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RECONSTRUCTING

KEVADA®

FOR THE 271°" CENTURY

Nevada Currently has
the Largest State
General Fund Budget
Deficit in the Nation
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FY 1991 - FY 2013(p), in billions
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FY 1991 - FY 2013(p), Inflation Adjusted, Per Capita

Between FY 1991 and FY 2011(p), general
fund revenues averaged $1,053 per capita.
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State General Fund Revenues

$6.2 Billion

¢ =« &% @ & 1
Non-restricted General Fund
Revenues

2009-11 Biennium

A total of $6.2 billion
in non-restricted
general fund
revenues were
approved for the
2009-11 biennium.

State General Fund Revenues

$6.2 Billion

T T %Wt} & 2 ™ e aiaaeE | W
Non-restricted General Fund
Revenues

2009-11 Biennium

Roughly $1.1 billion of
these revenue sources
were non-recurring.

skskskskoksksksksk sk kokosksksk sk sk koskoskkk ok

(Examples)

Modified Business Tax Increase
Room Tax to General Fund
Business License Fee Increase
One-time Fund Sweeps

Redirection of Revenue from Locals
Tax Amnesty Programs

Mining Claims Fees

5/5/2011
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‘ RECONSTRUCTING NEVADA FOR THE 21°" CENTURY

Beyond the
State’s General Fund

State of Nevada Budget Distribution
2009-11 Biennium

In total,
Legislators
General approved net
g‘;’;}: $16.7 billion in
et appropriations
61% and authorizations

for the 2009-11

biennium.

5/5/2011
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State of Nevada Budget Distribution
2009-11 Biennium

Roughly $6.5 billion

was sourced to the
State’s General Fund,

— while the remaining

Fund $10.2 billion was in

All Other 39% other funds like the
s Highway Fund where

61%
other taxes and
federal funds are

deposited.

_ ‘ RECONSTRUCTING NEVADA FOR THE 21°" CENTURY

State of Nevada Budget Distribution
2009-11 Biennium

During the 2009 Session,
many revenue
General enhancements/offsets

g‘;‘;/d were placed outside of the
(1]
All Other general fund.

Funds skskokskokskokskoksksk sk sk sk sk ok
61%
(Examples)
Federal Stimulus
Local School Support Tax Increase
Various Fund Sweeps
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Revenues for the
2011-13 Biennium
are Estimated to be
$5.5 Billion

Non-restricted General Fund
Revenues

Source: Nevada Economic Forum, December 1, 2010

Baseline General Fund
Appropriations were
$6.5 Billion for the
2009-11 Biennium

General Fund Expenditures

5/5/2011
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However, Only $6.2
Billion Was Actually
Spent After Further
Budget Reduction
Occurring During the
26™ Special Session

Employee Furloughs
and Pay Reductions
Were Not Permanent,
So Without Legislative
Action the State Will
Incur an Additional
$513 Million in Labor
Costs During the Next
Biennium

General Fund Expenditures

General Fund Expenditures

5/5/2011
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Additional Revenues
Were Generated Outside

of the General Fund to

Support Education
Programs ($311 M);
These Revenues Will Need
to be “Made Up” for the
2011-13 Biennium or
Education Programs Will
Need to Be Cut

State Services Were
Funded with $644 M in
One-Time Federal Relief
Funds. The Vast Majority
of These Dollars Also
Went to Fund Education
Programs. If They Are Not
Replaced, Service Levels
Will Need to be Reduced.

General Fund Expenditures

General Fund Expenditures

5/5/2011
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There Was Also an
Additional $124 M in One-
Time Actions That Will
Need to Be Offset Within
the General Fund, If
Service Levels Are to be
Maintained

General Fund Expenditures

‘ RECONSTRUCTING NEVADA FOR THE 21°" CENTURY

Total General Fund
Expenditures: $7.8 B

Total General Fund
Revenues: $5.5 B

Non-restricted General Fund General Fund Expenditures
Revenues
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as Originally Proposed

Creates Immediate and
Long-Run Challenges

for the State of Nevada

Budget Plan Elements

Revenue Augmentations ($513 M)

