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INCENTIVES: OVERVIEW

Incentives are broadly defined as any tax credit or abatement of corporate income,
personal income, sales and use tax, property or other taxes to retain or lure businesses.

During the past two decades, states have expanded their economic development “arsenal” with
programs to create, retain or expand jobs. Some states have targeted industries and used
customized, company-specific incentives to engage in bidding wars with other states.

The result: Interstate competition for industries and businesses is becoming increasingly
intense.

Why do we have incentives?

Incentives are cost-effective, They induce the injection of “new money” into Nevada’s
economy and provide for multiplier when you factor in the wages from indirect or induced
jobs.

Incentives allow us to be competitive, More than 75 percent of the states have automatic sales
and use tax exemption on capital purchases. Nevada’s Sales & Use Tax Abatement enables
qualifying companies to apply for sales tax relief.

Incentives provide for quality job creation. We look at the quality, not the number of jobs
created, by mandating that applicant companies meet or exceed the average state wage and
provide medical insurance plans.

Incentives build commitment and long-term relationships. When a company receives an
abatement, a contract must be signed that they will commit to doing business in Nevada for a

minimum of 5 years. Companies that have received incentives typically turn to the state when
they are ready to expand.

Why do companies look for incentives?

Incentives are cost-effective. When a company looks to relocate, they want to avoid up front
costs and to get the best return on what will be a long-term investment.

Incentives make Nevada-based companies more competitive. By providing a lower cost of
doing business, companies in Nevada are more competitive to their counterparts in other states.
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INCENTIVES: OVERVIEW

State Incentives by Type

Number of Programs

5| Credits B Mixed Tax
| | Exemptions . Abatements
Refunds B Other

Source: National Association of State Development

Authorities (a survey of all 50 states)
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EcoNOMIC DEVELOPMENT CRITERIA AND TERMS

Primary Job
A job where the revenue used to compensate the employee is generated from
outside the economic region.

Wages (Private-Coverage Statewide Average Wage)
The total wages paid by all non-government employers, divided by the total
number of non-government (or private) employees reported in the state. A
factor of 2080 is then applied to determine the hourly rate.

Value of Jobs to Economy
For years, the benchmark in economic development has been the “number” of
jobs created. The Commission uses the “amount” of wages generated as its
benchmark because wages are more critical in successful economic
development. This is the basis for the Commission’s emphasis on “above
average wage primary jobs.”

Nevada’s Investment
Abating, deferring, or exempting a tax that may be due for the purpose of
inducing a company to relocate or expand, therefore creating economic
development.

Capital Investment
The capital expenditure required by NRS to apply for incentives.

Capital Equipment
Equipment classified as personal property and depreciable according to IRS
regulations. By NRS it does not include buildings or their structural
components, equipment used by a public utility, in mining, in gaming, in retail
or for medical treatment.

Abatement
The relief of a portion of a particular tax that may be due.

Deferral
The delay of payment of a particular tax that may be due.
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Exemption
The relief of all of a particular tax that may be due usually by statute.

Direct Impact
The impact which comes from the employment of primary jobs.

Indirect Impact
The economic effect of the jobs created because of a new primary employer.
The companies and the jobs providing goods and services to the company
would be indirect jobs.

Induced Impact
The economic impact from jobs created because of the spending from earnings
of the direct and indirect jobs. These “induced” jobs would provide goods and
services to the direct and indirect job-holders.

Total Impact
The total of all direct, indirect and induced impacts.

Legislative Joint Tax Committee Presentation efs 4




MISSION STATEMENT

The Nevada Com-missién on Economic i)é\;qlépment promotes a more
diversified and prosperous economy enriching the quality of life for
Nevada res'idents by sﬁmm;lﬁilg busiﬁess expansion and retention,
encouraging .-entré'preneur'ial _e'née.rprises, and attracting businesses to
create economic grow-t..llzlih Nevada, alid-as;'isﬁng with community

‘development.
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NEVADA’S INCENTIVES

To provide econemic diversification from gaming, hospitality and mining
industries by attracting basic industries, the Nevada Legislature has approved
and defined 6-tax related incentive programs and one training program to make
Nevada’s business climate attractive.

Programs

Sales & Use Tax Abatement

Sales & Use Tax Deferral

Business Tax Abatement

Personal Property Tax Abatement
Recycling Property Tax Abatement
Renewable Energy Abatements
Train Employees Now (TEN)

Applicant Criteria/Corporate Responsibility

Provide medical insurance plan for all employees including an option for dependent
health insurance coverage.

