 whose secondary
streets are maintained by the State.

Senate Bill 280 amended the Code by
adding in Title 33 a new Section num
bered 33-22.1 which provides that addi
tional funds resulting from new revenue
measures adopted by the 1966 General
Assembly shall be expended by the De
partment of Highways on the arterial,
primary, secondary, and urban highway
programs in such manner as may be
necessary in order to accomplish the ob
jectives of the 9-year program of high
way improvements. This act should be
particularly helpful to the larger urban
centers.

SOME TRENDS

The annual studies of Virginia fin-
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nicipal highway finance dramatically almost $614 million, which was the total
demonstrate the heavy burden borne by net debt in 1964 of Virginia's towns and
Virginia municipalities in the construc- cities and the 3 urban counties of Arling-
tion and maintenance of their streets and ton, Fairfax, and Henrico.3 If the present
roads. The most significant trend is the trend continues, municipal highway debt
increasing tendency for expenditures to may well reach $100,000,000 within 5 to
outrun available revenues. Because rev- 10 years.
enues from local traffic related sources The incidence of highway deb t is
and State highway grants provide only heavily concentrated in the largest Vir-

TABLE 4 ginia municipalities. Over 96 percent of

Total Amount Of Municipal Highway the total municipal highway debt is owed
Bonds And Notes Outstanding, 1950-1964 by the 13 cities with populations in ex-

Year Amount cess of 25,000 and the counties of Arling-
1950 $13,881,394 ton and Henrico. These same 15 localities
1951 14,478,967 accounted for 78.6 percent of the total
1952 18,430,962 municipal highway funds expended dur-
1953 17,914,698 ing the 17-year period. Thus, it appears
1954 26,906,007 that one of the primary problems facing
1955 29,378,697 Virginia localities is the high cost of
1.956 ~~g5,008 _ --maintainiA:lg an adequAte -Srst€ml (;)£ streets
1957 34,368,329 and roads.
1958 42,164,616
1959 45,894,873 The solution of the highway problems
1960 48,881,748 facing Virginia municipalities, and par-
1961 50,655,846 ticularly large urban centers, is essential
1962 56,761,754 to the continued growth and health of
1963 60,933,274 the State's economy and well-being. If
1964 67,168,458 these needs are to be met, more State

about one-half of needed funds, munlCI- highway aid to municipalities is indicated.
palities have had to resort to other local Localities have had to compete with the
tax sources and bond issues for the neces- Interstate Highway System and the State
sary revenue. During the period from Arterial System for funds to maintain
1948 to 1964, appropriations by the local- their streets. Also, the recently enacted
ities from local tax sources other than State retail sales tax offers no promise of
highway related sources have constituted relief because the State grants and local
the largest single source of highway rev- revenues to be realized from these new
enue (31 percent). sources as a matter of policy are to be

In the 17-year period from 1948 used for education alone. Clearly, the
through 1964 the issuance of bonds and Virginia municipal highway and street
notes to provide revenue for municipal systems cannot make the required con-
highway purposes ranged annually from tribution to the success of the State's
9 percent to 34 percent of the total rev- overall highway program until the prob-
enues, with the average for the entire lems of financing are met and solved.
period amounting to 20 percent of the 3. Virginia Municipal League, Bonded Debt in
total. The $67 million in outstanding Virginia Ci!ies as of June 30, 1964 (Rich~o.nc!-:

.. I h' h db· The Author, Report No. 466, 1965), p. 9; VIrginIa
munIClpa Ig way e t In 1964 should Municipal League, Bonded Debt in Virginia Towns
be viewed within the-context-of-a-debt-of-----as ot-Ju.1UL-1fl,1964_(Ricbmond·~.A.u1h.ol# Re·

port No. 467, 1965), p. 8.
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