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Data Sources

Definition of Terms

Gross Sales

Taxable Sales

Current and Constant Dollar Sales

Most of the data in the analysis are based on annual reports of Minnesota retail and use tax, published by the Minnesota 
Department of Revenue.  The Department of Revenue published an annual report of sales and use tax by jurisdiction until 1996, 
at which time the reports were released biannually due to budget constraints.  This analysis uses the available reports from 1990-
1996, 1998, 2000, 2003, 2004,2005, 2006 and 2007. The reports interpolate data for the years in which data are not available. 
(See http://www.taxes.state.mn.us/taxes/legal_policy/research_reports/sales_use_statistics_main.shtml) The income data in this 
report are obtained from reports by Bureau of Economic Analysis (BEA). (See http://www.bea.gov/regional/reis)  Population 
data are derived from the U.S. Census. (See http://www.census.gov/popest/estimates.php)

Sales and use tax permit holders file returns and remit taxes on either a monthly, quarterly or annual basis.  Large businesses 
such as discount department stores whose tax is more than $500 per month are required to file on a monthly basis, while medium
sized businesses whose sales tax collections are less than $500 per month, are required to file on a quarterly basis and small 
businesses with sales tax collections less than $100 per month would most likely file on an annual basis.

Introduction
The University of Minnesota Extension has developed this retail trade analysis program to assist in the economic 
development of Minnesota towns and cities.  These reports are available for all Minnesota counties, for most cities above 
5,000 population and for a few cities smaller than 5,000 population.  The retail sector of each jurisdiction can be evaluated by
comparing its trends to those of other similar jurisdictions.  Business people and economic development officials can use 
measures such as pull factors and leakages to determine the need and feasibility of new retail businesses.

Gross sales include taxable sales and exempt sales for businesses holding sales and use tax permits.  This is the most inclusive 
indicator of business activity for the reporting jurisdictions but it can be misleading when used in comparisons.  At times 
commodity items (like gasoline), that are not taxable, can have large price variations, creating huge swings in gross sales.

Taxable sales are the amount of sales subject to sales tax.  Taxable sales exclude exempt items, items sold for resale, items sold 
for exempt purposes and items sold to exempt organizations. For more information on what is taxed in Minnesota, see 
"Minnesota Sales and Use Tax Instruction Booklet" availabe on the web at 
http://www.taxes.state.mn.us/taxes/sales/instructions/st_bk07.pdf)

Current dollar (or "nominal dollar") sales are sales as reported by the state. No adjustment has been made for price inflation. In 
general this measure of sales is not satisfactory for comparisons over long periods of time since it does not account for changes in 
population, inflation, or the state's economy. Constant dollar  (or "real dollar") sales reflect changes in price inflation by adjustin
current dollar sales with the Consumer Price Index (CPI). Constant dollar sales indicate the real sales level with respect to a base 
year. This is a more realistic method of evaluating sales over time than current dollar comparisons, but still does not take into 
consideration changes in population or changes in the state's economy.
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Number of businesses

Reporting Period

Per Capita Sales

Pull Factor

Typical Pull Factor

Personal Income

Index of Income

Per capita (or “per person”) sales are calculated by dividing current dollar sales by the population estimate.  In areas where 
population is subject to substantial change, this is a more satisfactory measure of sales activity than sales alone.  However, it still 
does not reflect changes in the state economy.

The pull factor was developed by Dr. Ken Stone, an economist from Iowa State University Extension Service to provide a precise 
measure of sales activity in a locality.  It is derived by dividing the per capita current dollar sales of a city or county by the per 
capita sales for the state.  For example, if a city's per capita sales are $20,000 per year and the state per capita sales are $10,000 
per year, the pull factor is 2.0 ($20,000÷ $10,000).  The interpretation is that the city is selling to 200 percent of the city 
population.  

The number of sales and use tax permit holders who filed one or more tax returns for the year are reported as the number of 
businesses.

