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The authors found that food retailers of replacing such lost revenues (5).
would incur sizeable incremental costs Presently, 26 states and the District

— _deDendina-on<he_rm{x .of-–labor–and..ca P.i.ta~o.f_ Col.umbJa–e.ithe~–exemp.t–Q~an~~——-
utilized if a dual tax structure was im-

posed. Thus, the tax savings to con-
sumers then would be offset not only by
the recoupment of the lost revenue by
government, but also by the incremental
costs incurred by the food retailers.

INTRODUCTION

Under the authority of the Virginia
Retail Sales and Use Tax Act of 1966, the
Department of Taxation administers a uni-
form sales and use tax consisting of a
three percent state tax and a one percent
local option tax, making a combined rate
of four percent. The local one percent
tax is levied by all cities and counties,
but cannot be imposed by towns.

House Joint Resolution No. 194 estab-

lished a Joint Subconxnittee of the House
and Senate Finance Committee to study the
sales and use tax on food products for
home consumption. Specifically, the

resolution directed the Joint Subcommittee
to conduct a study of all practical means

exempt food products from the sales and
use tax (Table 1). -

Table 1. States that Either Exempt or
Partially Exempt Food Products
From the Sales and Use Tax

California
Colorado
Connecticut
District of Columbia
Florida

Illinois
1ndi ana
Iowa
Kentucky

Louisiana
Maine
Maryland
Massachusetts
Michigan

Minnesota
Nevada
New Jersey
New York
North Dakota
Ohio

_Pennsylvania
Rhode island
Texas
Vermont
Washington
West Virginia
Wisconsin

Source: {5}.

The exemption of food products from

the sales and use tax has been discussed
many times in the past in the Common-
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weal th. Although the arguments for the
exemption of food products are numerous,
the primary argument rests on the regres-
sive nature of the sales and use tax. The
sales and use tax on food commodities
affects households with comparatively low
incomes to a much greater extent than
households with comparatively high incomes.

Typically, low income households spend a
greater proportion of their ‘income on food
products than high income households (Table
2) . Hence, those in favor of exempting
food products from the sales and use tax
have argued that the exemption would re-
duce the tax burden for the relatively low
income groups.

Table 2. The Relationship Between House-
hold Income and Expenditures for
Food : 1972-74

Income Class Food Expenditures as a
(dollars) Percentage of Income

< 5,000 38.88
5,000 to 8,000 23.01
8,000 to 12,000 18.72

12,000 to 15,000 15.75
15,000 to 20,000 14.26

>20,000 10.17

Source: (1).

Out of several alternatives to re-

place the lost revenue, the Joint Sub-
committee recormnended that the Common-
wealth should gradually eliminate the
state sales and use tax on food over a
six year period. The Joint Subcommittee
proposed that the state sales and use tax
on food be reduced by one percent over the
next three bienniums. Hence, the Joint
Subcommittee recommended a dual tax
structure in conjunction with expenditures
on food and nonfood items. The purpose of
this report is to determine various costs
to Virginia food retailers and to deter-
mine the sales and use tax savings to
consumers with regard to this legislative
proposal. The organization of the report
is as follows. The assumptions and pro-
cedures are discussed in the next section.
The resuits are presented in the second

section, and concluding comments follow
in the third section.

,

ASSUMPTIONS AND PROCEDURES

Two general assumptions are made in
this report. First, with the incidence
of a dual tax structure, the respective
food retailers would maintain the same
level of service to the consumer as be-
fore the adoption of a differential tax

structure. This assumption effectively
serves to eliminate a form of nonprice
competition among food retailers. Second,
and tied to the first, with the incidence
of a dual tax structure, the incremental

costs to the food retailers would neces-
sarily be passed on to consumers in some
fashion. Such incremental costs include
the following: (a) direct costs (front
end labor costs, training costs of per-
sonnel), capital costs (cash registers,
maintenance, and reprogramming); and
management costs; and (b) indirect-
costs (equipment upgrading, avai labi
of equipment, bookkeeping or accouht
problems, and checker bias).

