ADOPTED REGULATION OF THE
NEVADA TAX COMMISSION
L CB File No. R193-05

Effective February 23, 2006

EXPLANATION — Matter initalicsis new; matter in brackets [emitted-material] is material to be omitted.

AUTHORITY': §81-6, NRS 360.090.

A REGULATION relating to business; making various changes regarding the applicability and
administration of the requirements for a state business license; and providing other
matters properly relating thereto.

Section 1. Chapter 360 of NAC is hereby amended by adding thereto a new section to read
asfollows:

1. If aperson, other than a natural person, has a state business license for the conduct of
a business by that person, no natural person isrequired to obtain a state business license for
any activity conducted in furtherance of that business solely because any income, tax
deductions or tax credits attributable to that activity may be reported to the I nternal Revenue
Service asincome or loss from a partnership, S corporation, estate, trust or real estate
mortgage investment conduit on a Schedule E (Form 1040), Supplemental Income and Loss
Form, or its equivalent or successor form.

2. If apartnership or limited-liability company has a state business license for the
conduct of a business by that person, no partner or member thereof isrequired to obtain a
state business license for any activity conducted in furtherance of that business solely because
any income, tax deductions or tax credits attributable to that activity may be reported to the

| nternal Revenue Service asincome or loss from:
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(&) A sole proprietorship on a Schedule C (Form 1040), Profit or Loss From Business
Form, or itsequivalent or successor form; or

(b) A farmon a Schedule F (Form 1040), Profit or Loss From Farming Form, or its
equivalent or successor form.

3. For the purposes of this section:

() “Limited-liability company” means a person organized pursuant to chapter 86 of NRS
or the equivalent laws of another jurisdiction.

(b) “Partnership” means any association of two or more persons described in NRS 87.060,
regardless of whether that association reportsto the I nternal Revenue Service partnership
income, tax deductions or tax credits on Form 1065, U.S. Return of Partnership Income, or its
equivalent or successor form.

Sec. 2. NAC 360.750 is hereby amended to read as follows:

360.750 Asusedin NAC 360.750 to {366-770;} 360.768, inclusive, and section 1 of this
regulation, unless the context otherwise requires, the words and terms defined in NAC 360.752
to 360.758, inclusive, have the meanings ascribed to them in those sections.

Sec. 3. NAC 360.760 is hereby amended to read as follows:

360.760 For the purposes of NRS 360.760 to 360.795, inclusive, fand} NAC 360.750 to
[360-770;} 360.768, inclusive, and section 1 of thisregulation, the Commission interprets the

term |

113 N T4 .
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—F—"Person} " person who operates a business from his home” to mean anatural person who
individually operates or a married couple who jointly operate a business from a personal
residence if:
Hay} 1. No part of the personal residence is held open to the general public for usein
furtherance of that business; and
KB} 2. Norea property isowned, leased, rented or licensed by the natural person or the
married couple for use in furtherance of that business, other than the personal residence and any
real property owned, leased, rented or licensed for the sole purpose of:
KB} (a) Maintaining a post office box;
Y} (b) Posting abusiness license in accordance with the requirements of amunicipal or
county ordinance; or
HHB} (c) Periodically exhibiting or selling goods or services at atemporary fair, market,

show or exhibition.
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Sec. 4. NAC 360.766 is hereby amended to read as follows:

360.766 1. The exemption for a home-based business does not apply to a person who
operates a business from his home during a federal tax year in which:

(@) Heat any timefailed to qualify as a person who operates a business from his home, as
that term isinterpreted pursuant to NAC 360.760; or

(b) His net earnings from that business were greater than 66 2/3 percent of the average annual
wage for the most recent calendar year ending before the last day of that federal tax year.

2. Except as otherwise provided in fINAC-360-764.} section 4 of chapter 9, Statutes of
Nevada 2005, 22nd Special Session, at page 124 (NRS 360.782), a person described in
subsection 1 shall obtain a state business license for that business not later than 180 days after
the last day of afederal tax year in which the exemption for a home-based business does not
apply to him.