Borrowing Against (Securitizing) Insurance Tax
Redirection of IP 1 (Room Tax) Education Funds
Cont. of Net Proceeds of Mines Prepayment
Redirection of Short-Term Car Rental Tax
Redirection of Court Administrative Fees
Redirection of Medical Assistance Funds
Redirection of Slot Fees

Restructuring Modified Business Tax

5/5/2011
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Reserve Fund Sweeps ($425M)

Transfers of school district debt reserves to school
district operations outside the General Fund to avoid
state cost

TING NEVADA FOR THE 21°" CENTURY

Budget Plan Elements

Reserve Fund Sweeps ($301M)

Upon review, Governor’s office determined only
$301M was available in school district capital leaving
a $124M shortfall in the budget as originally
proposed

Budget Plan Elements
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Verified Funds Available ($232M)

Legislative staff has only been able to identify about
$232M in potentially available funds

TING NEVADA FOR THE 21°" CENTURY

Budget Plan Elements

Reserve Fund Sweeps Hole ($193M

Budget Plan Elements
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Property Tax Diversion ($121M
Diversion of property taxes from Clark and Washoe
counties and from the State Highway Fund to UNLV
and UNR, reducing direct state cost

TING NEVADA FOR THE 21°" CENTURY

Budget Plan Elements

Total Revenue
Augmentations:
$1.1 Billion

Budget Plan Elements
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General Fund Cuts ($709M
Education ($664M)

Human Services ($10M)

Elected Officials ($11M)

Finance and Administration ($30M)
Infrastructure ($13M)

Special Purpose Agencies ($2M)

TING NEVADA FOR THE 21°" CENTURY

Budget Plan Elements

Employee Wage & Salary Reductions
| 594—M l Reduction to state, school district, and

Nevada System of Higher Education salaries of 5
percent, and freezing step increases to avoid state
cost

Budget Plan Elements
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County Participation ($107M)

“County participation” and elimination of state
programs, transferring expenses for human services
and mental health to counties

Budget Plan Elements

Total State Cuts,
Reductions and
Push-Downs to
Local Governments:
$1.4 Billion

Budget Plan Elements

5/5/2011
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Total State Cuts,

Reductions and

Push-Downs to .
Local Governments: | Governor’s

$1.4 Billion Budget
Solution:

$2.5
Billion

Total State Revenue
Enhancements:
$1.1 Billion

‘ RECONSTRUCTING NEVADA FOR THE 21°" CENTURY

Budget Plan Elements

What Are We
Left With?
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» Significant reductions in funding for an already
underperforming school district

= Significant reductions in funding for the state’s
-5 colleges and universities, decreasing access and
making Nevada less competitive from an

economic development standpoint

I'HE 215" CENTURY

R

= Reductions in health care services for children,
seniors, the indigent and those with disabilities

= Alarge budget shortfall for the 2013 Legislative
Session
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Non-Recurring Revenues in The Governor’s Budget

Total One-Time % Taking Capital Construction Funds
: 1= from Local School Districts ($425M)
Funding Sources : - (Note the Governor’s amended budget proposes to reduce this diversion to $247M)
Included in

]
Executive Budget:! Borrowing Against (Securitizing)
$1 2 Billion 1y Future Insurance Premium Tax Collections ($297M)

N (includes both the revenue and the repayment cost)
=]

Diversion of Education Room Tax Dollars ($225M)

Governmen ices Tax Diversion ($124M)
by the 2009 Legislature, but is built into the
posed budget)

e
? Net Proceeds of Mines Advanced Payment ($70M)
1)

Diverting Funds from the Supplemental
Account for Medical Assistance to
Indigent Persons ($38M)

Diversion of Court Assessments ($9.8M)

20



Trailing 12-Month Growth Rates

(dashed blue line reflects required 12.3% growth rate)

Taxable Retail Sales

CAN WE GROW OUT
OF THE $1.2 BILLION
BUDGET HOLE?

96 98
providing core
government services Gross Gaming Revenue
grows at roughly 2.0
percent annually,
General Fund
revenues would have
to grow by 12.3
percent in each to for
the state to break Wages and Salaries Paid (Payroll)
even.

10!