The remainder of this section d(

i ty
ng

als
with the procedures used to determine
various incremental direct costs and in-
direct costs attributable to a differen-

tial tax structure. To obtain .est.lmates
of additional labor costs due to the
necessary separation of food items and
nonfood items$ time-motion studies-were
carried out with various food retailers:
(1) Hop-In (3 stores); (2) Mick-or-Mack
(2 stores); (3) Winn-Dixie; (4) Wades;

(5) Belo; and (6) Siegel ’s. These re-
tailers were located in the Southwest

region, the Central region, the Tidew-
ater region, and the Eastern region of
Virginia. :

Retail food dealers fall either into
convenience store category (Hop-in), the
food store category (Belo, Wades, and
Siegel’s), or the supermarket category
(Winn-Dixie and Mick-or-Mack). Conve-
nience stores are small , compact, self-
service stores handling a limited variety
of items. The average weekly sales
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volume for the convenience store category

is less than $40,000. z The average weekly
sales volume for the food store c:~,tegory
is between $40,000 and $100,000, w’h”ile the
average weekly sales volume for the super-
market category is greater than $1OO,OOO.

Within each food retailer category,

three types of market baskets were pro-
cessed under the present state of affairs
without the incidenceof a dual tax struc-

ture and then with the incidence of a dual
tax structure. The various market baskets
iricluded: ( 1) a low household. cost budget
market basket; (2) an intermediate house-
hold cost budget market, basket; and (3) a
high household cost budget market.basket
(Tables 3-8) . To formulate such market

baskets? for the food store catetory and
the supermarket category, Progressive
Grocer’s guide to the 200 most used super-
market grocery products was employed (3,
4). The expenditure on the low household
budget ranged from $40 to $6o, the expendi-
ture on the intermediate household budget
ranged from $6o to $8o, and the expendi-

_.___.._..–tuon...on...the.J i.gh--househo.ld–budge.L.-ranged__...
from $80 to $100. In addition, industry
figures show that in the average food

‘store arid supermarket, 65 to 70 percent of
sales are for food items and 30 to 35 per-
cent of sales are for nonfood items (2).
Convenience stores normally do not carry
fresh produce or meat and derive 60 per-
cent of their sales from six product cate-

.
tobacco, beer, soft drinks, milk,

%[~~~~es and newspapers, and candy (2).

The processing of the market baskets
for the food store category and the super-

market category was repeated three, times
in each store using three different and
experienced cashiers. For the convenience

store category, the processing of the mar-
ket baskets was repeated ten times using
one experienced cashier. Some of the
goods within the market baskets were eli-
gible for purchase under the WIC Program
and the Food Stamp Program.1 The purpose

of such repetitions was to determine the
mean market basket processing time both
with and without the incidence of a differ-

ential tax structure. This statistical
measure served to determine the additional

labor requirements to process market

baskets of goods under a dual tax struc-

ture. To obtain the total incremental
labor cost, the following calculations
for the total number of convenience
stores, food stores, and supermarkets
were made:

Incremental Labor Costs = (average
wage ratE/checker) (40 hrs/wk)

(5~ wks) (number of checkers)
(additional mean time processing)

Incremental Training Costs =
(average training cost/checker)
(average number of training hours)

(number of checkers)

To obtain estimates of capital
costs such as costs of cash register
replacement (through the purchase of new
cash registers or scanners) and costs of
reprogramming cash registers, a telephone
survey with.a sample of VFDA headquarter
stores throughout the state was conduc-
ted. The VFDA membership list of head- ‘
quar.ter.-stores-was-s t.rat<$~+d+c~-rd;ng---
to corporations (six. in all), retailers -
seven or more stores (fifteen in all),
and retailers - one to six stores (76o
in all).

The total number of headquarter
stores from which the sample was drawn
was 781. The number of VFDA headquarter
stores included in the sample was”123,
and the number of responses to the samp’
was 99 (an 80.5 percent participation
rate) . For the survey sample, all cor-
porations and all retailers - seven or
more stores - were included; in additior
a random sample of 102 out of 760 re-

tailers - one to six stores - was drawn
for the telephone survey sample.

