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i n s i d e  t h i s  i s s u e

New Municipal Tax Changes Effective 
Beginning Jan. 1, 2010, six South Dakota communities will implement new 
municipal taxes or update their current city taxes.

The municipal tax changes that will take effect in January include:

• Buffalo is increasing its 1 percent general sales and use tax rate to 2 percent. 
• Fairfax is imposing a 2 percent general sales and use tax rate. 
• LaBolt is imposing a 1 percent general sales and use tax rate. 
• Volga is increasing its 1 percent general sales and use tax rate to 2 percent. 
• Volin is increasing its 1 percent general sales and use tax rate to 2 percent. 
• Wood is imposing a 2 percent general sales and use tax rate. 
 
The complete updated January 2010 Municipal Sales Tax Rate Chart can be 
found on page 5 of this publication.  The South Dakota Department of Revenue 
and Regulation has Municipal Tax Information Bulletins available listing all 
municipal sales and use tax rates statewide as well as information on tribal 
sales, use and excise taxes.  Updated bulletins are free of charge and available 
after Jan. 1, 2010, by contacting the Department of Revenue and Regulation at 
1-800-TAX-9188 (1-800-829-9188) or download a copy from the Department’s 
website at www.state.sd.us/drr.

Tax on Computer Software, Support Services, 
and Maintenance Contracts
The sale of both pre-written and custom software is taxable in South Dakota. 
It is taxable when purchased at a store, purchased online or downloaded from 
the Internet. Software includes upgrades, enhancements, modifications and 
additional software licenses.

Tax applies where the customer receives the software.  

•If the customer receives the software at the location of the retail store, sales 
tax applies based on the location of the store.  

•If the customer receives the software by mail or other delivery method at their 
home or business address, sales tax applies based on the delivery address of 
the customer. 

•If the customer downloads the software from a web site onto their computer 
and the retailer does not have the delivery location, but receives the customer’s 
address during the sale, sales tax applies based on the customer’s address, pro-
viding the use of the address does not constitute bad faith. 
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•If the retailer does not have sufficient address information 
to determine an address for the customer, sales tax applies 
based on the location where the software is first available for 
transmission by the retailer.

For example, a customer from Watertown, SD downloads 
software to their computer. The retailer, located in Spearfish, 
SD has the customer’s Watertown business address on file.  
The 4% state sales tax plus Watertown city tax applies to the 
purchase.   

If the retailer, who may be unlicensed and from out-of-state, 
does not charge the tax, the customer is responsible for re-
porting and paying the use tax directly to the Department of 
Revenue & Regulation. 

The customer is responsible for the 4% state use tax plus 
applicable municipal use tax on any software that is used in 
South Dakota if an equal or greater sales or use tax was not 
previously paid on the software. South Dakota will allow 
credit for sales or use tax paid to another state, if tax was first 
due the other state.

Support & Help Services

All charges for software support services and help lines are 
subject to state and applicable municipal sales or use tax.  Tax 
applies based on where the customer receives the services as 
listed above. 

Maintenance Contracts

Software maintenance contracts are subject to sales tax, 
whether mandatory or optional.  A computer software main-
tenance contract is a contract that obligates a vendor of com-
puter software to provide a customer with future updates or 
upgrades to computer software, support services with respect 
to computer software or both.

If the contract is purchased at the time of the software pur-
chase, tax applies based on where the customer receives the 
software.  If the customer later purchases an extension to the 
maintenance contract, tax applies based on where the customer 
receives the updates or upgrades. 

Taxation of Room Rentals

Rental of rooms by lodging establishments are subject to the 
4% state, applicable municipal sales tax and municipal gross 
receipts tax, and 1.5% tourism tax.  

The following room rentals are exempt from the state and 
municipal sales tax, municipal gross receipts tax, and tour-
ism tax. 

1.  Contracts made with and paid directly from funds of the 
following entities.

...Continued from Page 1

• Indian Tribes

• United States government agencies

• State of South Dakota

• Public or municipal corporations of the State of South Da
kota

• Municipal or volunteer fire or ambulance departments

• Public schools, including K12, universities, and technical 
institutes that are supported by the State of South Dakota or 
public or municipal corporations of South Dakota.