0%

-10%

A
'98 '00 '02 '04 '06

10%

0%

-10%

-20%

Annual Growth Rate in Revenues

Revenue Surplus (Shortfall) Matrix for 2013-15 Biennium
Various Rates of Revenue and Expenditure Growth

Annual Growth Rate in Expenditures

D

3% A% 3% 2% A%
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ere is No Simple
Solution to Nevada’s
Fiscal Challenges, But
We Can Do Better

ELEMENT #1
Government
Spending

eform

Before We Look to
Revenue We Must
Eliminate Government
Inefficiency Wherever
Possible
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Government Spending

1.  Under All Scenarios State Spending is
Lessin 2011-13 than in 2009-11

Wage and Salary Reductions for All
State Government Employees

Spending Reductions in Vast Majority
of Decision Units

Nevada Already Spends Less than
Most States on Education and Health
Care Programs

Cautious Not to Elevate Form Over
Substance

ELEMENT #1
Government
Spending

Reform

TLEMENT #2
If We Are Going to oongTeny
overnment
Reconstruct Nevada, Reforms
We Need To Build for a

Sustainable Future
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Key Areas of Reform

General Administrative Reforms

Public Employee Retirement System

Public Employee Benefits System
K-12 Education Reforms

Higher Education Reforms

NRS 288 Reforms

Construction Defect Reforms

Reform Bills Currently Active
General Budget Reforms

Budget Metrics and Accountability:
AB 248 (Smith); Finance

Restrictions on Reversions: SB 74
(Controller); Assembly Government
Affairs

Management of State Assets: AB 404
(Oceguera); Ways and Means

Grants Management: SB 233 (Parks);
Assembly Government Affairs

Yellow Pages Test for Agencies: SB
192 (Horsford); Assembly Govt.
Affairs

Review of Boards and Commissions
AB 479 (Smith); Senate Legislative
Ops

Agency Fees Review: SB 251
(Kieckhefer); Assembly Govt. Affairs

Sunset Board and Commissions: SB
251 (Kieckhefer); Assembly Govt.
Affairs

Transparency of State Contracts AB
240 (Smith); Senate Govt. Affairs

Transparency on Nonprofits/State
Funds AB 242 (Kirkpatrick); Senate
Govt. Affairs

Online Transparency - State
Legislature AB 1 (Oceguera); Senate
Govt. Affairs

Reorganization of Economic
Development AB 449 (Oceguera);
Ways and Means

5/5/2011
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IRY

EVADA FOR THE 21°" CENT

Reform Bills Currently Active
Public Employees and Collective Bargaining

Benefits for Part-Time Employees: SB
104 (Settelmeyer); Finance

PERS II System for New Employees:
SB 104 (Settelmeyer); Finance

PERS Unfunded Liability: SB 104
(Settelmeyer); Finance

PEBS Post-retirement Benefits for
New Employees: SB 104
(Settelmeyer); Finance

Collective Bargaining, Salary Increase
Mandates: SB 98 (Hardy); Assembly
Government Affairs

General PERS Reforms AB 405
(Oceguera); Assembly Government
Affairs

Financial Exigency Reopeners: SB 98
(Hardy); Assembly Government
Affairs

Salary Rollups Based on PERS Rate
Hikes: SB 98 (Hardy); Assembly
Government Affairs

Longevity Pay Automatic Increases:
SB 98 (Hardy); Assembly
Government Affairs

Limits on Collective Bargaining
Topics: SB 98 (Hardy); Assembly
Government Affairs

Local Govt. Costs Associated with
Contracts: SB 98 (Hardy); Assembly
Government Affairs

Reform Bills Currently Active
Education (K-12 and Higher Ed)

K-12 Governance: SB 197
(Education) Finance

K-12 Rainy Day Fund: SB 122
(Government Affairs) Finance

Higher Ed Rainy Day Fund: SB 434
(Governor); Finance

Pay for Performance: AB 222
(Smith); Ways and Means

Teacher Tenure - AB 225 (Ways and
Means); Senate Education

Advanced Degree Step Increases: AB
555 (Ways and Means); Ways and
Means

K-12 Pay for Performance,
Evaluation, Dismal: AB 229 (Ways
and Means); Senate Education