3. Asusedin this section:

() “Exemption for a home-based business’ means the provisions of paragraph (c) of
subsection 2 of NRS 360.765.

(b) “Federal tax year” means afederal tax year ending on or after December 31, 2003.

Sec. 5. NAC 360.768 is hereby amended to read as follows:

360.768 1. If aperson who operates abusiness from hishomeisrequired to obtain a state

business license as aresult of his net earnings from that business, his liability for each annual fee

required by fsubsection5-06F NRS-360.780;} section 5 of chapter 9, Statutes of Nevada 2005,
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22nd Special Session, at page 125 (NRS 360.784), depends upon the net earnings of the person
from that business for the most recent federal tax year ending before the date on which that fee
would otherwise become due. The person is not liable for that fee if he establishes to the
reasonabl e satisfaction of the Department that those net earnings were less than 66 2/3 percent of
the average annual wage for the most recent calendar year ending before the date on which that
fee would otherwise become due.

2. For the purposes of this section, the Department will accept a copy of afederal income
tax return filed with the Internal Revenue Service for a business which a person operates from
his home as satisfactory evidence of the net earnings of the person from the business for the
period covered by the return.

Sec. 6. NAC 360.762, 360.764 and 360.770 are hereby repealed.

TEXT OF REPEALED SECTIONS

360.762 Entities deemed to be businesses. (NRS 360.090, 360.765, 360.780)

1. Except as otherwise provided in this section and subsection 2 of NRS 360.765, a
corporation, partnership, proprietorship, limited-liability company, business association, joint
venture, limited-liability partnership or business trust, or its equivalent organized under the laws
of this State or another jurisdiction, shall be deemed to constitute a business for the purposes of
NRS 360.760 to 360.795, inclusive, and NAC 360.750 to 360.770, inclusive, regardless of:

(& Any purpose for which that entity is organized or operated; and
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(b) Whether that entity conducts an activity for profit.

2. Theprovisions of subsection 1 do not apply to a natural person.

360.764 Natural persons: Limitation on number of businesslicensesrequired. (NRS
360.090, 360.780, 360.785) A natural person is not required to obtain more than one state
business license for any combination of activities conducted by that person which are reported to
the Internal Revenue Service for any federal tax year on two or more of the forms described in
NRS 360.785.

360.770 Proration of licensing fees. (NRS 360.090, 360.780) The Department will not
prorate the fees required by NRS 360.780 for any portion of ayear during which abusinessis

not conducted in this State.
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NOTICE OF ADOPTION OF PROPOSED REGULATION
LCB File No. R193-05

The Nevada Tax Commission adopted regulations assigned LCB File No. R193-05 which
pertain to chapter 360 of the Nevada Administrative Code on January 9, 2006.

Notice date: 12/7/2005 Date of adoption by agency: 1/9/2006
Hearing date: 1/9/2006 Filing date: 2/23/2006

INFORMATIONAL STATEMENT

1. A description of how public comment was solicited, a summary of public response, and
an explanation of how other interested persons may obtain a copy of the summary.

Notices of hearing for the adoption and amendment of the proposed regulation were posted
a the following locations: Department of Taxation, 1550 East College Parkway, Carson City,
Nevada; Nevada State Library, 100 Stewart Street, Carson City, Nevada; The Legidative Building,
Capitol Complex, Carson City, Nevada; each County Main Public Library; Department of Taxation,
4600 Kietzke Lane, Building O, Suite 263, Reno, Nevada, Department of Taxation, 555 East
Washington Avenue, Las Vegas, Nevada, Department of Taxation, 2550 Paseo Verde Parkway,
Suite 180, Henderson, Nevada.

