DISCLAIMER

Electronic versions of the exhibits in these minutes may
not be complete.

This information is supplied as an informational service
only and should not be relied upon as an official record.

Original exhibits are on file at the Legislative Counsel
Bureau Research Library in Carson City.

Contact the Library at (775) 684-6827 or
fibrary@lcb.state.nv.us.
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State Activity Tax

E

Frequently Asked Questions

QUESTION

Section 8(1) of AB 281 reads, “Except as otherwise
provided in this section, “gross receipts” means the
gross amount received or receivable on the use, sale

or exchange of property or capital or for the

performance of services, from any transaction
Involving a business...”

What are gross receipts?

And, does this mean that a cash basis taxpayer is
required to pay tax on accounts receivable?
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ANSWER

» Received or receivable covers all
revenues potentially subject to the levy

— Cash basis taxpayers are taxed when
revenues are “collected”

— Accrual basis taxpayers are taxed when
revenues are “earned”

« Comports with election made for federal
income tax reporting purposes

QUESTION

What factors led the Task Force to
recommend a gross receipts tax as
opposed to a net profits or a value added
tax?
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ANSWER

+ Stability

« Predictability

« Ease of compliance

* Ease of administration

* Integration with existing tax system

* Uniform & broad based

QUESTION

Does a gross receipts tax reflect the
ability to pay?
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ANSWER

* Very few taxes actually reflect ability to pay

+ Taxes which reflect ability to pay:
— Personal income tax
-~ Corporate income tax

+ Taxes which do not reflect ability to pay:
— Business license tax
— Business license fees
—~ Gross gaming tax

Property tax

Insurance premium tax

Payroll taxes

Sales tax

I

!

QUESTION

What is pyramiding? Is this a problem
unique to a gross receipts tax?
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ANSWER

» Pyramiding (or stacking) is what occurs
when a tax is imposed on a tax

+ Stacking occurs in many types of levies,
including a sales tax on goods or services

« All taxes are considered when
businesses set prices

* Compare: %% on %% to 5% on 5%

QUESTION

Did the Task Force consider how the
gross receipts tax, or any tax for that
matter, will impact economic
development?
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ANSWER

Yes. The Task Force recognized the importance of
economic development

Many factors are considered in expansion or relocation
decisions:

— Education & workforce

— Infrastructure

— Proximity to major markets

— Quality of life

~ Cost of operations (inc. comparatively low tax rates)

The government’s ability to provide a competitive
environment is based upon its ability to provide for
the above

Broadness of tax base allows for lowest effective rate

QUESTION

How does the tax burden created by the
gross receipt tax compare with the
business taxes imposed in surrounding
states?
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ANSWER

+ Corporate income taxes:
— Arizona (6.968%)
~ California (8.84%)
— Colorado (4.63%)
— Idaho (7.6%)
— Montana (6.75%)
— New Mexico (4.8% to 7.6%)
— Oregon (6.6%)
—~ Utah (5.0%)

+ National tax rankings

QUESTION

Can the gross receipts tax be deducted
from a company’s federal tax liability?
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ANSWER

« Yes. Federal tax forms allow a deduction
for “taxes and licenses” paid

- A significant share of the gross receipts
tax paid to Nevada will be a direct offset
to federal income tax liability

QUESTION

Stability is often noted as a posttive
feature of the adjusted gross receipt tax.
Why is this levy any more or less stable
than other revenue sources the Task
Force considered?
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ANSWER

+ Tax reflects the diversity of the state’s
economy

+ Adapts automatically to changes in the state’s
economic make up

* Does not have the same vulnerabilities as a
corporate income tax

+ Has a broader base than even the most
expansive sales & use tax

QUESTION

What is the significance of the business
license tax deduction?
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ANSWER

- All sizes of businesses participate
+ Balances the tax across industries
* Reduces the overall tax burden

* Provides for an integrated program

QUESTION

Section 19 of AB 281 provides a
deduction for “pass through revenue.”
What is pass through revenue?
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ANSWER

+ Revenue received in transactions in
which the seller does not have an
“ownership interest” in the item sold

* Such as:
— Real estate agents
—Trusts
— Bank accounts
— Travel agents

QUESTION

AB 281 provides an exclusion for
revenues upon which gross gaming tax
or slot tax is imposed. Why were these
groups treated differently?
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ANSWER

+ Revenues subject to gross gaming tax
were excluded because they are subject
to an equal and accompanying increase
in the gross gaming tax (recommended)

- Slot tax exclusion was a drafting error.
This subsection should be removed.

QUESTION

I understand that there is a moratorium
on the taxation of internet services.
Does the gross receipts tax capture
these businesses or are they exempt?

L2 of D3
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ANSWER

* The federal moratorium is limited to the
provision of Internet services, not
businesses providing Internet services

* The proposed levy captures businesses
providing Internet services

QUESTION

How will the tax treat multistate
businesses with operations in Nevada?
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ANSWER

- Multistate business with a minimum physical
presence in the state will be subject to the tax
for the share of their business occurring in
Nevada

Allocation and apportionment formula created
using UDIPTA standards as a guideline

Special UDIPTA provisions are developed for
interstate transportation and financial
institutions

QUESTION

Will we need a “mini-IRS” in Nevada to
administer the gross receipts tax?
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ANSWER

« No, gross receipts taxes have among the
lowest administrative costs of any levy
considered

» While it will increase the burden on the
Department of Taxation, to suggest that
1t will require an agency of the
magnitude or structure similar to that of
the IRS is dramatic overstatement
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