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Senate Concurrent
Resolution No., 8~-1966 Special
Session of the Nevada Legislature

Senate Concurrent Resolution No. 8--Committee on Taxation

SENATE CONCURRENT RESOLUTION--Directing the legislative commission
to study possible sources of additional revenue for the State
of Nevada, giving priority to additional gaming taxes.

WHEREAS, In order to provide sufficient funds for already imple-
mented programs of financing education and the general operation of
state government, major additional sources of revenue will have to
be found by the 1967 session of the legislature; and

WHEREAS, Gaming is a large and well established business in this
state which must be considered a prime source of additional revenue;
and

WHEREAS, In order to evaluate the comparative potential sources
of needed revenue, the legislature must ascertain, from current, ac-
curate and unbiased information, what form and level of additional
taxes, if any, can be borne by gaming; now, therefore, be it

RESOLVED BY THE SENATE OF THE STATE OF NEVADA, THE ASSEMBLY CON-
CURRING, That the legislative commission is hereby directed:

1. To conduct a thorough study of the principal sources of reve-
nue for the general fund;

2. To glve priority in such study to additional gaming taxes and
the econonmic positions of gaming;

3. To consider carefully the economic feasibility of any new or
additional tax proposed;

4, To conduct such study under its existing statutory authority
and within its existing appropriation; and

5. To report the results of such study to the 1967 session of the
legislature.






REPORT OF THE LEGISLATIVE COMMISSION

To the Members of the 54th Session of the Nevada Legislature:

This report is submitted pursuant to the requirements of

Senate Concurrent Resolution No. 8 of the 1966 special legislative

session, which directs the legislative commission:

1.

To conduct a thorough study of the principal sources of
revenue for the general fund of the state;

To give priority in such study to additional gaming taxes
and the economic positions of gaming;

To consider carefully the economic feasibility of any new
or additional tax proposed;

To conduct such study under its existing statutory authori-
ty and within its existing appropriation; and

To report the results of such study to the 1967 session of
the legislature.

In July 1966, the legislative commission engaged Lybrand,

Ross Bros. & Montgomery to make the directed study. This firm ranks

among the leading certified public accountant firms in the United

States and provides, in addition to services conventionally as-

sociated with public accounting, actuarial services and management

consulting services by a specialized staff of over 170 highly gunali~-

fied consultants recruited from industry, from management consulting

firms, university faculties, government agencies, and from the

firm's other divisions., In August 1966, Lybrand, Ross Bros. &

Montgomery was also directed by the legislative commission to ex-

amine the system of financial controls in force in a selected

number of Nevada gaming establishments and to recommend measures

for strengthening the control over accountability for taxes due to

the State of Nevada.

The accompanying report was submitted by Lybrand, Ross

Bros. & Montgomery to the legislative commission on November 22,

1966, and accepted by the legislative commission on December 16,

1966.

Part I of the report is a digest or summary in nontechnical
vii



terms of the findings and conclusions emanating from the survey.
For those persons interested in the underlying logic and substance,
the detailed report should be carefully read.

Upon acceptance of the report the legislative commission
raised three supplementary issues, dealing with the following ques~-
tions:

1. what would be the effect on the profits of individual -
businesses in the gaming industry if the percentage gaming
tax were increased at a variety of selected levels?

2. At what rates would games (cards, table games and slot
machines) have to be taxed to produce about $5,000,000
annually in additional tax revenues as an alternative to
increasing the percentage tax?

3. If the percentage gaming tax were to be increased by 25
percent, would this have the effect of either or both of:

(a) Withdrawing from the industry funds now bor-
rowed from outside sources; or

(b) Materially reducing the availability of funds
to finance the future expansion of the industry?

The legislative commission has determined that meaningful
answers to these questions will be essential for the use of the 1967
legislature in its deliberations and actions and therefore has fur-
ther engaged Lybrand, Ross Bros. & Montgomery to provide the answers
during the forthcoming legislative session. .

Respectfully submitted,

Legislative Commission
State of Nevada

Carson City, Nevada
December 16, 1966
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LyBraND, Ross Bros. & MONTGOMERY

CERTIFIED PUBLIC ACCOUNTANTS
ONE Bus#H STREET
SAN FRANCISCO 94104

YUKON 1-5333

OFFICES IN THE CoorERrs € LyBRAND
PRINCIPAL CITIES OF THE November 22, 1966 IN AREAS OF THE WORLD
UNITED STATES OUTSIDE THE UNITED STATES

Legislative Commission of the State of Nevada
Carson City, Nevada
Gentlemen:

The accompanying report is submitted in accordance with
aﬁ agreement dated July 11, 1966. By that agreement our firm was
engaged to mai(e a survey of the general fund revenue needs of the
State of Nevada; to recommend an approach toward sources of additional
revenue that may be needed; and to evaluate the ability of the gaming
industry to assume additional or higher gaming taxes. Our firm was
further commissioned to examine the system of financial controls in et
force in a selected number of casinos and to recommend measures for

strengthening the control over accountability for taxes due to the State.

Part I constitutes a digest of the findings and conclusions
emanating from the survey. It deals at some length, however, with the
alternative tax programs through the fiscal year 1976.

The second part analyzes the more important elements of the
State's tax structure and draws comparisons with the structures of other
states. It suggests opportunities for increasing taxes and introducing new
ones. Finally, taking into account the probable general fund deficits in
the fiscal years 1968, 1971 and 1976, it presents alternative tax programs
that should bridge the gap between revenues and expenditures. Part II -~
was prepared in close collaboration with Dr. Harold M. Somers, a

prominent authority in the fields of governmental finance and taxation.
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Dr. Somers served as consulting economist to the California Legislature

in the major tax study of that state, published in 1964.

Part III of the report contains an economic analysis of the gaming
industry in Nevada, including projections of future years' profitability at
differing levels of gaming taxes. Supported by three technical appendixes, -
it analyzes, in particular, the ability of the industry to absorb higher

gaming taxes.

The fourth part contains a summary of our observations of
financial controls in selected casinos and recommendations for strengthening

financial controls in the industry.

Each of the four parts is preceded by a comprehensive table
of contents to permit the reader to gain a general perspective of the
subject matter.

Respectfully submitted,
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NEVADA'S FUTURE TAX PROBLEMS

AND THEIR IMPACT ON THE GAMING INDUSTRY

The State of Nevada will shortly face the prospect of a deficit on its
general fund. Several factors are forcing expenditures upwards at a faster rate
than revenues. The population has risen sharply; the public is receiving -
additional services; inflation is moving salaries higher; and new federal prbérams

are leading to heavier State outlays.

Nevada's fiscal record has been good. It has a balanced budget, no
income taxes or death taxes, and a modest public debt. To maintain its enviable

record, the State will probably have to increase taxes.

Public opinion has focused on gaming as a source of higher tax
revenues. The gaming industry, on the other hand, contends that it is already
highly taxed and an additional burden could cripple it, This might create a
chain reaction and undermine the economy of Nevada, which is already heavily
dependent on gaming - as an employer, a consumer, and a vital part of the

tourist industry.
Is gaming's position valid? Or can it bear more taxes ?

The study recently completed was made to examine this situation.
Shorn of some of its more technical aspects, it was conducted to answer four
fundamental questions:
1. What additional load has to be imposed on the taxpayers in the

coming years ?
2. What types and amounts of taxes are needed to prevent a deficit?
3. To what extent can the gaming industry bear higher taxes ?

4, What is needed to improve administration of the gaming industry ?



The report resulting from the study answers these and related questions.
The study was extensive and penetrating., It invblved many field inferviews ~ with
casino operators, with civic leaders, with ﬁnanéial institutions, with educators,
with government officials, and with others. It involved the gathering of volumes
of confidential infofmation from gaming licensees., Mathematical and statistical
approaches were used, with the aid of an electronic computer. Information‘ B
received was exhaustively questioned. Eventually, from the many.sources of

data gathered and processed, a picture emerged.

It is the purpose of this summary to describe that picture in non- \
technical terms. For those interested in the underlying logic and substance,

the detailed report should be read.

Let us now address ourselves to the principal questions covered by

the study.

1. WHAT ADDITIONAL LOAD HAS TO BE IMPOSED ON THE
TAXPAYERS IN THE COMING YEARS ?

Sights were set ten years ahead. Three specific years were studied:

the year ending June 30, 1968 - fiscal 1968

the year ending June 30, 1971 - fiscal 1871

the year ending June 30, 1976 - fiscal 1976.
Fiscal 1968 is of immediate interest to the Legislature, as a budget and
fiscal plan have to be decided upon in 1967, Fiscal 1971 is of medium-
term interest because of the time needed to plan for forthcoming changes
and to make the necessary legislative arrangements. Fiscal 1976 - while
far ahead - points to a landmark that shows the direction events should

follow; it is important for longer-range planning.

In forecasting the deficit for future years, we relied substantially on
estimates made by authorities in the State government. These estimates
were prepared according to specified guidelines; they were questioned; and,

where appropriate, they were adjusted by mutual agreement.



If no changes are made in the present taxes or tax rates, the State
may expect to experience the following results on its general fund account:

Fiscal In millions of dollars

_year Outlays Revenues Gaps
1968 74 65 9
1971 104 84 20
1976 175 130 45

Many conditions, now unpredicted, can occur to change the expected
picture. And the farther one projects into the future, the more uncertainties

exist. The future becomes clearer as each year passes by.

With circumstances and trends as they can best be judged today, the
State faces a deficit of $§9 millions in fiscal 1968, mounting to $45 millions

in fiscal 1976.

There are, of course, two sides of the coin. A deficit can also be
avoided, or at least minimized, by reducing outlays. This possibility, we
are sure, is under constant watch. Nevertheless, we have assumed that
the expected oufclays taken into account are realistic, and our study was

not intended to explore ways of reducing costs.
In any event, the burden on the taxpayer will be high.

WHAT TYPES AND AMOUNTS OF TAXES ARE NEEDED TO PREVENT
A DEFICIT?

In viewing the avenues open to the State, we compared and contrasted
the tax structure of Nevada with those of other states. We disregarded such
factors as the political unpopularity of certain types of taxes and present

obstacles imposed by the State Constitution.

Bold action may be needed to avoid future deficits. Some taxes that
are now politically unpopular may be essential reservoirs of future State

revenues in face of the needs as they are now projected.



Despite current political thinking and present constitutional bars,

one cannot escape the conclusions that:

New taxes have to be levied, and

Rates of present taxes have to be increased.

Each of these issues is now considered,

(1

New taxes have to be levied

The State will be well advised to introduce three new forms
of taxation: death taxes, individual income taxes, and corporate

income taxes.

The levy of death taxes would require a constitutional

amendment. It is proposed that the State use the same plan as

that adopted by Alabama, Arkansas, Florida, Georgia and

Mississippi. In these states a portion of the death duties which
would have otherwise gone to the federal government goes to the

states., There is no cost to the estate of the deceased.

Other states commonly use individual and corporate income o=

taxes, but this source is not tapped i’r'l Nevada., These taxes are
invariably unpopular, but a sound fiscal policy rarely wins a
popularity contest., Nevadans paying federal income taxes would,
at any rate, gain some measure of relief if their State income taxes

are deducted for federal tax purposes.

Our report offers suggestions for income tax administration
that would keep the cost of collection at a minimum and would

save Nevadans the chore of filling in elaborate income tax returns.

Present tax rates have to be increased

Many opportunities exist for increasing present taxes, In
some cases, where the tax payments qualify as deductions for
federal income tax purposes, Nevadans would be relieved of the

full cost of the higher tax rates.

4



The sales and use tax and gaming taxes are Nevada's most
prolific revenue-producers. They are 6bvious candidates for
increases because the cost of collection would not rise and the
amounts collected could be large. However, increases would have
to be kepf within reasonable bounds to avoid overburdening the
classes of taxpayers concerned. (An increase to a rate as high

as 4 percent in the sales and use tax is not considered feasible

unless food purchased for home use is exempted from sales tax.)

Liquor taxes and licenses, as well as cigarette taxes and
licenses, are useful vehicles for raising additional tax revenues.
On the other hand, their capacity to add materially to State

revenues-is limited.

Another, and less often considered, source of revenue is
an increase in the host of fees, licenses, sérvice charges and
similar levies collected by the State. The rates are, in many
cases, inadequate to reimburse the State for the services it per- T

forms; and an increase should create little hardship.

Based on these considerations, we present four alternative tax
programs to bridge the expected revenue gap in each of the fiscal years
1968, 1971 and 1976. The first three programs are illustrative and, taken
by themselves, have shortcomings. The fourth program merits consideration
because it spreads the additional tax burden over a broader cross-section

of taxpayers. It may therefore be recommended.



First alternativé program - consumer impact

The first program is based on heavier taxation of the consumer. Its

structure and effects are as follows:

Expected additional amounts
in millions of dollars
Fiscal 1968 Fiscal 1971 Fiscal 1976

Fees, licenses, fines and charges*
Increase present rates by :
100 percent 2.6 3.2 4.3

Death tax
As discussed above - 0.9 1.2

Liquor tax and licenses
Increase present rates by
50 percent 1.8 2.3 3.1

Cigarette tax and licenses
Increase tax by 2¢ a pack and
licenses proportionately 0.5 0.6 0.8

Sales and use tax

Increase rate to 3 percent,

starting February 1, 1968 4.7 14.5 23.8
Corporate income tax

Levy tax equivalent to 16

percent of present federal rates - - 12.3

Totals from the foregoing 9.6 21.5 45.5

Estimated revenue gaps

w
o
N
[end
o
8-
w
o

l.
|

Estimated surpluses

|

|
|

This item, and all future references to it, excludes licenses for gaming,
liquor and cigarettes, as these latter are considered separately.



Second alternative program - gaming impact

The second program is directed predominantly toward heavier taxation

of the gaming industry as follows:

Expected additional amounts
in millions of dollars

Fiscal 1968 Fiscal 1971

Fees, licenses, fines and charges
Increase present rates by
100 percent 2.6

Death tax
As discussed above -

Gaming tax
Increase percentage tax*
overall by:
35 percent 6.6
70 percent
100 percent

Corporate income tax
Levy tax equivalent to 6
percent of present federal

rates -
Totals from the foregoing 9.2
Estimated revenue gaps 9.0

(]
[ 3N

|

Estimated surpluses

3.2

0.9

16.8

o
w

Fiscal 1976

4.3

1.2

34.9

It is assumed here, and throughout the report, that the gaming tax increase
will be made by way of a surcharge, that the percentage tax will be calculated
in the customary manner and that a surcharge, at the rates here indicated,

will be added. The actual process may prove to be different, but this approach

is the simplest, both for understanding and for calculation.



Third alternative program - income impact

In the third program, which follows, the major emphasis is on income
taxes, both individual and corporate.
Expected additional amounts

in millions of dollars
Pisca_l 1968 Fiscal 1971 Fiscal 1976

Fees, licenses, fines and charges
Increase present rates by

100 percent 2.6 3.2 4.3
Death tax
As discussed above - 0.9 1.2

Corporate income tax
Levy tax equivalent to the
following percentages of
present federal rates:
6 2.8
12 6.9
20 ’ 15.4

Individual income tax
Levy tax equivalent to the
following percentages of
present federal rates:

2 3.6

4 9.1

8 24,1
Totals from the foregoing 8.0 20.1 45.0
Estimated revenue gaps 9.0 20.0 45.0
Estimated surpluses none 0.1 none

Fourth alternative program - balanced impact

None of the three programs presented thus far would be acceptable.
The first would draw revenue predominantly from the consumer, the second
from the gaming industry, and the third from the income-earner in Nevada.
A sound tax program spreads the burden more equitably across all taxpaying

segments.

The fourth program, presented on the next page, is an approach to a

balanced tax structure.



Fees, licenses, fines and charges
Increase present rates by
100 percent :

Death tax
As discussed above

Liguor tax and licenses
Increase present rates by
50 percent

Cigarette tax and licenses
Increase tax by 2¢ a pack and
licenses proportionately

Gaming tax
Increase percentage tax
overall by: '
25 percent
35 percent
50 percent

Corporate income tax
Levy tax equivalent to the
following percentages of
present federal rates:
5
12 1/2

Individual income tax
Levy tax equivalent to the
following percentages of present
federal rates:
11/4
3

Totals from the foregoing
Estimated revenue gaps

Estimated surpluses

Expected additional amounts
_in millions of dollars

Fiscal 1968 Fiscal 1971

Fiscal 1976

2.6

1.8

0.5

w
o

<o
(o]

|

3.2

0.9

2.3

0.6

8.4

2.9

4.3

0.8

17.4

9.6

It is of interest to assess the impact of this program, After deducting

those portions of the estimated gaps in revenue met through miscellaneous

fees, etc. and death taxes, the suggested additional taxes would be borne

as follows:



SPREAD OF ADDITIONAL TAXES AMONG MAJOR TAXPAYING GROUPS

In millions of dollars In percentages
Fiscal Fiscal Fiscal  Fiscal Fiscal Fiscal
1968 1971 1976 1968 1971 1976
Consumer taxes
Liquor and
cigarette 2.3 2.9 3.9 33 17 10
Gaming tax 4.7 8.4 17.4 67 . 49 43
Income taxes
Corporate and
individual - 5.7 18.7 - 34 47
Totals 7.0 17.0 40.0 100 100 100

;

Taxes levied directly on the consumer decrease steadily in signifi-
cance after fiscal 1968. The gaming tax, at an increase of 25 percent,
bears a relativeiy high proportion of the increased taxation in fis¢al 1968,
but its relative contribution declines after then, despite rate iqcreases.
Income taxes are scheduled to increase in stages, both in amount and in
proportion. (On the other hand, an alternative increase in the sales tax

would reduce the need for reliance on income taxes.)

TO WHAT EXTENT CAN THE GAMING INDUSTRY BEAR HIGHER TAXES?

Perhaps the most intricate and exacting part of the study was to

evaluate the gaming industry's ability to pay higher gaming taxes.

To do this, we studied the industry's figures in detail; we gathered
data from licensees by questionnaires, and our representatives followed
up, in many cases, with field interviews, Deficiencies and inconsistencies
in the data compelled adjustment to put them into a form suitable for analysis,
After rejecting unsuitable returns, we covered a sample representing 75

percent of the business done by the industry in Nevada.
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It was found possible to make a satisfactory projection of gaming

r

revenues over the years ahead. This was done through statistical analysis,

involving the calculation of equations through an electronic computer,

On the other hand, the many unknown factors affecting future

operations made it difficult to project the industry's expenses., Two of T

the most difficult and controversial issues to be solved were these:

(1)

How much will costs rise, and how effective will management be
in controlling them? (We assumed three different trends - one

a return to the satisfactory experience of a year or two ago, a
second reflecting a holding of expenses at current proportionate
levels, and a third assuming a continuously increasing proportion

of expenses.)

To what extent will the industry be able to pass on any increase
in gaming taxes by reducing odds to customers or by increasing
charges for hotel, restaurant, bar or other services? (We assumed

four alternatives, ranging from no recapture to full recapture.) St

The conclusions drawn from the analysis were these:

An increase of 200 percent of the present rates would make serious

inroads into gaming profits

If gaming tax rates were increased by 200 percent - the
approximate effect of the initiative petition receiving attention
during our study - gaming profits would probabiy be reduced to less
than 5 percent on owners' capital, before deducting any tax increases
(other than on gaming) in Nevada. The less efficient licensees
would undoubtedly be put out of business, and even the more
efficient ones might find it difficult to attract the necessary
capital because of the low return. The investor would find it -
more profitable to put his money into blue chip stocks or bonds,

and would, by so doing, assume a lower risk.

11



(2)

The consequences of such a tax increase might conceivably
be a decline of such magnitude that thé economy of Nevada could
be seriously affected, Moreover, re\}enues from gaming taxes
might increase by a lower rate than the size of the tax increase

would indicate.

The industry can bear some increase in gaming tax rates

Our projections indicate that an increase in the rate of gaming
taxes of 25 percent would permit the industry to earn about 12
percent a year on capital, subject to other increases in taxes in
Nevada., A 50 percent increase would produce a return of about
11 percent, and a 75 percent increase would produce a return of

about 10-percent.

These returns might not be very attractive to the investor
of risk capital, Against this, however, it must be recognized that:
. Percentage returns represent industry averages. The

better managed concerns earn higher profits.

. These projections make no allowance for recoupment of
any part of the tax increase. The industry argues that it
would be hard to pass on any of the tax burden to the
customer. We cannot help but conclude, nonetheless,
that circumstances would lead at least to its partial

recapture,

The impact of higher taxation would undoubtedly lead to
tighter control over expenses. We gained the impression
that some of the industry's expenses can be reduced in

relation to the volume of business.

12
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Even moderate increases in the tax rate would bring about
- some business failures. But the industry is typified by a high

rate of turnover in ownership; some licensees are going out of

business even though others earn satisfactory profits.

(3) An abrupt increase in the gaming tax could harm the industry

Some time will inevitably be needed by the gaming industry to
gear itself to the impact of a substantial increase in gaming taxes,
It would have to take such countermeasures as reducing its other
expenses or services, and increasing charges to customers,
whether by raising hotel, restaurant, bar or other charges or by
reducing odds. Licensees should be able to take these actions
successfully, but probably not rapidly. A program of year-by-year
increases of relatively small amounts, rather than a sharp one~time
increase in tax, should allow the industry to adjust in a more

orderly manner.

It was not the purpose of our study to pass judgment on the merits of
the important role of gaming in the economy of Nevada. We have accepted
the fact that it is, indeed, significant. Any marked decline in the fortunes
of the industry would, in turn, react adversely both on the State's economy

and on its budgetary position.

WHAT IS NEEDED TO IMPROVE ADMINISTRATION OF THE GAMING INDUSTRY ?

The public of Nevada is well aware of recent allegations that gaming
licensees have indulged in "skimming" - concealing part of their winnings

and thus evading taxes.

We did not attempt to determine whether these allegations had
substance. On the other hand, we examined the practices and procedures

of some of the larger licensees - selected because of their reputedly good

13



management - and of the regulatory agencies. Our examinations of these
licensees revealed no evidence of skimming, but this of itself should not
be accepted as a statement that it does not occur. Opportunities do exist
for improvement -~ both to minimize the chance of skimming and to provide

for better management of the affairs of the industry.

A program to achieve these improvements calls for the following
action: |
(1 Establish and enforce standards for better controls within the
licensee organizations, particularly those controls which affect

the handling of money and its equivalent.

(2) Require licensees to adopt uniform methods of reporting their
financial results. This is common in most other regulated

industries.

(3) Set up a central body to conduct economic research concerning
the gaming industry.

L

(4) Broaden the scope of independent audits of licensees.

(5) Strengthen and modernize the State's auditing of licensees'

operations,
If this program is adopted and put into effect, it should reduce present
opportunities for tax evasion; it should give owners better protection against
loss caused by their employees; it should demonstrate the State's determina-
tion to accept its responsibilities for regulating the industry; and it should
help build a better reputation for the industry itself by reason of its using

more businesslike practices,

* * *

14



The reader is asked to recognize that projections of future revenues

and outlays, of additional income from taxation, and of future earnings of the

gaming industry are, in fact, projections, They are not predictions.

Projections are based on the use of assumptions that judgment and
experience dictate to be valid. If any of these assumptions proves to be
materially wrong - for example, if there were an outbreak of a major war, or if
a serious depression occurred - the projections based on these assumptions
would prove wrong, as also might the conclusions. In the light of current
conditions, however, the projections have been based on the best available

facts and judgments.
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THE TAX STRUCTURE OF THE STATE OF NEVADA

AND FUTURE TAXATION POSSIBILITIES

This part of the report explores sources of revenue available to
the State of Nevada. It makes projections of their future productivity. It
compares these projections with projections of revenue needs. And it indicates

some programs that would meet these needs.

We consider both existing sources of revenue and possible new ones.
The present sources are identified, and their nature, mechanics and revenue-
producing records are described. The revenue and economic consequences of
various possible increases in rates are examined. Similar treatment is devoted

to sources of revenue not now used by the State.

To maintain a proper perspective, we must stress at the outset that
we are dealing only with the general fund. In the fiscal year 1965 (the latest
for which official figures had been published at the time of our study), general
fund revenues totaled $52.0 millions(l) - about one-third of the State's finan-

cial aggregates for the year: (2)

(1) State of Nevada, EXECUTIVE BUDGET FOR THE FISCAL YEARS 1965-66 and
1966-67, p. A-2 {Interstate data are not available for later years).

(2) U. S. Bureau of the Census, COMPENDIUM OF STATE GOVERNMENT

FINANCES IN 1865, Series GF-No. 4, p. 10. (U. S. Government Printing
Office, Washington, D. C., 1966).
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$ millions (1)
Revenue:
General revenue 146.1
Insurance trust : 32.4
Total ‘ 178.5

Expenditure:
General revenue 146.0
Insurance trust 21.0
Total 167.0°

Borrowing © 3.5

Debt redemption 0.6

A comparison of these aggregates with corresponding figures for other states

for that yvear is given in Table 201, following page 4 . For the present purpose,
it should be borne in mind that sources of revenue other than general taxation -

particularly grants ’from the federal government - play a major role in the fiscal

health of the State.

Several studies of the fiscal structure have been made in recent
years, particularly the comprehensive review undertaken by the Nevada
Legislative Tax Study Group in 1959 and 1960. () The present report makes no
attempt to duplicate these studies. It rather focuses attention on the tax
problems facing the State in the next decade. The reader is referred to the

earlier studies for background and historical material.