The questionnaire used”in the
telephone survey isexhibited in Figure
1. Approximately 37 percent of the food
retailers were familiar with the House
Joint Resolution No. 194, while 43 per-
cent were not familiar with the resolu-
tion. About 20 percent of the food
retailers gave no response concerning

their familiarity with the resolution.

e

Y
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Table 3. Low Household Budget Market Basket
,

Food Items

Bread 20 oz. loaf Bacon 12 oz.

Eggs dz. (Grade A large) Cheese 12 oz.

Flour 5 lb. bag Frankfurters and

Milk 1 gallon wei ners 16 OZ.

Mayonnaise 32 fl. OZ. Cold cuts (2 types) 8 oz. each

Sugar 5 lb. bag ‘Coffee 1 lb.

Catsup 24 OZ. Ground beef 1 lb.
Mustard 24 OZ. Chicken (whole) 3 lb.

Breakfast cereal 12 or 15 oz. box Cook i es 12-19 OZ.

Margarine 16 OZ. Fresh fruit (2 types) 1 lb. each

Crackers 16 OZ. Canned vegetables
Macaroni 16 OZ. (4 types) 16 oz. each

Ice Cream 1/2 gallon ‘Soft drinks 1 carton (8 pack)

(24 fmd i terns)

- - . - - -- - - -.. . - -- - - -- - - - - -. -- -- --- - - -- -- - - - - -- - - - --- ---- -- - - - - ------ -- - - - - -- - - - -- - ---------

Nonfood Items

Toilet soap 7-14 oz. Household cleaner 12-22 fl. oz.

Toilet tissue 225 Sq. ft. Kitchen wrap 100 Sq. ft.

Laundry detergent 49 oz. Domestic beer 12 oz. (6 pack)

Paper towels 100 Sq. ft. Cigarettes 1 carton
Dishwashing liquid Toothpaste 3 oz.

(not automatic) 22 fl.oz.

(10 nonfood i terns)

Source: The authors.

Approximately 65 percent of the food re-
tailers would replace present cash regis-
ters (checkouts) with new cash registers
or scanners to handle a dual tax struc-
ture, while 35 percent would either re-
program their present cash registers to
handle a dual tax structure or manually
separate the food items from the nonfood
i terns. 2 Almost 45 percent of the food
retailers had computerized checkout or
scanning operations in their stores, while
50 percent did not have computerized
checkout or scanning operations in their
stores. Approximately 12 percent of the
food retailers had an average weekly
dollar volume between $4CI,CO0 and $100,000
and 64 percent had an average weekly
dollar volume less than $40,000.

To obtain the total

capital costs, the follow
was utilized:

ncrementa”l
ng procedure

Incremental Cash Register or Scan-
ning Operation Costs = (number of
checkouts with new cash registers
or scanning operations) ,(average
cost of cash register or scanning
operation to handle a dual tax
structure-- trade-in value of pre-
vious cash registers)

Incremental Reprogramming Costs =
(number of checkouts with repro-
gramming) (average cost of repro-
gramming cash register)

June 82/page 6 Journal of Food Distribution Research
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Table ~. Intermediate Household Budget Market Basket

Food Items

Bread
Eggs
Flour

Milk
Mayonnaise

Sugar
Catsup
Mustard
Breakfast cereal
Margarine
Ice Cream
Bacon
Cheese
Coffee
Soup (4 cans)

20 oz. loaf
dozen (Grade

5 lb. bag
1 gallon

32 fl. OZ.

5 lb. bag
24 OZ.

24 OZ.

12 or 15 oz.

16 OZ.

1/2 oz.
12 oz.
12 oz.
12 oz.
10 or 11 oz.

Frozen vegetables
A large) (4 types)

Ground beef
Chicken (whole)
Salad- dressing
Pork chops
Frozen fish or seafood
Soft drinks

box Tea.
Cook i es
Tuna (2 cans)
Fresh fruit (3 types)
Orange juice (frozen)
Jams and jellies

each Frozen pies, cakes, “

10 oz. each
1 lb.
3 lb.
8 fl. OZ.

2 lbs.
?4-24 OZ.

1 carton (8 pack)
802. (100 bags)

?2-19 OZ.

6-7 OZ.

.1 lb. each
6 fl. OZ.(6 pack)

18-32 fl. OZ.

pastries 26-46 OZ.

29 Food Items

———. .-—.