Social Promotion: SB 372 (Finance);
Finance

Open Enrollment: AB 554
(Governor); Ways and Means

Reporting of Higher Ed Spending: SB
434 (Governor); Finance

NSHE Completion Rate Reporting: SB
449 (Finance); Finance

Higher Ed Rainy Day Fund: AB 241
(Smith); Ways and Means

Evaluation of Higher Ed Programs:
AB 220 (Oceguera); Senate Education

Alternative Licensure: AB 230
(Oceguera); Senate Education

5/5/2011
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Government
Spending
eform

/’_'__—\

Nevada Has an ELEMENT #2
Economic Problem (L;ff‘e?}_;r‘;;j:i
First and a Fiscal Reforms
Problem Second; the
Best Fiscal Solution
Will Be Getting People

Back to Work

ELEMENT #3
Economic
Development
Strategy

and Pursue
/ Consensus \
/“ Clusters N

/. Institute Regional \
Planning Effort (2011-1

Investin N
Core Infras|

Develop Nevada Business
Retention Program

Take Steps to Create Jobs
Immediately Where Possible

Establish a Cohesive Economic Development Structure

5/5/2011
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s TRUCTING NEVADA FOR THE 21°" CENTURY

.

eform

/’_'__—\

ELEMENT #2
Long-Term
CGovernment
Reforms

The Right Way to
Prioritize Our Limited
Resources Today is to
Understand Where We
Want to Be Tomorrow

ELEMENT #3

ELEMENT #4 p
Have a Vision = i -
for Nevada’s Economic

Future

/ lapment
Strategy

Nevada Visioning Stakeholders Group

Envisioning Nev

strategies for

Goals &
Advancing Our Qua

“Quality of life can mean very
different things to different
people. This was particularly true
within the NVSG because of the
diverse interests and viewpoints
Jda’s Future represented.
The group’s overall vision for
lity of Life Nevada revolves around a “triple
bottom line” principle of economic
development, environmental
sustainability,
and equitable opportunity for the
citizens of Nevada.”

5/5/2011
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Fi ENT #1
Government
Spending

eform

Revenue

: ELEMENT #2
Enhancements,

Where Resources Are {Lvng Te :
- B » SUOVETTIINISIIT
Insufficient to Provide Refor=
Essential State Services,
Revenue Alternatives

Must Be Considered

.

LLEN : -
Have a Vision = EEEM ENT #3
for Nevada’ conomic

a5 /
7 2 Development
Future Strategy
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What Additional
Revenue is Needed?

s TRUCTING NEVADA FOR THE 21°" CENTURY
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Budget Plan Elements

Budget Plan Elements

K-12 Education ($623M)

Basic Per Pupil Support

Reduce Teacher Pay Cut

Restore Adult Education

Restore Cuts to Class Size Reduction, Full-Day K, and
Career and Tech. Academies

Restore Teacher Salary Increases Based on
Educational Attainment

K-12 Education ($623M) - cont.

Teacher Performance Evaluation Program

Teacher Pay-for-Performance

Probationary Status for Poor Performing Educators
Alternative Licensure

Creation of Public Charter School Authority
Restructuring State Board of Education

Nevada Literacy Program

Nevada After School Remediation Program

5/5/2011
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Remaining Cuts to Education ($339M)

Retirement Contribution Pay Cut ($201M)
Elimination of Step Increases ($130M)
National Certification Incentives ($8M)
Skeskskdk sk ok ok sk ok ok sk okok sk sk sk k-

School District Capital Funds ($425M)

TING NEVADA FOR THE 21°" CENTURY

Budget Plan Elements

Higher Education 10% Cut ($123M)

Restores higher education spending levels such that
the combined reduction in state funding is 10% lower
for the 2011-2013 biennium than for the 2009-11
biennium.