(1) In many cases both in this and other parts of the report, amounts are expressed
in terms of millions of dollars. In the case of historical data, more detailed
definition of amounts would not be meaningful, as the purpose in stating
them is usually to present a picture of relative magnitudes. In the case
of projections, approximations in millions of dollars avoid any pretension
that a more detailed projection is practicable.

(2) R. A. Zubrow, R. L. Decker and E. H. Plank, FINANCING STATE AND
LOCAL GOVERNMENT IN NEVADA, Nevada Legislative Counsel Bureau
Report No. 44. (Carson City: State Printing Office, 1960). Copies
are available from the Nevada Legislative Counsel Bureau.
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Throughout the discussion of new taxes qnd increased rates on old
taxes, it must be borne in mind that the federal ‘governmer.lt will be bearing part
of the burden through the deductibility of state éhd local taxes (generally
speaking) in computing the federal income tax. At current rates, in the case of
individuals, the séving would range from 14 percent to 70 percent for those who
do not take the standard deduction. In the case of corporations, the saving is
48 percent (or 22 percent on the first $25,000 of net income and 48 percent on
the rest). The tax has to be imposed on the federal taxpayer himself to be eligible
for deduction. The Nevada sales and use, property and gasoline taxes are examples
of taxes eligible for deduction on individual returns. All taxes and licenses paid
in the course of business are eligible for deduction on the corporate or other
business income tax returns. State and personal income taxes paid would also,
of course, be deductible. Individuals who take the standard deduction would not

benefit from the deductibility feature of the federal income tax.

The federal government would bear an even greater part of the State
and local tax burden if it adopted a proposal to grant a credit rather than a

deduction for State and local taxes paid. (1)

(1) This proposal is discussed more fully in Harold M. Somers, THE HELLER
PLAN: A CRITIQUE AND AN ALTERNATIVE. Institute of Government and
Public Affairs, University of California, Los Angeles, November, 1965.
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I. GENERAL CONSIDERATIONS

Before examining individual sources of revenue, it may be appropriate
to consider, first, some overall comparisons with other states and, second, some

factors concerning-the use of projections.

1. TFISCAL COMPARISONS WITH OTHER STATES

Several overall comparisons are made with other states in an effort to
obtain a proper perspective on Nevada's fiscal problems. It may be that
fiscal techniques and complicated tax provisions that are efficient in
economically larger states would be inefficient in Nevada because of the

size of the available tax base.

As shown in Table 201, Nevada's total revenue from all sources in
fiscal 1965 was $178,467,000. This was larger than the revenue in only
four states:

New Hampshire
South Dakota
Vermont
Wyoming
and was roughly in the same range as the revenue in three others:
Alaska
Delaware
Idaho.

. The remaining forty-two states had larger revenues, ranging from $209

millions in North Dakota to $6,216 millions in California.

When allowance is made for differences in population and personal
income, we find that Nevada's revenue burden appears to be higher than
the average. This is shown in Tables 202 and 203. Looking at the tax

burden figures in Table 202, we find that Nevada's taxes per capita were
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TABLE 201

SUMMARY FINANCIAL AGGREGATES: 1965
(Thousands of dollars)
Reveme Expendd ture

5 Debt

State orrowing redemp-
Ldquor Insurance Liquor |Insurance

Totel General atg‘;es trust Total General stores trust, tion
A1l States...|48,826,921 [[40,929,981 | 1,270,031 | 6,626,909 | 2,956,730 | 45,507,280 || 40,314,973 022,042 { 4,170,265 | 1,130,118
809,438 714,588 44,310 50,540 81,303 782,328 716,904 | 39,812 24,612 16,658
151,073 178,274 - 12,799 33,131 202,222 196,331 - 5,891 1,407
. 468,235 409,433 - 58,802 12,801 439,967 400,960 - 39,007 79
Arkensas........ 392,781 367,540 - 25,241 7,166 368,229 347,656 - 20,573 8,047
Californig...--. 6,216,449 }| 4,931,577 -~ 1,284,872 576,696 | 6,122,871 || 5,087,486 - 11,035,385] 128,392
Colorado..... eeo] 542,964 482,839 - 60,125 5,808 523,849 492,100 - 31,749 3,046
Commecticut.....l 674,445 583,494 - 90,951 91,900 655,374 594,956 - 60,418 28,277
Delaware........| 190,716 180,256 - 10,460 40,904 190,955 185,113 - 5,842 15,906
1,197,156 [ 2,092,047 - 105,109 123,763 | 1,145,196 {| 1,093,765 - 51,431 14,534
Georgla.........l 905,790 831,687 - 74,103 107,935 819,084 787,335 - 31,749 33,207
Hawali..........| 287,256 253,987 - 33,269 41,235 273,306 257,939 - 15,367 16,100
196,195 166,735 15,381 14,079 3,625 182,239 160,991 | 11,143 10,205 438
2,116,048 [{ 1,847,333 - 268,715 53,515 | 2,066,010 | 1,900,981 - | 165,029 34,515
Indiana....eeee ot 1,066,367 987,468 - 78,899 25,629 | 1,006,440 952,813 - 53,627 9,160
TOWB. oo vereenanel 660,390 562,887 52,099 45,404 12,7m2 637,774 577,990 | 39,496 20,288 3,065
KANSas. cevaseoss] 475,796 446,527 - 29,269 13,720 453,123 431,408 - 21,715 2,383
689,385 634,619 - 54,766 16,850 690,359 657,359 - 33,000 12,163
1,124,135 | 1,046,937 - 77,198 50,194 | 1,079,671 || 1,036,383 - 43,288 30,251
251,721 198,776 29,872 23,073 193 227,398 190,229 22,076 15,093 7,031
Maryland........| 852,286 748,744 - 103,542 7,650 787,535 742,876 - 44,659 52,238
Mageachusetts...| 1,223,536 (| 1,043,130 - 180,406 224,372 | 1,273,120} 1,106,200 - | 167,020 87,252
Michigan........| 2,419,986 [} 1,959,333 202,573 258,080 43,685 | 2,053,768 [ 1,782,086 | 163,445 | 108,237 60,712
Minnesota.......| 936,125 863,624 - 72,511 17,400 890,697 838,629 - 52,068 13,936
Migsissippi.....| 486,176 453,223 - 32,953 31,113 469,079 454,939 - 14,140 13,061
Missouri........l 902,515 816,642 - 85,873 3,425 819,843 775,520 - 44,323 5,321
Mortana,........ 228,289 187,312 18,355 22,622 10,507 221,567 189,724 14,967 16,876 5,066
Nebrasks........| 242,298 229,440 - 12,858 3,545 237,538 ,002 - 10,536 190
= 32,400 3,515 166,981 145,998 - 20,983 618
160,897 107,388 37,197 16,312 | 13,15 L7 | BTN (7] B - M 7,325
New Jersey......|1,192,873 897,508 - 295,365 54,633 | 1,060,882 825,635 -] 235,247 33,671
New Mexico......{ 390,643 364,164 - 26,479 27,412 353,778 339,053 - 14,725 6,483
New Yark........| 4,948,658 || 3,912,670 -| 1,035,988 389,655 | 4,600,888]| 3,985,327 - | ews,serf 123,911
North Carclina..|1 086,443 987,209 - 99,234 3,443 939,605 895,578 - 44,027 19,603
North Dakota....| ~209,005 195,932 - 13,083 3,792 199,265 188,204 - 11,061, 2,054
Chio.aceseareere) 2,408,952 || 1,600,580 241,821 566,550 165,235 | 2,016,961 ] 1,527,592 204,482 | 294,887 60,553
Ok1ahOmA. e oveese| 672,649 639,274 - 33,375 17,430 679,712 654,623 - 25,089 9,234
OTegMesecoressal 686,757 526,556 59,682 100,519 44,170 623,788 530,282 37,633 55,873 29,354
Pernsylvania....|2,941,69 || 2,157,472 280,192 504,032 189,231 | 2,559,301 (] 2,079,378 230,929 | 248,99 85,319
Rhode Island....l 240,447 195,560 - 44,887 45,650 237,005 206,192 - 30,813 26,167
South Carolira..( 502,285 459,957 - 42,328 21,242 457,275 436,318 - 20,957 25,400
South Dakota....| 168,693 164,281 - 4,412 4,565 172,047 169,146 - 2,901 216
Temnessee.......| 751,947 693,122 - 58,825 27,144 702,747 671,358 - 31,389 12,143
2,149,901 |f 1,985,261 . 164,640 39,487 | 1,793,122} 1,695,518 - 97,59 16,123
325,434 280,574 18,997 25,863 8,035 338,704 305,414 13,532 19,758 1,486
Vermonte..o.eeeo| 142,537 119,746 12,737 10,054 15,090 135,006 215,492 12,827 6,687 7,920
Virginia....... .| 997,788 825,338 119,386 53,064 23,415 929,684 805,641 | 102,637 21,406 9,645
Waghington...... 1,159,188 914,829 92,881 151,478 39,257 | 1,100,590 916,782 65,103 | 118,705 32,5906
West Virginia... 2,610 396,974 36,517 49,119 65,180 465,743 399,362 27,597 38,784 13,173
Wisconsin.......[1,119,3% 998,955 - 120,441 49,362 [ 1,048,727 990,691 - 58,036 2,800
Wyoming.........| 162,095 142,122 8,031 11,942 1,860 152,200 138,442 7,116 6,542 838
SOURCE: U, 8. Bureau of the Census, COMPENDIUM OF STATE GOVERNMENT

FINANCES IN 1965, Series GF-No. 4,

Table 3, p. 10.

(U. s.

Government Printing Office, Washington, D. C., 1966),



TABLE 202

PER CAPITA AMOUNTS OF SELECTED FINANCIAL ITEMS: 1965

{Dollar amounte)

General revenue
Taxes
State Total Sales and gross: receipts taxes
general AL Corpo-
Y O Motor Indds Death
revenue t:xlisl N Motor holie Tobacco vehicle |vidual r;gon Property and
Total® {{ Genexal fuels b:;r::- ducts| 1icenses| income Income gify
S0-State average..| 212.05 135,36 78.02 34.77 22.28 475 6.65 9.68 18.95 9.99 3.97 3.79
Median State......| 214.56 133.23 78.28 || %36.62 26.22 4,39 6.88 10.06 | *14.05 26,95 3.23 2,38
A].a‘bnm.............. 206,35 121.60 88.27 44,77 25.87 6.47 5.86 1.51 13.35 5.57 5.13 .54
704, 64 173.99 50,94 - 23.73 12,41 8.87 1.1 63.73 7.42 [©) 1.43
254,46 147.63 92.75 54.85 26,15 3.34 2,66 9.12 10.07 5.77 20.78 4.79
187.52 111.15 78.14 38.89 25,13 3.68 6.07 9.25 S.14 7.02 24 .47
265,02 168.32 95.20 50.72 27.39 3.57 4,00 9.21 22.06 22.38 9.60 6.17
265,22 136.20 69.35 32.25 23.37 4.03 3.87 10.03 30.44 12,15 3.31 3.59
205.96 137.86 94,04 43.39 20,32 5.62 8.51 7.86 - 20.24 ) 10.95
356.94 239.50 51.66 - 246,73 4,34 7.90 11.11 83.53 20.17 46 33.88
188.12 131.34 98.43 44,90 26,97 1..67 3.00 15.40 - - 3.31 1.78
Georglt.covevarsnaaes] 190,849 . 225,83 91.17 £7.63 24.50 7.36 8.13 5.2 14.75 10.05 W41 A7
Hanii.......-.......‘ 357.23 217.73|| 148.08{] 108.71 15.46 5.88 3.67 .08 54,22 10.64 - 1.51
| 240.95 133.26 42,87 - 25.43 4,29 6,33 15.79 41.71 1.79 8.5% 1.50
173.52 114,47 96.81 58.51 15.97 4.50 5.55 1,57 - - 14 3.10
202,10 132,76 88.77 52.77 24,06 3.29 5.52 9,20 25.23 L.92 2.33 1.95
203.94 120.03 69,45 33.60 23.80 2.67 5.51 19.67 20.85 2.13 1.48 3.63
KANBAS..s0seecesecse.| 199.88 118.74 75.19 40.60 21.24 3.17 6,49 12,06 14.81 5.16 4.72 2.19
Kentucky.soesvee o] 199.63 123,15 78.09 36.76 23.92 5.08 3.02 4.4 17.88 9.19 6.60 2.81
Loulslanf.ceresseoees| 296,25 164,48 80.33 33.76 21.86 6.80 8.81 3.23 6,65 7. 7% 4.99 1.47
Mafne..... 190.11 118.56 93,991 46.83 26.7% 3.56 8.07 10.08 - - 2.18 4.87
Marylend..eeeeecaresn| 212,65 149.82 82,48 32.38 21.96 3.28 6.72 8,94 39.84 7.90 5.04 2.05
Massachusetts.ceveeo.| 195,01 126.19 40.72 - 16.99 5.75 9.0% 4.03 41.08 9.19 06 5.91
Michigen...... 238.36 161.63|| 114.80 72.26 21.66 6.68 9.00 10.20 - - 8.10 2.15
Minnesota..seses 242,93 146,12 48,67 - 22,26 6.18 8.69 13.76 48,92 12.€67 8.79 3.89
Migsiseippl..... 195.19 114,69 86.84 46.86 24,99 2.69 7.6L 4,22 3.84 6,26 1.62 .70
Miggouri.cecescoseecas| 181,56 114.99 78.41 48.00 19.210 2.39 5.07 10. 15.68 2.9 1.32 1.68
265.31 112,69 50,43 - 29.32 5.83 8.95 6,28 23.59 8.32 7.61 3.54
155.34 78.01 44,48 - 32,18 3.29 6.37 4,92 - - 23.7 .15
331,97 A5 ]%ﬁ,% 22025 g,ga i S - = 20,06 =
160.52 50_% 1. - 24.89 1.% 8.5?.- 11. 3.18 - 3.44 3.41
New JerseYeeecessess.| 132,47 80.23 45.20 20.30 4.43| 10.61 12.12 1.23 5.29 .32 7.11
New MexicOieeeeceeses| 353,90 183.13|F 207.87 61.29 27.81 3.07 7.30 15.99 15.76 - 9.86 1.04
New YOTK.cooorereeses | 216,47 158.36 41,23 - 13.88 3.49 7.03 8.40 62,61 20 .38 5.89
North Carolipa.. 200,90 140.03 75.40 34,28 25.23 5.13 - 7.78 27,75 16.1 3.31 2.57
.| 300.51 125.89 76.37 36.03 23,47 5.60 7.09 18.56 12.20 3.79 4,15 72
Ohio.............. o] 156.20 101,09/ 75,40 31.63 24,16 3.93 6.46 12.05 - - 4.61 1.26
Okhhma............. 257,46 144,00 83,31 27.87 28.39 5.63 8.68 18.21 10.67 6.88 - 3.95
277,13 146.87 30.32 - 24,39 .92 - 16.68 .52 13.98 81 6.11
187.25 134,92 90.39 47.69 .54 5.41 9.27 8.06 - 16.03 .17 6.08
219,48 135.87 99.39 4L.49 21.67 3.85| 10.58 10.10 - 13.80 - 10.31
South Carolina.......| 180.87 121.70 83.99 36.48 26,27 S.49| 5.06 4.04 17.05 9.66 7 .92
South Dekota.... 233.69 91,30 71.04 25.93 24.28 5.04 5,72 11.92 - .80 ) 1.87
TeNNeB8Eesssasvesnses| 180,22 112.54 81.31 41,75 24,50 3.18 7.42 9.56 1.78 8.08 ?) 2.47
TeX8Becacnsnne esee]| 188.14 112.51 68,57 21,04 21.72 4,12 10.45 9.93 - - 4.37 2.57
Utah.siasesens eees| 283.41 149,01 87.02 51,79 24,44 1.08 5.22 7.74 22.74 6,72 14.66 2.20
Vermant..ceeescsesese] 301.63 159.21 69.13 - 2511 13,721 10.42 21.63 47,16 8.24 W73 4.10
Virginia..ccoueieane.] 185,22 107.18 43,40 - 24,54 5.96 3.58 10.04 31.88 8.93 3.15 1.44
Wi 305.96 201.20[| 163.341] 108.66 27.91 7.06 7.63 9.58 - - 15.45 5.54
Wegt Virginia........] 219.08 133,20} 104.58 61,91 20.10 1.92 6.32 10.84 11,43 - .19 2.28
Wisconsin...essseass| 241,00 176.68 60.12 20.12 20,49 4,54 8,44 11.84 65.83 19.74 9.94 5.04
Wyminge,eeevoeeeasee] 418,01 140,94 78.12 39.85 27.02 1.90 5.16 25.89 - - 24.96 1.61
1meluding amounts for categories not shown seperately. 2Medians based on those States having the specified finance items

gre: nener;l sales or gross receipts tax, $43.39; individual income tax, 321.46; and corporation net income tax, $8.32.
Less than

SOURCE: U, S, Bureau of the Census, COMPENDIUM OF STATE GOVERNMENT
FINANCIES IN 1965, Series GF-No, 4. Table 4, p. 11, (U. S,
Govemment Printing Office, Washington, D. C., 1966).



TABLE 203

RELATION OF SELECTED ITEMS OF STATE GOVERNMENT FINANCES
TO PERSONAL INCOME: 1965

General revenue per $1,000 of perscnal income General expenditure per $1,000 of persomal income
Taxes Educetion
Revenue .
Charges .
State from .
and State High- {Public
Total G:elnenl Indi- ggs::l miscel~ | TO%Al institu- | Inter- | ways |welfare
Total [P2i8 OF | viguml + " | laneous Total || tians of | govern-
BT088 | dpoome | T higher } mental
receipts i leducetion

50-State averasge 83.85 53,52 13,75 7.49 20.23 9.18 82.59 29,77 10.77 17.11| 20.17 12.13
Median State.... 101.46 57.75 116,95 16.25 24.66 20.90 97.22 35,96 13.74 17.86| 25.93 10.42
Alabama,.oveocross 119,92 70.67 26.02 7.76 37.77 10.52 120,31 45,06 13,43 26.66| 34.16 20.37
AlBEKB.sviaeessens 228.85 56.51 -] 20,70 140,65 31.27 252.03 61.33 21.00 21.85( 100.25 8.52
Arizona... o ns.oofl e7.9f  25.00] 4.59 33.72]  14.36{ 113.59 4,350 21951 20.28| 28.94] 9.6
Arkansas...... ... | 11486} es.08] 23.82] 5.60 37,76 8.89 108.64 35,68l 24.05| 1911 30.31 20.50
California...... .o 87.87 55.81 16.82 7.31 23,35 8.04 90.65 30,75 10.79 18.93| 17.19 15.21
Colorado. ... . 95,73 53.17 12.59( 11.88 29.04 13,38 97.56 36.74 22.83 12.29| 22.78 17.58
Comecticut. 64,30 43,04 13,55 - 12.10 8,50 65.56 16.38 4.86 9.22] 19.08 9.52
Delaware.... 106.10 71.19 - 24.83 16.31 16.68 108.95 53.40 13.39 35.63} 23.25 7.42
Florida.cieieeesss 85.04 59.37 20.30 - 17.94 6,91 85,18 34.32 8.92 23.66) 22.09 8.58
Georgiace ecsooeas 99.66 65.7% 24.87 7.70 25,51 7.57 94,35 41,46 11.15 26,681 20.50 13,57
Hawald.coevoeonene 140.56 85.67 42,78 21.33 32.63 20,13 142,74 52.38 16.05 -] 13.64 8.24
Ideho.. .. 119.27 65.96 -{ 20.65 40.33 1.63 115.16 33.67 14.51 17.52| 41.99 11.22
I12i00iBecncssraee 57.92 38.22 19.53 - 14.86 4,60 59.60 19,43 9.17 9.15| 15.10 10.89
Indians..ieceseens 80.46 52.85 21.01| 10,04 14.94 12,19 77.63 36.98 19.34 16.38| 22.25 3.7
IOWB.esvecocescons 85.96 50.59 14.16 8.79 21.55 9.73 88,27 27.81 18.23 7.98| 29.39 10.62
Kangsag, ceeeseoness 85,56 50.83 17.38 6,34 22,14 10,92 82.66 29,08 17.56 10.40f 24.17 10,30
Kentucky. 105.78 67.72 20.22 9.83 31.69 9.99 113.71 38,14 12.11 22,23| 33.24 16.83
Louisdanaseecesese 160,82 89.29 18.33 3.61 43,73 26,76 159,20 51.41 14.30 33.67| 36.15 31.17
Maine.,veeavaoses . 94,30 55.85 22.06 - 23.81 12,66 90,24 23.42 .43 1n.11| 29.30 13.11
Meryland.cecescase 76.11 53.62 11.59| 14.26 13.10 8.68 75.51 24,70 8.62 15,28 17.25 6.25
Massachusetis..... 65.90 42.64 . =| 13.88 14.15 5.73 69,88 12,13 4,54 6.36| 14.71 12,44
Michigan.ineeeeees 87.82 59.55 26.62 - 17,40 9.72 79.87 36,23 16.23 19.03} 15.68 8.35
Minnesota... . 203.25 62.11 -| 20.79 26,12 13.47 100.27 42,26 18.18 23,181 26.42 10.18
Migsiesippi... . 136.18 80.02 32.70 2.68 40.85 13,10 136.70 51,06 17.41 31.05f 39.71 19.70
Missourdiceeceseaes .24 45,12 18.84 6.15 20,98 4,84 67.65 21.83 8.03 13.05| 21.12 12.67
118.03 50.13 -1 10.50 50.72 15.98 |- 119.55 37.14 18.794 16.97) 51.24 7.7

65.99 33,14 - - 20.38 8.83 €65.29 15.71 11.80 2.31| 25.43 8.08

ol ssoal 27,35 - 4,201 7,501 1109 30.22 g4l 2041 28061 5 gg_
69.06 34.75 - 1.37 19.32 12.21 75,48 17.23 11.64 3.36| 26.69 7.

New Jersey.covcecee 44,70 27.07 - 42 8.66 7.54 41,12 11.87 4,79 6,37} 10.73 4.96
New Mexico.eeovoee 176,95 91.57 30.65 7.88 50.03 34,68 164.75 79.59 28.56 47.601 42.01 16.28
New YOrkeoecanooos 69,07 50.53 -] 19,98 11.66 6.68 70,35 28,17 5.18 20.78 9.17 9.78
North Caroling.... 106,36 74,13 18.15]| 14.69 22,46 10,08 96.49 46,22 13,49 29.77( 18.76 9.54
North Dakota..se.. 142,39 59.65 17.07 5,78 39,76 39.94 136,78 37.7 22.80 12.93{ 43.15 13.03
OhiOiecessessssese 59,88 38.76 12.13 - 13.57 6.93 56.78 15,89 7.34 8.15] 19.91 8.38
OK1ahoma, casvesnse 124,52 69.65 13.48 5.16 37.16 17.40 127,51 40.27 20.00 18,19| 31.81 31.38
Oregofiseceesesncs 107.99 57.23 -1 27.87 32.94 15,97 108.75 36,73 19.65 15,20| 33.86 10.98
.o 72.39 52.16 18.43 - 12.92 6,10 €9.77 25.36 5.65 16,63} 17.72 9,23

. 85.10 54.23 16.09 - T4 6.52 89,73 23.07 8.63 11.04| 21.61 15.67

. 108,76 73.18 21.931 10,25 .78 11.66 103,17 43,00 10.75 25.91| 23.34 8.80

122,32 47.79 13.57 - 50,10 21,83 125,95 30.81 21.66 7.51) 57,24 11.74

98,16 61.30 22,74 .97 29.68 6.14 95.08 33,68 10.81 21.00F 32.48 10.26
87.27 52.19 9.76 - 21.14 13.57 74.53 33.67 10.63 21.95| 19.58 10,54
131.17 68.97 23.97] 10.52 48.19 13,34 142,78 68,48 27.99 37.86| 40.49 12.70

Vermontevoeeeovss 138,12 72.90 -1 21.60 47,72 15.60 133.21 38.24 22.46 11.87| 49.85 13.08
VirginiBeeecaceess 84.18 48,72 - | 14.49 23.74 10,87 82.17 26,53 9.82 14,98] 31.29 3.9
Washington.......o | 116,38|| 76.53 41.33 - 26.13 13.17 | 116.62 51.11 17.56 | 30.46| 25.01] 16.58
West Virginia. 112,43 68.35 31.77 5.86 34,94 8.85 113.10 37.82 13,99 2,65 37.23 17.99
97,68 71.61 8.16 | 26.68 15.53 9,02 96.87 31.18 18.52 1.62f 16.51 7.97

169.80 57.25 16.19 - 89.01 23,94 165,40 45,28 20.28 23.42| 83.72 6.38

Note: State l‘imncial amounts for fiscal 1965 are related herein to persopal income data as estimated for calendar 1964 (gee
table 20). lpedians based on those States having the specified finance items are: general salee or gross receip s taxes,
$18.84; and indiviaual income taxes, $9.94.

SOURCE: U. S. Bureau of the Census, COMPENDIUM OF STATE GOVERNMENT
FINANCES IN 1965, Series GF-No. 4, Table 6, p. 18. (U. S.
Government Printing Office, Washington, D. C., 1966).



$175.38 in fiscal 1965, while the average for all fifty states was $135. 36.
Nevada's tax burden per capita actually appears to be one of the highest
in the nation. It was exceeded only by:
Delaware
Hawaii
New Mexico
. Washington
. Wisconsin

and was about the same as Alaska.