The reporting periods in this report are calendar years.  For example, the sales reported for the year 2000 are for the period, 
January 1, 2000 to December 31, 2000.

The typical pull factor is a pull factor that represents the “norm” for cities within a population group. It is an average for cities 
within a population group taking into account any outliers in the group.

Personal income is defined as the income received by, or on behalf of, all the residents of the county (state) from all sources. 
Personal income is the sum of wage and salary disbursements, supplements to wages and salaries (e.g.. contributions to 
retirement funds, health plans, life insurance policies), proprietors' income, rental income, personal dividend income, personal 
interest income, and personal current transfer receipts to persons (e.g. receipts of Social Security, disability, worker's 
compensation, Medicare/Medicaid, food stamps,etc.) less contributions for government social insurance (e.g. Social Security, 
Medicare).  (For more details, see http://www.bea.gov/regional/pdf/spi2005/alternative_measures.pdf).

This index provides a relative measure of income, calculated by dividing local per capita income by state per capita income.  The 
base is 1.00.  For example, an index of income of 1.20 indicates that per capita income in the area is 20 percent above the state 
average.

Pull factors are good measures of sales activity because they reflect changes in population, inflation, and the state economy.  Pull 
factors are available through the Extension Service for total taxable sales for all cities with reported sales (generally, cities with a 
population of 5,000 or more) since 1990.  The pull factors listed in this report are not adjusted for differing income levels in 
different communities; they are simply the ratio of local per person sales to the state average.  Income levels are accounted for in 
the expected sales and potential sales formulas, described below.  
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Expected Sales

Potential Sales

Variance Between Actual and Expected Sales (Surplus or Leakage)

Trade Area Population Gain or Loss

The variance between actual and expected sales is how much retail sales differ from the “norm” (i.e., the amount above or below 
the standard established by the expected sales formula). When actual sales exceed expected sales, we say the city has a "surplus" 
of retail sales.  When actual sales fall short of expected sales, we say the city has a retail sales "leakage". The set of similarly-
sized cities in Minnesota is the “peer group” to which the comparison is being made.  Discrepancies between expected and 
actual sales occur for a variety of reasons.  

Proximity to larger population centers, management, marketing, and transportation patterns are just a few factors that can cause 
the retail sales of a particular town to deviate substantially from expected sales.  It is important that decision-makers consider 
these influences when constructing policies, plans, or projects.  The surplus or leakage is expressed in dollars, percentages, and 
customer equivalents.  The use of the analysis will dictate which measure best conveys the information, though all are equivalen
In the case of leakages, the dollar amount is usually the easiest to use since it immediately conveys the potential sales for new 
businesses.

The trade area population gain or loss translates the percentage amount of surplus or leakage of retail sales into an estimate of th
number of customers gained or lost in the trade area.  It is calculated by multiplying the percent surplus or leakage by the 
population estimate for the city or county.  For example, if a city with 10,000 residents had a retail sales surplus of 20%, the 
trade area population gain would be 2,000.  Adding this number to the city's population gives an estimate of the population size 
of the city's trade area.

Expected sales is a retail performance benchmark.  It is an estimate of the sales level a town would achieve if it were performing 
on par with Minnesota towns of a similar size.   In addition to population and income variables, expected sales incorporates the 
typical strength of comparable communities via the typical pull factor .  Expected sales is the product of city population, state per
capita sales, the index of income and the typical pull factor.  For example, if a city has a population of 5,000, the state per capita 
sales are $9,000, the typical pull factor is 1.30, and the index of income is 1.03, expected sales is approximately $60 million per 
year (5,000 x $9,000 x 1.30 x 1.03).  This provides a means of comparing what is expected for a city of a certain size to what is 
actually happening.  