Budget Plan Elements
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Budget Plan Elements

Budget Plan Elements

r Elder Protective Services ($
Maintains current rates for home and community based services for the elderly and disabled
($1.8M)
Maintains current per diem rates for skilled nursing facilities and hospice bed rates ($10.1M)
Maintains inpatient, specialty and psychiatric hospital rates ($13.1M)
Maintains Medicaid non-medical vision services ($1.8M)
Maintains Medicaid payment levels for non-primary care physician services ($7.5M)
Maintains Medicaid outpatient hospital rates ($2.7M)
Maintains Medicaid rates for dental, durable medical equipment and medical supplies ($10M)
Maintains Medicaid rates for intermediate care facilities for the mentally retarded and
developmentally disabled and non-pediatric home health ($1.2M)
Maintains Medicaid rates for ambulatory surgical centers, ambulances, and end renal disease rates
($2.2M)
Maintains state support for MAABD institutional waiver as opposed to transfer responsibility to
counties ($37.2M)
Maintaining funding support for community triage centers ($2.5M)
Maintaining psychosocial rehabilitation servi ($1.6M)
Maintain outpatient counseling services ($$1.9M)
Maintain supporting living arrangements ($7.1M)
Maintains funding for mental health court program instead of requiring county reimbursements
($6.0M)
Maintain program for assertive community treatment team ($0.9M)
Maintain funding for self-directed autism services for 174 families ($4.4M)
Maintain funding for the self-directed family support program for 230 families ($2.6M)
Maintain behavior health crisis intervention program ($0.5M)
Maintain funding of youth parole services instead of allocating the cost of the services to local
judicial districts ($12.0M)
Maintain funding for community juvenile justice grants ($2.3M)
Maintain funding for county juvenile justice camps ($3.1M)
Maintain funding for mental health room and board for non-custodial youth ($9.3M)
Maintain beds and positions at NYTC ($2.1M)
Maintain funding for Child Welfare programs distributed to Clark and Washoe Counties ($4.1M)
Maintain funding of Child Protective Services rather than transferring the cost to rural counties
($4.8M)
Restores the Seni stance Program ($11.3M)

Total Restoration of Cuts
and Education Spending
Reforms: $920 M

5/5/2011
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What About the
Structural Shortfall
Built into the
Governor’s Budget?

CTING NEVADA FOR THE 21°" CE

School Capital Swee 425M

One time sweep of school capital funds, with the
potential to increase property taxes in southern
Nevada as property values continue to fall

Restoration of Critical
Health Services: $174M

Reducing Higher Education
Cut to 10%: $123M

Restoration of Education
Spending Cuts and
Reforms: $623M
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Borrowing Against Future Insurance

Premium Taxes: ($190M

Securitizing insurance premium taxes, with the
School Capital expectation that the funds will be repaid over the next
ATCRLA 24817 four years

Restoration of Critical
Health Services: $174M

Reducing Higher Education
Cut to 10%: $123M

Restoration of Education
Spending Cuts and
Reforms: $623M

‘ RECONSTRUCTING NEVADA FOR THE 21°" CENTURY

Budget Plan Elements

Borrowing Against
(Securitizing) Insurance

Premium Taxes: $190M Mai or

School Capital
Sweep: $425M agituaiie|
Issues:

$615M Totl

Additional
Restoration of Critical Funding
Health Services: $174M Requirement
Reducing Higher Education TOtal $ 1 . 5 B
Cut to 10%: $123M ReStoration
e Spending Cusand of Cuts and
Reforms: $623M E du Cation
Spending
Reforms:
$920M

b
=~}
D
H
i
=
)
i

—
o~
b
o=}
=
~
O
=4
-
=]
ot
s
=
z
o
>
<
=
|
I
=
&
=
2]
Z
o}
)
~

Spending Elements

33



‘OR THE 21°" CENTURY
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the Additional
$1.5 Billion?

Several Options - Three Key Elements

ElementI

Provide a Bridge
that Allows State
Government to
Function Until
Alternative
Revenues Can Be
Brought On-Line

Element 11

Create a Nevada
Transaction
(Services) Tax
and Lower the
State’s Existing
Sales and Use
Tax Rate

Element III

Modify the
Business Tax
Structure to
Increase Equity,
Decrease
Disincentives to
Employment and
Maintain
Regional
Competitiveness

5/5/2011
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Zubrow Lybrand
Report, 1960 Report, 1966

Challenges of
the State’s
revenue system
have been well
documented

Price Waterhouse Legislative Governor’s Task
ULI, 1988 Commission, 1990 Force, 2002
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Revenue Strategy Summary

ElementI

Provide a Bridge
that Allows State
Government to
Function Until
Alternative
Revenues Can Be
Brought On-Line

‘ RECONSTRUCTING NEVADA FOR THE 21" CENTURY
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Net New General Fund +$217M