The comparison of taxes relative to personal income is perhaps of
greatest significance since personal income is one of the recognized
criteria (wealth _being the other) of ability to pay taxes. Nevada's taxes
at the state level totaled $58.24 per $1,000 of personal income in fiscal
1965, compared with a fifty-state average of $53.52 and extremes of $91.57
in New Mexico and $27.07 in New Jersey. In an array of the fifty states,

Nevada would be approximately in the middle, the median being $57.75.

One important caution must be sounded in interpreting any of these
figures. What we have is the revenue accruing to the respective states
but not revenues necessarily derived from the residents of those states.
To the extent that tourists and other nonresidents pay taxes in Nevada —
and the extent is undoubtedly great — the data exaggerate the burden on
Nevadan residents; and, of course, grants from the federal government
represent a burden on all taxpayers in the United States (including Nevada)
and not on Nevadans alone. When these factors are considered, the revenue
aggregates represent the size of the fiscal operation in Nevada — the role

of government if you will — rather than the tax burden on Nevadans.
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2. REVENUE PROJECTIONS

'

It must be emphasized at the outset fhat revenue projections five and
ten years into the future must be based to é large extent on assumption and
conjecture. In no sense can the "projections" be construed as "predictions"
as to what will actually occur. The projections are merely extensions into
the future of existing figures on the assumption that certain condition; will
then prevail. Alternative assumptions yield altemative projections. No
prediction is made as to which conditions will actually prevail, hence which
projections will become reality. The projections are nevertheless useful in

providing a framework within which long-run thinking and planning can

occur for a variety of eventualities.

For tax revenues as a whole, a major benchmark must be the trend of
population. The total resident population of Nevada on July 1, 1964 was
419,000 according to the U. S. Census Bureau. The figure for the
United States as a whole was 191,371, 000. 6 The increase from April 1,
1960 to July 1, 1964 was 46. 8 percent for Nevada compared with 6.7 percent
for the United States as a whole. () Nevada had by far the largest increase
of any state, the closest contenders being Arizona with 19. 0 percent and
California with 15.0 percent. The average for the mountain states as a
whole (which includes Arizona and Nevada) was 11.2 percent, and for the
Pacific states as a whole (which includes California) was 12.7 percent.

Details and further comparisons are available in Tables 204 and 205.

(1) U. S. Bureau of the Census, POPULATION ESTIMATES, Series P-25, No. 333,
March 30, 1966, p. 6.

(2) Same source, p. 8.
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The extraordinary rate of growth of Nevada's population must be
borne in mind in making projections into the future, especially in com-
parison with the country as a whole. From an estimate of 192,110,000
at the beginning of fiscal 1965, the following projections have been made
in the national figures for the beginning of fiscal 1970 on the basis of four

different sets of assumptions as to fertility:(l)

A 205,641,000
B 204,364,000
C 203,198,000
D 202,256,000

The annual rate of growth does not reach as high as 2.0 percent from one

year to the next.

The radical difference between Nevada's and the nation's rate of
growth of population in recent years is attributable to the high rate of net
migration into Nevada. On the assumption that the trend will continue,
the population of Nevada has been projected to increase to 602,600 at the
beginning of calendar 1970. (2) This represents more than a 10 percent
uncompounded annual average increase over the 1960 U. 8. Census figure
of 285,278. @) The much smaller rate of increase implicit in the national
projections should serve as a constant reminder of the special assumptions

underlying projections of Nevada's future growth.

(1)

(2)

(3)

U. S. Bureau of the Census, POPULATION ESTIMATES, Series P-25, No. 345,
July 29, 1966, Table 1, pp. 4-5.

Estimate released by Nevada Research and Planning Conference, June 20,
1966.

U. S. Bureau of the Census, POPULATION ESTIMATES, Series P-25, No. 333,
March 30, 1966, Table 2, p. 7.
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TABLE 204

ESTIMATES OF THE TOTAL RESIDENT POPULATION, BY AGE, FOR STATES: JULY 1, 1964
Reglon, division, r:z;:im Under 5 51017 A8 to 44 45 10 64 65 years 14 years 18 years 21 years
and State population years years years years and over and over and over and over
United States,........| 191,371,000 20,691,000 49,536,000 64,878,000] 38,409,000| 17,856,000| 135,381,000} 121,143,000| 112,944,000
REGIONS:
Northeast...... 47,051,000 4,716,000 11,333,000 15,786,000{ 10,415,000 4,801,000 34,274,000 31,002,000 29,156,000
North Central.. 53,610,000 5,861,000 14,080,000 17,438,000| 10,874,000 5,358,000 37,651,000 33,669,000 31,523,000
SOULResasersosarmsorsran 59,208,000 6,634,0001 15,903,000| 20,499,000] 11,133,000 5,039,000 41,335,000 36,671,000 33,859,000
Westoriaiaioienierannsas 31,502,000 3,480,000 8,221,000 11,155,000 5,987,000 2,659,000 22,122,000 19,801,000 18,406,000
NORTHEAST
New England.... 11,021,000 1,150,000 2,711,000 3,641,000 2,339,000 1,180,000 7,941,000 7,160,000 6,714,000
Middle Atlantic.. 36,030,000 3,566,000 8,621,000| 12,146,000 8,076,000 3,620,000 26,333,000 23,842,000 22,442,000
NORTH CENTRAL:
East North Central...... 37,802,000 4,141,000 9,968,000 12,460,000 7,679,000 3,554,000 26,497,000 23,692,000 22,202,000
West North Central...... 15,808,000 1,720,000 4,111,000 4,978,000 3,195,000 1,803,000 11,154,000 9,976,000 9,321,000
SOUTH:
South Atlantice.eiveiedas 28,246,000 3,122,000 7,476,000 10,003,000 5,280,000 2,365,000 19,841,000 17,648,000 16,303,000
East South Central..... 12,684,000 1,408,000 3,478,000 4,278,000 2,408,000 1,113,000 8,848,000 7,799,000 7,180,000
West South Central...... 18,277,000 2,104,000 4,949,000 6,219,000 3,446,000 1,560,000 12,646,000 11,225,000 10,375,000
MOUNLALN. seveserararerns 7,619,000 932,000 2,142,000 2,621,000 1,341,000 584,000 5,145,000 4,546,000 4,198,000
Pacific..ciennncnivinsas 23,883,000 2,548,000 6,079,000 8,535,000 4,646,000 2,075,000 16,977,000 15,256,000 14,208,000
989,000 110,000 256,000 318,000 195,000 110,000 700,000 623,000 579,000
659,000 70,000 166,000 218,000 133,000 72,000 472,000 423,000 396,000
396,000 44,000 104,000 124,000 80,000 45,000 280,000 249,000 232,000
5,309,000 553,000 1,285,000 1,729,000 1,144,000 598,000 3,841,000 3,470,000 3,262,000
884,000 89,000 211,000 298,000 190,000 95,000 645,000 583,000 546,000
2,783,000 284,000 689,000 953,000 597,000 261,000 2,003,000 1,811,000 1,699,000
17,872,000 1,774,000 4,164,000 6,055,000 4,055,000 1,824,000 13,135,000 11,935,000 11,250,000
6,665,000 668,000 1,618,000 2,308,000 1,454,000 617,000 4,836,000 4,379,000 4,113,000
Pennsylvanif. cececerases 11,492,000 1,125,000 2,839,000 3,783,000 2,567,000 1,179,000 8,363,000 7,529,000 7,079,000
EAST NORTH CENTRAL:
(Nidiesarasocaosacaranes 10,151,000 1,083,000 2,707,000 3,393,000 2,024,000 938,000 7,124,000 6,355,000 5,963,000
IALANA .. civernseinrones 4,843,000 537,001 1,285,000( 1,609,000 930,000, 462,000 3,388,000 3,021,000 2,825,000
cesarenan 10,545,000 1,140,000 2,631,000 3,476,000 2,265,000 1,032,000 7,507,000 6,773,000 6,370,000
8,154,000 912,000 2,249,000 2,693,000 1,609,000 690,000 5,617,000 4,992,000 4,661,000
Wisconsin.... 4,110,000 463,000 1,096,000 1,288,000 830,000 432,000 2,860,000 2,551,000 2,384,000
WEST NORTH CENTRAL:
3,525,000 408,000 958,000 1,086,000 693,000 381,000 2,429,000 2,160,000 2,016,000
2,761,000 294,000 720,000 843,000 564,000 341,000 1,960,000 1,748,000 1,636,000
4,473,000 463,000 1,104,000 1,436,000 949,000 520,000 3,222,000 2,906,000 2,726,000
,000 76,000 182,000 206,000 124,000 61,000 3,000 391,000 359,000
702,000 83,000 194,000 216,000 133,000 76,000 480,000 425,000 394,000
1,471,000 163,000 378,000 467,000 292,000 172,000 1,028,000 930,000 869,000
2,227,000 234,000 576,000 724,000 442,000 252,000 1,582,000 1,417,000 1,322,000
SOUTH ATLANTIC:
Delaware, , 496,000 58,000 132,000 175,000 93,000 38,000 ’ 306,000 285,000
Maryland..ieecernrernran 3,442,000 914,000 1,229,000 662,000 250,000 2,398,000 2,141,000 1,98%,000
District of Columbia,,.. 795,000 2962 ,000 168,000 282,000 178,000 72,000 575,000 531,000 505,
Virginia, .oeo.e 4,367,000 1,149,000 1,625,000 800,000 313,000 3,073,000 2,738,000 2,520,000
West Virginie.... 1,824,000 181,000 493,000 588,000 381,000 180,000 1,311,000 1,149,000 1,064,000
Nerth Carolina, 4,855,000 539,000 1,328,000 1,763,000 879,000 346,000 3,392,000 2,988,000 2,736,
South Carclina... 2,523,000 297,000 734,000 902,000 424,000 166,000 1,713,000 1,492,000 1,351,000
Ceorgite,suseee evae 4,295,000 500,000 1,175,000 1,527,000 778,000 314,000 2,969,000 2,620,000 2,404,000
FloridBe. s recesasarvaes 5,651,000 584,000 1,384,000 1,912,000 1,084,000 686,000 4,067,000 3,682,000 3,447,000
EAST SOUTH CENTRAL:
Kentucky.siveiusnsvivnas 3,160,000 344,000 846,000 1,061,000 603,000 306,000 2,228,000 1,970,000 1,818,000
Tennessee. 3,800,000 399,000 999,000 1,328,000 744,000 330,000 2,704,000 2,402,000 2,224,000
Alsbama... 3,426,000 385,000 959,000 1,156,000 646,000 279,000 2,372,000 2,082,000 1,913,000
MisSiSSipPloscoiacarecas 2,298,000 280,000 673,000 T 733,000 414,000 19¢,000 1,545,000 1,345,000 1,225,000
WEST SOUTH CENTRAL:
1.,939,000 234,000 509,000 622,000 388,000 205,000 1,373,000 1,216,000 1,119,000
3,487,000 430,000 1,001,000 1,167,000 629,000 260,000 2,340,000 2,056,000 1,893,000
2,461,000 249,000 616,000 830,000 502,000 263,000 1,780,000 1,596,000 1,481,000
10,391,000 1,210,000 2,823,000 3,600,000 1,926,000 832,000 7,154,000 6,358,000 5,882,000
702,000 1,000 195,000 225,000 135,000 66,000 482,000 426,000 395,000
688,000 78,000 196,000 220,000 132,000 62,000 471,000 414,000 381,000
338,000 39,000 93,000 113,000 65,000 28,000 233,000 206,000 191,000
1,936,000 217,000 518,000 680,000 353,000 168,000 1,346,000 1,200,000 1,116,000
1,013,000 144,000 306,000 344,000 160,000 58,000 649,000 563,000 514,000
1,550,000 194,000 434,000 546,000 263,000 113,000 1,042,000 ¥22,000 850,000
973,000 128,000 294,000 327,000 157,000 67,000 631,000 550,000 505,000
419,000 50,000 105,000 166,000 26,000 22,000 291,000 264,000 246,000
2,967,000 310,000 776,000 983,000 604,000 294,000 2,112,000 1,881,000 1,745,000
1,881,000 182,000 489,000 611,000 399,000 199,000 1,355,000 1,209,000 1,128,000
18,077,000 1,933,000 4,552,000 6,555,000 3,496,000 1,541,000 12,864,000 11,591,000 10,822,000
250,000 37,000 70,000 103,000 34,000 6,000 160,000 143,000 28,000
Havaid,iciiivienronannnns 708,000 86,000 191,000 284,000 113,000 35,000 485,000 431,000 385,000

% At the time the estimates were in process, only the overall total was available from the October 1, 1965, special census of Rhode Island, Data,

Yy age, bave since become available as follows:

Urider 5 years, 86,000; 5 to 17 years, 213,000;

65 {eus and over, 95,000, Detailed results of the special census of Rhode Island are given in

Numbers for this age group are shown for the District of Columbia,

Maryland, and Virginia combined,

s, Series P-23,

18 to 44 years, 307,000; 45 to 64 years, 192,000; and
urrent, Population Repo:

See "Accuracy of estimates" section of text.

No, 1393,

SOURCE: U. S. Bureau of the Census, POPULATION ESTIMATES, Series
P-25, No. 333, March 30, 1966, Table 1, p. 6.
(U.S. Government Printing Office, Washington, D. C., 1966).
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TABLE 205

PERCENT CHANGE IN THE TOTAL RESIDENT POPULATION, BY AGE, FOR STATES: AFRIL 1, 1960, TO JULY 1, 1964

Region, division, and State r’i:;:im Under 5 5 to 17 18 10 44 45 40 64 65 years 14 yeaxrs 18 years 21 years

populat ion years years years years and over and over and over and over

United States............. . +0.7 +1.8 +12.9 +3.8 +6.5 +7.8 +7.2 +5.2 +.5
REGIONS:

NOTLheast.earnsvsanns +5,3 +1.3 +12.7 +1l.4 +5.3 46,7 +5.3 +3.5 +2.7

North Central..... +«3.9 -2.5 +12,1 -0.7 +a b +5.5 .1 +1.9 +1.3

South. +7.7 3.4 +10.9 +6,5 +7.2 +10.0 +8,9 +7.2 +6,4

WeStioreianess +12,3 +7.4 +18.8 +10.1 +11.8 +10.7 +12.8 +10.7 +9.7

NORTHEAST:
New England..... +4,9 +1.3 +12.2 +0.9 +5,0 +5.2 +4.7 +2,9 +2,3
Middle Atlantic, +5.4 +1.3 +12.8 +1.5 +5.3 +7.2 +5.4 +3.6 +2,7
NORTH CENTRAL:
East North Central... +b, b -2.6 +13.2 ~0.6 +5.6 +5.8 +4,6 +2.3 +1.7
West North Central,.. +2,7 -2.2 49.4 -0.7 +1.6 +.8 +3.0 +1.0 +0.4
SOUTH:

South AtlantiCess.aos +8.8 4.5 +11.9 +7,1 +8.6 +12.7 +10.0 +8.2 +7.5

East South Central, +5.3 +0.2 +7.2 +5.3 +5.3 +5.8 «7.0 +5.4 +.6

West South Centrel... +7,8 +4,0 +12,1 .5 +6.3 +9.1 +8,6 +6.8 +5.9

WEST :
MoUNtaIn. ceeeeivarasarminrcies +11.2 +6.2 +1€.7 +8,7 +11.5 +10.7 +12.0 49,8 +8,8
PACIfiC.iarvivoninsarnnanss - +12.7 +7.9 +19.5 +10,5 +11.8 +10.8 +13.1 +1C.9 +9.9
NEW ENGLAND:

Maine..... +2,1 +1,4 +0.3 -0.6 +0.9 +3.2 +2.5 +0.5 ~0.3

New Hampshire +2,€ +5.7 +15,32 +7.8 +5,1 6,1 +9,0 +6.7 +6,3

Vermont....oes +1.7 ~0.4 +5.7 -0.8 +1.5 +1.9 +2,3 0.4 +0.5

Massachusetts +3.1 +C.9 +1C.8 «1.7 +3.0 +4.6 2.7 +0.9 +0,5

Rhode Island. +2.8 -0.7 +10.4 -2.0 +3.4 +5.7 +2.7 +0.9 +1.2

Connecticut.. +9.8 +2.0 +18.3 +6.2 +11.6 7.7 +9.8 +8.1 +6.8

MIDDLE ATLANTIC:

New YOTK.eiasorvasnssoarssanns +6,5 +4,9 +24,2 +3.2 +%,2 8,1 +6,0 +4,3 +3.4

New Jersey. .. +9.,9 +4,0 +18.3 +6,2 9.8 +1C.1 9.8 +7.9 +6.5

Pennsylvania...... +1.5 -5.3 +8.1 -3.6 +4.7 +, 5 +2.2 +0.3 -0.3

EAST NORTH CENTRAL:

OhiOuevenaaas .6 b b +14.3 -0.4 +6.8 +4,5 +5.3 +2,5 +2,2

Indigna. ... .. +3,9 =12 +11.2 -0.4 +5,2 +3.8 +4.2 +2.0 +1,7

Illinois. aees +4,6 +0.9 +14,0 ~0.8 +4%,7 +5.9 +.0 +2,0 +2.4

Michigan..,... . 2 -5.9 +13.C -1.0 +6.9 +8.1 +5.0 +2,6 +1.8

Wisconsin....evs *4,0 «1.,3 +11.4 -0.2 +3.1 +7.3 4.3 +2,1 +1.2

WEST NORTH CENTRAL:

Minnesota.,,.. +3,3 .0 +10,5 -1.3 42,4 +7.5 +3.6 +1.4 0.7
0,1 .3 +5.9 4.3 +0.3 .0 +0,9 -1.3 1.7
+3.6 5 +11,1 +1,0 +1.4 +3.4 +3,3 +1.6 +1.1
*2,7 .0 45,8 +1.8 +3,4 +%, 6 +, 1 +2.,7 +1.3

Scuth Dakota,. +3,0 .6 +8.1 -0.2 +1.4 +6,6 +3,7 +1.5 +0.5

Nebraska. .2 .5 +11.2 +1.6 +1,3 +.8 +4.2 +2.1 +1.2

Kansas.,,. +2.2 .0 49,6 1.5 +2.3 +4.7 +2.8 +0.7 (z)

SOUTH ATLANTIC:
+11,1 +4,7 +22.2 +6.2 +12.4 ¥7.5 +10.5 +8.2 +6.8
+11.0 +18,8 +%.8 +12.7 +10.3 +11.3 +9.0 +7.8
a1 246,5 +18.5 -5.9 +1.C +«3.5 -0.6 2.5 -0.7
+10.1 +14,2 +8.6 +11.6 +8.5 +11.2 9.4 +9.0
-2.0 -7.6 2.5 4,0 +2.2 b b +1.2 -0.8 -1.8
+6.6 2.4 +, 4 +5.9 +9.2 +10.7 +£.8 +7.4 +7.0

South Carclina +5,9 +0.9 +5.2 +6.1 +8.9 +10.0 +8.5 +7.3 +6,7

Georgia...... +8.9 +5.9 +10.7 +8.6 9.2 +8.1 +10.4 +8.7 +7.8

Florida.... eur +14.1 +8.0 +21.4 +12.6 +6.3 +24,0 +14.3 +12.6 +11.6

EAST SOUTH CENTRAL:

Kentucky. +4.0 +0,4 +6,1 +3.7 +3,6 +4.7 +5.6 +3.8 +3.1

Tennessee +.5 +1.3 +8.5 6.4 +7.0 +6.8 +8.2 6.6 +6,3

Alabema. . +4,9 -1.3 +6,6 +4.3 +6,5 +.9 +7.0 +5.3 +4.3

Miscissippie.eees. ases +5.5 0.7 +7.5 +7.4 +3.0 +4.3 +7.3 +5.6 +4,6

WEST SOUTH CENTRAL:
+8.5 +10.1 +7.3 +13.1 +4.1 +5.6 9.9 +8.8 +7.2
+7,0 +1.6 +12.2 +5,3 6,2 +7.6 +3,1 +5,9 +4,9
5,7 +2,8 +7.6 +6,5 43,4 +5.9 +6,7 S +4h,6
TeXBSeaeaes +8.5 2 +14.0 +5.7 +7.6 +11.6 +9,0 7.0 +6.3
MOUNTAIN: !

Montana. ... +4,1 +10.1 «Q.5 +7.9 +1,1 +5.1 iy +1.6

Idahc, .. +3.1 +5.5 +0.5 7.4 +7.3 +5.4 +3.€ +2,2

Wyoming. ... . +2,5 +7.5 -2.1 +6.0 +9.3 6,2 +1.8 +0.5

Colorado..... +10.4 +17.8 +8.4 +10.3 6,1 +11.1 +8.7 +8.2
+,5 +12.1 -0.8 +11.7 +13.5 0,9 +3.8 +2.6

+19.0 +16.4 +23,7 +17.5 +14,7 +24.8 +19.6 +17.5 +16.2
+9.3 +1.8 +15.C +6.7 +10.2 +11.3 +10.3 +8.2 +3.0
46,8 +50,3, 1577 +52.7 +30.8 L L5, : 240
+4,0 -1.8 +9.1 +0.1 +.8 +5.3 +5.3 +3.0 +1.6
+6,3 -1.7 +9.9 +5.3 4.6 +8.6 +B,3 +.3 +5.1
+15.0 +10,7 +22.9 +13.0 +#13.1 +12.0 +15.0 +12.9 +12,0
+10.7 +9.2 28,4 -0.8 +21.3 +2.2 +7.€ 4,1 +2.2
+11.9 +5.8 +12.5 +11.1 +“15.% +12.2 +13.8 +12.9 +10.6

Z Less than 0.05.
1 Numders for this age group are shown for the District of Columbia, Maryland, and Virrinia combined. See "Accuracy of estimates” section of text.

SOURCE: U. S. Bureau of the Census, POPULATION ESTIMATES, Series
P-25, No. 333, March 30, 1966, Table 3, p. 8.
(U. S. Government Printing Office, Washington, D. C., 1966).



