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Public Policy Update —July 2026

State Budget Finalized with Major Implications for Business, Taxpayers, and Hampton Roads

By Chris Davidson, Government Relations Consultant

After months of negotiations, missed deadlines, and very public disagreement over how Virginia should fund its
next two-year budget, the Commonwealth finally has a completed spending plan for the 2026 - 2028 biennium.
The General Assembly initially approved the compromise budget last week, with the House voting 71-22 and the
Senate voting 23—-16. Governor Abigail Spanberger then returned 14 amendments to the General Assembly, which
lawmakers accepted on Monday. That action finalized the budget just before the June 30 deadline and avoided
what would have been an unprecedented state government shutdown.

Where Things Stand Right Now
The budget is now final and will take effect July 1. The Governor’s amendments were described largely as technical
or implementation-focused, but several are still important for businesses, local governments, and Hampton Roads.

Among the most relevant changes: the final budget clarifies how the new data center electricity consumption tax
will appear on data center electric bills; adjusts water-use language for data centers in the Eastern Virginia
Groundwater Management Area; expands the RGGI utility bill credit to include customers served by electric
cooperatives; funds firefighter cancer screenings; accelerates Medicaid personal care rate increases for home care
workers; supports Atlantic menhaden research through VIMS; and provides startup funding for a new state “digital
services team.”

For businesses, local governments, schools, and taxpayers, this budget is not just a spending document. It includes
major tax decisions, new regulatory structures, economic development investments, and several Hompton Roads-
specific provisions that will shape the next two years.

A Large Budget Focused on Tax Policy and Reserves

The final budget totals roughly $207 billion over the biennium, including about $75 billion in general fund resources.
The final package reflects a familiar mix of priorities: K-12 education, Medicaid and healthcare, state employee and
teacher compensation, economic development, public safety, infrastructure, housing, childcare, and reserves
against economic uncertainty.

For taxpayers, one of the most visible items is an increase in Virginia’s standard deduction. The budget raises the
deduction to $9,200 for single filers and $18,400 for joint filers beginning in tax year 2027, then to $9,300 and
$18,600 in later years covered by the budget language. While this is not a sweeping tax overhaul, it is a broad-based
form of tax relief that will affect many Virginia households.

The budget also makes major investments intended to protect the Commonwealth from federal funding
uncertainty. This includes a new $225 million Federal Uncertainty Contingency Fund, as well as Medicaid reserve



funding and premium assistance funding connected to healthcare affordability. That matters especially in Virginia,
with our large federal footprint and with defense, healthcare, and higher education being so important to our
statewide economy.

For the business community, the headline is not only what the budget spends, but also how it pays for those
commitments... and how much policy is being written directly into the budget itself.

Data Centers and Other Business Policy Changes

The most debated business-related issue in the budget is the treatment of data centers. The final compromise does
not eliminate Virginia’s existing data center sales and use tax exemption, which had been a central point of
disagreement between the House and Senate. Instead, the budget creates a new electricity consumption tax on
data centers at a rate of $0.011 per kilowatt-hour. Revenue from this consumption tax goes into the general fund
and is capped at $600 million per year.

One of the Governor’s final amendments made a technical adjustment to that new tax by clarifying that the
applicable tax must appear as a separate line item on the data center operator’s billing invoice when electricity is
supplied by an incumbent electric utility, electric cooperative, or competitive service provider.

This is a major policy development. Virginia has long used tax incentives to attract large employer investment,
especially in Northern Virginia, but rising electric demand, grid pressure, water use, local land-use concerns, and
questions about whether the industry is paying its “fair share” pushed the issue to the center of state budget
negotiations. Large, energy-intensive industries may face more scrutiny as Virginia tries to balance economic
development with infrastructure costs, utility pressure, and taxpayer fairness.

The final amendments also adjusted data center water-use language. In the Eastern Virginia Groundwater
Management Area, new data centers seeking certain permits after January 1, 2027, will have to demonstrate to
DEQ that they have minimized water use for cooling and are using best available water-efficient technologies. The
language also requires DEQ to develop a plan by October 15, 2026, for retrofitting existing data centers in that
groundwater management area to use air cooling, recycled water, stormwater, or closed-loop systems.

Hampton Roads Wins: Planning, Infrastructure, Transit, and Public Safety

Hampton Roads received several notable items in the final budget. One of the most important regional governance
wins is an additional $190,000 per year for the Hampton Roads Planning District Commission. This appears to be a
recurring operating increase, raising HRPDC’s state allocation from $190,943 to $380,943 in each year of the
biennium. That is significant because HRPDC has long argued that its base state support has not kept pace with the
size and complexity of the region, especially since the merger of the Peninsula and Southeastern Virginia planning
district commissions decades ago. The budget language specifically recognizes HRPDC's role as the hub for regional
cooperation and as a driver of cost savings and return on investment.

The budget also authorizes a treasury loan of up to $40 million for the City of Newport News to support a capital
investment by the U.S. Navy. For a region whose economy is deeply tied to shipbuilding, military readiness, and
federal defense investment, that is a meaningful item to watch.



Virginia Beach receives $5 million for the continued development of Atlantic Park, contingent on an agreement with
the Secretary of Commerce and Trade. The funding can be used for engineering, infrastructure, maintenance, and
related development costs. The project has been positioned as a year-round district with entertainment, office,
housing, shopping, and dining components.

The budget also includes $300,000 for a one-year study of the current status and future options for public transit in
Hampton Roads. That may not sound like much, but it will go a long way. Workforce mobility, congestion, access to
employment centers, and the long-term viability of regional transit are all major business issues that were
frequently brought up in our legislative roundtables last year. This study will help frame future decisions about how
Hampton Roads funds and organizes its public transportation.

Budget as Policy Vehicle: A Process Worth Watching

One thing business leaders should note is the extent to which this budget is being used to make substantive policy.
Some of that is normal. Budgets often include conditions, studies, reporting requirements, and implementation
language. But this budget goes further in several areas.

The budget creates a cannabis retail marketplace. It creates a new data center electricity consumption tax. It
includes language related to the Regional Greenhouse Gas Initiative. It expands local option sales tax authority for
school construction and, in Northern Virginia, public transportation. It includes data center water-use rules. It
modifies leave-related definitions. It also includes provisions affecting the Legislative Branch’s relationship with
Executive Branch procurement, finance, and IT directives.

Whether one supports or opposes any particular policy, the process matters. When major policy questions are
handled through the budget, they receive less stand-alone committee vetting, less public testimony, and less time
for affected businesses and localities to fully understand the details. That is especially important in a year when the
budget was finalized under deadline pressure just before the start of the new fiscal year.

What Happens Next?

Now that the budget is finalized, the next phase is implementation. Agencies will begin standing up new programs,
issuing guidance, making regulatory adjustments, and preparing for effective dates that arrive over the next several
months and years.

For Hampton Roads, the big-picture takeaway is positive. The region secured meaningful items for regional
planning, Newport News and the Navy, Virginia Beach economic development, Hampton Roads transit planning,
public safety, VIMS research, and long-term water and infrastructure policy. At the same time, the budget also
shows that state policy affecting employers and taxpayers can move very quickly when it is attached to “must-pass”
legislation.