(Economic Forum’s May 2, 2011 Forecast)

Distributive School Account +$133M

E l e m e nt # 1 A (Net Gain in Local Revenues Deposited in
the Distributive School Account)
A d d I tl ( ) I la I FMAP and Caseload Adjust. +69M
(Federal Assistance Funds Were Greater

than Anticipated, Caseloads)

Increase in GST

= from Current; oo
: S Ources School District Capital

Funding Hole in Governor’s
Budget*

Net Additional Revenue +$303M

*Note: The Governor’s March 28, 2011 budget amendment in which the Budget Office addresses the deficit created by original
strategy to take $425 million in school capital reserves includes other budget adjustments including reducing the state’s fund
reserve, reducing supplemental appropriations to corrections, and reducing one-shot appropri est and retirement
buyouts. These budget actions, should the Legislature adopt them, would decrease total appropriations and/or increase available
resources.

T

Modified Business Tax +$281M
(0.5% on first $250,000 in taxable

payroll; 1.17% on payroll in excess of
Element #1B | %o
Local School S t T $285M
E Xte n d th e (ozii;, uncall(:g(ablgg)gc(i)srto b:l - .
deposited in the Distributive School
Tax Sunsets

Account)

Business License Fee
($200 per business per year)

CTING NEVADA FOR THE 21°' CE

Total Additional Revenue +$626M
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= Clark County School District
> Governmental Services Tax

: ) M = To be paid back over 3 fiscal years
Bridge = Continue the Local Government

Investment Pool Line of Credit

= To be paid back in the second year
Revenue of the biennium
Sources

I'HE 215" CENTURY

OR

= Only to be used on an as-needed
basis

@l RECONSTRUCTING NEVADA F

Revenue Strategy Summary

Element 11

Create a Nevada
Transaction
(Services) Tax
and Lower the
State’s Existing
Sales and Use
Tax Rate
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‘ RECONSTRUCTING NEVADA FOR THE 21" CENTURY

Distribution of Personal
Consumption Expenditures

United States, Q1 1959 - Q1 2010 Tax is limited to

tangible goods;
among the nation’s
narrowest sales tax
bases

Heavily reliant on
construction-
related activity

Heavily dependent
on visitor
expenditures

Implicit and
explicit exemptions

Internet-based
losses, material and
increasing

= Tax Rate: 1.0%-4.0%

Element #ZA = Selective Services Option

Create a = All Services Option (Barring):

= Non-Elective Health Care
N d = Those Services Already Subject
eva a to a State Tax with an Equal or
Higher Rate

Transaction Those Prohibited by Federal Law

Those that Would Increase the
Regressivity of Nevada’s Revenue

Tax on Bace
SerVices » To be administered, regulated

and refined by the Nevada
Department of Taxation

5/5/2011
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Fifty percent (50%) of the

Element # 2 B amou.nt of Nevada Tr:.ansaction
Reduce the

should be used to buy down
the existing Sales and Use Tax
imposed on goods

z Existing Sales

]

1

1

1

1

1

1

1

1

1

i = Sales tax rate should be
. reduced by not less than 1
1
1
1
1
1
1
1
1
1
1
1
1
1
1

and Use Tax
Rate

percent over the next four
years

Tax Base Assumptions (in billions)

e ———————

A

Nevada Transaction Tax Yield Matrix
Various Rate and Base Assumptions

Tax Rate Assumptions

$10 5
$12 s
$14 s
§16 3
$18 s
520
§22
24
526
§28
530
$32
534
$36  5380,000,0
§38 53800
540 54000
$42 54200000
$44  5460,000,0
$46  $460,000,
$48
§50
§52
554
§56
$58
360

00,000, 0¢

s State Sales Tax on Goods
*is 2% and applied to a

o s base of $40 billion per

. year

§

s Total Size of Our
Economy $130 Bllllon

52100000000 $2.400,000.000  $2.700,000.00

5/5/2011
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Revenue Strategy Summary

HE 21" CENTURY

Element III

Business Tax
Structure to
Increase Equity,
Decrease
Disincentives to
Employment and
Maintain
Regional
Competitiveness

‘ RECONSTRUCTING NEVADA FOR 1

There Are Only So
Many Ways to Tax
Businesses
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= Strengths
= Best reflects economy