TABLE 206

United States
CONSUMER PRICES

(1957-59= 100)

Housing Health and recreation
Fur- |Apparel| Trans-
Period A Eood Fuel | Gas | nish- | and | porta- Read- | Other
items Home- |~y and in, upkee tion Med- | Per- ing | goods
Total | Rent |owner-| 2 | Joc | ag |UPFP Total | ical | sonal | and | and
SEP | coal | tricity opera- care | care ““;"::' ’f;‘
tion :
59.7 ] 55.6 [ceeea] 854 Liiiiiidiiiiiiiaiiiiiiieidearenenirrinidorineedeennn e rein e e
45.1 353 [eecanne] 6008 fovuenvafonernsninreuseovnsona]oarneoalvascaca|osassnsfrosnecalrrcenes|onensen|ons ..
51,3 | 44, 61.4 45.2 50.6 { 47.6 | 57.3 .2
62,71 58.4 | 67.5 53.6 57.5| 63.6 ] 75.0 .3
98.0 | 97.8 | 98.5| 98.3 | 98.2 (100.8 | 96.9 | 99.4 1 99.5 ! 96,5 | 97.0f 955 | 97.1 | 96.9 .5
100.7 | 101.9 | 100.2 | 100.1 | 100.4 | 99.0 | 100.3 | 99.9 | 99.8 .7 | 100.3 { 100.1 | 100.4 | 100.8 .8
101,5 | 100.3 ; 101.3 | 101.6 | 101.4 | 100.2 | 102.8 | 100.7 | 100.6 | 103.8 | 102.8 | 104.4 | 102.4 | 102,4 .8
103.1 { 101.4 | 103.1 | 103.1 | 103.7 99.5 1 107.0 | 101,5 | 102.2 | 103.8 | 105.4 | 108.1 | 104.1 | 104.9 | 103.8
104.2 | 102, 103.9 | 104.4 | 104.4 | 101.6 | 107.9 | 101.4 | 103.0 | 105.0 | 107.3 | 111.3 | 104.6 { 107.2 | 104.6
105.4 | 103.6 | 104.8 | 105.7 | 105.6 | 102.1 | 107.9 | 101,5 | 103.6 | 107,2 | 109.4 | 114.2 | 106.5 | 109.6 { 105.3
106.7 | 105.1 | 106.0 | 106.8 | 107.0 | 104.0 | 107.8 | 102.4 | 104.8 [ 107.8 | t11.4 } 117.0 | 107.9 | 111.5 | 107.1
108.1 107.2 | 107.8 [ 109.1 | 103.5 | 107.9 | 102.8 | 105.7 | 109.3 | 113.6 | 119.4 | 109.2 | 114.1 | 108.8
109.9 ] 108.8 | 108.5 | 108.9 | 111.4 | 105.6 | 107.8 | 103.1 | 106.8 | 111.1 | 115.6 | 122.3 | 109.9 | 115.2 | 1i1.4
110.1 | 110.1 | 108.2 | 108.8 | 111.0 | 103.4 | 107.8 | 103.1 | 106.9 | 111.2 | 115.7 { 122.2 | 111,0 | 115.7 | 111,0
110.2 | 110.9 | 108.3 | 108.9 | 111.2 | 103.2 | 106.9 | 102.9 | 106.1 | 111.5 | 115.3 § 122,7 | 108.7 | 114.6 | 111.5
110.0 | 110.1 | 108.2 | 109.0 1 111.4 | 103.5 | 107.7 | 102.9 | 106.4 | 111,0 | 115.6 § 122.8 | 109.0 | 114.3 { 112.6
110.2 | 109.7 | 108.6 ] 109.1 | 111.6 | 104.3 | 107.9 | 103.1 | 107.2 | 111.0 | 115.8 | 122.8 | 109.2 | 114.8 | 112,7
110.4 [ 109.7 | 109.0 | 109.2 | 112.1 | 106.9 | 107.9 | 103.3 | 107.8 | 111.2 | 116.2 | 123,0 | 109.2 | 115.2 ; 113,3
110.6 | 109.7 | 109. 109,3 | 112.5 | 107.2 | 108.0 | 103.3 | 108.1 | 111.5 | 116.4 | 123.4 | 109.6 | 115.4 | 113.3
111.0 { 110.6 | 109.4 | 109.5 | 112.9 | 108.6 | 108.0 | 103.6 | 108.1 | 111.6 | 116.6 | 123,7 | 110.0 | 115.4 | 113.4
11,0 | 1114 | 109.2 | 109.7 | 113.1 | 108.9 [ 107.9 | 103.6 { 107.3 | 111.2 | 116.9 | 124.2 | 110.4 | 115.7 | 113.4
111.6 | 113.1 1 109.4 | 109.8 | 113.3 | 109.0 | 108.2 | 103.8 | 107.6 | 111.1 | 117.1 | 124.5 | 110.8 | 115.9 | 113.6
112,0 | 113.9 | 109.6 | 109.9 | 113,5 | 108.9 | 108.2 | 104.0 | 108.2 | 111.4 | 117.6 | 125.3 | 111.0 | 116.6 | 113.8
112.5 | 114.0 | 110.3 | 110.1 | 114.3 | 108.5 | 108.3 | 104.4 | 108.7 | 112,0 | 118.1 [ 125.8 | 111.6 | 116.8 | 114.3
112.6 | 113.5 § 110.7 | 110.2 |<115.0 | 108.0 | 108.2 | 104.6 | 109.3 | 112.0 | 118.4 | 126.3 | 112.0 | 116.8 | 114.7
112,9 | 113.9 | 111.1 | 110.2 | 115.8 | 107.0 | 108.1 | 104.8 | 105.4 | 112.2 | 118.7 { 127.0 | 112.2 | 117.0 | 114.9
Nore.—Bureau of Labor Statistics index for city wage-earners and
clerical workers. i
The new series index begins with Jan. 1964.
SOURCE: FEDERAL RESERVE BULLETIN, August 1966, p. 1234,
TABLE 207
United States
WHOLESALE PRICES: SUMMARY
(1957-59== 100)
Other commodities
All
Farm | Proc- Non-
Period ncfoxg:- prod- | essed Tex~ - Chem-| Rub- | Lum- Met- | Ma- |Fumi-| me- | To- | Mis-
ties | Uets | #0008 oo | giles, | FLides.| Fuel i Seaig | ‘ber, | Tber, | P3PCR| als, | chin- | ture, | tallic | bacco,| cella-
ete. " 8 etc. etc. ete. " etc. ery etc. | min- | etc. |neous
erals
99.2| 97.9| 99.2] 100.8] 94.9( 102, 99.6| 100.2] 98.5| 99.01 99.7| 97.7] 99.4] 98.9| 98.0; 96.6
103.6] 102.9( 99.5] 98.9] 96.0| 98.7| 100.4| 100.1| 97.4| 100.1| 99.1| 100.1{ 100.2! 99.9/ 99.7| 101.5
97.2| 99.2| 101.3] 100.4] 109.1| 98.7| 100.0{ 99.7| 104.1| 101.0| 101.2| 102.2} 100.4( 101.2| 102.2} 101.9
96.9( 100.0i 101.3] 101.5| 105.2] 99.6| 100.2( 99.9| 100.4! 101.8| 101.3| 102.4| 100.1| 101.4] 102.5| 99.3
96.0 100.7! 100.8] 99.7| 106.2! 100.7| 99.1| 96.1| 95.9| 98.8| 100.7| 102.3| 99.5| 101.8} 103.2| 103.9
97.7| 101.2{ 100.8] 100.6| 107.4} 100.2; 97.5| 93.3| 96.5] 100.0 100.0| 102.3| 98.8| 101.8| 104.1| 107.3
95.7) 101.1| 100.7] 100.5( 104.2| 99.8| 96.3| 93.8| 98.6! 99.2| 100.1| 102.2| 98.1| 101.3| 106.1} 110.4
94.3] 101.0| 101.2] 101.2{ 104,.6( .97.1] 96.7| 92.5{ 100.6{ 99.0| 102.8| 102.9| 98.5| 101.5| 107.4| 109.2
98.4| 105.1| 102,5] 101.8] 109.2 98,9 97.4| 92.9] 101.1; 99.9| 105.7| 103.7| 98.0| 101.7} 107.7{ 111.0
100.3] 106.1| 102.5] 101.9] 107.7| 98.7| 97.4| $3.1] 100.3} 100.0| 105.9| 103. 98.0| 102,0| 107.6] 111.0
100.0| 106.6( 102,5] 101.9] 108.8| 98.7| 97.4| 93.0] 100.5! 99.9| 105.8| 103.7{ 97.8| 101.7} 107.6{ 112.6
99.11 106.7| 102.7] 101.9] 112.2) 99,0t 97.1| 93.2{ 101.8! 99.9| 106.2| 103.8| 97.7| 101.6} 107.6] 111.5
99.5| 106.7| 102,7{ 102,1j 1113 99,2/ 97.2| 93.3] 102.0! 100.0| 106,2| 103.8| 97,7| 101.6] 107.7| 111.5
99,41 106.9| 102.8] 102.0] 113.3| 99.4! 97.6| 93.4| 101.6| 100,.5! 106.3| 103.9; 97.8| 101.6| 107.7| 111.2
100.3| 107.6| 103.2] 101.9] 113.6| 100.3} 97.5| 93.5! 101,6] 100.8| 106.7| 104.1| 98.0( 101.6] 10 113.2
103.0| 109.4| 103.2] 102.0] 114.6| 100.6! 97.6| $3.5| 101.9] 100.9| 106.6| 104,2| 98.2| 101.6} 107.9( 112.5
104.5) 110.3| 103.5] 101.9] 116.0| 100.5¢ 97.6| 93.7| 102.8{ 101.2| 107.0| 104.4| 98.3! 102.0| 108.1| 114.3
107.4( 111.8] 103.8} 102.0{ 117.8) 100.3] 97.6| 94.1| 103.7| 101.3| 107.5| 104,77} 98.4| 102.1] 108.0( 116.0
106.8( 111.5/ 104.0] 102.1} 118.7| 99.9] 97.6| 94.3| 105.6| 101,8| 108.0| 1050 98.4) 102.1] 109.2| 113.1
106.4( 110.6| 104.3] 102.2! 120.8] 100,0] 97.6| 95.4| 108.4] 102.3| 108,2| 105.2} 98.6{ 102.3| 109.4| 113.0
104.5| 110.5] 104.7| 102.2|7122.9/1100.4| 97.7| 95.4{7109.6/7102.7| 108.4{7105.8! 98.9| 102.4| 109.4| 115.1
104.1( 110.5] 104.9] 102.2| 123.1} 101.5| 97.7| 95.4] 108.0| 103.0{ 108.7| 105,9| 98.9| 102.4| 109.8] 116.0

SOURCE: FEDERAL RESERVE BULLETIN, August 1966, p. 1234,



Another basic factor in revenue projections is the trend of prices.
National data are given in Tables 206 and 207. Although some local price
data are available, it is appropriate for our purposes to refer to the com-
prehensive national data. Consumer prices have increased less than 2
percent per annum on the average and wholesale prices have increased less
than 1 percent per annum on the average over the past ten years. What |

the next few years hold in store is, of course, an open question.

Other data, particularly in the realm of income and sales, are of
great relevance also. Population and price data are fundamental, however,
and are sufficient for the immediate purpose. In making outlay projections,
the Budget Division of the Department of Administration of the State made
the following assumptions on population and prices for the most realistic
figures:

. An annual population increase of 7 percent

. An annual inflation of 1% percent.

In making projections of revenue as a whole, the Fiscal Analyst of the
Legislative Counsel Bureau used an 8 to 9 percent annual growth factor as
a best estimate. If we consider this as an iﬁtermediate projection, it is
not inconsistent with the assumptions underlying the "low" outlay projec-
tions of the Budget Division. The resulting best revenue estimates of the
Fiscal Analyst, assuming present taxes and rates, and allowing for certain

adjustments discussed in Chapter IV, is:

$ millions
1967-68 65.1
1970-71 84.0
1975-76 130.0

Individual tax revenues may, of course, rise at greater or smaller rates
than overall revenues. Special factors that are likely to affect particular

taxes are considered later. -
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II. PRESENT SOURCES OF STATE TAX REVENUE

Significant sources of tax revenue in order of their current contri-

bution to the general fund - ranked according to estimates for the fiscal year

1967 - are as folloWs:

$ millions

Sales and use tax 24,2
Gaming taxes @ 17.1
Casino entertainment (cabaret) tax 3.9
Property tax ’ 3.9
Liquor tax and licenses 3.7

In addition, there are various other taxes and fees and, as previously mention-
ed, sources of revenue outside the general fund. It is noteworthy that the

sales and use tax - and not gaming taxes - constitutes the major source of

tax revenue for the State.

Relevant data starting with the fiscal year 1960 are shown in

Table 208.

In view of their significance, whether as present or future sources
of revenue, we deal in this chapter with the taxes mentioned above and others
as follows:

1. Sales and use tax

2. Gaming taxes (including casino entertainment tax)

3. Property tax

4. Liquor tax and licenses

5. Cigarette tax and licenses

6. Fees and similar charges

7. Insurance premium tax.

(1) Excluding amount used for gaming administration and including miscellaneous
collections, but further excluding the State's portion of gaming licenses
collected by counties.
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TABLE 208

GENERAL FUND REVENUES

A DETAILED COMPARISON OF ACTUAL GENERAL FUND REVENUES WITH PROJECTED REVENUES FOR 1965~66 and 1966-67

Actual Actual Actual Actual Actual Actual Estlmate Estimace
195i-60 1360-61 1961-62 1962-63 196364 1964-63 196566 1966-67
TAXES
Property Tax $ 1,786,661 $ 1,911,425 $ 2,086,681 $ 2,343,303 § 2,441,454.75 $ 3,226,101.74 § 3,577,99% § 3,878,240
Sales & Use Tax 12,896,910 13,835,331 15,216,081 19,481, 084 21,242,964,24 22,233,184.51 23,128,838 24,169,310
*Gaming 9,058,108 8,836,470 10,010,394 11,311,674  12,900,147.8C  13,567,788.50 15,338,616 17,073,754
Cigarette Tax & Licenses 1,321,667 1,486,337 3,269,101 3,163,024 3,369,416.94 3,490,019.45 1,629,080 1,677,952
Liquor Tax & Licenses 1,159,741 1,313,192 2,225,301 2,690,462 2,886,255.36 3,081,180,47 3,409,800 3,682,584
Insurance Premium Tax 868,051 973,149 1,100,455 1,245,823 1,625,219.15 1,781,008.4% 1,925,000 2,075,000
Cabavet Taxes 1,885,749 3,932,323
Sub-Total , Taxes $27,091,138 $28,355,904  $33,908,013 $40,235,370 $44.465,438,24  $47,379,283,16  $50,895,077  $56,48%,163
LICENSES
Banking $ 13,303 § 5,450 $ $ 6,050 $ 7,650.00 § 9,050.00 § 10,000 $ 10,000
Buildings & Loan Licenses 1,476 912
Gaming Licenses (from Co.) 610,158 644,462 679,062 741,882 813,055.00 860,716.25 1,015,000 1,100,000
Insurance Licenses 129,940 137,805 147,487 144,526 176,681.00 188,747, 00 203,000 218,000
Marriage Licenses 183,694 185,190 192,225 211,562 222,679.00 227,812,00 266,000 275,000
Small Loan Licenses 8,484 7,500 15,363 11,365 12,825.00 13,105.00 14,000 14,900
Corporation Licenses 480,026 409,304 501,487 465,956 559,526.75 701,288.70 685,000 700,000
Milk Tester's Licenses 190 180 170 150 120.00 120,00 120 120
Private School Licenses 10 35 25 590.00 610,00 610 610
Savings & Loan Licenses .
& Fees . 167,725 176,111
Real Estate Licenses &

Exaus 112,500 120,000
Sub-Total, Licenses $. 1,427,279 $1,390,838 $1,535,810 $1,581,471 $1,793,126,75 § 2,001,448,95 _§ 2,473,955 $ 2,614,741
FEES AND FINES

Bureau of Certification § 6,118 § 3,201 $ 2,872 $ 3,245 § 4,405,060 ¢ 4,132.00 § 7,500 § 7,500
vital Statistics Fees 9,031 11,412 12,580 13,726 15,728.63 12,427.36 18,000 18,000
Civil Action Pees 178,957 178,335 184,627 213,811 229,221.00 246,495,00 275,000 285,000
Insurance Examination Fees 6,930 6,640 7,592 9,367 14,250,00 16,060.00 17,000 18,000
Insurance Fines 700 15,797 7,725 10,806 450,00 2,000,00 4,000 4,000
State Engineer's Fees 19,331 25,490 22,215 21,519 20,648.07 24,730.35 15,000 15,000
Supreme Court Fees 2,800 2,500 2,191 2,750 3,175.00 4,075.00 4,100 4,200
Library Fines 136
Racing Commigsion Fees 17,943,71 20,000 20,000
Sub-Total, Fees & Fines § 223,867 ¢ 263,375 S8 239,938 S 275,226 $ 287,877,70 $ 327,863,42 $ 360,600 § 371,700
CHARGES FOR SERVICES
Children's Home Care $ 32,393 § 29,39 § 26,803 $ 26,928 § 24,466,93 ¢ 38,726.79 § 37,500 % 40,000
Stete Hospital Care 162,473 169,506 198,881 195,596 228,025.78 182,347,76 230,000 230,000
M.V, Tax Collection Chg, 481 20,110 24,953 30,063 L 45,707.10 43,352.54 46,000 49,000
Youth Training Center 2,312 5,177.00 5,899.00 14,000 14,000
Girls Training Center 765 2,299 1,760.00 3,075.00 3,000 3,000
Sub-Total, Chgs, for Services 195,347 $ 219,775 § 252,936 $ 254,899 $  305,136,81 § 273,401,09 § 330,500 § 336,000
USE OF MONEY & PROPERTY .
Int. on Bank Deposits $ 279,300 $ 278,175 § 270,750 270,800 $ 242,721.45 § 346,287.54 § 554,000 $ 700,000
B & G Sales & Rents 59,609 59,611 55,068 40,055 19,218.82 13,789.56 10,000 10,000
Sub-Total, Money & Property & 338,909 § 337,786 $ 325,818 ¢ 310,855 $§ 261,940,27 $ 360,077,10 $ 564,000 § 710,000
ALL OTHER RECEIPTS
Federal Power Receipts $ 966 $ 8% $ 8% § 898 § 903,74 § 903.52 $ 900 $ 900
Hoover Dam 300,000 300,000 300,000 300,000 300,000,00 300,000, 00 300,000 300,000
Misc, Szles & Refunda 7,522 26,89 11,824 5,629 3,671.78 2,285.38 8,500 6,500
Hosp: Rents, Leases, Sales 3,350 20,110
Insurance, Unclaimed Fund 465 2,631 1,210 776 3,135,264 4,185.80 3,000 3,000
State Engineer's Sales 80 158 569 268
Petroleum Products Insp, 174,817 80,002 121,950 114,863 .42 121,402.80 129,000 134,000
Ingurance, Misc. 11,345.30 18,021.04 15,000 15,000
Sub~Total, Other Receipts 12,38 525,504 § 394,499 0§ 429,521 $ 433,919, 48 §$ 4L6.798,54 § 456,400 _$ 459,400
TOTAL REVENUES $29,588,924  $31,073,182  $36,657,014  $43,087,340  $47,547,439.25 $50,788,872,.26  $55,080,532  $60,981,004
REVERSIONS 921,038 2,105,009 911 644 860,613 2,232,696 ,94 2,525,880,09 750,000 1,000,000
TOTAL REVENUES & REVERSIONS $30,509,962  $33,178,191  $37,568,658  $43,947,950  $49,780,134.19  $53,314,752,35  $55,830,532  $61,981,004

*Excluding swount used by Gaming Administration and including miscellanecus collections,

SOURCE:

(Note:

The date at the top of the first column should be 1959-60.)

Howard E, Barrett, Chief of the Budget Division, Department of Admin-
istration report to 1966 Special Session Legislature, May §, 1966, p. 3.



1.

SALES AND USE TAX

Discussion of the sales and use tax (referred to as the sales tax for

purposes of brevity) is dealt with under four topics:

(1)
(2)
(3)
(4)

(1)

The nature of the sales tax in Nevada
Comparison with sales taxes in other states
The question of exempting food from sales tax

Revenue projections.

The nature of the sales tax in Nevada

The Nevada sales tax is 2 percent on the retail sale of goods.
An important characteristic of the tax is that it does not exempt food.
This distinguishes it sharply from the tax in neighboring California,
where food for home consumption is exempt. The lack of this exemp-
tion also helps explain why Nevada can rely on the sales tax as its

major revenue producer with a rate of only 2 percent.

The "goods" covered by the tax include certain services, but

(1)

not services in general. The full classification is as follows,

using the groupings employed by thé Nevada Tax Commission in its
quarterly reports: (2)
Soft goods:
Apparel
General merchandise
Specialties
Food
Prepared food

Liquor

Candy

(1)
(2)

NEVADA REVISED STATUTES, Chapter 372: Sales and use taxes.

Nevada Tax Commission, TAXABLE SALES BY QUARTER (mimeo.)
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Tobacco
Drugs
Hard goods:
Home furnishings and appliances
Secondhand goods
Farm implements
Garden and farm supplies
Fuel
Ice
Mining materials
Building materials
Hardware
Autos
Boats
Service stations

Itinerant vendors

Personal services: e

Garages
Photographers
Repairs
Other personal services(l)
Manufacturers, wholesalers, construction and miscellaneous:(z)

Construction and special contractors

Manufacturers and wholesalers
Producers and distributors

All other outlets.

(1)

(2)

Although this heading is used, the tax actually applies only to certain \
personal services involving goods.

Applies only to certain of the transactions in these categories. Note that this
is a classification by sources of revenue, not by type of goods covered, e
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(2) Comparison with sales taxes in other states

——

Nevada's sales tax is on retail s'ales as the basis of taxation.
In some other states, we find "gross réceipts“, "gross income" and
related bases. Moreover, other activities than just "retail" are taxed
in many of the states. Thus, a mere reference to the rate, such as
"2 percent", does not convey the full story. Table 209 shows the ‘.

types of tax and types of transactions covered in the various states.

In the matter of what goods and services are subject to tax,
there is also great variety. Although exemption or nonexemption of
food is @ main revenue consideration, there are actually many other
points of difference among the states using the sales tax. The varia-
tions are suggested by Table 210. Particularly noteworthy is the

. treatment of services not associated with goods, namely utility and

certain other services.

As a result primarily of the failure to exempt food for home use,
the Nevada sales tax tends to be regressive in the sense that the
percentage of family income that is péid out in sales tax is greater
for low-income families than it is for high-income families. As shown
in Figure 1 and Table 211, the percentage of outlay on sales tax in

(1)

Nevada declines as net income rises. This occurs when we make
the comparison of sales tax paid with net income, thereby using net
income as our indicator of "ability-to-pay". If we broaden the concept

of ability-to-pay beyond family net income to include use of assets or

credit to maintain consumer expenditures - a modification for which a

(1) State-by-state income and expenditure data by income classes are not
available in an adequate sample. Data employed on a nationwide basis .-
are employed. (See detailed references with each table).
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TABLE 209

Type of Sales Tax and Rates Levied, by State and by Type of Transaction, Avgust 1964

Rates leviod
Personal and Wages,
professionsl | interest, rent,
State Type of tax Retail ‘Wholesale Extractive | Manufacturing services dividends
1.500% 1.500%
0,000 at . 5009, | over $100,000 aft .2509, None
.............. 1.500%
.035%, 1st 13% let
$60,000, $60,000,
085%, over «20% over
$5 plus 1/7 of Plus 1/7 of |omumecoaiana $5 plus .025%
1% 19,
3.000% .
L5009 .500% .500% 3.5009
5009, 2.000% 2.000% 2.000%, 2.000%
. 2.000% °
JTT5%, T75% JT15% T75%
+125%,
- —
5009, 4 B.000% ececimsnncsnen 3.000%
050,
1009 -200% .200% 200%
$50 15t $10,000
gross pur-
chases plus
139, over
$10,000
.......................................... 400097, ¢
.0044% 00449, 00449, 00449,
2509, Varies from 40009, 1.05009%,
1.35% to
7.85%
.......................................... 3.0000%, ¢
Source: State Sales Taz Reporter (Chicago: Commerce Clearing House, Inc.), Vols. I-IV. * An exemption of $5,000 grantsd to all taxpayers. X
; éxlmept m'wmolgilu:a:ng tmcl: mgz;&%. ¢ Meals including x{cohcbc beverasges and transient reatals of loss than 30 days’ consecutive
auto! only.
. B e 4ad true e (Note: Fertoat derived from Ohio Depastment of Tasation, Retad Salea Tax Comparatie Tabes,
4 Alcoholic bererages only. pp. 34. Colurmbus, 1956).

SOURCE: Harold M., Somers assisted by Joseph J. Launie, THE SALES TAX,
California Legislature, December 1964, Table 1, pp. 18-19.
(State of California Assembly Interim Committee on Revenue and
Taxation, 1964).



TABLE 210

Retail sales tax

Services, and Sales to Institutions Under

a1,

d C

State Sales and Use Tax Laws—March 1962
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he Retail Sales Tax,” pp. 36-41.

Sources: State statutes, regulations, and CCH State Tax Rc%gdzn.

Reproduced from Indiana Commission Pinal Report, 1962, *

ity exempt in Cali-

* Gay and electrici

fornis; other fuels taxable (revised from Indiana report).

—; No provision.
Harold M. Somers assisted by Joseph J. Launie, THE SALES TAX,

California Legislature, December 1964, Table 2, pp. 20~23.
(State of California Assembly Interim Committee on Revenue and

Taxation 1964).
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B: Nontaxable.

SOURCE

A: Taxable.



TABLE 210
(continued)

FOOTNOTES

1 Taxed at 1 percent rate.

2 Meals over $1 are taxed,

3 Exemption appiies only to meals below $0.50.

4 Taxed at 1§-percent rate.

S Food purchased for such purpeses is taxable.

¢ No specific provision; probable status shown.

7 Taxable on hasis of 25 cents per meal.

B If meals are served only occasionally.

® Jf proceeds are used for religious purposes.

30 Not open to general public.

1 Charitable organizations not exempt.

1% Sales obrl building materials and suppiies to owners, contractors, and builders are
able.

13 Subject to wholesale tax rate.

6 Kyel and electricity, 1f exempt, are exempt only 1f used direetly in industrial
processing.

15 Exempt from use tax.

bd Exemption it fuel comes in dircct contact with and consumed rapidly in the process-
ing of manuafactured supplies,

4 Mnchmery and equipment, if exempt, are exempt only if used directly in industrial

proc~sslng
3% Exempt from use tax if used for replacement or expansion of existing facilitfes.
19 Taxed only if machinery sale is over $1,000.

© Equipment and industrial materials not readily obtainable in the state are exempt.
= Except for offices directly related to industrial processing.
33 Except where used directly in making retal sales.
= Includes returnable containers.
3 Livestock feud and seed cotton are exempt.
5 I! used to produce goods for human consumption,
ial feeds taxed at wh le rate of § percent.

" Feed Is taxed.
% Feed is exempt.
* Tractors taxable at 1§ percent.
% Taxghle at 2 percent,
& Tractors taxable at 1 percent.
32 Tractors are taxed.
* Used farm machinery s exempt.
% Exempt if sold in state lquor stores.
3 Beer and malt beverages exempt.
% Beer and wine ave taxable; liquor not.
* Taxed at 13 percent.
36 Taxed a1 1 percent,
® Except vehicles sold to nonreddents.

© Taxed at same rate under another
< Taxable at 1 percent with maxmum tax of $80. To be 13 percent, July, 1962,
42 Taxed at 2 pcrcent
3 Children’s clothing
4 Formal apparel, rurs, 2and jewelry not exempt.
+ Exemption applies only to animals used for food.
4 Sales of breeding stock are exempt,
47 Direct sales of food items only are exempt.
48 Farmers may procure free certificates up t0 $1,200 of sales,
+ Exempt if used in packing food and shipped in interstate commerce.
% Prescription sales only are exempt.
53 One-half the price of prescriptions is exempt.
52 Preseriptions, artificial limbs, and preseribed support devices are exempt.
2 Excmpt if sold by school board.
& Only when sold to schools.
% Taxed under separate 2-percent titling law.
B¢ Taxed at 1-percent rate.
57 Jf delivered through pipes or mains.
53 1f billed separately after sale is made.
5 Municipal utilities exempt.
 Only local telephone service is taxed.
€1 Taxed at same rate under service occupational tax law.
2 Includes radio.
8 Gas and electricity used in farming are exempt.
& Natural gas is exempt.
% REA cooperatives are exempt.