Toilet soap
Toilet tissue
Laundry detergent
Aluminum foil
Paper towels
Dishwashing liquid

(not automatic)
Household cleaner

_—.—.——.—— . .

7-14 oz.
225 sq. ft.
49 oz.
75 Sq. ft.
100 Sq. ft.

22 fl. oz.
12-22 fl. oz.

Nonfood Items
_.—.—_.—--———— . .-———

Garbage bags
Domestic beer
Iii-Tank toilet bowl

cl caner
Floor wax & polish
Deodorant
Shampoo
Toothpaste

—.——— ..—. — ..—————-—

10 or 20 bags
12 oz. (6 pack)

12 oz.
32 fl. OZ.

2-3 OZ.

3-12 OZ.

3 oz.

Aspirin 24 or 30 tablets

15 Nonfood Items

Source: The authors.
—. I

Incremental Maintenance Costs = underestimates the total costs to the
Tnumber of checkouts) (average Virginia food retailers. To complete the
maintenance cost) objectives of this study, estimates of

the loss of state sales and use tax rev-
The incremental cash register or scanning enue due to a dual tax structure were
operation costs and the incremental re- obtained using historical data from the
programming costs were then amortized. Virginia Department of Taxation.

This report, however, makes no esti- RESULTS
mates of management costs or indirect

\

costs attributable to the differential To compute the direct costs to the
tax structure. In short then, this report food retailers in Virginia due to the

Journal of Food Distribution Research June 82/page 7



Table 5. High Household Budget Market Basket

d

Food Items

Bread 20 oz. loaf
Eggs dozen (Grade A large)
Flour !5 lb. bag
Milk 1 gallon
Mayonnaise
Sugar
Catsup
Mustard
Breakfast cereal
Butter
Ice cream
Bacon

Cheese
Coffee
T-bone steak
Ground beef
Chuck roast
Canned ham

32 71.

5 lb.
24 OZ.

24 OZ.

12 or
16 OZ.

1/2 ga
12 oz.

12 oz.
1 lb.
1 lb.
1 lb.
3 lb.

48 OZ.

oz.
bag

5 OZ. box

1on

34 Food

Soft drinks
Drink mixes
Fresh fruit (3 types)
Frozen vegetables

(4 types)

Spaghetti
Spaghetti sauce
Peanut butter
Crackers
Cook i es
Nuts
Orange juice (ft-.0zenj

Yogurt
Candy bars
Cake mix
Potato chips
Dips, ready-to-serve

I terns

1 carton (8 pack)
30-33 oz.

1 lb. each

10 oz. each
16 OZ.

16 OZ.

28 oz.
16 OZ.

12-19 OZ.

12-18 OZ.

6 fl. oz. (6 pack)

8 OZ.

6-12 OZ.

18.5 OZ.

7-8 02’.

8 OZ.

Nonfood Items

Toilet soap
Toilet tissue
Laundry detergent
Paper towels
Household cleaner
Domestic beer
Wine
Deodorant
Shampoo
Toothpaste

7-14 oz.
225 Sq. ft.
49 oz.
100 Sq. ft.
12-22 fl. oz.

j; ~z~, ‘60~ack). . .
2-3 OZ.

3-12 OZ.

3 oz.

Aspirin
Garbage bags
Kitchen wrap
Mouthwash
Furniture polish

D.ishwashing liquid
(automat ic)

Rug cleaner
Dog food
Air fresheners

24 or 30 tablets
10 or 20 bags
loo’sq. ft.
6 OZ.

14 oz.

50 oz.
24 OZ.

36 OZ.

5-9 oz.

