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Quick Facts – HB 1214 Food Tax Sunset under certain economic conditions
 
)
 (
South Dakota House Bill 1214
 proposes lowering state sales
 tax on certai
n food items 
under certain economic conditions.  
In layman's terms this means
:
Any year the growth rate of state sales tax revenue meets performance standards*,
 the state 4% sales tax on grocery food items (except pop and candy)
 
will be decreased permanently 
by 1/2 cent
.
 
O
nce the food sales tax rate was lowered, it would stay at the lower rate until a subsequent year of "
revenue growth meeting performance standards
" triggered another 1/2 cent decrease in the rate.
decreases
 would continue, as triggered by "
revenue growth
" until there was no longer a state sales tax on food.
*    performance standards are defined as years in which sales and use tax revenues increase by at least 6% over the previous year and 3%
 above
 of the r
ate of inflation.
Fiscal analysis of South Dakota's
 
food tax and this 
bill reveals the following points:
Lowering the 
food tax by 1/2 cent would 
decreased
 
the 
state
's estimated FY12
 revenues by approximately
 $8 m
illion
.
  
 
Eliminating 
the entire 4% sales tax on food decreases the overall state tax burden (as a percent of income) for lower income houses more than for upper income households
.  
(Data source:  Institute on Taxation and Economic Policy 
Mi
crosimulation
 Tax Model, Jan.
 2011 - see table on page 2)
A former program to provide food tax refunds 
i
n South Dakota was changed in 20
09.  This reduced a $3 million
 food-tax refund program serving 42,161 households by over 97%, leaving 
less than 300
 South Dakota households
 currently receiving benefits
.
  (data source:  SD Dept of Social Services Annual Statistical Report FY2010
, testimony 2-3-12 House Appropriations
)
Utilizing the Institute on Taxation and Economic Policy's Microsimulation Tax Model - the estimated necessary sales and use tax hike to remain revenue neutral based on 2010 South Dakota specific income and expenditure data was an   
As part of their mission to promote equitable and responsible fiscal policy through research and education, the South Dakota Budget & Policy Project researched the fiscal impact of the bill.  
Sources:  
Institute on Taxation and Economic Policy 
Microsimulation Tax Model
 
http://itepnet.org/about/ITEP_tax_model_simple.php
)
 (
The
 third scenario in the
 
above
 table 
depicts
 the impact 
on South Dakotans by inc
ome group of eliminating ALL state sales tax on food
 
based on 2010 data.
  T
he 
Tax Change as % 
of  Income
 
represents the percentage decrease each income group would experience.  The 
Average Tax Change
 r
epresents the nominal dollars in tax savings each group would experience
.
The change would decrease both the 
regressivity
 of South Dakota's sales tax structure and the 
total 
 amount
 of dollars
 generate
d
 in state revenue.  (NOTE data 
in chart 
based on 2010 estimates)
       Source:  ITEP Who Pays Report
The South Dakota Budget & Policy Project produced this analysis as a part of its mission
 
to
 promote responsible and equitable fiscal policy through research and education.
For further information,
 contact Joy Smolnisk
y     
 joys@sdbudgetandpolicyproject.org
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Distributional Impact of Three Sales Tax Changes

All South Dakota Fami

s and In

duals, 2010 income levels

2010 Income Group| Lowest 20% | Second 20% | Middle 20% | Fourth 20% | Next15% | Nextd% | Top1%
Income| LessThan | $18,000— | $34,000- | $54,000- | $85,000— | $153,000— | $424,000— | g ooy
Range| $18,000 | $34,000 $54,000 $85,000 | $153000 | $424,000 | OrMore Change
Average Income in Group|  $11,000 | $26,000 | $45000 | $68000 | $107,000 | $224,000 |$1,220,000 | ($1,000's)
Increase State Sales Tax 1 Percent (from 4 to 5 %) on All Currently-Taxable Goods and Services
Tax Change as % of Income| __1.0% 05% 07% 06% 0.4% 03% 0.1% § 161,000
Average Tax Change| __+113 242 <334 +a19 +a78 613 1,597 §

Increase State Sales Tax 1 Percent (from 4 to 5 %) on All Currently-Taxable Goods and Services EXC

EPT Non-Candy Groceries

Tax Change as % of Income| 0.9% 0.8% 0.7% 0.6% 0.4% 0.2% 0.1% $+147,000
Average Tax Change| __ +100 221 +302 4382 4434 4559 1,560 !
Eliminate 4 Percent State Sales Tax on Groceries, Except Candy/Soft Drinks
Tax Change as % of Income| —0.5% —0.4% —0.3% —0.3% —0.2% —0.1% —0.0% $-57,000
Average Tax Change| —60 -103 -155 -184 -217 -272 -341 ’

SOURCE: Institute on Taxation and Economic Policy Microsimulation Tax Model, January 2011
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