® Bus and cab fares of less than 25 cents and receipts from transportation of farm
products are exempt.
#7 Taxed at 1§-percent rate.
5 Includes pipelines.
% Purchases of drugs by pharmacists for fillling prescriptions are taxable.
™ Fyel is taxed at only 1 percent.
ﬂMncrlxénlery atnd] parts are taxed at only 1 percent with a maximum tax of $80 on &
single article.
%2 Motor vehicles are taxable except buses and trucks and semitrallers sold to commen
or contract earriers.
78 Tax applies only to intrastate telegraph services to business, industrial, professional,
and commercial users and local basic rate telephoue services to the same users.
7 Exempt are movie admissions of 75 cents or less and admissions to activitles of
schools and religious or tharitable groups.
7 Except state, county, or local fafrs.
o Exempt it the sate of the pmperty te the lessor was subject to sales or use tax.
ri purposes are exempt.
"“T:lxed under sepuate ldmxsslons tax at A-percent rate.
™ Admissions to theaters are taxed at 1 percent under separate law.
% In many or most states, sales of magazines and other periodicals also are exempt.
5 Taxes normally apply to lodgings of less than a month,
82 Taxed at same rate under separate law.
2 1f for less than 90 days.
o4 Tazable where rental s In liew of sale or property 1s substantially comsumed during
lease.
* Bxcept lease of motion picture fims.
2 Leases or rentals of Jess than seven days are exempt.
# Rentals from flims, recordings, and transcriptions are exempt.
# Leage with option to buy Is taxable,
8 Except rentals of motor vehicles which bave paid motor vehicle registrition tax.
% Exemption applies to monprofit hospitals and children’s homes but materials for con-
struction and repair are taxable.
% Except op foodstuffs used for free distribution to poor or to puble, penal, and
elcemosynary institutions. School buses sold to school districts are exempt.
%2 Religious organizations are exempt except when engaged in business for profit.
% Includes scientific and educational institutions.
% Taxable when competing with private business.
% Exemption applies only to hosvluls.
9 Racing admissions are exempt.
% Exemption 2pplies only to rehxious socleties,
% Exemption apples to all coal for the manufacture of electricity and fucls used in
manufacturing, mining, or refining to the extent that the eost of the fuel exceeds
3 percent of the cost of production.
% Exempt are sales of machinery for mw and industry and ind tools
with & useful life of less than o
10 The yalue allowed for a motor vehicle traded 1n for another is not taxable,
39 Sales of livestock for breeding, poultry for egg production, and livestock for use in
farming are exempt.
103 Exempt if sold for use in fce dr
13 A1l sales by educational insututions to own students are exempt.
30+ Hospitals are exempt from use tax on out-of-state purchases.
105 Taxed under separate admissions tax law at 10 percent,
6 Only gas and electricity used in indystrisl processing are exempt; other f{uels taxable.
107 Tagable if served with meals.
18 Work clothing and any outer apparel are exempt If not exceeding $10.
19 Exempt If food for human consumption.
10 Exempt i used in pack 2
11 Gross receipts are taxable at varfous rates under other laws.
2 Manufacturing machinery is subject to the Arkansas sales tax but exempt under the
use tax if the machinery is not available within the state.
13 Sales of raw materials to manufacturers are subject to the general exclse on whole-
saling of § percent.
1< Tared under scparate statute at rates from 5 percent up.
16 Exemption applies only to new motor vehicles,
16 Exempt are fares of 15 cents or less and of school children.
M7 Exempt only when sold by the preducer.
118 Drapght beer consumed on the premises is exempt.
19 Street railways exempt.




FIGURE 1

EFFECTIVE
SALBS TAX
RATE (%)

NET INCOME AND EFFECTIVE TAX RATE, 2% FOOD TAXABLE

RELATIONSHIP BETWEEN NET INCOME
AND EFFECTIVE TAX RATE WHERE THE
3.0 SALES TAX TS AT 2% AND IS LEVIED
ON FOOD AMONG OTHER THINGS
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TABLE 211
Net Income and Effective Tax Rate, 2 Percent, Food Taxable
1 2 3 4 5 6 7 8 9
Disposable Taxable Effective
net income Con- con- tax rate
clasa* Net sumption | sumption Tax (8) +(2)
(000) income © {TC) TC +C APC APCT | amount | (percent)
Under 1 619 1,279 811 .63 2.07 1.31 $16.22 2.62
1-2. 1,534 1,889 1,277 .68 1.23 .83 25.54 1.66
2-3. 2,527 2,665 1,932 W72 1.05 .76 38.64 1.53
34, 3,523 3,609 2,714 .75 1.02 77 54,28 1.54
4-5. 4,459 4,374 3,321 .76 .98 .74 66.42 1.49
5~6. 5,468 5,108 3,975 .78 .93 .73 79.50 1.45
6-7.5... 6,664 6,239 4,808 .79 .94 74 98.16 1.47
7.5-10 8,613 7,134 5,630 .79 .83 .85 112.60 1.31
10 and over..... 15,040 10,573 8,313 .79 .70 .55 166.26 1.10
APC = (3) + (2)
APCT = (4)
Median income = 83 566; PRI = 1.38 + 1.87 = .738.
* Disposable net income refers to money income after deduction of personal taxes and ional and includ

wages and salaries including tips and bonuses; income from unincorporated businesses and profwsxon.s, net receipts
from rented properties; net receipts from roomers and boarders; interest; dividends; receipts based on military serv-
ice; unemployment insurance and social security benefits; other public and private pensions and retirement benefits;
cash received as public and private relief; payments from private insurance annuities and trust funds; profits from the
sale of stocks and bonds bought i m 1950 and profits from businesses owned but not operated; contributions from
persons ot in the family; and such items as alimony, prizes and gambling gains.

Qccupational expenses, such as union dues and purchase of special tools, were subtracted from wage and salary earn-
ings and were not included in gross or net income. Federal, state and local income tax, poll tax and personal property
taxes were deducted from gross income to arrive at the netted figure. Two nonmoney items—the vatue of food and
housing received as pay—were included as income.

Source: Study of Consumer Erpenditures, Vol. 1, p. xxvii. Wharton School of Finance and Commerce, University of
Pennsylvania (Washington, D.C.: 1956). -

SOURCE OF FIGURE 1 AND TABLE 211: Harold M. Somers assisted by
Joseph J. Launie, THE SALES TAX, pp. 39-40. (State of
California Assembly Interim Committee on Revenue and
Taxation, 1964),



considerable amount of support can be mustered(l) - the tax loses
its appearance of regressivity. If, accordingly, we use "disposable
receipts" (what the family actually has to spend, whether through
income, net liquidation of assets or net borrowing) as our measure of
ability-to~pay, the regressivity virtually disappears. This is shown
in Figure 2 and Table 212. If we use "net resources" {income p‘lus_
net worth) as our measure of ability-to-pay, the .Nevada fax of 2>
percent without food exemption actually appears to be progressive on
balance: the percentage of net resources paid in sales tax by families
above the mid-point exceeds the percentage of net resources paid in
sales tax by families below the mid-point in an array of families
listed according to their net resources. This is shown in Figure 3
and Tak;le 213. The statistical reason for this is that, at the lowest
end of the income scale, we find persons with large assets relative
to their current income - people retired or between jobs. They have
an ability to pay taxes that is not reflected adequately in this year's

income alone.(z) i

The effect of food exemption on regressivity may be judged by
reference to California. There the rate is 4 percent (3 percent for
state purposes and 1 percent collected by the state for local units).
This tax, despite the higher rate, is less regressive than Nevada's
2 percent rate without food exemption., This may readily be seen by
comparing Figures 4, 5 and 6 and Tables 214, 215 and 216 with
corresponding analyses of the effects of the Nevada tax, considered

above.

(1) See Harold M. Somers, "Sales Taxation and the Economist", in TAX CHANGES
FOR SHORTRUN STABILIZATION, Joint Economic Committee, Congress of the
United States, March 1966, pp. 100-106.

{2) See Harold M. Somers assisted by Joseph J. Launie, THE SALES TAX,

California Legislature, December 1964, pp.49-59, esp. p. 57. (State of
California Assembly Interim Committee on Revenue and Taxation 1964)
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FIGURE 2

EFFECTIVE

SAIES TAX | N

RAZTE (%) .

DISPOSABLE RECEIPTS AND EFFECTIVE TAX RATE, 2% FOOD TAXABLE
RELATIONSHIP BETWEEN DISPOSABLE
RECEIPTS AND EFFECTIVE TAX RATE
WHERE THE SALES TAX IS AT 2% AND
1.50 IS IEVIED ON FOOD AMONG OTHER
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TABLE 212

Disposable Receipts and Effective Tax Rate, 2 Percent, Food Taxable

1 2 3 4 5 6 7 8 9
Disposable Taxable Effective
net income Dispos- Con- con- tax rate

class* able sumption | sumption Tax 8) +(2)
(000) receipts ©) (TC) TC « C APC APCT | amount | (percent)
1,613 1,279 811 .63 .79 .50 $16.22 1.01

2,597 1,889 1,277 .68 .73 .49 25.5%4 .98

3,442 2,663 1,032 W72 77 .56 38.64 1.12

4,749 3,609 2,714 75 .76 .57 54.28 1.14

6,289 4374 3,321 .76 .70 .53 66.42 1.06

7413 5,108 3,975 .78 .69 .54 75.50 1.07

9,125 6,239 4,908 79 .68 .54 98.16 1.08

10,750 7,134 5,630 .79 .66 .52 112.60 1.05

20,757 10,573 8313 .79 .51 .40 166.26 .80

APC = (3) + (2).

APCT = (4) + (2).

Median income = $3,566; PRI = 1.02 = 1.05 = .971.

* Disposable net income refers to money income after deduction of personal taxes and occupational expenses and includes:
wages and salaries including tips and bonuses; income from unincorporated businesses and professions; net receipts
from rented properties; net receipts from roomers and boarders; iaterest; dividends; receipts based on military serv-
ice; unemployment insurance and social security benefits; other public and private pensions and retirement benefits;
cash received as public and private relief; payments from private insurance annuities and trust funds: profits from the
sale of stocks and bonds bought in 1850 and profits from businesses owned but not operated; contributions from
persons not in the family; aund such items as alimony, prizes and gambling gains.

Occupational expenses, such as union dues and purchase of special tools. were subtracted from wage and salary earn-
ings und were not included in gross or net income. Federal, state and local iucome tax, poll tax and personal property
taxes were deducted fron gross income to arrive at the netted figure. Two nonmoney items—the value of food and
housing received as pay-—were included as income,

Source: Study of Consumer Expenditures, Vol. I1, p. xxvii. Wharton School of Finance and Commerce, University of

Pennsylvania (Washington, D.C.: 1956).

SOURCE OF FIGURE 2 AND TABLE 212: Harold M. Somers assisted by
Joseph J. Launie, THE SALES TAX, pp. 43-44, (State of
California Assembly Interim Committee on Revenue and
Taxation, 1964).



FIGURE 3

EFFECTIVE
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NET RESOURCES AND EFFECTIVE TAX RATE, 2% FOOD TAXABLE
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.50 SALES TAX IS AT 2% AND IS LEVIED
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TABLE 213

Net Resources and Effective Tax Rate, 2 Percent, Food Taxable

1 2 3 4 5 6 7 8 9
Disposable Taxable

net income Net Con- con~ Effective
class* Net Net resources | sumption | sumption Tax tax rate

(000) income worth* | (2) + 3) (C) (TC) TC + C | amount | (8) + (4)
Under 1........ 619 5,085 5,684 1,279 811 .63 $16.22 .29
1-2... 1,534 4,610 6,144 1,889 1.277 .68 25.54 .42
2-3... 2,527 5,750 8,277 2,665 1,932 72 38.64 .47
3-4... 3,523 7.480 11,003 3,609 2,714 .75 54.28 .49
4-5... 4,459 8,480 12,939 4,374 3321 .76 66.42 .51
56... 5,468 10,164 15,632 5,108 3,975 .78 79.50 .51
6-7.5. 6,664 11,750 18,414 6,239 4,908 .79 98.16 .53
7.5-10.... 8,613 19,155 27,768 7,134 5,630 79 112.60 .41
10 and over. 15,040 40,000 55,040 10,573 8,313 .79 166 .26 .30

Median income = $3,566; PRI = .454 = .409 = 1.110.

* Estimated from “Survey of Financial Characteristics of Consumers,” Federal Reserve Bulletin (December 1950).

* Disposable net income refers to money income after deduction of personal taxes and oce jonal and includ
wages and salaries including tips and bonuses; income from unincorporated businesses and professions; net receipts
from rented properties; net receipts from roomers and boarders; interest; dividends; receipts based on military serv-
ice: uncrployrent insurance and social security benefits; other public and private pensions and retircment benefits:
cash received as public and private relief; pay from private i annuities and trust funds; profits from the
sale of stocks and honds hought in 1950 and profits from busincsses owned but not operated; contributions from
persons not in the family; and such iteros as alimony, prizes and gambling gains.

Oceupational expenses, such ag union dues and purchase of special tools, were subtracted from wage and salary earn-
ings and were not included in gross or net income, Federal, state and local income tax, poll tax and personal property
taxes were deducted from gross income to arrive at the netted figure. Two nonmoney items—the value of food and
housing received as pay—were included as income.

Source: Study of Consumer Expenditures, Vol. IT, p. xxvii. Wharton School of Finance and Commerce, University of
Pennsylvania (Washington, D.C.: 1956).

SOURCE OF FIGURE 3 AND TABLE 213 : Harold M. Somers assisted by
Joseph J. Launie, THE SALES TAX, pp. 46-47. (State of
California Assembly Interim Committee on Revenue and
Taxation, 1964).



FIGURE 4

EFFECTIVE
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NET INCOME AND EFFECTIVE TAX RATE, 4% FOOD EXEMPT
RELATIONSHIP BETWEBN NET INCOME
AND EFFECTIVE TAX RATE WHERE THE
SALES TAX IS AT 4% AND FOOD IS

3.0 TAX EYRMPT

AN

20 \_/ 1

2 4 6 8 10
DISPOSABLE NET INCOME CLASS
(THOUSANDS OF DOLLARS)

TABLE 214

Net Income and Effective Tax Rate, 4 Percent, Food Exemp?

1 2 3 4 5 6 7 8 9
Disposable Taxable Effective
net inconie Con-~ con- tax rate

cluss* Net swnption | sunsption Tax (8) <+ (2)

{000) income (&) Te) TC = C APC APCT | amount | (percent)

610 1,279 368 .29 2.07 59 814.72 2.38

1,880 631 .33 1.28 41 25.24 1.64

2,665 1,074 .40 1.05 42 42.90 1.70

: 3,609 1,603 .44 1.02 46 64.12 1.82

4,459 4,374 2,007 .46 .98 A3 80.28 1.80

5,468 5.108 2,479 .49 .93 .43 09.16 1.81

6,664 6,239 3,178 .51 .94 .48 127.12 1.91

8,613 7134 3.662 .81 .83 .42 146.48 1.70

15,040 10,573 5,803 .56 .70 .39 235.72 1.57
APC = (3) == (2).
APCT = (1) + ()

Median income = $3,566; PRI = 1.76 + 1.89 = .931.

* Disposable net income refers to money income after deduction of personal taxes and oceupational expenses and includes:
wages and sularies ineluding tips and bonuses; income from unincorporated bisinesses and professions; net receipts
from rented propertics; net receipts from roomers aud boarders; interest ; div idends; reecipts e ised on military serve
ice; unemployment, nsurance and socin urity benefits; other public Jnd private pensions and tetirement henefits;
cash received as pubttic and private reli wats feom private insurance annuities and trust funds; profits from the
sule of stocks and bonds bought in 1950 and profits from businesses owned but not operated; contributions from
persons not i the family: and such items s alimony, prizes and gambling zains.

Occupational expenses, such as union dues and purchase of speciad tools, were sehteacted from wage and salary carn-
iy d were not rded in gross or net income. Federal, state and local incomie tax, poll tux and personal property
taxes were dedected from gross tncome to arrive at the netied figure. Two noninoney iteins —the \Jluc of food and
housing received as pay-—were included as income.

Source: Study of Consumer Erpenditures, \nl II p. xxvii. Wharton School of Finance and Commerce, University of
Pennsylvania (Washington, D.C.: 1956).

SOURCE OF FIGURE 4  AND TABLE 214 : Harold M. Somers assisted by
Joseph J. Launie, THE SALES TAX, pp. 41-42. (State of
California Assembly Interim Committee on Revenue and
Taxation, 1964).



FIGURE S
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TABLE 215

Disposable Receipts and Effective Tax Rate, 4 Percent, Food Exempt

1 2 3 4 I 5 G 7 8 9
Disposable Taxable Effective
net income Dispos- Con- con~ tax rate

clags* able sumption | sumption Tax (8) +(2)

(000) reccipts (C) (TC) TC + C APC APCT amount | (percent)

1,613 1,279 368 .29 7 .23 .91

2,507 1,889 631 .33 73 W24 97

3.442 2,663 1,074 .40 77 .31 1.25

4,749 3,609 1,603 .44 .76 .34 1.35

6,283 4,374 2,007 .46 .70 .32 1.28

7413 5,108 2,479 .49 .69 .33 1.34

9.125 5,239 3,178 .51 .68 .85 1.89

10,750 7,134 3,662 .01 .66 .34 1.36

10 and over..... 20,757 10,573 5.893 .56 .51 .28 1.14
APC = (3) - (‘2 A

APCT = (4) +

Mcdun income = §3,. = 1.31 % 1.09 = 1.202,

* Disposable net tncome refers to money income after _deduction of personal tates and occupational expenses and includes:
wares and saturies including tips and bonuses; income from unincorporuted businesses and professions; net receipts
from rented propertics; net reeeipts from rovmers and hoarders; interest; dividen reecijits bused on military serve
ice; unemplovment insurane :onnl seeurity henefits; other public and private pensions and retirement, benefits;
cash received as public and private reliel: nayments from private insurance annuities and trust {funds; profits from the
sale of stocks and bonds houghit in 1950 and profits from businesses owned but not operated; contributions from
presons not in the famiiy; and suc h itemns as xlmmn\, prizes and gambling zains.

Oceupational expenses, such as unon dues and purchuse of special tools, re subtracted fromi wage and salvy carn-
ings and were not included in aross of net ineoine, ‘edetal, state and Jocal incone tas, i i tax and personal property
taxes were deducted frow zeoss income to arrive at the netted figure. Two nonwmoney items —the value of food aud
houstng received as puy—~were included as income.

Source: Study of Consumer Erpendifures, VoI I' p xxvii. Wharton School of Finance and Commerce, University of
Pennsylvania (Washington, D.C.:

SOURCE OF FIGURE 5 AND TABLE 215: Harcld M. Somers assisted

by Joseph J. Launie, THE SALES TAX, pp. 44-45. (State of
California Assembly Interim Committee on Revenue and
Taxation, 1964).



FIGURE 6

EFFECTIVE
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TABLE 216
Net Resources and Effective Tax Rate, 4 Percent, Food Exempt
1 2 3 4 5 6 7 8 9

Disposable Tazable

net income Net Con- con- Effective

class* Net Net resources [ sumption | sumption Tax tax rate

(000) income | worth® | (2) + (3) ©) (TC) TC + C | amount [(8) = (4)

619 5,065 5,684 1,279 368 .29 $14.72 .26

1,534 4,610 6,144 1,889 631 .33 25.24 .41

2,527 5,750 8,277 2,665 1,074 .40 42.96 .52

3,523 7,480 11,003 3,609 1,603 .44 64.12 .58

4,459 8,480 12,939 4,374 2,007 .46 80.28 .62

5,468 10,165 15,632 5,108 2,479 .49 99.16 .63

6,664 11,750 18,414 6,239 3,178 .51 127.12 .69

8,613 19,155 27,768 7,134 3,662 .51 146.48 .53

15,040 40,000 55,040 10,573 5,893 .56 235.72 .43

Median income = $3,566; PRI = .579 < .426 = 1.359,

* Estimated from “Survey of Financial Characteristics of Consumers,” Federal Reserve Bulletin (December 1950).

* Disposable net income refers to money income after dedurtion of personal taxes and ional and includs
wages and salaries including tips and bonuses; income from unincorporated businesses and professions; net receipts
from rented properties; net reccipts from roomers and boarders; interest; dividends; receipts based on military serv-
ice; unemployment insurance and social security benefits; other public and private pensions and retirement benefits;
cash received as public and private relief: payments from private insurance annuities and trust funds; profits from the
sale of stocks and bonds bought in 1950 and profits from businesses owned but not operated; contributions from
persons not in the family; and such items ag alimony, prizes and gambling gains.

Occupational expenses, such as union dues and purchase of special tools, were subtracted from wage and salary earn-
ings and were not included in gross or net income. Federal, state and local income tax, poll tax and personal property
taxes were deducted from gross income to arrive at the netted figure. Two nonmoney items—the value of food and
houding received as pay—were included as income,

Source: Study of Consumer Expenditures, Vol. 11, p. xxvil, Wharton School of Finance and Commerce, University of

Peansylvania (Washington, D.C.: 1956).

SOURCE OF FIGURE 6 AND TABLE 216 : Harold M. Somers assisted
by Joseph J. Launie, THE SALES TAX, pp. 46, 48. (State of
California Assembly Interim Committee on Revenue and
Taxation, 1964).



In summary, the Nevada sales tax appears to be regressive by
ordinary standards, in comparing sales tax paid with family income.
If we compare sales tax paid with a more comprehensive measure of
ability to pay, family income plus net assets, the tax loses its
appeararice of regressivity. In making these comparisons we must
rely on nationwide estimates of how much each family in a partic;ular
income class spends on various goods and servicés. ‘We then apﬁ)ly
Nevada's exemptions and exclusions and the Nevada rate of 2 percent
to estimate what each family would pay in sales tax. Similarly, the
net asset data are on a nationwide basis. A special survey of income,
assets and expenditures in Nevada would be prohibitive in cost. We
have no reason to believe, however, that the patterns in Nevada are
sufficien-tly different from the national pattern to invalidate the

general, qualitative conclusions reached.

Exemption of food, as in California, reduces regressivity, as
would be expected. A higher tax rate imposes a heavier burden on
everyone but the concept of regressivity is a relative one, comparing
one income class with another; hence, the higher tax with food exemp-
tion {(as in California) is less regressive than the lower tax with food

taxable (as in Nevada).

The question of exempting food from sales tax

The relatively low rate of 2 percent for the sales tax in Nevada
is misleading in comparison with many other states because food is
taxed in Nevada. Making a comparison with California, where food
for home use is exempt, we find that Nevada's 2 percent is roughly
equivalent to a 3 percent tax (the California rate for state purposes)

in terms of burden on the average individual taxpayer.
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In fiscal 1965, taxpayers in N@vada’paid $52.26 per capita
for the general sales tax while Califorﬁians paid $50. 72 per capita
at the 3 percent rate. This is shown in Table 202. In fact, only a
few states collect more per capita than Nevada despite its apparently

low rate.

We may also relate general sales tax paid to personal ‘incom'el.
In fiscal 1965, taxpavyers in Nevada paid $17.35 per $1,000 of
personal income earned in the State. In California the figure was
$16.82, despite the disparity in rates. This is shown in Table 203.
Nevada's burden on income, although above the average (of $13.75),
is not far from the median (of $16.95). In terms of personal income,
Nevada's "'sales tax burden is neither high nor low in comparison with

other states.

The very heavy level of tourist expenditures in Nevada has an
important bearing on who actually pays the sales tax revenue collected.
It has been estimated that there are 30,000,000 tourist days to
180,000,000 resident days. &) This fneans that a large proportion of
any tax on goods and services is borne by nonresidents. (2) In that
sense the incidence of the tax is on nonresidents to a considerable
extent. In more specific terms, only a portion of the $23.1 millions
derived from the sales tax in the fiscal year 1966 was borne by
residents of Nevada. This must be kept in mind when increases in

rates or changes in coverage are considered.

The task of computing the exact amount of tax borne by residents

and nonresidents respectively is a formidable one. It cannot, as a

(1) Letter from Russell W. McDonald, October 5, 1966.

(2) We are using the terms "resident” and "nonresident" in the conventional and
not the legal sense.
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general rule, be assumed that 100 percent of a sales tax is borne by
the consumer and that none of it is abs;orbed by business even where
there is a "separate charging" provision - the maintenance of sales
volume or profit dictates partial absorption of the tax through
lowering of price under some conditions.(l) Thus the Nevada business-
man may be absorbing some of the tax nominally paid by the tourist.
Moreover, the particular resident family that pays a sales tax on
food and other taxable items is not relieved of the burden it bears by
the fact that some of the total revenue derived by the State is con-
tributed by tourists.. The tax rate that is imposed on him, however,
may be kept low by virtue of the fact that the contribution of tourists
enables the State to derive large revenues at the low rate. In that

sense, the tax is shifted to the nonresident.

The following arguments may be made in favor of the existing
provisions:
(i) The tax is not actually regressive on an overall basis if both

income and net worth are considered in measuring ability~to-pay.

(ii) The tax now yields large amounts of revenue and, in fact, is the
largest single source of revenue. Any reduction in base would
. jeopardize State services if the reduction is of such large magni-

tude as is involved in the food exemption.

(iii) Other parts of the tax structure, especially if new taxes (like an
income tax) are adopted, may be used to protect medium- and

low-income residents.

(1) See Harold M. Somers, "Some Economic Implications of Sales and Excise
Taxation"” in EXCISE TAX COMPENDIUM, pp. 24-31 (Washington: U. S. -
Government Printing Office, 1964) and "Theoretical Framework of Sales and
Use Taxation", PROCEEDINGS OF THE NATIONAL TAX ASSOCIATION: 1961,
pp. 607-618.
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(iv) There is some merit in the saying, :'An old tax is a good tax".
The people have become adjustéd to the existing provisions,
and the collection procedures a'-re functioning effectively. In
the case of some taxes we may find such grievous faults as to
warrant drastic reform or complete removal of the tax. Such has

not been demonstrated in the case of Nevada's sales tax.