19 Nonfood [terns

Source: The authors.

incidence of a dual tax structure, infor-
mation about the retail food industry was
obtained from several sources. The infor-
mation obtained is summarized by source
in Table 9. From the time motion studies,
the average percentage increase attribu-
table to the incidence of a dual tax
structure in mean time processing of the
market baskets of goods for the sample

stores utilizing present equipment was
25 percent to 33 percent (Table 10).
The percentage increases in mean time
processing of the market baskets for
the various stores spanned a wide
range, from approximately 12 to 70
percent. Furthermore, for each store
and for each type of market basket, the
difference in mean time processing with

June 82/page 8 Journal of Food Distribution Research
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Table 6. Convenience Store, Low Market Basket, 4 items each

(1)
(2)
(3)
(4)
(5)
[;]

(8)
(9)

(lo)

2 packs of cigarettes, milk(quar-t), 2 candy bars, newspaper
2 packs of cigarettes, carton of soft drinks, newspaper, dozen eggs
S’ix-pack beer, magazine, bread (loaf), breakfast cereal

Cheese, eggs, toothpaste, dishwashing liquid
Cookies, paper towels, household cleaner, margarine

Pet food, carton of soft drinks, aspirin, bread (loaf)
Deodorant, mouthwash, ice cream, bacon
Orange juice, coffee, dlshwashing liquid, ’furniture polish
Bread, pet food, paper towels, tea
2 cans soup, eggs, shampoo, kitchen wrap

Source: The authors.

Table 7. Convenience Store, intermediate Market Basket, 7 items each

(1)
(2)

(3)
(4)
(5)
(6)
(7)
(8)

‘--m
(10)

Newspaper, bread, mustard, flour, kitchen wrap, one carton soft drinks, pet food
2 packs of cigarettes, eggs, potato chips, catsup, toothpaste, milk, coffee

Magazine, breakfast cereal, crackers, bread, shampoo, papertowels, sugar

Toothpaste, dishwashing liquid,.milk, tea, catsup, beer, pet food

Cookies, household cleaner, eggs, flour, wine, magazine, orange juice
Aspirin, bread, aluminum foil, mayonnaise, potato chips, beer, milk

Flour, yogurt, wine, eggs, newspaper, bacon, mouthwash
Coffee, furniture polish, cheese, cake mix, magazine, soft drinks, cookies _——.
Tea, bread; pet food, p%per towels, mayonnaise, ‘cats-up., peanut butter

——

Drink mixes, wine, newspaper, flour, kitchen wrap, milk, eggs

Source: The authors.

and without the incidence of a differen-
tial tax structure was statistically sig-
nificant at any reasonable level of sig-
nificance. The statistical test employed
was the paired t-test.

The computation of the direct costs

to the food retailers attributable to a
dual tax structure still depends in part
on various possibilities concerning .the
employment of labor and capital. The

number of possibilities is vast. This

report analyzes four possibilities: (1)
the food retailers employ additional
labor and no new capital equipment; (2)
the food retailers either purchase new
cash registers or reporgram present cash

registers; (3) all food retailers in
supermarkets adopt scanning installations,
and the food retailers in food stores and

convenience stores either purchase new

cash registers or reprogram present cash
registers; and (4) 5 to 10 percent of
the supermarkets adopt scanning installa-
tions, 5 to 10 percent of the food
stores and convenience stores use addi-
tional lab~r only, while the rest of the
stores either
or reprogram I
Thus, possibi’
of labor only

represent the
possibility 4
of the use of

purchase new cash registers
resent cash registers.

—.

ity 1 represents the use
possibilities 2 and 3

use of capital only, and
represents more of a mix
labor and capital.

The results of the calculations for
these four possibilities are shown in
Tables 11-14. Since the state sales
and use tax on food would not be reduced
by one percent until July 1, 1981 at the

earliest, the annual direct costs to the
food retailers were projected over the

Journal of Food Distribution Research June ~2/page 9



Table 8. Convenience Store, High Market Basket, 10 items each

(1)

(2)

(3)

(4)

(5)

(6)

(7)

(8)

(9)

(lo)

2 packs cigarettes, milk, 2 candy bars, newspaper, loaf of bread, mustard, flour,
kitchen wrap, soft drinks, pet food

2 packs cigarettes, soft drinks, newspaper, eggs, potato chips, catsup, tooth-

paste, milk, coffee, bacon
Beer, magazine, bread, breakfast cereal, crackers, margarine, sugar, eggs, paper
towels, shampoo
Cheese, eggs, -toothpaste, dishwashing liquid, milk, tea, catsup, beer, newspaper,

pet food .