A copy of the notice of hearing and the proposed regulation were placed on file at the State
Library, 100 Stewart Street, Carson City, Nevada, for inspection by members of the public during
business hours. Additional copies of the notice and the proposed regulation were aso made
available and placed on file at the Department of Taxation, 1550 East College Parkway, Carson
City, Nevada, Department of Taxation, 4600 Kietzke Lane, Building O, Suite 263, Reno, Nevada;
Department of Taxation, 555 East Washington Avenue, Suite 1300, Las Vegas, Nevada
Department of Taxation, 2550 Paseo Verde Parkway, Suite 180, Henderson, Nevada; Department of
Taxation, 850 Elm Street, No. 2, Elko, Nevada; and in al counties in which an office of the
Department of Taxation is not maintained, at the main public library, for inspection and copying by
members of the public during business hours.

The hearing was held on January 9, 2006 video conferenced between the Nevada L egidative
Building, 401 S. Carson Street, Room 3138, Carson City, Nevada and the Grant Sawyer State
Office Building, 555 E. Washington Avenue, Room 4401, Las Vegas, Nevada. It appears that due
to the primarily procedural nature of the proposed regulation, only affected or interested persons and
businesses as set forth in #3 below responded to the proposed regulation and testified at the hearing.
A copy of the transcript of the hearing, for which areasonable fee may be charged, may be obtained
by caling the Nevada Department of Taxation at (775) 684-2096 or by writing to the Nevada
Department of Taxation at 1550 East College Parkway, Suite 115, Carson City, Nevada, 89706.

The proposed regulation was submitted to the L egidative Counsel Bureau, which completed
its review and minor revisions on December 9, 2005. Thus, the proposed regulation, for practical
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purposes, was discussed at one workshop and has been heard and considered at one public hearing
of the Nevada Tax Commission.

2. Thenumber of personswho:

@ Attended the hearing: 41

(b) Tedified at thehearing: 1

(© Submitted to the Tax Commisson written comments. No written comments
were submitted to, or received by, the Department of Taxation or the Nevada Tax Commission.

3. A description of how comment was solicited from affected businesses, a summary of
their response, and an explanation how other interested persons may obtain a copy of the
summary.

Comments were solicited from affected and interested businesses and persons by the notices
set forth in #1 above, by direct mail to al county assessors, and by direct mail to the approximately
240 interested businesses and persons on the Department of Taxation's mailing list.

4, If the regulation was adopted without changing any part of the proposed regulation, a
summary of thereasonsfor adopting the regulation without change.

The proposed regulation was not changed since no concerns were raised by the public,
affected or interested businesses or persons, the Department of Taxation or Tax Commission
members, and the Tax Commission believed no changes were necessary.

5. The estimated economic effect of the adopted regulation on the business which it isto
regulate and on the public. These must be stated separ ately, and each case must include: (a)
Both adver se and beneficial effects, and (b) Both immediate and long-term effects.

(a) Adverse and beneficial effects.

The proposed regulation presents no foreseeable or anticipated adverse economic effects to
businesses or the public. There may be some beneficial economic effects to certain taxpayers which
are the subject of the adopted regulation. Those anticipated benefits are not quantifiable at thistime.

(b) Immediate and long-term effects.

Same as #5(a) above.

6. The estimated cost to the agency for enfor cement of the adopted regulation.

The proposed regulation presents no significant foreseeable or anticipated cost for
enforcement. There may be some minor administrative costs for the Department, which are not
guantifiable at thistime.

7. A description of any regulations of other state or governmental agencies which the

regulation overlapsor duplicates and a statement explaining why the duplication or overlap is
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necessary. If the regulation overlaps or duplicates a federal regulation, the name of the
regulating federal agency.

The proposed regulation is particular to the Department of Taxation practices and
procedures and does not appear to overlap or duplicate regulations of other state or local
governmental agencies.

8. If the regulation includes provisons which are more stringent than a federal
regulation which regulates the same activity, a summary of such provisions.

There are no known federal regulations pertaining to Nevada s business license requirement,
which isthe subject of the proposed regulation.

9. If the regulation provides a new fee or increases an existing fee, the total annual
amount the agency expectsto collect and the manner in which the money will be used.

The proposed regulation does not provide a new fee or increase an existing fee.

--10--
Adopted Regulation R193-05