(v) The existing tax cuts across the board and gets something from
everyone, whether at high or low income, whether resident or
visitor. This ensures that everyone makes some contribution
to the support of public services. In the case of residents, this
increases interest in governmental activities. In the case of
vigitors, it extracts a fee for the services they enjoy while
they are in Nevada (not possible, for instance, through an

income tax).

(vi) It hits people in their spending rather their savings, and hence
impinges little on the capital available to develop industry,

commerce, agriculture and mining in Nevada.

(vii) The exemption of food would increase administrative problems

and costs.

The following arguments may be adduced in favor of a food
exemption:

(i) Even if the sales tax is not regressive in some sense on an
overall basis, it is burdensome for some families, particularly
those with low income, few net assets, or a large number of
children. Arise in rates would be particularly onerous to these
families as they have few resources to fall back on. They might
experience a significant and perhaps harmful reduction in their o

standard of living.
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(ii) The lack of a basic exemption aggravates the problem of welfare

and puts a strain on public services.

The arguments pro and con cannot be weighted simply by their
numbers: the regressivity argument alone is considered by some to

outweigh all of the arguments in favor of the nonexemption of food.

Exemption of food would reduce regressivity as ordinarily
measured; and it would cut revenues considerably. A rate of 2.5
percent might be necessary to make up the loss in revenue. (1) The'
issue is clear-cut: revenue needs of the State vs redistribution of
the burden of the sales tax. The issue will have to be faced particu-
larly if revenue needs increase so that serious consideration is given
to increasing the rate to 3 percent or 4 percent with existing provisions.
Applying the food exemption only to the increased portion of the tax

would be an administrative nightmare.

(4) The question of local options for increases in sales tax

One possible way to derive increased revenue from the sales tax
is to allow local governments - cities, counties or school districts -
to impose an additional half or one percent if they choose. The total
would be collected by the State with the State sales tax. The added
amount would be returned to the unit in which the tax was paid. There
are two points to consider in connection with such a plan:

(i) Unless the additional tax is universally adopted, unsatisfactory
competitive relationships can be set up to the detriment of
commercial establishments in the units that impose the tax.

Shoppers can go a short distance to avoid the tax. California

(1) Exemption of food would naturally lead to other exemptions such as pre-
scription drugs. A rate closer to 3 percent may be necessary to provide the
yvield of the present 2 percent tax.
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has this option with respect to a one percent sales tax but today
all counties impose the tax. (1) Diversified sources of local
revenue are to be encouraged, but a checkerboard of local taxes

on highly competitive goods has disadvantages.

(ii) If the money is returned to the unit in which it was collected ,
the money sometimes goes where it is not needed., A local :
governmental unit that includes a large shopping area will
receive a lot of money it does not need while a neighboring area
with a housing development and many little children will not
have money for its schools. The local property tax will fall
(perhaps to zero) in the former and rise to the limit in the
latter .(2) The broader the geographical area of the taxing and

benefitting unit the less serious this problem becomes.

(5) Revenue projections

The sales tax was adopted in 1955 and has remained substan-
tially unchanged since then. The revenue estimate for 1965-66 is
$23.1 millions.(s) The annual increases in collections from sales

and use tax over those of the previous year were as follows:(4)

Percent
1360-61 7.3
1961-62 9.9
1962-63 28.0
1963-64 9.0

(4)

Actually cities and counties combined, with counties taking up the slack, if
any. See Wilma Mayers, FINANCING LOCAL GOVERNMENT IN CALIFORNIA,
pp. 46-51., (State of California Assémbly Interim Committee on Revenue and
Taxation 1964)

Several cases of zero or near-zero property tax have arisen in California

because of this, For a proposal to distribute according to school needs

see A PROGRAM OF TAX REFORM FOR CALIFORNIA, p. 32. (State of California

Assembly Interim Committee on Revenue and Taxation 1965) -

Table 208. S

Derived from data on Table 208.
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Percent

1964-65 ‘ 4.7
1965-66 - ' 4.0 (estimated)
1966-67 4.5 (estimated)

When these figures are considered in relation to the population and
price projections discussed above, an annual growth rate compox;lnded
(one year over the previous year) in the neighborhood of 7 percent
would appear reasonable. A more conservative view would put it at

4 to 5 percent. There are, however, several pertinent factors to
consider, especially as we go far out into the future and allow for

possible increases in the tax rate to 3 percent or even 4 percent.

In estimating the possible effects of increased rates, we must
consider the possible impact on family budgets. Any significant rise
in the sales tax must cut the purchases of low- and possibly medium-
income families which have no substantial margin of savings. This
is known as the "income effect"” of any tax and must be faken into
account when higher rates are contemplated. There will probably
also be some "price effect"” -~ substitution of untaxed for taxed items.
The Nevada tax, comprehensive though it is (for example, in taxing
all food), does leave some areas éf consumer spending untaxed, and
there will be an inducement to switch to some extent where substitu-
tion is possible, such as from certain goods to certain services in

the field of entertainment.

There will also be an "evasion effect". The higher the rate,
the greater the inducement to find ways and means of evading payment
although legally required to pay. Some collusion with sellers may .
occur despite the high standards generally prevalent in sales tax

administration. The more important evasion effect, however, will
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probably be in connection with the use tax on out-of-state purchases
by residents. Goods purchased out—of—state for use in Nevada are
subject to the use tax. Enforcement of the use tax other than on
automobiles is notoriously difficult in all states. Actually this
evasion effect is a form of price effect since the evasive behavio_r is.
induced by the higher cost of the taxed item to the consumer. The -
distinction is made here, however, because we are using the term
price effect to refer to a legitimate avoidance of the sales tax through

substitution of tax-~exempt for taxable items.

Tourists will probably also be encouraged to do their buying
before entering the State if they pass through a state with lower rates
or broader exemptions. This may be considered a form of (legal)

avoidance rather than (illegal) evasion.

Allowing for possible budgetary, avoidance and evasion effects
with increases in the tax rate, we have assumed that (i) an increase
from 2 percent to 3 percent in the tax rate would increase revenues by
only 40 percent and not 50 percent and (ii) an increase from 2 percent
to 4 percent would produce an increase of only 75 percent and not 100

percent.

Using projections supplied by the Fiscal Analyst, and applying
the dampeners referred to in the previous paragraph, with a basic
estimate of $23.1 millions from sales tax in the fiscal year 1966, we

arrive at the following projections:
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In millions of dollars
1967-68 1970-71 1975-76

At present rate of 2 percent 28.3 36.2 59.4
At 3 percent
Totals - 39.6 50.7 83.2
Increments 11.3 14.5 23.8

At 4 percent
Totals 49.5 63.4 104.0

Increments 21.2 27.2 44.6

The amounts designated as increments are used in a later chapter
in which alternative programs are presented for filling the estimated

revenue gaps.

GAMING TAXES

There is a description and enumeration of the State's gaming taxes
in Chapter II of Part III of this report. Also explained there is a method
used for projecting gross revenues from gaming, based on a statistical

relationship with California personal income.

Gaming taxes, for the purpose of projection, may be divided into two

classes:

(1) The quarterly license fee, otherwise known as the gaming percentage
tax, which is the predominant revenue-producer.

(2) Miscellaneous taxes, licenses, fees, etc., based on other than a
percentage of gross win.

From the foregoing, gaming administration expenses are paid, and the balance

is received into the general fund.

Specifically, the two more important taxes are as follows:
The gaming percentage tax

The table tax.
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The gaming percentage tax - a gross receipts tax as ordinarily under-

r

stood - is levied quarterly on licensees' gross win in brackets as follows:

Quarterly gross win A Percentage rate
Up to $150,000 3
$150, 000 to $400, 000 4
$400,000 to $1,000,000 5
Over $1,000, 000 53

The table tax is levied annually, in the form of a license fee, assessed
on table games at rates ranging from $100 a year for one game up to $1,000
a game for up to 16 games, plus $200 for each game over 16 operated by any

one licensee.

The history of collections for the three years to June 30, 1966, as
shown in the report of the Chief of the Budget Division, Department of
Administration, to the 1966 Special Session Legislature, dated May 9, 13966,

was as follows:

In millions of dollars

1963-64 1964~65 1965-66
Percentage tax 13.4 14.1 16.0
All other taxes, etc. 1.0 1.0 1.2
Administration (deduction) (0.7) (0.7) (0.8)
Net to general fund 13.7 14___4 g

It was established that there is, and has been for about the last four
vears, a consistent relationship between the percentage tax and gross

win of 4.8 percent.

To project future revenues from gaming taxes, it is safe to assume
that the percentage tax will be the only item of consequence and that the
margin between the revenues from other types of gaming taxes and adminis-

trative expense will remain relatively constant.
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Using the projections of gross win previously mentioned, and assuming
continuation of a relationship of 4.8 percent between the gaming tax and
gross win, we are able to arrive at the folléwing projections of gaming
percentage tax revenues:

In millions of dollars

1967-68 1970-71 1975-76
Gross revenue from gaming 391 500 . 727 -
Percentage tax at current
sliding scale rates 18.8 24.0 34.9
Increments produced if
across-the~board increases
in the tax are levied,
amounting to:
25 percent 4.7 6.0 8.7
50 percent 9.4 12.0 17.4
100 percent 18.8 24.0 34.9

The increments above are based on the assumption that an increase in the
percentage tax will not reduce the volume of gaming. Their significance is
considered in a later chapter when presenting alternative programs for filling

the revenue gaps.

The casino entertainment {cabaret) tax, which is estimated to produce
nearly $4 millions in the fiscal year 1967, is not considered in detail. At
the time of our study discussion was centering around the question of its
repeal. In the absence of any clear-cut predictability. of this issue, we have
assumed that the tax will continue at its present rate. If it is, in fact,
repealed a source of equivalent revenue will have to be introduced to make

good the deficiency such repeal would create.

Many interesting economic questions are raised by this tax on gaming.
Two of them are: (1) How important is the gaming industry to the Nevada
economy; hence, what risks are run in imposing higher taxes on this industry ?

(2) Will the industry be able to pass on to the customer any increased tax or
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license fee? These and other questions are considered in detail in another
part of this report. For the present purpose our analysis is limited to
increases in the order of magnitude of 100 percent and we assume that gross

win will be unaffected, the industry absorbing all of the rise.

PROPERTY TAX

The State derives a substantial portion of its revenue from the prdperty
tax. As shown in Table 208, the total in the fiscal year 1966 was $3.6
millions and the estimate for the fiscal year 1967 was $3.9 millions. The
tax is collected by the counties, which remit a portion to the State. Property
is assessed, on the average, at 35 percent of value. The State portion of
the tax for the fiscal year 1966 was $2.80 per $1,000 assessment. Special
rules exist for assessing mining companies. Mobile homes are assessed as

personalty, with an identification sticker of $1 required. (1)

(2)

A property tax on households tends to be highly regressive, mainly
for two reasons. First, a low-income family tends to pay a higher proportion
of its income for housing than does a high-income family. Second, there is

a tendency to underassess larger holdings relative to small households, for

which current sales and other relevant data are more readily available.

Moreover, the property tax is generally difficult to administer because
of the problem of valuation and the varying degrees of training and ability of
assessors. Whether and to what extent these comments apply to the property
tax in Nevada could be determined only after thorough study. A contrary

result in Nevada would make the State exceptional among all the states of

(1)

Prentice-Hall, Inc., ALL STATES UNIT, par. 200, p. 201 (5-3-66).

For references to numerous studies confirming this finding, see David R. Doerr
and Raymond R. Sullivan, TAXATION OF PROPERTY IN CALIFORNIA, pp. 25-53.
(State of California Assembly Interim Committee on Revenue and Taxation
1964).
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the Union. Pending such study, any impending increase in property tax

rates must be viewed with concern.

The growth of property tax revenues, even without increase in rates,
is as inevitable as population growth and price increase. In any case, it
would be unrealistic to project any increase in the State's property tax rate.
Even if local units should decide to rely more heavily on property taxes -
and the trend is in the opposite direction nationally, toward greater
diversification of local sources of revenue - the State is likely to seek other
sources of revenue before increasing the burden on the property owner. This
is true even though, compared with personal income, the property tax burden
in Nevada is lower than in most other states. Table 217 shows that property
taxes in Nevada are well below the national average when compared on the
basis of property tax paid per $1, 000 of personal income. The constitutional
limitation of $5 per $100 of assessed value must also be considered before
any significant rise in rates is contemplated. This limit applies to the

(1)

combined State and local rate.

For all these reasons, increases in property tax rates are not included
in the projections used for the various State tax programs considered later

in this report.

LIQUOR TAX AND LICENSES

The taxation of liquor is always a likely prospect when increased
revenues are needed. It is felt that, at the very worst, a higher tax will
discourage the consumption of liquor, an effect which is considered socially
desirable. A special factor at work in Nevada is that a large part of the
liquor tax is paid by tourists; accordingly, a correspondingly large part of

any increase in tax would be borne by tourists rather than residents.

(1)

Commerce Clearing House, Inc., STATE TAX GUIDE: NEVADA, par. 620,
p. 556; also State of Nevada, Department of Economic Development,
NEVADA TAX STRUCTURE.
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TABLE 217

-RELATION OF SEIECTED ITEMS OF STATE AND LOCAL GOVERNMENT FINANCES TO PERSONAL INCOME, BY STATES: 1963

General revenue per $1,000 of personal income

General expenditure per $1,000 of personal income

Adl Taxes Education
Charges
State From | State and A : | Health
Total Federal local miscel- | general High~ | Public and
Govern- eneral Property laneous | expend- Local |ways |welfare | hosp-
ment Ee venue Total only general | iture Total |schools itals
sources revenue only

United States average.. 136.55 18.%4 | 117.61 96,14 43.62 21,47 | 140.73 52.13 40,82 | 24.18 11.90 10.17
Median State,......... .1 142,46 23.77 § 119.58 96,91 43,69 22.92 | 151.12 56.25 42,31 29.84 11.09 9.72
Alebama.....eveniiiinnnnn . 143.23 31.76 | 111.47 85.40 17,29 26.06 | 151.12 52.61 38.64 1 30.36 20.96 9.94
Alaska,. 213.49 75.81 | 137.68 80.17 17.83 57.51 | 235.83 73.84 54,18 | 73.89 8.00 11.31
Arizona. 168.54 27.96 | 140.58 | 113.04 57.16 27.55 | 17L.42 74,41 55.40 1 29.62 10.28 6.51
Arkansas 151.97 36.27 | 115.70 92.78 26,96 22.92 | 155,50 56.03 42,04 136,12 20.26 10.98
California. 151.13 21.80 | 129,32 | 106.73 53.98 22.60 | 155.58 59.65 42.52 1 18.67 14.51 $.83
Colorado. .. . 161.04 27.28 | 133,75 | 106.39 52.69 27.37 | 164.59 72.43 50.29 { 23.09 20.98 11.06
Connecticu . 111.09 11.46 99,63 85,01 44,775 14.63 | 117.29 40,99 35.28 | 21.68 8.77 6.77
Deleware............ . 114,62 16.81 97.80 79.20 15.21 18.61 | 119.80 49,71 36.31125.22 6.56 6.55
District of Columbia. . 119.49 31.48 88.00 76.32 26.05 11.69 | 131.47 24,51 23.92121.77 2.76 18.07
Florida.....vvvvvevncnnss . 138.37 15.61 | 122,56 94.06 38.77 28.51 | 149.48 49.75 40.93 | 26.79 9.09 14.23
142,46 27.08 | 115,38 88.44 27.79 26,94 | 150,93 53.03 42.26 | 29.84 13.63 15,59
173,04 39.01 | 134.03 | 106.20 18.42 27.83 | 190.60 60.56 40.34 | 16.50 7.76 14.08
164,88 34,351 130,521 103.91 50.53 26.61 | 170,44 63.81 47,43 142,24 12.31 10.40
112.60 13.35 99,33 85.35 43,69 13,99 | 112.08 42,33 33.77116.93 11.64 8.20
120.62 13.10 | 107.52 86.39 48,92 21.13 | 122.78 58.27 42.31 {20.32 5.79 8.56
147.11 17.25 | 129.85 | 106.66 60,52 23.19 | 148,67 61.55 46,15 | 34,21 12.20 10.09
152,15 17.27 | 134.88 | 111.39 63,38 23.49 | 154.37 65.92 49,43 | 31.95 11.59 10.28
141.63 30.07 | 111.56 88.93 25.87 22.63 | 166.32 57.53 40,49 | 47.80 14.82 9.72
192.98 39.85 | 153,14 | 114.17 25.81 38.96 | 201.63 63.92 47.44 | 39,69 31.18 10.69
142,00 23,78 | 118.22 | 102.24 53,54 15.99 | 151.23 54.98 42,92 | 37.10 %76 7.72
Maryland..... eean . ] 115,52 13.16 | 102.36 84,34 35.77 18.02 | 121.98 46.71 39,03 {19.71 6.15 10.40
Massachusetts | 123,64 13.64 | 110.00 96.06 56.31 13.94 | 127,91 36.68 33.09 [ 18.65 15.00 11.86
Michigan........ .| L322 16.51 | 124.81 | 102.44 47.52 22.37 | 143,58 59.12 43,61 122.12 9.37 12,32
Minnesot&....... .1 161,99 19.68 | 142.31 | 114.90 62.42 27.41 | 160,32 63.77 49.81 1 28.14 15.30 11.85
Mississipploeeeevennnnes .o | 176.03 37.45 | 138.58 | 107.00 31.00 31.58 t 182.89 63.11 44,79 | 41.70 18.69 16.20
Missourfi........ievvenee.a | 113,19 19.35 93.84 78.25 33,95 15,59 | 119.04 44 54 37.67 | 22.20 13.68 9.37
Montana. . .| 17493 40.03 | 134.90 | 106.91 €0.86 27.99 | 177.12 68,44 53.53 49.89 10.16 7.21
Nebraska, . 132.18 21,43 | 110.75 86.73 62.32 264,02 | 137,21 54.24 40.34 {36.97 s 7.68
Nevada, . . 146.0L 26.43 | 119,58 92.47 29.90 27.11 | 154.21 49,50 37,97 132,14 5.89 13,05
B G RiCTO T S — e | 12691 | 19. 0730 O0.08 | 5B.15 | 17.14 | 143.86 | 47.68 | 37.23]38.23] 10.32 8.99
New Jersey..coviineiunanse 110.37 10.38 99.99 85.00 54.81 14.99 | 108.53 38.45 33.59 14,72 5.73 7.91
New Mexico. 205.81 51.04 | 154,77 | 106.41 28.26 48.36 | 195.75 88.78 62.05 {38.51 15.64 8.85
New York..... 140.99 10.92 | 130.07 | 109.07 47,63 21.00 | 144.19 46.10 38.94 {19.08 10.87 14.18
North Carolina. 133.22 19.49 | 113.73 92.00 24.50 21.73 | 128.87 56,14 43,45 121.30 10.48 9.60
North Dakota......... 188.33 34,65 | 153,68 | 108.41 55.37 45.26 | 191.79 74 .66 48,77 145,65 12.89 6.45
Ohio... ce | 116,46 14,25 | 102.21 82.10 42.59 20.11 | 118.7% 43.61 35,7 |23.48 10.23 7.68
Oklahoma .| 1e5.45 37.42 | 128.03 98.70 31.09 28.34 | 173.59 60,90 44,45 | 34,05 31.40 9.75
Oregon,...... .| 156.09 30.22 | 125.87 97.82 47.16 28.05 | 162.92 68,92 50.79 | 32.03 10.73 8.44
Pennsylvenia. .o | 116.06 14.53 | 101.54 85.39 29,51 16.14 | 126.09 46.20 39.87 [20.73 10.66 7.77
Rhode Island...... .. 129.93 20.99 | 108,94 96.98 46,30 11.96 | 132.69 42,44 31.34 | 21.49 12.63 8.59
South Carclina............ | 136.53 22,46 | 114.07 89.55 20.99 24,52 | 133.98 56.25 44,06 | 23,33 9.27 12.56
South Dakota. . 174 .48 33.54 | 140,94 | 111.35 61.49 29.59 | 173.39 71.62 53,74 | 49.97 1,61 5.39
Tennessee.. .. .. | 138.94 30.00 | 108.94 86.21 29.01 22,73 | 146,14 48.43 38.76 | 35,76 10.22 12.40
Texas...... .. | 138.47 20.60 | 117,86 92.41 41.67 25,46 | 136.80 53.56 43,48 [ 28.15 11.09 7.63
Utahe.oeiiiueianennnnnnns .| 164.93 39.19 | 125,74 | 102.89 &4 37 22.85 | 176.73 84.20 60.49 | 34.89 11,02 7.09
Vermont....ovivienrueianns 172.38 40.97 | 131.41 | 114.98 51.09 16.44 | 181.9%% 63.53 41,92 |53.54 15.39 8.93
Virginia,.. 118.48 19.43 99.05 78.06 27,11 21.00 | 132.03 51.32 40.86 | 32.03 5.3 7.95
Washington, 159.19 23,77 | 135.42 | 105.15 33.38 30.26 | 167.05 68.85 50,17 (29.32 14.26 7.65
West Virginia 141.38 25.19 | 116.20 96.91 26.07 19.29 | 136.55 52.19 40.89 [27.18 19.82 8.86
Wisconsin.. .. 157,05 15.98 | 141,08 | 120.76 61.81 20.32 | 162.26 61.59 46,79 | 30,50 11.16 10.60
WYOmiDg. . vvvesaeisnnanans « | 222.80 77.70 | 145.09 | 105.27 57.48 39.82 | 209.98 74,50 57.89 | 71.20 8.44 14.71

Note: Because of rounding, detail may not add to totels,

These data are estlmates subject to sampling variation

SOURCE: U, S. Bureau of the Census, GOVERNMENTAL FINANCES IN
1963, p. 50.



There are, however, two offsetting considerations which set at least
an upper limit to this source of revenue. Insofar as the liquor tax is paid
by residents, the regressive nature of the tax must be considered. A lower-
income family spends a higher percentage of its total income on liquor, on
the average, fhan does a higher-income family. Perhaps it should not be
so, but it is. We tend to think of liquor as a luxury and perhaps, in 4a .
physiological sense, it is. Yet it is established that some pedple will
continue consuming this luxury while cutting down on necessities for them-
selves and their family. The demand is much more inelastic than we might
expect; higher prices (including taxes) do not discourage consumption as
much as one might expect in the case of a luxury. Thus, in fact, higher
liquor taxes tend to impose a greater relative burden on lower- than on

higher-income families. (1)

The other factor is that liquor is highly portable in small quantities.
Visitors who come in for short trips from other states can "bring their own"
if the liquor tax is lower there. As may be seen in Tables 218 and 219,
this is not a serious threat at present. Upper limits to liquor taxation are
evident from these tables, however, from a competitive point of view, It
is not desirable to encourage visitors to bring a suitcase full of liquor; it
is far better to encourage them to bring a suitcase full of money to spend

in Nevada.

The present tax rates are $1.40 a gallon for distilled spirits, 50¢ a

gallon for fortified wines and 6¢ a gallon for beer(.z)Liquor taxes and

(1)

See the analysis and references in Ellis T, Austin, CALIFORNIA EXCISE
TAXES ON CIGARETTES, ALCOHOLIC BEVERAGES, AND HORSERACING. (State
of California Assembly Interim Committee on Revenue and Taxation 1964)

Commerce Clearing House, Inc., STATE TAX GUIDE: NEVADA, par., 620,

p. 556 (1964). The specific rates for liquor are: 1/2 of 1% through 14%
alcohol, 30¢ per gallon; more than 14% through 22% alcohol, 50¢; over 22%,
$1.40. Licenses range from $15 to $500.
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TABLE 218

TAX RATES ON DISTILLED SPIRITS FOR STATES WITH LICENSING SYSTEMS, AS OF JANUARY 1-1953 THROUGH 1964

(dollars per galion)

States 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 1964
n.8. n.8. 3.50 4.00 4.00
1.20 —— o - - 1.44 1.44
2.50 2.50
.80 1.50
1.60 1.80
1.00 2.00
1.00 1.15
.75 1.50
2.17 2.50
1.00 1.00
1 2
1.00 1.52 -
2.08 2.08
1.00 1.20
1.28 1.28
1.58 1.68
1.25 1.50
2.25 2.25
2.75 2.875
.80 1.20
1.20 1.60
.80 1.40
1.50 1.80
1.30 1.50
1.50__ 1.50
2.50 2.50
—_ 2.40
1.50 2.00
South Carolina.. 2.72 2.72
South Dakota..uo oo 75 1.25
2.00 2.50
1.408 1.68
2.00 2.25
NOTE: A blank space (...... ) indicates no rate chanqe since previous rate shown. A dash (—) indicates no tax was in effect as of January 1. n.a—Dafa not available.
SOURCE: Advisory Commission on Intergov tal Relations. Taz Overlapping in the Umited States, July 1964, p. 198. 1 IEZO °£ wto%zi}i price.
A ~F whel Bace.

SOURCE: Ellis T. Austin, CALIFORNIA EXCISE TAXES ON CIGARETTES,
ALCOHOLIC BEVERAGES AND HORSERACING, p. 37. (State of
California Assembly Interim Committee on Revenue and
Taxation, 1964).