Cookies, paper towels, household cleaner, margarine, eggs, flour, sugar, wine,
newspaper, orange juice
Pet food, soft drinks, aspirin, bread, aluminum foil, mayonnaise, potato chips,

beer, milk, magazine
Deodorant, mouthwash, ice cream, bacon, milk, flour, yogurt, wine, eggs, news-

paper
Orange juice, ”coffee, dishwashing liquid, furniture polish, cheese, cake mix,

magazine, soft drinks, cookies
Bread, pet food, paper towels, tea, catsup, mayonnaise, peanut butter, beer,
eggs, magazine
2 cans soup, eggs, drink mixes, kitchen wrap, shampoo, flour, wine, milk, news-
paper, coffee

Source: The authors.

period 1981 to 1986. Each of the incre-
mental costs were initially computed in
1980 dollars and then multiplied by a
factor of 1.0727 to derive the costs in
1981. This factor represents the 7.27

percent average annual growth in the
Consumer Price Index from ]970-1979.

Training costs were assumed to
occur in the first time period (1981)
only. Of course, this assumption is not
strictly tenable due to turnover in store
checkers. However, the incremental
training costs in later periods would
likely be minimal. Labor costs and main-
tenance costs for successive years were
derived by multiplying the costs in the
preceding time period by the factor 1.0727.
The costs of cash register purchases, the
costs of scanner purchases, and the costs
of reprogramming were amortized over a
six-year period (the length of and depre-
ciation of the capital equipment) using
interest rates of both 15 and 20 percent.

For possibility 1, the costs to the
food retailers in the first biennium
ranged from $40.7 million to $103.1 mil-

lion in the second biennium ranged from

$46.0 million to $118.6 mini-on, and in
the third biennium ranged from $52.9
million to $136.4 million. Such costs
depended, to a large measure, on the
average wage rate per checker ($4.92/
hour to $8.80/hour). Over the six+year
period, the range of per capita costs
was $7.65 to $24.09. For possibilities
2 and 3, the costs to the food retailers
in each of the bienniums were substan-

tially less than for possibility 1. Over
the six-year period, the interval for the
per capita costs was $1.27 to $4..1-1. The
costs for the fourth possibility fell
into the same range as the costs for the
second and third possibilities.

In brief, the direct costs to the
food retailers would vary considerably
depending on the mix of capital and.
labor utilized to meet the additional
work required if a dual tax structure
were enacted. The costs shown represent
conservative estimates since the calcu-
lations omitted management costs and
indirect costs such as equipment up-
grading, availability of equipment,

June 82/page 10 Journal of Food Distribution Research



Figure 1. Telephone Survey

FOR REFERENCE PURPOSES ONLY

Name of VFDA Members:

to Virginia Food Dea

4:.

ers

Store Name: Telephone No.

QUESTIONNAIRE

1. Are you familiar with the resolution in the Virginia State Legislature which calls
for the gradual reduction of the sales tax on food to one percent?

Yes —No —. Uncertain

tax resolution becomes law (that is, a 4 percent tax on nonfood2. Assume that the
items and eventually a one percent tax on food items), are your present cash
registers capable of computing the entire transaction and giving the customer
only one sales receipt?

Yes No

{f the answer to question 2 is no or uncertain:

3: (a) Assuming again the tax resolution becomes
new cash regist~rs or modify your present
tax structure and to present the customer

Purchase outright new cash registers
Modify present cash registers

Uncertain

law,

cash
with

would you purchase outright
registers to handle the dual
only one sales receipt?

(b) what modifications in the present cash registers would be made to handle the
dual tax structure?

.

4. What type of front-end equipment (cash registers , check stand) do you now have in

your store(s)? —.

5. How many cash registers and checkouts do you havein your store(s)? ,.,,,.’

6. Do you presently have computerized checkout or scanning operations in your store(s)?

Yes No Uncertain

7. Which of the following sales categories adequately describes the average weekly

dollar volume in your store(s)?

s $100,000/week $40,000-$100,000/week < $40,000/week

Journal of Food Distribution Research June 82/page ?1
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Table 9. Information About the Virginia Retail Food Industry Used t~ Make Computations
(as of 1980) “

Number of storesa
Number of supermarketsb (13.6%)
Number of food storesb (73.1°)
Number of convenience stores

4
(13.3%)

