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PROPOSED REGULATION OF THE 

NEVADA TAX COMMISSION 

LCB File No. R012-07 

September 17, 2007 

EXPLANATION – Matter in italics is new; matter in brackets [omitted material] is material to be omitted. 

 

AUTHORITY: §§1-12, NRS 360.090 and 362.120. 
 

A REGULATION relating to taxation; setting forth the requirements for calculating the net 
proceeds and gross yield of a geothermal resource; requiring the Department of 
Taxation to consider certain costs, depreciation and allowances in assessing and taxing 
the net proceeds of a geothermal resource; and providing other matters properly relating 
thereto. 

 

 Section 1.  Chapter 362 of NAC is hereby amended by adding thereto the provisions set 

forth as sections 2 to 11, inclusive, of this regulation. 

 Sec. 2.  As used in NAC 362.015 and sections 2 to 11, inclusive, of this regulation, unless 

the context otherwise requires, the words and terms defined in sections 3 to 10, inclusive, of 

this regulation have the meanings ascribed to them in those sections. 

 Sec. 3.  “Field” means the area of operations from which a geothermal resource is 

extracted and transported before any further beneficiation of the geothermal resource occurs. 

 Sec. 4.  “Mining function” means any activity relating to the extraction of a geothermal 

resource, including, but not limited to, any drilling, pumping, reinjection, roadwork or 

transportation of the geothermal resource, if the activity occurs before any further processing 

of the geothermal resource by a system for gathering the geothermal resource. 

 Sec. 5.  “Plant” means any facility at which the processing of a geothermal resource 

occurs, including, without limitation, a plant for generating power. 
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 Sec. 6.  “Processing” means any activity that occurs beyond the inlet of a plant that: 

 1.  Changes the physical or chemical characteristics of the production stream of a 

geothermal resource; or 

 2.  Enhances the marketability of the production stream or the value of any separate 

component of the production stream. 

 The term includes, without limitation, any beneficiation, compression, flashing, separation 

or stabilization that occurs within the plant, other than any reinjection, regulation of wellhead 

pressure, changing of pressures or temperatures in a reservoir or any other compression that 

occurs during the production of the geothermal resource. 

 Sec. 7.  “Processing allowance” means any cost associated with converting a geothermal 

resource into any electricity, heat or other by-product. The term includes, without limitation, 

any cost associated with an activity occurring after the completion of all mining functions but 

before the processed product is transported to a market for the product. 

 Sec. 8.  “Repowering” means to: 

 1.  Remove any inefficient, obsolete or aging equipment that is used in the production 

stream of a geothermal resource; and 

 2.  Replace that equipment with any new technology or equipment that increases or may 

increase the efficiency of the processing of the geothermal resource. 

 Sec. 9.  “Transaction” means a bona fide transaction conducted at arms length involving 

a geothermal resource at the wellhead. 

 Sec. 10.  “Transportation allowance” means any cost incurred for the movement of a 

geothermal resource that is converted to any electricity, heat or other by-product, if the 
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movement of the geothermal resource is performed by the operator and occurs after the 

geothermal resource is processed. 

 Sec. 11.  The net proceeds of a geothermal resource must be calculated using the gross 

yield of the geothermal resource, as determined pursuant to NRS 362.120 and NAC 362.015, 

less the amount of any deduction that is available pursuant to NRS 362.120 and this chapter. 

 Sec. 12.  NAC 362.015 is hereby amended to read as follows: 

 362.015  1.  [As used in this section, “transaction” means a bona fide transaction conducted 

at arms length involving geothermal resources at the wellhead. 

 2.]  To assess and tax the net proceeds of an operating [mine] facility which extracts 

geothermal resources , [for a profit,] the gross [value] yield of the geothermal resources must be 

determined pursuant to this section. 

 [3.  To determine the gross value of geothermal resources, the transaction must first be 

identified. 

 4.] 2.  If the transaction involves the direct, arms-length sale of the geothermal resource, the 

gross [value] yield of the geothermal resource equals the proceeds of the sale [. 

 5.] of the geothermal resource. 

 3.  If the transaction involves the indirect sale of [electricity,] the geothermal resource, the 

gross [value] yield of the geothermal resource [used to produce the electricity is determined by 

one of the following methods: 

 (a) If the transaction consists of an agreement between the developer of the field and the 

developer of the generating plant, the gross value of the geothermal resource is the negotiated 

share of the gross value of the electrical energy sold less] is the total revenue received from the 

sale of any electricity, heat or other by-product of the geothermal resource that is agreed upon 
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by the parties to the sale, less any processing allowance or transportation allowance. If the 

selling price includes any costs for processing or transportation, the person extracting the 

geothermal resource shall report those costs on a form prescribed by the Department. The 

Department shall consider those costs in determining the gross yield of the geothermal 

resource. 

 4.  In the case of an indirect sale of a geothermal resource that is used to produce 

electricity, all energy, capacity and other payments received, if any, must be included in the 

gross yield of the geothermal resource. 

 5.  If the costs associated with the processing allowance or transportation allowance are 

included in a bona fide arms-length contract, the costs shall be deemed to be an appropriate 

deduction from the selling price. Such costs may include the negotiated costs for the operation, 

maintenance and replacement of the [generating] plant which are paid by the [developer] 

operator of the field [plus] , reduced by any negotiated costs for the operation, maintenance and 

replacement of the field which are paid by the [developer] operator of the [generating plant. 