SOURCE:

TABLE 219

STATE TAX RATES ON BEER, JANUARY 1, 1964 °
(per barrel)

Less than $1 $1 to 82 $2t083 $3to 84 $4t0 86
Maryland California Arizona Kansas Arkansas
Missouri Colorado C ti Mi Idabo
Wyoming Illinois Delaware New Hampshire | Texas

Montana Indianat Tennessee? Utah
Nebraska Towa Virginia
Nevada Kentucky West Virginia
ew Jersey Massachusettat
New York New Maexico
Oregon Ohio
Rhode Island® Pennsylvanis
‘Washington
‘Wisconsin
- District of Columbia
Total.. 3 Joeme JERES & 25 DOOORRUUI IO, 10 4 famome ]
16 percent of
$6 to $8 $8 to $10 $10 to $12 $12 to $14 wholesale price
Alaska Florids Louisi: Alab Hawaii
Mainet Georgia North Carolina Missisaippi
Michigan South Dakota Oklahoma South Carolina
North Dakota”
Vermont
Total__.._.... L2 DR k: 2 IO k2 AU k< 2 IO 1

1 Montana, Virginia, Washington, and West Vi tax light beer only, and Kansas and Oklahoma tax strong beer
only The rates for Minnesota, North Dakots, ucL Dakota, and Utsh included in the table are thoss applical

ng beer.
2 Includes in addition to excise taxes of 8¢ per gallon, an enforcement tax of ¥ of 1¢ per gallon.
3 The t.ax on sales of beer at wholesale is 17 ycrcent of the wholesale price.
¢In every which is licensed by any city or town to sell aleohalic bever-
ages, except certain corparations and cma.m veterans' organizations, are taxed on the groas receipta from the sale of
alcoholic beverages at the rate of one-fourth of 1 percent, plus 23 percent surtax.
& Malt beverages imported into the state are taxed on the basis of reciprocity. The current rate, as fixed by the Liquor
Control Commission, 1s $1 per barrel.
¢ The tax on malt liquors mmufnctured in the state is 514¢ per gallon,
7 Includes additional taxes scheduled to expire on July l. 1967 5 5
SO]IgI&C : Advisory C on Interg Taz Querlapping in the United States: 1964, July
p- 199.

Ellis T. Austin, CALIFORNIA EXCISE TAXES ON CIGARETTES,
ALCOHOLIC BEVERAGES AND HORSERACING, p. 40. (State of

California Assembly Interim Committee on Revenue and Taxation,
1964).



licenses yielded $3.4 millions in the fiscal year 1966 and are estimated to

yield $3.7 millions in the fiscal year 1967, as shown in Table 208.

In making projections for the next decade, we assume that liquor tax
revenues at existing rates will rise at a 10 percent annual uncompounded
rate. We assume also that increased rates of taxation will result in an’ onlsr
slightly less than proportional increase in revenues, specifically, that a -
50 percent increase in rates will result in a 45 percent increase in revenues
and that a 100 percent increase in rates will raise revenues 85 percent.
That there will be some such dampening is a result of the same factors as
in the case of sales and use taxation - the budgetary, avoidance and
evasion effects discussed above. Dampening is assumed to be less severe
than for taxable sales as a whole because of the relatively strong attach-
ment to this commodity within moderate price ranges as indicated earlier
in this section. The projections can readily be modified to give weight to

other possibilities if desired.

The resulting figures are as follows, based on fiscal year 1966
estimates of $3.4 millions:

In millions of dollars

1967-68 1970-71 1975-76
At present rates 4.1 5.1 6.8
At rates 50 percent higher,
with 45 percent assumed
increase in yield
Totals 5.9 7.4 9.9
Increments 1.8 2.3 3.1
At rates 100 percent higher,
with 85 percent assumed
increase in yield
Totals 7.6 9.4 12.6
Increments 3.5 4.3 5.8

The amounts designated above as increments are used later when presenting

alternative programs for filling the revenue gaps.
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CIGARETTE TAX AND LICENSES

Cigarette taxes have many of the ecoﬁomic and social characteristics
of 1iquor taxes, discussed above. There ié the additional factor introduced
by the medical evidence of recent years to the effect that cigarette smoking
may lead to cancer and heart ailments. This may strengthen the justifica-
tion or rationalization for higher cigarette taxes. It has not, however, .
appreciably altered the strong attachment of cigarette smokers to their habit
in face of price increases; hence the economic analysis is unchanged and

remains much like that for liquor taxes.

The cigarette tax in Nevada is derived through the sale of stamps.
The rate is 7¢ per pack. The proceeds are apportioned as follows: 30 percent
to the general fund of the State; 64.5 percent to cities and counties according

to population; and the remaining 5.5 percent to counties of origin.(l)

There may appear to be waste motion in the fact that the State returns
some of the cigarette tax to the counties and the counties collect some of
the property tax for the State. A plausible suggestion would be to allocate
each tax to one level of government. The crdss—relationship, however, does
have an advantage in that it gives each a stake in two types of taxes instead
of one, thereby "spreading the risks"”, so to speak, and making each less
reliant on the particular economic forces that might affect property values
but not cigarette consumption, or vice versa. Some additional flexibility
was evidenced in 1965 when the Legislature returned 36 percent of the
State's share of the cigarette tax to the cities and counties (and increased
general fund revenues by imposition of the casino entertainment tax and
designated the receipts from real estate and savings and loan levies as

general fund revenues).

(1) NEVADA REVISED STATUTES, Chapter 370.
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Cigarette taxes and licenses yielded $1,629,000 in the fiscal year
1966 and are estimated at $1,678,000 for 1966-;67. We assume, as in the
case of liquor, a 10 percent annual rate of incfease uncompounded. With
respect to possible increases in rate of taxation, however, it appears that
the tax in Nevada is relatively high compared with other states. (See
Table 220.) Increases within the range of feasibility might be 1¢, 2¢ and -
3¢ a pack. These would represent increases of 14.3 percent, 28.6 percent
and 42.9 percent, respectively. The resulting rise in prices that would
occur (even if producers and sellers should absorb some of the cost by low-
ering their prices) would lead to some dampening of demand, as discussed in
the section on liquor taxes. We accordingly assume that the increased
revenues resulting from the higher rates will be 12-1/2 percent, 25 percent
and 37-1/2 percent, respectively. These are, of course, only arbitrary

assumptions based on a judgment as to what is likely to occur.

In the following projections we limit the possibilities to increases of
1¢ and 2¢ a pack with corresponding percentage increases in license fees:

In millions of dollars

1967-68 1970-71 1975-76
At present rates 2.0 2.4 3.3
At 1¢ a pack higher,(l) with
12-1/2 percent increase
assumed in yield.
Totals 2.2 2.7 3.7
Increments 0.2 0.3 0.4
At 2¢ a pack higher,(l) with
25 percent increase
assumed in yield.
Total 2.5 3.0 4.1
Increments 0.5 0.6 0.8

Corresponding percentage increase in license fee assumed.
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SOURCE:

NOTE:

STATE CIGARETTE TAX RATES

(per pack of 20 cigarettes)

DECEMBER 1964

TABLE 220

No tax 2¢ 244¢ 3 3.9¢
North Carolina Arizona Kentucky California Hawali
Oregon District of Columbia Colorado
New Hampshire
Virginia
4 5¢ 6¢ 7¢ 8¢
Mlinois Delaware Alabama Idaho
diana Iowa Arkansas Michi Florida
Missouri New York Connecticut Pt Georgia
Wyoming Ohio Kansas 01 akota Louisiana
South Carolina Mains Oklahoma Minnesota
Maryland Tennessee Montana
. h ‘Washingt New Jersey
Nebraska New Mexico
9¢ South Dakota Pennsylvania
West Virginia Rhode Island
.. Texas
Mississippi Ttah
Vermont
Wisconsin
JANUARY 1950
No tax 1¢ 2¢ 244 3¢
California West Virginia Arizona New Hampshire Alabama
Colorado .)elaware Connecticut
Maryland Idaho
Missouri .Kencucky Tlinois
North Carolina Montana Indiana
regon Obio
Virginia Utah ichi
Wyoming brash
Nevada
4¢ 5¢ 8¢ New Jersey
New York
. Rhode Island
k Florida Lovisiana South Ci
sine Georgia South Dakota
Massachusetts [ennessee
ississippi North Dakota Texas
New Mexico Oklahoma Wisconsin
Pennsylvania
Vermont
‘Washington

SOURCES: (1964) Federation of Tax Administrators, Taz Administrators News, September, 1964, and subsequent i uaues.
(1950) California, Senate Interim Committee on State and Local Tazation, State and Local Tazes
California: 4 Comparutm Analysts, p. A-465.

Ellis T. Austin, CALIFORNIA EXCISE TAXES ON CIGARETTES,

ALCOHOLIC BEVERAGES AND HORSERACING, p. 24.

(State of

California Assembly Interim Committee on Revenue and Taxation,

1964).

This table lists taxes applicable as of 1964.

Since then several

states have increased the tax rate on cigarettes but Nevada still
ranks near the top.
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The amounts designated above as increments are used later when presenting

alternative programs for filling the revenue gaps.

FEES AND SIMIILAR CHARGES

The fee structure in most state and local governments is a hodgepodge.

Nevada's is no exception.

The theory of fees has been neglected in both economic thinking and
fiscal practice. The structure of fees and similar charges, including
licenses, fines, permits and service charges, reflects this. Any attempt
even to get a complete list of all fees charged in the State would be a major
undertaking. So would any effort to organize the fee structure and bring it
up to date. The main problem arises from the fact that fees tend to remain

unchanged for long periods, and do not reflect the cost - let alone the value -

of the service rendered.

Some of the revenue in this category has already been taken into
account in considering gaming, liquor and cigarette licenses. Referring

back to Table 208, we find the following amounts in addition:

Actual Estimate Estimate
1959-60 1965-66 1966-67

Licenses (excluding gaming, $ 817,121 $1,458,955 $1,514,741
cigarette and liquor)

Fees and fines 223,867 360,600 371,700
Charges for services 195,347 330,500 336,000
Totals $1,236,335 $2,150,055 $2,222,441

The increase in revenue over the period under study has averaged 10 percent

a vear uncompounded, but is volatile.

The amounts are sizeable, both absolutely and relatively. Subject to
what a detailed examination might find, rate increases averaging up to 100

percent might be considered within the realm of feasibility. Higher rates
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in this range should have no dampening effect on volume of receipts because
the charges are generally small relative to the value of the privilege granted
(such as marriage or doing business) or service performed (such as hospital

care).

Based on the 1965-66 figure, and assuming a continued increase of
10 percent a year uncompounded, revenues may be projected as follows:

In millions of dollars

1967-68 1970-71 1975-76
At present rates 2.6 3.2 4.3
Increments (used later when
presenting alternatives for
filling the revenue gap)
At 50 percent increase 1.3 1.6 2.2
At 100 percent increase 2.6 3.2 4.3

Although a straight across-the-board increase was assumed in the
foregoing projections, a thorough reexamination of the fee structure might
reveal that some fees should be increased five- or ten-fold, and perhaps
some should be lowered. The principles that might guide such changes
are complicated but may well yield substantial returns in a more productive
and more equitable fee structure. It has recently been proposed that there
be five "canons" in setting state fees in addition to the four "principles"”

that may be borrowed from the field of taxation.(l)

The four borrowed principles, in oversimplified form, are:
(1) Neutrality - minimize interference with the operation of the free

market.

(1)

See three studies by Alice John Vandermeulen: (a) "Five Canons for Setting
State Fees", WESTERN ECONOMIC JOURNAL, Summer 1966, pp. 216-220;

(b) "Reform of a State Fee Structure: Principles, Pitfalls, and Proposals for
Increasing Revenue", NATIONAL TAX JOURNAL, December 1964, pp. 394-402;
(c) CALIFORNIA'S FEE AND LICENSE STRUCTURE: 1964. (State of California
Assembly Interim Committee on Revenue and Taxation 1964)
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(2) Benefit - charge full cost for benefits received.

(3)  Ability to pay - allow for inability of some persons to pay for needed
services.

(4) Penalize luxuries - like alcohol and perhaps even unnecessary use

of automobiles.

The five proposed canons for fee-setting, again oversimpliﬁed fof

our use, are:

(1) Fees should resemble prices rather than taxes.

(2) Fees should meet governmental objectives rather than being used
indirectly as a method of subsidizing one special interest group at the
expense of another.

(3) Fees, as a general rule, should be applied without special exemptions
("such as California's somewhat terrifying gift of free hunting
licenses to the blind"). 1)

(4) Cost of administration of the fee program should be covered, neither
more nor less.

(5) There should be conformity between the fee and tax-expenditure

structure of the state as to the degree of progressivity or regressivity

involved.

These principles and canons may be kept in mind in any revision of

Nevada's fee structure, whether on a piecemeal or comprehensive basis.

There is one consideration that may warrant a somewhat different
approach to fee-setting in Nevada compared with other states. This is
the fact that Nevada's laws provide for certain types of business (such

as the casinos) and certain liberal features (such as in connection with

(1)

See Alice John Vandermeulen: "Five Canons for Setting State Fees",
WESTERN ECONOMIC JOURNAL, Summer 1966, pp. 219.

48



marriage and divorce) not generally found in other states. Although a
"fee" that is simply a fee should cover only'the cost of rendering the
ser\}ice , it may also be regarded as the exaction of a monopoly price for

a privilege granted by the State. In that case, the fee may far exceed

the cost of granting the privilege and may be more closely related to

the value of the privilege granted. The gaming licenses imposed by the .
State are of this nature, hence are appropriately included with gaming
taxes. It might be felt, in addition, that the State should charge more
fully for the privilege of getting married and divorced in Nevada (with

"full faith and credit"” throughout the country and much of the rest of the
world), with a relatively small amount of red tape and enjoying a honey- <
moon or residence, as the case may be, at hotels that (because of gaming
and entertainment) offer unusual attractions for the room rates charged.
Legalization of marriage and divorce is a state monopoly; it is undoubtedly
feasible, and may be wise, to charge a monopoly price for the service

rendered, namely, for the privilege granted.

INSURANCE PREMIUM TAX

The insurance premium tax produced revenues ranging from $868,000
in the fiscal year 1960 to an estimate of $1,925,000 in the fiscal year 1966,
as shown in Table 208. Because of complicated problems of interstate re-
ciprocity, We have not projected a change in this tax.

* * *

Although every tax hurts - and an increased tax hurts even more -

it is evident that a considerable amount of additional revenue can be derived

from existing taxes through higher rates. The study of the economic limits of

taxation is probably the most inexact science there is., Whether based on

art or science, however, the foregoing analyses of the major sources of revenue

suggest that moderately higher rates, at least, could be emploved in several of

the taxes considered without significantly harmful effect to the taxpayers
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involved or to the State's economy. Whether increased outlays are actually
needed and, if so, who should bear the burden bf providing the increased
revenue, are questions that go beyond the scope of this study. Various alter-

natives are presented later in Chapter IV.

In addition, new taxes offer another source of revenue. These are

considered in Chapter III.
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III. NEW SOURCES OF TAX REVENUE

The growth of outlays may be at such a rapid pace that new sources
of revenue will have to be found to fill the gap. Mere increases in the rates of

existing taxes may reach the point of diminishing returns. An increase in rates

beyond a certain point will kill the goose that lays the golden egg. Even long’ - -

before this point is reached, higher rates of existing taxes may have such
unfavorable effects on the State's economy that it would be unwise to exploit

existing revenue sources further.

As a general rule, diversification of revenue sources has merit in
that it reduces the chance of unduly hurting a particular industry or line of
activity. There are occasionally some overriding considerations that warrant
special encouragem’ent to some industries and discouragement to others. By
and large, however, a variety of moderate taxes on many industries and
activities runs less risk of harmful economic impact than a concentration of
heavy taxes on one industry or activity. Even though all taxes tend ultimately
to be dispersed throughout the economy, the initial impact and the process of TS
dispersion might have serious consequences. Thus the State should at least
study other sources of revenue before carrying the exploitation of existing
sources to the point where, say, a doubling or tripling of rates is seriously

contemplated.

As indicated in Table 221, there are several sources of revenue that
are employed in other states and not in Nevada:
Capital values franchise
Corporation income
Individual income
Stock transfer

Recording documents -~
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Estate, gift and inheritance
Admissions and amusement(l)
Chain store

Timber.

Each of these provides some possibility of revenue and could be
resorted to in case of need. We will pay special attention, however, only to
the following:
Corporation income
Individual income
Estate, gift and inheritance.
Income taxes are widely used by other states and cannot be dismissed without some
consideration of their potentialities for Nevada. The gratuitous transfer tages offer
no burden whatever to Nevada taxpayers if confined to the federal tax credit. We

would be remiss indeed if we failed to explore that possibility fully.

One caution may be sounded with respect to any new taxes. A con-
siderable time lag may be involved, especially if a constitutional change is
required (as in the case of death taxation). New taxes should probably not be

counted on before the fiscal year 1969.

In this chapter we shall explore:
1. Taxation of individual and corpcrate incomes
2. Projection of revenue from an individual income tax
3. Projection of revenue from a corporate income tax

4, Death tax.

(1) Although there is now a casino entertainment tax of 10 percent, replacing the
federal levy.
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TABLE 221

All States Tax Chart

luss Corp.  Inglvid, Tangisle  latan- Stock  Recording
stite D Tooasd> c:‘;rz;l:e luc:n l::c'm Sules Us2  Persomalty gibles  Tramsfer Dotuments

Alshama ..evcee. @ o o ® ® * ® )
Alaska ..icevene ® [ ] (10) [ ©

ATIZOBR +.ivvennn. ° o ” ° ® o (5)

Arkansas ....... © © o ®© [ ] o ©

California ...... ® ] ) ® ° o (12)

Colorado ........ @ [ ] ® ® [

Connecticut ..... € ® ) o(7) e °

Delaware ....... @ [ ® 4)

Dist. of Columbla ° o8 o © [ ] [
Flortda ......... © [ ] [ [ ] e(12) ¢ [ ]
Georgia ..cevvvee O [ [ © . (] 0(12)

Hawall ....cov0.. [ ] [ ] [ ] ©

Idaho ...... veees @ [ ® o (21) ©(21) o

linofs ......... @ o) e (] [ ]

Indana, .ceevaen. ® ® ® ] 0(13) o(2) o(13)
Iowa .evieens ) © ® ) [ ©(12)

Eansas voeeseses © ° ¢ © ° [ e (12) 0 (17)
Kentucky ...... . e ® ® [ ® -] e (12)

Louislans ....... © e ) ) ° ° ) ¢ (18)
Maine ....o00.0. & e ° [ ]

Maryland ...... . ® © © o [ [} ©(12) ®
Massachusetts ... © o ® [ ] [}
Michigan ....... ° 3) 3) ° ° ° o (12)
Mionesota ..o.v.. © (-] ] [ J
Mississippl ...... @ [ J [ ] © [ [ L]

Missourf ........ © [} ] [ ® o © (12)

Montana ....... ) © [ 9 (12)
Nebraska ....... © ) 0 (12)

Novada ...eevese ) ® ) © (20)

Now Hampshire.. @ ©(9) [}

New dersey ..... [ © ®(16) [ ]

New Mexico ..... ® N @ © L} [ [ ]

New York ....... [ ® 08 0(22) 0(22) Y Y
North Carcllna .. o [ ] © o ® o o (12)

North Dakota ... ® [ ] [ © o ®

Ohlo .ccviveseee ® [ o [ ] o {12)
Oklzhoma ....... @ ) ° © . ® ® (12) °
Oregos v..c.oeeevs @ [ ] [ ©

Pennsylvania .... @ ) ° © e (12) ®
Rhode Island .... @ e N o(7) e o (19) o(12)

South Caroline ... @ -] [ ° [ ) e(3) o ©
South Dzkota ... [ ° [ ] 0 (12)
Tennessee ....... © o o9 o ° ) ) ]
TOXAS eoevveeess ® [ ] [ ] [ 4 L ®

Utah ...ovveenns e ® . ° ]

Vermoat ........ [ ® ©

Virginia ...c0... o . ) (1) ® o (12) )
Waslhington ..... ° [ ° [ °
West Virginia ... @ [ ° ) ° e (12) )
Wisconsin ,..... © -] [ ] © )

Wyoming ....... [} [ ] [ ] o -]

NOTES: The bullet (@) indicates that the tax is imposed.

Under “Franchise” are included taxes based on anything but income, for
the privilege of being or operating as a general business corporation within
the state. Franchise taxes based on income are covered under “Income”.

Under “Property” taxation of realty is not indicated since every state per-
mits the taxation of real estate locally. Under “Intangibles” where footnote
does not indicate that a special low intangibles tax rate or a special low
valuation is permitted, intangibles theoretically are taxed at the general
property tax rate and valuations. Actually, however, because of difficulty

of enforcement, it is doubtful if much tax is collected on intangibles in those
states.

Under “Admissions and Amusements” are included not only taxes on ad-
missions price but taxes or fees determined by gross receipts or seating
capacity. In some instances the tax is imposed under the state sales tax.



TABLE 221
(continued)

All-States Tax Chart

fnherits  Motor Admissions Chain
State  IHToxes-)- Estate  6it incel Fuel & Amusement Store  Tobacco Nlasrals Thaber

Alabama ,....... @ ® L] [ ] ° ‘e ®
Alaske Jiiiviies O [ ] [ ] [ J [
Arizona ........ © ® ¢ (15) ° °
Arkansas ....... @ L] e (15) ™ e °
California ....... @ [} © (] [} °
Colorado ....veev ® [ ] [ ® [ ] [ ©
Conpecticut ..... @ [ ] ® [} [}
Delaware ....... © © [ ] ®

Dist. of Columbia. ¢ [ [ ] [ ]

Florlda ......... @ ° e(15) e [ [
Georgia ........ @ . o (15) L) L]
BHawail ......... @ ) ° © (15) °

¥A2h0 sereencieer © -] ® ® -] [ ] [ J
Dinois ..evv.... © [ ] [ ] ]

Indizna ......... @ ° . ©(15) ° )

Jowa ........... ® ° ® e(15) o ®

Kansas ......... © ° © o (15) ) ]
Kentucky ....... © ° ® e (15) ® e
Youlsiana ....... © o ® ® ©(15) e ° © ©
Malne ...oeven.. @ ° © ° L4
Maryiand ....... © [ (] ® L]
Massachusetts ... @ ° [ ] ® L]
Michigan ....... @ ° e o [
Minnesots ...:... @ ° [ ® L) L ®
Mississippt ...... @ ° © ® )
MisSOur! ceive... € ° ° © (15) ] L]
Moniang seeise.s @ [ ] ® ® ] (]
Nebrasha .c..... © [} [} [ [
Novedas coceaness [ [ ] ©

Now Hampshira . 9 © ® ©

New ce veses @ [} © ©

NewMex:Iec{) ciees @ ° ° e (15) ° ® °
Now Xork ....... © ) ° °
North Carolina .. @ ® [ ] e e 0 O o o
North Dakota ... @ ° o (15) @ °

OhIo .v.vvevereee © o (-] (]

OXklahoina ...... © . °© o (15) ° ®
Oregen svevvenee. © [ [ o ’ [ ]
Pernsylvenia ,... € © [ ] [}

Rhode Islard .... © ° o e o (15) o

South Caroling .. € [ © ©(14) o

South DaXots ... ® ® o (15) ° [
Tennessed w..v-. @ L4 [ 2 [ J (] [} (4 o
TERLY cevranreees © o (-] [ ] ® [ -]

CTieh vireesine.. © °® o (15) ) ]
Vermont covevees © (] ® ©

Virginia veeeerene © ® © © ) ° ®
Wazshingten ..... @ © [-) [ ¢ (15) [ [
West Virginia ... o ° 6(15) e ®

Wiscorsin ...... © @ 3 o ® e(11) ¢
Wyoming ....... ® °o © o (15) ° ©

FOOTNOTES:

(1) Va.—License tax imposed on wholesalers, retailers and manufacturers, (2) Ind.—
Unpaid annual intangibles tax must be paid before stocks can be transferred. (8) Mich.—
Tax i3 on business gross receipts. (4) Del.—Tax based on gross receipts or purchases
(retalling and wholesaling), (5) Ariz. & S.C.—Law on books apparently unenforced. Gross
income tax imposed only on corporations. (6) Ill.—Tax is on retailers; based on gross
receipts. (7) Conn. & R.I.—Gross income tax on unincorporated businesses also imposed.
(8) D.C. & N.Y.—Net income tax imposed on unincorporated business also. (9) N.H. &
Tenn.—Tax is on income from intangibles only. (10) Alaska—License tax on business;
based on gross receipts. (11) Wis.—Low grade iron ore property. (12) Intangibles taxable
at lower value or lower rate than other property. (13) Ind.—Annual document tax is im-
posed in lleu of property tax on intangibles. (14) S.C.—Chain store tax part of sales and
use tax law. (15) Amusements are taxable under gross income, gross receipts or sales
tax laws. (16) Tax applies only to commuters in the ‘“critical” transportation area
(N.Y.-N.J). Ka.n.—-Mortgages and instruments creating liens. (18) La.— eff. 1-1-65
to 6-30-65. (19) R.1.—Only cities and towns can levy tax. (20) Nev.—Nearly all intangibles
exempt by law. (2i) Ida.—Tax eff. 7-1-65. (22) N.Y.—Tax eff, 8-1-65.

SOURCE: Prentice-Hall, Inc., STATE AND LOCAL TAXES,
ALL STATES, Unit, Vol. I, pp. 103-105, par. 101,
Copyright 1965 Prentice-Hall, Inc.



TAXATION OF INDIVIDUAL AND CORPORATE INCOMES

In looking over the list of taxes used in other states, as shown in
Table 221, one of the more common taxes not used in Nevada is the income
tax, individual and corpcrate. Nevada is one of the few states not using
this source of fevenue. The State undoubtedly derives favorable publicity
from the fact that it has no income tax; and some industry and individtial_s

are undoubtedly attracted thereby. .