Average number of checkouts/supermarketb
Average number of checkouts/food storeb
Average number of checkouts/convenience storeb
Weighted average number of checkout~/storee
Number of checkouts in supermarket~
Number of checkouts in food stores
Number of checkouts in convenience storese
Total number of checkouts
Number of stores with scanning insta]latiotis (1.8%)a
Number of checkouts with scanning operations
Average wage rate/checkers
Number of checkerse
Average training costs/checkers
Average number of training hoursa
Average purchase price of cash register to handle multiple

tax ratesc
Average trade-in value of present cash registers
Average length of life and depreciation of cashdregistersc
Average purchase price of scanning installation
Average maintenance costs of capital equipment
Average reprogramming costsc (reprogramming of software equip-

ment with the ability to handle dual tax structure)
Amortization schedulee
Nominal annual interest ratee
Number of stores not sophisticated enough to”handle dual.

tax structure
Number of stores sophisticated enough to handle. dual tax

structure
Number of checkouts with new capital equipmentto handle

dual tax structure
Number of checkouts with reprogramming or other modifications

to handle dual tax structure
Average percentage.in mean time processing market baskets of

goods due to the separation of nonfood items from food itemse

4,901
667

3,583
652

6,93
2.20-
2.20
2.84

4,621
7,882
1,434

13,937

6::-
$4.92/hr. to $8.80/hr.

13,937
$6.50/hr. to ~7.00/hr.

$2,195
$ 150

5 to 7 years
$9,000 to $10;600

$175 to $220

$200 to $500
6 years

15% to 20%

2,284 to 3,186

1,175 tO 2,617

6,495 to 9,059

4,878 to 7,442

24.80% to 33,.34%

alnformation from the Food Marketing Institute (FMI).

blnformation from (3).

Conformation from J Cash Registers, Inc.

‘Information from the National Association of Retail Grocers (NARGUS).

‘Computations by the authors.
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Table 10. Percentage Increase in Mean Time Processing of the Market 9askets for Each

Store

Percentage Change in Mean Time Processing
Store Market Basket Without Adjustment With Adjustment

for Learning for Learninga

Hop-in
Store #l

Hop-In
Store #2

Hop-In
Store #3

Mick-or-Mack
Store #1

Mick-or-Mack

Store #2

Wades

Be.lo

Siegel’s

Low
Intermediate
High
Overal 1

Low
Intermediate

High
Overal 1

Low
Intermediate
High
Overal 1

Low
Intermediate
High
Overal 1

Low
Intermediate
High

Overal 1

Low
Intermediate
High
Overal 1

Low
Intermediate ~~
High
Overal 1

Low
Intermediate ,
High
Overal 1

52.20
34.46
18.50
31.61

39.52
26.08
28.62
30.56

21.28
21.64

23.33
22.30

45.95
37.43
42.21
41.45

9.18
11.94

8.98

9.77

43.94
40.91
21.09
33.66

20.87
9.36

29.95
20.50

18.28
17.04
11.49
15.20

70.72
44’.8o
25.12
42.32

53.54
33.90
38.86
40.99

28.83
28.13
31.68
29.80

62.25
48.66

57.31
55.44

12.44
15.52
12.19

13.53

59.53
53.18
28.64
44.55

28.27
12.17
40.67

27.95

24.77
22.15
15.60
20.80

‘Due to the design of the time-motion study for each store, some learning (memori-
zation of prices, familiarity of products and procedures) on the part of the” cashiers
was inherent. To account for the learning process, the following estimates of the de-
gree of learning were developed: (1) 35.48%/lowmarket basket; (2) 30%/intermediate;

(3) 35.78%/high. Percentage changes were adjusted to account. for the learning process.
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additional bookkeeping, and checker bias.
In the event of the introduction of a
differential tax structure, in all prob-

ability during 1981-1982, the labor in-

tensive possibility would well represent
the typical costs to Virginia food retail-
ers. Innovation in the substitution of
capital for labor generally occurs only

after some lag in time. The costs to the

food retailers for the period 1983-1986
probably would be characterized by the
more capital intensive possibilities.
After some passage of time, the incidence
of a dual tax structure might motivate
food retailers to adopt new capital equip-
ment more quickly in efforts to minimize
costs .

