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The purpose of this tax fact is to explain how sales and use tax applies to products transferred
electronically. It is not intended to answer all questions that may arise. The information J u |y 202 3
contained in this fact sheet is current as of the date of publication.

Products Transferred Electronically outh Dakota Taxes and Rate
In South Dakota the receipts from the sale of tangible personal State Sales Tax and Use Tax — Applies to all
property have been subject to sales tax since 1935. Since that time sales or purchases of taxable products and 4.2%

methods of delivering products has expanded to include transferring | S€rvices.

products electronically. Products transferred electronically are taxed | Municipal Sales Tax and Use Tax — Applies
as a sale of tangible personal property. However some states do not |to all sales of products and services that are

tax products transferred electronically which creates confusion as to | Subject to the state sales tax or use tax if the | . 5o,

purchaser receives or uses the product or
service in a municipality that imposes a sales
tax or use tax.

whether or not these products are tangible personal property. To
remove any confusion as to whether or not products transferred

electronically are taxable, South Dakota has defined products
transferred electronically and created a specific statute imposing tax on these products.

The new law and definition of products transferred electronically does not change any tax liability. Sellers that sell

products transferred electronically will continue to owe sales tax on receipts of products delivered to customers in South

Dakota. Consumers using products delivered electronically will continue to owe use tax on their cost of the products, if

sales tax was not collected by the seller.
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A product transferred electronically is any product obtained by the purchaser by
means other than tangible storage media such as a CD, DVD, disk or tape. A
product transferred electronically does not include any intangible such as a

patent, stock, bond, goodwill, trademark, franchise, or copyright.
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Temporary or Permanent Use

Sales tax applies to products transferred electronically when the purchaser has temporary use of the product and when
the purchaser has permanent use of the product. Example: Access to a downloaded movie for three days is a temporary

use of a product and is subject to sales tax. Purchasing a movie [~ .
that is downloaded to a computer for permanent use is also Exempt Transactions
subject to sales tax. Products transferred electronically are subject

s to sales or use tax unless the purchaser has
DlglfCll Codes provided an exemption certificate showing
The sale of a digital code that may be utilized to obtain a product | they are purchasing the product for resale or
transferred electronically is subject to the same tax as the product are an exempt purchaser.

-

the digital code is for. A digital code is a code that permits a
purchaser to obtain at a later date a product transferred electronically. Digital codes are taxed at the time the code is
purchased. Example: A gift card is purchased that allows access to downloadable music. The card owner enters a code
that allows a set number of songs to be downloaded. The sale of music is subject to sales tax, therefore the code to
obtain the music is also subject to sales tax. Unless there is an additional fee when the music is downloaded, no

additional tax applies when the card owner receives his or her music.
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Where Tax Applies

The sale of tangible personal property, products transferred electronically, and services are subject to sales tax where
the customer receives the product or service. The following general rules are used to determine where sales tax applies.

1.
2.

Items picked up at the seller's location are subject to sales tax at that location.

Items delivered are subject to sales tax at the delivery address. Delivery may be by the seller or by a
transportation company hired by the customer.

If items are delivered, but the delivery address is unknown, sales tax applies based on the customer’s address.

If items are delivered, but no delivery address or customer address is on file, then sales tax applies based on the
address from which:

a. Tangible personal property was shipped;
b. The product transferred electronically was first available for transmission by the seller; or

c. The service was provided.
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Use tax is applied to tangible personal property, products transferred electronically and services where the products are
used, stored, or consumed.

Examples of products transferred electronically — this is not an all inclusive list: music, books, videos, movies,
newspapers, custom computer software, photos, clip art etc.

Contact Us

If you have any questions, please contact the South Dakota Department of Revenue.

Call toll-free: 1-800-829-9188

Business Tax Division Email: bustax@state.sd.us

Website: https://dor.sd.gov/

Mailing address and office location: South Dakota Department of Revenue

445 East Capitol Ave
Pierre, SD 57501
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