These] plant. The negotiated costs must be set forth in a written contract or other document 

specified by the Department and may include, but are not limited to: 

  [(1)] (a) A negotiated sharing by percentage of the operating and maintenance costs of the 

field and the [generating plant. 

  (2)] plant; or 

 (b) A negotiated agreement that the [developer] operator of the field will pay for necessary 

improvement to the [generating plant. 
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 (b) If there is not a transaction establishing the value of the geothermal resource, the gross 

value of the geothermal resource is determined by deducting a transportation allowance and a 

generating allowance. For the purposes of this paragraph: 

  (1) The transportation allowance is allowed if the developer of the field must install or 

pay, in part or in total, for a transmission line to deliver electricity to the utility, and includes: 

   (I)] plant. 

 6.  If the costs associated with the processing allowance or transportation allowance are 

not included in a bona fide arms-length contract, the Department must consider the following: 

 (a) The annual total cost of operating and maintaining the plant, transmission line and any 

other facility or equipment used to transport the geothermal product after all mining functions 

and processing are complete, including , but not limited to, any reasonable and prudent costs 

incurred for direct wages, benefits, workers’ compensation, supplies, materials and charges for 

overhead [; 

   (II)] , general liability insurance incurred because of the plant and transmission line 

and costs for obtaining and maintaining any permit for a site, permit relating to air quality or 

any other permit or license required to operate the plant or transmission line. The 

transportation allowance for a transmission line is allowed only in direct proportion to the 

relationship of the field operator’s investment to the total cost of the transmission line. 

 (b) Except as otherwise provided [by] in NAC 362.100 to 362.160, inclusive, the 

depreciation of the capital investment in the plant and transmission line using the straight-line 

method [; and 

   (III)] over the useful life of the asset established in accordance with the Personal 

Property Manual. 
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 (c) Any charges for wheeling electricity or for loss of power in the transmission line. 

 (d) Amortization of each long-term contract to purchase power using the straight-line 

method over the stated life of the contract. Any amount amortized pursuant to this paragraph 

must not exceed 60 percent of the original book value of the plant and transmission line. 

 (e) An allowance for return on the investment in the plant and transmission line, calculated 

by multiplying the [undepreciated investment in] cost of acquiring the plant and transmission 

line , as recorded in the books and records of the operator, by the overall rate of return on 

capital . [which is authorized by the Public Utilities Commission of Nevada at the time of 

investment. 

 If a developer of a generating plant is involved in the transmission or sale of electricity, 

wheeling charges and losses of energy along the transmission line are legitimate deductions from 

the gross sales of electrical energy. 

  (2) The generating allowance is the cost of converting the geothermal resource into 

electricity and includes, but is not limited to: 

   (I) The annual total cost of operating and maintaining the generating plant including 

wages, benefits, repairs, supplies, materials and charges for overhead; 

   (II) Except as otherwise provided by NAC 362.100 to 362.160, inclusive, the 

depreciation of the capital investment in the generating plant using the straight-line method; and 

   (III) An allowance for return on the investment in the generating plant, calculated by 

multiplying the undepreciated investment in the generating plant by the overall rate of return on 

capital which is authorized by the Public Utilities Commission of Nevada at the time of 

investment. 
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 To determine the generating allowance, the investment in the generating plant must generally 

include all facilities from production at the wellhead to the disposal of the spent brine.] The 

overall rate of return on capital must be based on the appropriate electric industry cost of 

capital study conducted by the Department pursuant to NAC 361.408 and 361.425. 

 7.  For the purpose of paragraph (e) of subsection 6: 

 (a) If an agreement for the purchase of power is in effect, the Department may grant an 

allowance for a return on the investment for a period that is equal to the remaining term of 

the agreement or 15 years, whichever is less. If such an agreement is not in effect, the 

Department may grant the allowance for a period that is equal to the remaining useful life of 

the plant and transmission line or 15 years, whichever is less. 

 (b) If the plant or transmission line is repowered or a reinvestment in the plant or 

transmission line occurs, the taxpayer may apply to the Department for an extension of the 

allowance specified in paragraph (a). The Department may grant an extension pursuant to 

this paragraph for a period that is equal to the remaining life of the assets purchased for the 

repowering or reinvestment or 15 years, whichever is less. The remaining life of those assets 

must reasonably reflect the useful life of those assets established in accordance with the 

Personal Property Manual. 

 (c) To calculate the allowance specified in paragraph (a), the Department may require the 

taxpayer to submit any additional information specified by the Department, including, without 

limitation: 

  (1) A statement setting forth the amount of any recapitalization or repowering of the 

plant or transmission line; 

  (2) A statement setting forth the established life of the assets purchased; or 
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  (3) An audit of the books and records of the taxpayer. 

 (d) If the Department grants an extension pursuant to paragraph (b), the amount of the 

return on the investment must not exceed the amount of the recapitalization or repowering of 

the plant or transmission line. 

 8.  As used in this section, “Personal Property Manual” has the meaning ascribed to it in 

NAC 361.1361. 