Register and obtain all licenses and permits required by the state, city and county
in which the business operates.

Meet or exceed the statewide average hourly wage—currently $15.48.

Create the proposed number of full-time jobs, and continue the employment of
Nevada residents.

Make the capital investment required for the type of business or expansion based
on county/city population.

Commit to maintaining a business in Nevada for at least 5 years.
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SALES & USE TAX ABATEMENT
NRS 374.357 (1995), 360.750 (1999)

In Nevada, sales and use tax abatements are available for purchases of capital
equipment.

Capital equipment purchases are automatically exempt from sales and use
taxes in 38 states. 5 states don’t charge any sales tax.

This is Nevada’s most commonly used abatement.

It injects “fresh money” into Nevada’s economy in the form of added wages.
The companies receiving this incentive in the past 2 calendar years injected
$113 million into the economy.

Pay it forward: $113 million subsequently created $274 million impact in
direct, indirect and induced economic activity.

Sales & Use Tax Abatement Activity

Fiscal Year Number of Number of Jobs $$ in Direct Wages
Companies Created
1999 21 1,345 $ 40,778,234.00
2000 17 1,509 $ 48,062,809.00
2001 22 1,454 $ 81,462,285.00
2002 12 827 $ 35,512,277.00
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SALES & USE TAX DEFERRAL
NRS 372.397 (1985), 360.750

In addition to the Sales & Use Tax Abatement, companies may also apply for a
Sales & Use Tax Deferral on purchases of capital equipment.

B Deferrals only require 80 percent of the statewide average wage since the tax
is guaranteed to be pave over time.

® Deferrals can apply to total sales or use tax, but is usually only applied to the
2 percent constitutional sales tax.
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BUSINESS TAX ABATEMENT
NRS 364A.170 (1991), 360.750

A quarterly business tax in the amount of $25 per full-time equivalent employee
(FTE) is imposed for the privilege of conducting business in Nevada. A new or
expanding business may qualify for a tax abatement if it meets both the statutory
and regulatory requirements established by the Nevada Commission on Economic
Development.

m  This is the state’s second most commonly used abatement.

® Companies may receive an abatement on a sliding scale equal to S0 percent for
a period of four years.

® The Commission has used this program to effectively leverage a few dollars
of abatement to tens of millions of dollars worth of new wages and new
property tax revenue annually.

Business Tax Abatement Activity

Fiscal Year Number of Number of Jobs $3$ in Direct Wages
Companies Created
1999 6 895 $ 27,431,456.00
2000 15 1,423 $ 45,237,378.00
2001 21 1,318 $ 71,779,303.00
2002 12 827 $ 35,512,277.00
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PERSONAL PROPERTY TAX ABATEMENT
NRS 361.0687 (1993), 360.750

Partial abatement from personal property taxes is available to companies who
locate or expand their business in Nevada. The applicant must apply for
abatement not more than 18 months before the business begins to develop for
expansion or operation in Nevada.

m Companies may receive up to 50 percent abatement of taxes due on personal
property for up to 10 years.

® This means thelocal communities will receive new additional revenue, plus the
fact they were receiving revenue before, in the case of expansion companies.
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RENEWABLE ENERGY ABATEMENTS
NRS 374.357 (1995), 360.750, 361.0687

For those companies involved in the production of energy from renewable
sources such as wind, solar, and others, there is a package of abatements
available including sales/use tax and property tax.

Partial abatement of real and personal property taxes for businesses that
produce electricity from renewable energy, who locate or expand their
business in Nevada. The applicant must apply for the abatement not more
than 18 months before the business begins to develop for expansion or
operation in Nevada.

m Company may receive a 50 percent abatement of real and personal
property tax forl0 years.

m Partial sales/use tax abatement on capital equipment purchases.

m Although highly beneficial to the state, few companies qualify for the
abatement because it is narrow in scope.
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TRAIN EMPLOYEES NOW (TEN)
NRS 231.068 (1985)

The Nevada Train Employees Now program provides short-term, skills-based,
intensive job training to assist new and expanding firms reach productivity
quickly. Each training program is designed jointly by the firm, the state and
the university and college system.

® TEN is not a tax-related incentive, but rather a direct subsidy to our
community colleges to provide training.
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