Projections of loss of state and local
sales and use tax.revenue and per capita
sales and use tax savings to consumers are
exhibited in Table 15. Population projec-

tions, used in TabIes 11-14, to derive
total costs on .a per capita basis, were
based on the 1.24 percentannual average
population growth in Virgjnia from 1970
to 1979. State sales and use tax projec-
tions were based onthe 11.23 percent
annual average state and use tax growth
in Virginia from 1970 to 1979.

The largest major source of sales and
use tax revenue is the food group of the
business classification code.3 The food
group comprised on the average 32.62 per-

cent of the total sales and use tax reve-
nue from the fourth quarter of 1966 to
the second quarter of 1980. However,
since grocery stores sell a wide variety
of nonfood items, the figures for state

sales and use tax for food overestimated
the amount. of food products for home
consumption directly subject to the tax.
In the typical store (food store, super-
marekt, or convenience store) 65 to 70
percent of sales are for food items, while

30 to 35 percent of sales are for nonfood
i terns. Since the grocery component of
the food group constitutes by far the most
sizeable share of the nine components, 21 .2

to 22.8 percent of the total sales and use

tax base estimates would be the amount

directly subject to the food tax. The
estimated loss of state sales and use tax

revenue ranged from $35.8 million to

~~9~~~6million during the period 1981
. The estimated per capita

state sales and use tax savings to
consumers ranged from $6.72 to $34.78

over the six-year period. The revenue

losses implicitly assume that the
Commonwealth would continue to distri-
bute one-third of the state revenue back

to localities as if it.were collected.
If this assumption were untenable, the
estimated loss of local sales and use tax
revenue would be $11.9 million to $65.7
million over the period ]981 to 1986.

CONCLUDING COMMENTS

The estimated loss of state sales
and use tax revenue attributable to House

Joint Resolution No. 194 would range
from $35 million in 1981 to almost $200
million by 1986. This loss would be a
tax savings to consumers, however, only
if the Commonwealth did not attempt to
recover the lost revenue by raising
individual income taxes, corporate in-
come taxes, property taxes, or other
taxes. In all probability, these
various taxes would be increased due
to the magnitude of the sales and use
tax and the progressive nature of income
taxes, property taxes, and other taxes,
state income would be distributed away
from middle and high income households
to low income households. The food re-

tailers, regardless of whether or not
the Commonwealth attempted to recoup the
lost revenue, due to the incidence of a
dual tax structure would incur sizeable
incremental costs depending on the mix
of labor and capital utilized. To main-
tain profit margins, such costs are
typically passed on to all consumers in
the form of price increases. The tax
savings to consumers then would be off-
set not only by the recoupment of the
lost revenue by the government at the
state or local level but also by the
incremental costs incurred by the food
retailers. Thus, the proposed legisla-

tion to gradually reduce the state sales
and use tax on food by one percent over
the next three bienniums would not
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resuIt in a net addition to the disposable
in%omes of Virginia consumers.

FOOTNOTES

lThe Food Stamp Program (FSP) is de-
signed to help low income households buy a
more nutritious diet. Under the program,
participants use stamps to buy food through
regular market channels. The FSP, made -
part of permanent legislation by the Food
Stamp Act of 1964, is the largest domestic

food assistance program in terms of total
program benefits. The Special Supplemental
Food Program for Women, Infants, and Chil-
dren (W.IC) is the most recent food assis-
tance program. Createdin 1972, this pro-
gram provides supplemental food purchasing
power to women and infants, through vouch-
ers valid only for foods specified as
highly nutritious.

*To minimize the manual sorting of
products, the necessary capabilities of
the electronic point-of-sale equipment are:

(1) two programmable tax rates or the
ability to automatically compute two dif-
ferent tax percentages on different items;
and (2) food stamp and nonfood stamp de-
partments.

3The. categories of the retail sales

and use tax business classification code
are the following: (1) food; (2) general
merchandise; (3) lumber, building material,
and supplies; (4) automotive; (5) furni-
ture, home furnishings, and equipment;
(6) machinery, equipment, and supplies;
(7) fuel; (8) apparel; and (9) miscellan-
eous.

.
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