
    BACKGROUNDER 
 
STATE SALES TAX CUT 
 
ISSUE: During the 2023 Legislative Session, House Bill 1137 was signed into law and reduced the 
state sales tax from 4.5% to 4.2%. The state sales tax cut is set to revert back to the 4.5% in 
2027. There will be attempts in the upcoming Legislative Sessions to repeal the sunset clause 
and to make the state sales tax repeal permanent. HB 1137’s prime sponsor and the governor 
have promised to deliver this effort.  
 
OVERVIEW:   
South Dakota is a sales tax driven state. The state 
sales tax accounts for over 60% of the state’s 
general fund revenue and approximately 19% of the 
state’s total budget. Within the past 10 years, SD’s 
budget has also almost doubled for multiple 
reasons. It’s clear that since the start of the COVID 
pandemic, South Dakota has experienced an 
extraordinary increase in state revenues. Some of 
this comes from economic growth and some from 
inflation, but much of it stems from an 
unprecedented amount of one-time federal 
funding.  
 
Below is a breakdown of South Dakota’s budget by 
General (61% of this fund comes from sales & use 
taxes), Federal, and Other Funds. The graph below 
shows that our state has experienced a huge, one-
time federal cash influx that corresponds with 
unusually high sales tax collections. 

 
 
 
 
 
 
 
 
 
 
 



CONSIDERATIONS: 
1. SDFB opposed the repeal of the grocery sales tax and remained neutral on the overall 

state sales tax reduction. This was determined by SDFB policy. One of SDFB’s main 

priorities is to advocate for fiscally responsible means of taxation at the local and state 

levels. Our members have always made it our mission to support sound and responsible 

tax policies that keeps South Dakota a low tax state. SDFB has also always understood 

that a low, broad-based sales tax is how we avoid implementing an income tax.  

2. In 2016, the Legislature, following the direction of the Blue Ribbon Task Force increased 

the sales tax from 4.0% to 4.5%. In order to secure enough votes, the Partridge 

amendment was added to the legislation. The amendment promised to repeal a portion 

of the 2016 half penny sales tax increase with the collection of online sales tax. The 

amendment, named for its sponsor, then-Rep. Jeff Partridge, called for reducing the 

sales-tax rate by one-tenth of 1% for every $20 million of ongoing tax revenue paid by 

remote sellers. With the passage of HB 1137, the Partridge Amendment has been 

removed from state law; however, many believe that making the tax cut permanent 

fulfills the original promise found in the Partridge Amendment. 

3. The Senate is supportive to keep the four-year sunset. It is their belief that a sunset 

allows the State to avoid a tight situation if the grocery sales tax ballot measure passes 

in 2024. Additionally, there is concern that South Dakota’s economy will decline and 

revenues will fall if the nation goes into a recession. 

4. Many agricultural inputs are exempt from sales tax. If the sales tax is made permanent 

and state revenues fall, some worry inputs could lose their exempt status. 

POLICY 
We support:  
Purchased inputs for agricultural production, manufacturing and industrial production shall be 
exempt from state and local sales tax. Sales tax should only be collected on the final product at 
the time of sale/consumption. 
We oppose: 
Sales tax on feed, seed, fertilizer, and ag chemicals. Sales tax should be removed from 
veterinary supplies. City sales tax should not be charged on machinery, repairs, building 
materials and veterinary supplies used by farmers. 
 
Cities or school districts having extra sales tax for the support of schools. 
 
Cities being allowed to put sales tax receipts in their general fund for property tax relief. 
 
The repeal of the state food sales tax. (Beadle 2022) 
 
DISCUSSION: 

1. Does SDFB feel it is good tax policy to include a four-year sunset on the state sales tax 

cut?  
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