Potential sales is an estimate of the amount of money that is spent on retail goods and services by residents of a county. It is the 
product of county population, state per capita sales and the index of income. The potential sales concept for counties is similar to 
the expected sales calculations for towns. However, potential sales does not utilize a measure of average pulling power (like the 
typical pull factor  that is used in the expected sales equation).  Since a county is a relatively large region within which retail 
business takes place, counties are compared  without adjustments for trade area size.
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Gross Sales

Misclassification

Suppressed Data

Consolidated Reporting

Changes Between 2000 and 2003

Holders of sales and use tax permits select the North American Industry Classification System (NAICS) category that best fits 
their business.  Regardless of who makes this classification, errors are occasionally made.  Also, sometimes a business will start 
out as one type of business, but may evolve over time to a considerably different type of business.  Misclassifications can distort 
sales among business categories, especially in smaller towns.  For example, a furniture store that is classified as a general 
merchandise store, will under-report the sales in the furniture store category and over-report the sales in the general merchandise 
category.

The sales data for merchandise categories that have less than four reporting firms are not reported.  This is a measure taken by 
most states to protect the confidentiality of sales tax permit holders.  The sales for suppressed categories are placed into the 
miscellaneous category and are included in total sales.

Cautions

Gross sales is a comprehensive measure of business activity, but readers should be aware that the numbers in this report are self-
reported by holders of sales and use tax reports.  Furthermore, the gross sales are not audited by the State of Minnesota.  It is 
believed that the gross sales figures are generally reliable, but there is the possibility of distortions, especially in smaller cities 
where misreporting may have occurred.

The Sales and Use Tax Statistics report for 2006 uses a slightly different methodology than in previous years. Rather than basing 
the report on the year in which sales were made (as was true in earlier reports), the 2006 report is based on when returns were 
processed. To best approximate the economic activity for calendar year 2006, this report includes all returns processed from 
February 2006 through January 2007. Returns are included in the report regardless of the date of sale.

For fiscal year 2003, the Minnesota Department of Revenue implemented two major changes to improve their reporting of sales 
and use tax data.  First, they adopted a geo-coding system, which accurately identifies the location of all business reporting sales 
and use tax to the state rather than relying on the businesses' postal addresses.  One effect of this change is a movement of sales 
between neighboring cities (and in some cases, counties) in the year 2003.  Thus, in several of the suburbs of Minneapolis and 
St.Paul and in cities such as Hermantown, which is adjacent to Duluth, the data show large increases in retail sales between 
2000 and 2003, a substantial portion of which is due to the re-coding of business location and not to actual growth in sales. 

Changes Starting in 2006

Vendors doing business at more than one location in Minnesota have the option of filing a separate return for each location or 
filing one consolidated return for all locations.  The consolidated return shows, for each business establishment, the sales made, 
tax due and location by city and county.  Data for the establishments of consolidated filers are combined with data for single-
location filers to produce the figures in this report. Occasionally consolidated reports may not be properly deconstructed and all 
the sales for a company may be reported for one town or city.  Whenever misreporting is discovered, contacts are made with the 
Minnesota Revenue Department to clarify the situation

The second change implemented by the Department of Revenue in 2003 was a shift from the Standard Industrial Classification 
system (SIC codes) to the North American Industry Classification System (NAICS codes).  This switch does affect the 
comparability of the data series prior to 2000 with that of 2003 (and beyond), especially for merchandise categories.  Overall 
retail and services sales are highly comparable over time.  In many cases, the merchandise categories for the data prior to 2003 
are very closely related to the new categories.  For example, approximately 97% of the 2003 statewide sales in the general 
merchandise category were accounted for by firms also classified as general merchandise under the SIC system.  In other cases, 
the correspondence is less straightforward.  For example, only 56% of 2003 statewide sales in the Food and Beverage store 
category were accounted for by firms classified as Food Stores under the older classification system; 41% of 2003 Food store 
sales were accounted for by firms previously categorized as Miscellaneous Retail.  

The NAICS system does provide greater detail and introduces some new sectors, such as Retail Electronics.  Over time, these 
changes will improve the information available for retail trade analysis. For additional information, please see 
www.taxes.state.mn.us/taxes/legal_policy/other_supporting_content/salesuse_%202003_statistics_introduction.shtml.
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