= Lowest tax rate

2 Otion #1 = Predictable

: = Stable

TaX » High yield
Businesses | .
on GrOSS » Disparate impact on high-

volume low-margin

Re Ceipts businesses

» High degree of pyramiding

I'HE 215" CENTURY

= No relationship to
profitability

@l RECONSTRUCTING NEVADA FOR

= Strengths

= Fairness, recognizes
differences in businesses

- by focusing on bottom line
O tlon #2 » Struggling businesses don’t
TaX incur liability

= Can be linked to federal tax

BuSinesseS returns
on NEt PFOfitS = Weaknesses

= Highly cyclical (unreliable)

= Administration and
compliance can be
cumbersome

= Determination of
dedications

bt

-}
P
=
Fe
=
]
=

—
o
s
=]
=
-]
0O
=
-
=)
-
-
=
Z
1
<
|
I3
o
(=]
==}
)
(2]
0]
<
=
(=]

41



5/5/2011

» Strengths
» Easy to administer

= Nexus between
employment and service

S E] 0 EHVE demand
Expense . Wea.knesses.
= Disparately impacts labor-

Option #3 |
Taxes Like E intensive businesses

I'HE 215" CENTURY

Creates a disincentive for
the Modified Smp oyrpent
usiness Tax

= (Creates a disincentive for
higher wage payments

= Does not reflect volume or
performance
Don’t pick up independent
contractors (1099s)

RUCTING NEVADA FOR

o)

M rEcon:

= Strengths

= Equity, tax base reflects the
economy

Stabile and predicable

Otion #4_ Low tax rate

Tied directly to federal tax

Business 2R
Margin Taxes | . weaknesses

= Potential to incur some
pyramiding
» Initial uncertainly
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How Might a Margin
Tax Work in Nevada?
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Tax Rate: Not to Exceed 1%

Exemption: First $1 Million
in Revenue (lowering the tax rate on

Elem—nt#gA most Nevada businesses)

Tax Base, the Lesser of:

Margln = 70% of Total Revenue

= Total Revenue Less Wages and
Taxes Salaries Paid

Total Revenue Less Cost of
Goods Sold

To be administered,
regulated and refined by the
Nevada Department of
Taxation

‘ RECONSTRUCTING NEVADA FOR THE 21" CENTURY
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= Nevada Modified Business Tax
is Phased Out Over a Two to
Three-Year Period

& Reflect the State’s Current
E Phase Out the Economy and Adapt to Future
= Changes

MOdlfled Intended to Eliminate the
{ u Disparities Created by Taxing
z Business Tax | .y

ADA FOR THE 21°" CENTURY

T'ING NE

C

Tax Will Be Designed to Reflect
that Businesses Come in Many
Shapes and Sizes

@ RECONSTR

Total Required Funding to Total Revenue
Restore Cuts, Enhance Enhancements to
Education and Address Balance the State

Structural Issues: $1.5 B Budget: $1.5 B

Borrowing Against Nevada Transaction Tax
(Securitizing) Insurance ($300M, Net After Reduced
Premium Taxes: $190M Sales Tax on Goods)

School Capital
Sweep: $425M

Nevada Business
Margin Tax
($315M, Net After MBT
Phase Out)

Restoration of Critical Extension of Tax
Health Services: $174M Sunsets: $626M

Reducing Higher Education
Cut to 10%: $123M

Restoration of Education
Spending Cuts and
Reforms: $623M

Incremental Revenue
From Existing
Sources: $303M
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Spending Elements Revenue Elements
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([STRUCTING NEVADA FOR THE 21" CENTURY

FIEMENT #1
Government
Eenqu
eform

Revenue Reconstructing Nevada
Enhancements Requires a Comprehensive
Plan that Addresses Not
Only Our Current Economic
and Fiscal Challenges but
Begins to Lay a New
Foundation for Nevada’s

. \ Future

.

LLEMENT #4 e
Have a Vlsk o ELEMENT‘*-;
{ e Economic

3 gﬁg i / Development
Strategy

RECONSTRUCTING

NEVADA"™

FOR THE 21°" CENTURY

ELEMENT #2
Long-Term
Covernment
Reforms

5/5/2011
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