• Nonprofit hospitals 

• Religious or private schools

• South Dakota approved relief agencies

• Governments from other states or the District of Columbia, 
including public schools and state universities, are exempt 
from sales tax if the law in that state provides a similar ex-
emption for South Dakota governments. Purchases of lodging 
made directly by the govern ments from the following states 
are exempt from South Dakota sales tax: Colorado, Indiana, 
Ohio, North Dakota, West Virginia, Alaska, Delaware, Mon-
tana, New Hampshire, and Oregon.

However, rooms rented to employees of these entities who 
are paying with cash, personal check, or personal credit card 
are subject to tax. This is true even if the employees will be 
reimbursed by the exempt entity.

2. Room rental to the same person for periods of more than 
28 consecutive days.

3. The casual or occasional rental of a sleeping accommoda-
tion.  Casual or occasional is the rental of a sleeping accom-
modation for ten or less days in a calendar year.

Poisoning Prairie Dogs?

Pesticides used to poison prairie dogs on agricultural land 
are exempt from sales and use tax.  Receipts from the rental 
of pesticide application equipment used on agricultural land 
are not subject to sales tax if sales or use tax was paid on the 
original purchase of the device.  The application equipment 
is not subject to sales tax if the equipment is owned by a 
conservation district. 
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Are you filing electronicAlly? 
SDQUEST was implemented in October 1999. At that time only 
a handful of taxpayers used the electronic option to file and 
pay their taxes. Ten years later the number of electronic filers 
has grown to almost 28% of the monthly filers with 58.5% of 
the collections remitted via SDQUEST.

SDQUEST allows taxpayers to file electronically using the 
Internet or Interactive Voice Response method with ACH 
debit or credit payment method. The system is secure with all 
information safeguarded through encryption technology.

If you are not currently a QUEST filer consider the advantages 
this system offers you on a regular basis:

•There is no charge to use the system. 

•Your tax return due date is extended from the 20th of the 
month to the 23rd. 

•ACH payments are not deducted from your bank account until 
the second to the last business day of the month.

•SDQUEST offers you the option to import existing city/special 
jurisdiction tax information from your data files through the 
Dynamic Web Import option. No more re-keying for those who 
have numerous city/special jurisdiction tax obligations.

•The system automatically calculates the taxes due based on 
gross and taxable sales. This feature eliminates calculation 
errors that can be time consuming and require additional filings 
and result in interest assessments.

•Users also have the option to begin a return, save and return 
to complete the return prior to the submission deadline.

All that is required to become a user is a simple one page 
informational application that is completed and submitted 
electronically. This form can be found on the department’s 
website www.state.sd.us/drr or contact the department at 1-800-
TAX-9188 for information. Sign up today and discover, as 
many of your fellow taxpayers have, how easy the system is.

Are you already a SDQuest user?

Are you aware you are now able to make modifications 
t o  your  accoun t  on l ine?   You  may  se tup  new 
accounts, change bank account information, change 
payment methods and change your PIN online at  
https://apps.sd.gov/applications/rv23cedar/sdQuest/sdquest.
aspx. 

As a reminder, returns must be filed online on or before the 
23rd of the month following the end of the reporting period. 
Saturdays, Sundays and holidays are included. For example, 
the August 2009 return was due September 23, 2009, which is 
a Saturday. The due date does NOT change to the next Monday. 
We accept only current returns online. If you access the system 

on September 24, 2009, the next month’s return will be 
displayed. Make sure you file on the correct return period. 
Do not file your August information on the September form. 
All late returns must be filed using a paper form.

Payments are due the second to the last working day of 
the filing month. An August return is due to be submitted 
September 23. The Department must receive the payment on 
or before the second to the last working day in September. 
The Deadlines Calendar has specific dates for each month. 
This calendar can be found under the Frequently Asked 
Questions for SDQuest at http://www.state.sd.us/drr2/
businesstax/quest/quest.htm

fundrAisers 
Receipts exempt from sales tax include receipts from 
religious, benevolent, fraternal, youth association or charitable 
activities, including any bingo or lottery conducted pursuant 
to § 22-25-25, where the entire amount of such receipts after 
deducting all costs directly related to the conduct of such 
activities is expended for religious, benevolent, fraternal, 
youth association or charitable purposes, when: 

•The receipts are not a result of engaging in business for 
more than three consecutive days; or

•The receipts are not a result of engaging in business at a 
county fair for more than five consecutive days.

•There is no time restriction on bingo or lottery conducted 
pursuant to § 22-25-25. 

All purchases of tangible personal property, products 
transferred electronically, or services for use in the activity 
are subject to sales or use tax at the time of purchase. This 
includes products to be sold.

Agencies that are otherwise exempt from sales tax, will owe 
sales tax on purchases they use in these activities.

This applies to raffles, bake sales, concessions, and other 
fund raisers that meet the above criteria.

IRS Taxpayer Advocate Service: A Resource for Small 
Businesses with Lingering Tax Problems

If you are experiencing economic harm, a systemic problem 
or are seeking help in resolving tax problems that have 
not been resolved through normal channels, you may be 
eligible for Taxpayer Advocate Service (TAS) assistance. 
You can reach TAS by calling tollfree 1877ASKTAS1 
(or 18772758271), TTY/TTD 18008294059 or www.
irs.gov/advocate and if you meet our criteria, your case will 
be routed to the local SD office.
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relief Agency

A relief agency is any nonprofit charitable organization which devotes its resources 
exclusively to the relief of the poor, distressed or underprivileged, and has been 
recognized as an exempt organization under § 501(c) (3) of the Internal Revenue 
Code. SDCL 10-45-10.  The relief agency must be providing the actual services. 
Agencies and foundations that raise funds and distribute the monies or products to 
other agencies that provide the relief are not exempt from sales tax. 

A relief agency may apply for sales tax exempt status using the “Sales Tax Exempt 
Status Application” found online at www.state.sd.us/drr2/businesstax/forms/forms.
htm.  This form, along with the required documentation, may be submitted by Email, 
fax or mail. 

Prior to applying the agency must have received the 501(c) (3) status from the IRS. 
The application will not be approved until the Department receives a copy of the 
IRS approval of the 501(c) (3) status.

The applicant must provide the following documentation for review by the Depart-
ment:

•Bylaws 
•Articles of Incorporation 
•Constitution, Articles of Association 
•IRS 501(c) (3) exemption approval and a copy of IRS Form 1023, Application 
for Exemption.   
•Budget or financial statement

If approved, the agency can purchase products, services and any product transferred 
electronically without sales tax. No sales or use tax is due on products or services 
the agency furnishes to others at no charge. However, the agency is responsible for 
collecting sales tax on any taxable products or services they sell such as sales of 
clothing or goods. Once an exempt status is granted, such a status must be renewed 
by the relief agency every five years.

 
Cigarettes & Tobacco Products

Pursuant to SDCL 10-50-99, a person or business who sells or distributes cigarettes 
or tobacco products may not ship or transport, or cause to be shipped or transported, 
cigarettes or tobacco products to any consumer in the state.  This prohibits sales of 
cigarettes and tobacco products to consumers via e-mail, phone, fax, U.S. mail, the 
internet, or any other method which results in the shipment or transport of cigarettes 
or tobacco products to consumers in the state.  Violation of this provision can result 
in injunctive action and substantial monetary penalties.

Medicaid vs Medicare

Purchases by Medicaid are exempt from sales and use tax.  The exemption includes 
meals at nursing homes and air ambulance services are not subject to sales tax when 
paid by Medicaid. 

Purchase by Medicare are subject to sales tax.  Medicare purchase of meals at nurs-
ing homes and air ambulance services are subject to sales tax. 

Drugs, durable medical equipment, prosthetic devices, and mobility enhancing 
equipment that are prescribed for a specific patient are exempt from sales tax when 
paid by Medicaid or Medicare if a prescription is on file.

January 20 
Paper returns & payments due 
for monthly filers. 
January 23 
SD QUEST returns due. 
January 28 
SD QUEST electronic pay-
ments due.

February 1
Paper returns & payments due for 
bimonthly filers.
February 20 
Paper returns & payments due for 
monthly filers. 
February 23 
SD QUEST returns due. 
February 25 
SD QUEST electronic payments 
due.

March 20
Paper returns & payments due for 
monthly filers. 
March 23 
SD QUEST returns due. 
March 30 
SD QUEST electronic payments 
due.
March 31
Paper returns and payments due 
for bimonthly filers.
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