In looking to the uncertain future, however, with its possibly enlarged
demands for public services — also necessary to attract and keep industry
and individuals — a productive revenue base like income cannot be ignored.
If the choice turns out to be between taxing income or imposing higher taxes
on sales and gaming, there may be an issue as to which is the better - or
least bad — method of deriving the needed revenue. After a certain point,
practically any tax can have harmful effects on the economy. It may be
necessary to choose the lesser of two evils; and that may turn out to be an

income tax. At any rate, this source of revenue merits consideration.

One of the most serious objections to any state income tax — apart
from the fact that it extracts money from the taxpayer — is that it involves
filling out more forms, and it creates confusion with the corresponding
federal forms. This is because of the lack of conformity of state income
taxes with federal income taxes. Taxpayers object not only to the necessity
of paying the tax but, even in cases where rates are low, object even more
to the necessity of filling out the state forms and all the related schedules.
Most states have their own definitions, rules and regulations and set up
their taxes with their own schedules. This necessitates expenditure of
time and sometimes money on the part of the taxpayer, to say nothing of
the cost of administration involved in having a staff for collection, auditing

and enforcement. It is difficult at this late date to achieve conformity in
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most states becau.se the various state provisions and interpretations (at
variance with the federal) are so well ingrained and the bureaucracy is so
well entrenched. State legislators have also felt that lack of conformity is
justified insofar as it reflects the peculiar problems and wishes of the
particular state as opposed to the averaging effect of congressional action
or, even worse, the pressures of groups remote from the state involv'edf

Yet the costs of nonconformity are high.

Nevada has a great advantage in that it has no income tax. Hence it
can begin in an ideal way — ideal for both the State and the taxpayer. This

is to begin with full conformity with the federal income taxes.

The taxpayer would compute his taxable income only once — for the
federal goverflment. He would then work out his federal income tax
liability, as he does now. After that he would simply pay to the State of
Nevada a certain percentage, say 5 percent or 10 percent, of his federal
tax liability. Federal definitions, rules, regulations and interpretations
would automatically apply because they would be involved in the calculation
of taxable income and tax liability. In fact, it may be possible to arrange
by contract that the Internal Revenue Service would handle all aspects of
collection, auditing and enforcement of the State tax. At the present time,
interchange of information and tax returns is possible between federal and
state officials where a state income tax exists. Federal administration of
the state tax — if desired - is only a step away. Since no income tax
bureaucracy now exists in the State service, the possibility of this
economical arrangement should not be dismissed lightly. In any case, the

amount of administration involved in the percentage plan proposed here is

minimal. The net returns after cost of administration would be high.
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A plan of this sort exists in Alaska. That state imposes a percentage
tax on the federal tax liability. An unfavorable 'consequence of the plan has,
however, been experienced by Alaska; the reveﬁue would automatically go
down when the federal rates are cut, as they were in 1964. Such sudden
decreases or increéses in revenue can be offset by changing the percentage
applied to the federal levy, but some delay is necessarily involved in thisl
The important thing, however, is that the taxpayer is not confronted‘with

two sets of tax rules.

Details of Alaska's income tax plan may be suggestive of the approach
that might be used in Nevada. Alaska personal income tax is 16 percent of
the federal income tax, and the corporation income tax is 18 percent of the
federal tax. The Alaska tax was enacted in 1949 and has been revised

several times since then. The law of 1961 appears on the following page.

To reduce vulnerability to tax cuts and tax increases, Alaska decided
in 1964 to specify its own detailed schedule of rates which worked out to
16 percent and 18 percent, as before, on the old federal schedule, namely, et
the one befeore the tax cuts of 1964. The federal definition of taxable income
was retained in all respects. In this way, Alaska became invulnerable to
changes in federal tax rates. It does, however, remain vulnerable to
changes in federal definitions and deductions, such as accelerated
depreciation. On the other hand, thé federal investment tax credit, being
a "credit", does not involve taxable income and leaves Alaskan revenue

unaffected.

Complete uniformity with the federal tax is impossible because there
has to be an allocation of income earned in various states. A state cannot
impose a tax on all the income earned by a corporation doing business in

various states, but only on the allocable portion. This is a problem for T

55



CHAPTER 55
AN ACT

Relating to the net income tax; amending Subsce. A of Sec. 5, Ch. 115, 8LA 1949 as last
amended by Ch. 181, SLA 1957; amending Subsec. B of Sec. 8, Ch. 115, SLA 1519 as

last amended by Ch. 21, SLA 1959.

Be it enacted by the Legislature of the
State of Alaska:

Section 1. Subsec. A of Sec. 5, Ch. 115,
SLA 1949, as repealed and re-enacted by
Ch. 132, SLA 1951, as amended by Ch. 188,
SLA 1955, as repealed and re-enacted by
Ch. 64, SLA 1957, and as amended by Ch.
181, SLA 1957, is amended to read:

Sec. 5. Tax on Individuals, Fiduciaries,
Corporations and Banks.

A. General Rule. There is hereby
levied and there shall be collected and
paid for each taxable year upon the net
income of every resident and non-resi-
dent individual, fiduciary and bank re-
quired to make a return and pay a tax
under the Federal Income Tax law, a
tax equal to 16 percent of the total in-
come tax that would be payable for the
same taxable year to the United States
under the provisions of Chapter 1 of
subtitle A of the 1934 Internal Revenue
Code, Public Law 591, 83rd Congress,
2nd Session, as amended, upon all in-
come derived from sources within the
state, without benefit of the deduction
of the tax payable hereunder to the
state: Provided, however, that there is
hereby levied and shall be collected and
paid for each taxable year upon the net
income of every resident and non-resi-
dent corporation required to make a re-
turn and any tax under the Federal
Income tax law, a tax equal to 18% of
the total income tax that would be pay-
able for the same taxable year to the
United States under provisions of Chap-
ter 1 of Sub Title A of the 1954 In-
ternal Revenue Code, Public Law 591,
83rd Congress, 2nd Session, as amended.
upon all income derived from sources
within the state without benefit of the
deductions of the taxes payable here-
under tc the state: Provided, however,
the following exceptions. modifications
and additions to the general rule shall
apply:

(1) All taxpayers whose income in-
cludes a cost of living allowance which
is exempt from the Federal Income Tax
shall determine and include such amouat
as part of their income as if such cost
of living allowance had not teen exempt.

(2) Standard exemptions, credits and
deductions may not be claimed by per-
sons who are not residents of Alaska
for the full twelve months of the tax
year and they shall be subject to the
following limitations:

(H.B. 40)

(a) Personal exemption and de-
pendency credits claimed shall be al-
lowed only in that proportion of the total
exemptions and credits as the number
of months said taxpayer is physically
present in Alaska bears to 12 months.
A fractional part of the month shall be
disregarded unless it amounts to more
than one-half of a month in which case
it shall be considered as a month.

(Y 1. Deductions claimed shall be
allowed only if and to the extent that
they are directly connected with:

a. income which arises from
sources within Alaska; or

b. property having a situs for
taxation within Alaska.

2. Contributions or gifts claimed
shall be allowed only:

a. in the amounts otherwise auth-
orized in this Act; and

b. if such contributions or gifts
were made within the tax year to
Alaska or any political subdivision
thereof for use exclusively for public
purposes within Alaska, or to a non-
profit corporation or association form-

ed and/or located within Alaska.

Sec. 2. Subsec. B of Sec. 8 Ch. 115,

SLA 1943 as amended by Ch. 188, SLA
1955 and Ch. 21, SLA 1953 is amended to
read:

B. Requirement of Withholding. Every
employer making payment of wages or
salaries shall deduct and withhold a tax
in the amount of sixteen percent of the
tax deducted and withheld under the pro-
visions of subchapter (D), Chapter 9 of
the Internal Revenue Code, except that
in the case of employees whose wage or
salary includes a cost-of-living allowance
which is exempt from the Federal in-
come tax, the amount to be deducted and
withheld hereunder shall be determined
as if such cost-of-living allowance had
not been so exempt. Every employer
making a deduction and a withholding
as outlined above, shall furnish to the
employee upon request a record of the
amount of tax withheld from such em.-
ployee on forms to be prescribed, pre-
pared and furnished by the Commissioner
of Revenue.

Sec. 3. This Act shall apply retroactive-

ly from January 1, 1961.

Approved April 8, 1961

SOURCE: LAWS OF ALASKA, 1961, chapter 55, pages 70-71.



all states, and cannot be avoided whether federal rates or definitions are
employed. Alaska has the usual task of al.location and apportionment.
There are important questions involved which cannot be dealt with
adequately here. The Congress has taken an interest in this matter in
recent years because of the possibility of multiple taxation and inter-
ference with interstate commerce. It may be that a considerable

degree of uniformity will exist by the time that Nevada enacts a corporation

income tax, if it does. (1)

The present allocation provisions in Alaska are on the next page.

A word may be said about a somewhat more complicated type of ' N
conformity, that adopted by New York State. This is just illustrative of

a type of conformity adopted by a number of states.

It is nominally an example of full conformity in that federal rules,
definitions, etc. were adopted from the beginning. New York kept its own
structure of rates and credits, and, as time has gone on, has made numerous
changes in "taxable income". TFor the average taxpayer, however, basic
conformity does exist. He has to fill out a state form applying the state
schedule to the federal tax base and taking special credits where
appropriate. Although this plan is not as simple as the Alaska plan, it
does, fof the most part, relieve the taxpayer of the burden of conflicting

definitions and interpretations.

(1)

Details of various state practices and proposed uniform laws are set forth

in Harold M. Somers and David R. Doerr, assisted by Joseph Launie,

TAXATION OF CORPORATE INCOME IN CALIFORNIA. (California: Assembly
Interim Committee on Revenue and Taxation, 1964).
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C. ALLOCATION AND APPORTIONMENT.

(1) Direct Alocation. If a taxpayer's gross income is

derived from sources both within and without the Territory, and
the part within is so separate and distinct from and unconnected
with the part without that the net income from the part within
can be ‘determined without regard to the part without, then the
part without the Territory shall not be considered in computing
the tax imposed by section 5 A of this Act [subd. A of this section],

and the special method of allecation, provided for in section 5C (2) v

of this Act [subd. C(2) of this section], shall not be used.

(2) Special Method of Allocation. If a taxpayer’s gross income is
derived from sources both within and without the Territory, and
the part within is so connected with the part without that the net
income from the part within cannot be accurately determined inde-
pendently of the part without, such as in the case of a business,
trade or profession carried on within the Territory which is an

integral part of a unitary business carried on both within and/

without the Territory, then the entire net income derived from
sources both within and without the Territory shall be computed
under the provisions of the Internal Revenue Code [26 USC § 1 et
seq.], and the net income derived from sources within the Territory
shall be equal to that portion of such entire net income that (a)
the total value of real and tangible personal property within the
Territory, plus the total wages, salaries and bonuses and other com-
pensation for personal services performed within the Territory
bears to (b) the total value of real and tangible personal property
both within and without the Territory, plus the total wages, salaries
and bonuses and other compensation for personal services per-
formed both within and without the Territory, viz:

Net income Entire net income

derived from _ derived from sources

sources within - both within and

the Territory without the
Territory

X [(@)* + (b) **]

*total value of real and tangible personal property within
the Territory plus total wages, salaries and bonuses and
other compensation for personal services performed within
the Territory.

**total value of real and tangible personal property both
within and without the Territory plus total wages, salaries,
“and bonuses and other compensation for personal services
performed both within and without the Territory.

For purposes of applving this special method of allocation “en-
tire net income” is defined to include the total of all gross income
from any source whatever, after deducting all expenses necessary
to derive said income.

R Ry E R A A T X L ]

(4) Apportionment by Tax Commissioner. If the taxpayer, upon
petition to the Tax Commissioner, as provided in section 13 of this
Act [§ 48-10-18 herein] conclusively demonstrates that because 0§/



other factors, the method of allocation hereinabove provided, re-
sults in a larger tax than in equity and good conscience he should
have been required to pay, then the tax shall be determined, allo-
cated and apportioned under such processes and formulas as the
Tax Commissioner shall provide, and the Tax Commissioner may
promulgate proper apportionment rules and regulations conform-
able with this Act [this chapter] for general application in similar
cases. In the case of two or more organizations, trades or businesses
owned or controlled directly or indirectly by the same interest, the
Tax Commissioner is authorized to distribute, apportion, or allo-
cate the tax where such action is necessary to prevent evasion of
payment.

SOURCE: ALASKA (;OMPILED LAWS ANNOTATED 1949, CUMULATIVE SUPP.
1957, Revenue and Taxation, Sec. 48-10-5, pp. 157-159.



2. PROJECTION OF REVENUE FROM AN INDIVIDUAL INCOME TAX

Income tax returns filed by individualls in Nevada for the calendar year
1964 totaled $143.7 millions in income taxes paid after credits. The

corresponding national total was $47,160 millions. (1)

Income tax reductions in 1964 and 1965 make the calendar year 1964
a difficult base for projection. The following figures (2) are, however, 6f
interest:

In millions of dollars

Net receipts from federal individual
income taxes in the fiscal year:

1964 48,697
1965 48,792
1966 (estimated) 51,400
1967 (estimated) 56,240

To arrive at a projection of federal income taxes paid, based on
individual returns filed in Nevada, the following procedures were adopted:
(1) To the calendar year 1964 figure for Nevada, shown above, $143.7

millions, a 5 percent growth rate has been added to produce an

imputed figure for the fiscal year 1966 — $150.9 millions. (In the
listing of the federal figures above it will be seen that there was
practically no increase from 1964 to 1965 and only about 5 percent

from 1965 to 1966.)

(2) To the base for projection, increases are added at 10 percent a

vear uncompounded.

(1) STATISTICS OF INCOME: INDIVIDUAL INCOME TAX RETURNS 1964, preliminary.
U. S. Treasury Department, Internal Revenue Service Division.

(2) ECONOMIC REPORT OF THE PRESIDENT 1966, page 276.
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Based on these steps the projections of federal income tax paid in
Nevada are:

In millions of dollars

1967-68 181.1
1970-71 226.3
1975-76 301.8

These constitute the amounts on which percentage rates for Nevada would,
in substance, be based. For example, a 15 percent rate of tax, applied to
the federal tax liability, would be expected to produce $27.2 millions for

1967-68.

The reader will readily understand that, in the case of both individual
and corporate income taxes, any projection is vulnerable to changes in rates,

structure or interpretation made at the federal level.

Two factors make projection of a state income tax difficult. First is
the amount of federal income tax collected, which is influenced by federal
rates, etc., as mentioned above. Second, the portion of federal income tax
contributed by Nevadans might fluctuate from vear to year. To avoid problems
that could be encountered by such variationé, the State might consider a
plan of premeditated underestimation of revenues, followed by a refund, as

illustrated in Table 222.

PROJECTION OF REVENUE FROM A CORPORATE INCOME TAX

Factors affecting the projection of corporate income taxes correspond
closely with those affecting individual income taxes. Following the same
procedures as for projecting individual income taxes:

(1) We adopt a base of $38. 6 millions for the fiscal year 1966, relying

on the following reasoning:
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TABLE 222

ILLUSTRATION OF PLAN OF CONTINGENT REFUNDS
FOR INDIVIDUAL INCOME TAX

All amounts used below are hypothetical, merely to illustrate the
concept of contingent refunds.

Nevada seeks to gain a revenue of $5, 000,000 from an individual
income tax in the fiscal year 1972. It projects a base of $241. 4 millions, on
which base

a rate of 2 percent would vield $4.8 millions

a rate of“3 percent would yield $7. 2 millions.

To provide a cushion for contingencies, the State imposes a rate of
3 percent.

Amounts actually levied produce only $6,027,000, let us say because
of a reduction in federal rates. This amount is nevertheless about 20 percent in

excess of the amount sought.

The State makes a refund to all Nevada individual income taxpayers
at the rate of 15 percent of their payments for the calendar year 1971. This may
be paid to them in cash, or they may be allowed to offset when paying taxes for
the calendar year 1972.
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Federal corporate income taxes raised in Nevada in the fiscal
year 1965 were $35.1 millions out 6f a national total of $26,131
millions. (1) (This is the most recént year for which state figures
are available.)

We add 10 percent to this amount to produce a projection for

the fiscal year 1966.

(2) We add increases of 10 percent a year uncompounded to the base to
project into future years. (Near-term projections on a national basis
are available for net receipts as follows: $25,461 millions in the
fiscal year 1965, $29,700 millions in 1966, and $34, 400 millions
in 1967. These increases substantially exceed a 10 percent annual

uncompounded rate.) (2)

The projections thus produced are:

In millions of dollars

1967-68 46.3
1970-71 57.9
1975-76 77.1

If we apply a 10 percent State tax to these projections, we obtain estimates
consistent with those made by the Fiscal Analyst in his letter to Senator
Wilson McGowan, dated December 9, 1963. His estimates of the revenue
from a tax of 10 percent on the federal corporate income tax liability for the

fiscal years 1964 through 1967 were:

(1) ANNUAL REPORT OF THE SECRETARY OF THE TREASURY ON THE STATE OF THE
FINANCES: 1965, p. 548. (Washington, D. C.: U. S. Government Printing
Office, 1966). The figures are for collection; possible refunds are neglected.

(2) ECONOMIC REPORT OF THE PRESIDENT, 1966, page 276.
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Fiscal year In millions of dollars

1964 ' 3.74
1965 B 3.92
1966 4.12
1967 4.32

We have assumed that a rate of tax from 5 to 15 percent on the féd‘éral
corporate income tax liability will cause no attrition in the base, namely,
that the imposition of a tax within this range of rates will not affect in any
way the amount of taxable income earned by corporations in Nevada or the
federal tax liability on the returns filed in Nevada. This implies that no
corporation is discouraged from doing business in Nevada because of the
tax. Whether or not this is a realistic assumption cannot be determined.

A supporting consideration is the fact that nearly half of the new tax would
be borhe by the federal government through deductibility of the State tax in

computing federal tax liability. (1)

DEATH TAX

An obvious candidate for consideration in searching for new sources

of revenue is some form of death tax, Nevada being the only state in the

Union that imposes no such tax (and proud of iti). We are well aware of the

strong feelings that exist against any such tax, as embodied in a constitu-

tional prohibition, and confine our attention to one very special type of

(1)

This point is discussed more fully in an earlier section of this report. No
allowance is made here for the fact that deduction of the State tax would
reduce the federal liability, hence the yield of a tax based on the federal
liability. Nor do we go into the subject of shifting of the tax except to say
that logic and evidence suggest that some shifting occurs under realistic
conditions. See Harold M. Somers and David R. Doerr, THE CORPORATE
INCOME TAX IN CALIFORNIA, pp. 13-28 {cited above).
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death tax which yields revenue to the State without imposing any burden
whatever on anyone in Nevada. This is a téx that is limited to the amount

that the federal government will credit against its estate tax.

As indicated in Table 223, the following states have death taxes that
merely provide for the federal credit for estate and inheritance taxes paid to
the states:

. Alabama

. Arkansas

. Tlorida

. Georgia

Mississippi.
The imposition~ of these state taxes imposes no burden whatever on the tax-
payers in those states. 1 The federal government bears the entire burden by
giving the taxpayer credit of an equal amount on his federal tax return. 2
state death tax of this sort is thus not really a tax at all. It may be more

accurately referred to as a "federal pick-up credit."

The statutes involved are very simple in most cases. The Florida law,

for instance, reads as shown on the next page.

QOur first task is to attempt an estimate of the yield from a death tax
in Nevada in fiscal 1966 on the assumption that there had been in existence
a tax of the type used in Alabama, Arkansas, Florida, Georgia and Mississippi.

With that as a base, projections can be made into the future.

(1)

Giving credit for state taxes paid reduces federal revenue, hence imposes a

burden on federal taxpayers generally. Those in Nevada who pay federal =

taxes would be affected to an insignificant extent, however, by the granting
of a State death tax credit on the federal estate tax return.
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FLORIDA

CHAPTER 198
INHERITANCE AND ESTATE TAXES

{1 1101] Definitions

198.01 When used in this chapter the term, phrase or word:

(1) “Commissioner” means the comptroller of the State of Florida, as commissioner
of revenue,

(2) “Exccutor” means the executor, administrator or curator of the decedent, or, if
there is no executor, administrator or curator appointed, qualified and acting, then any
person who is in the actual or constructive possession of any property included in the gross
estate of the decedent;

(3) “Person” means persons, corporations, associations, joint stock companics and
business trusts;

(4) “Transfer” shall be taken to include the passing of property or any interest therein,
in possession or enjoyment, present or future, by inheritance, descent, devise, succession,
bequest, grant, deed, bargain, sale, gift, or appointment in the manner herein described;

(5) “Decedent” shall include the testator, intestate, grantor, bargainor, vendor, or
donor;

(6) “Resident’” means a natura! person domiciled in the State of Florida;
(7) “Non-rcsident” means a natural person domiciled withouot the State of Florida;

(8) “Gross estate” mcans the gross estate as determined under the provisions of the
applicable federal revenue act;

(9) “Net estate” means the net estate as determined under the provisions of the appli-
cable federal revenue act;

(10) “Tangible personal property” means corporeal personal property, including
money; and the-term “intangible personal property’” means incorporeal personal property
including deposits in banks, negotiable instruments, mortgages, debts, receivables, shares
of stock, bonds, notes, credits, evidences of an interest in property, evidences of debt and
choses in action generally.,

(11) “United States” when used in a geographical sense includes only the states, the
territories of Alaska and Hawaii, and the District of Columbia. [1933, ¢. 16015, Sec. 2.}

[f1102] Tax upon Estates of Resident Decedents

198.02 A tax is imposed upon the transfer of the estate of every person who, at the
time of death, was a resident of this state, 'the amount of which shall-be a sum equal to
the amount by which the credit allowable under the applicable federal revenue act for
eslate, inhecritance, legacy and succession taxes actually paid to the several states shall
exceed the aggregate amount of all constitutionally valid estate, inheritance, legacy and
succession taxes actually paid to the several states of the United States (other than the
Statc of Florida) in respect to any property owned by such decedent or subject to such taxes
as a part of or in connection with his estate. [1933, c. 16015, Sec. 3.]

{f1103] Tax upon Estates of Non-Resident Decedents

198.03 A taxis imposed upon the transfer of real property situate® in this state, upon
tangible personal property having an actual situs in this® state, upon intangible personal
property having a business situs in this state and upon stocks, bonds, debentures, notes and
other sccurities or obligations of corporations organized under the laws of this state, of
every person who at the time of death was not a resident of this state but was a resident
of the United States, the amount of which shall be a sum equal to such proportion of the
amount of the credit allowable under the applicable federal revenue act for cstate, inherit-
ance, legacy and succession taxes actually paid to the several states, as the value of the
property taxable in this state bears to the value of the entirc gross estate wherever situate.
{1933, c. 16015, Sec. 4; 1933, c. 28031, Sec. 1.]

Ch. 28031, Laws 1953, s. 1. effectlve May 26, 1933, substituted at ? the words *‘in this state,
upon’’ or for the word “‘and’’ and added at * the words ‘“‘upon Intangibie personal property having
a business situs in this state and upon stocks, bonds, debentures, notes and other securities or
obligations of corporations organized under the laws of this state.””

SOURCE: Commerce Clearing House, INHERITANCE TAX REPORTS~STATE,

Report 363; 3-60; p. 20, 103,



TABLE 223

DEDUCTIBILITY OF THE FEDERAL ESTATE TAX AND INHERITANCE TAXES
PAID TO OTHER JURISDICTIONS

State Federal Estate Tax Inheritance Taxes Paid Other States

Alabama Not No?

Alaska Deductible Yes

Arizona Not deductible No?

Arkansas Not Not

California Not deductible Not

Colorado Not deductible No?

Connecticut Not deductible No*

Delaware Not deductible No?

District of Columbia Deductible (apportioned) No?

Florida No? No?

Georgia Not No*

Hawaii Deductible No?

Idsho Deductible Yes

Tllinois Deductible No?

Indiana Not deductible Yes, as to intangible personal property.
Towa Deductible Not

Kansas Deductible No#

Kentucky Deductible (apportioned) No?

Louisiana Not deductible No?

Maine Deductible No*

Maryland Deductible Yes

Meassachusetts Deductible Yea

Michigan Not deductible No?

Minnesota Deductible Yes

Mississippi No! Not

Missouri Deductible Yes

Montans Deductible No#

Nebraska Deductible Not

ﬂ'ev&d& No inberitance tax law No inheritance tax law.

AR
New Hampshire

Deductible

Yes, except in case of tax on a specific
bequest of property in another state?.

New Jersey Not deductible Yes, to the extent that they are paid
) on property taxable in New Jersey.
New Mexico Not deductible No?
New York Not deductible No?
North Carolina Not deductible Yes
North Dakota Deductible Yes, as tointangible personal property.
Ohio Deductible Yes. Credit allowed for taxes paid to
other states.
Oklshoma Not deductible No?

(Table continued on next page)



SOURCE:

TABLE 223
(continued)

DEDUCTIBILITY OF THE FEDERAL ESTATE TAX AND INHERITANCE TAXES
PAID TO OTHER JURISDICTIONS—Continved

State Federal Estate Tax Inheritance Taxes Paid Other States

Oregon Not deductible No?

Pennsylvania Not deductible Yes

Puerto Rico Not deductible, but eredit allowed No? but credit allowed

Rhode Island Not deductible Yes

South Carolina Not deductible Yes, on death taxes onm charitable
transfers.

South Dakota Not deductible Not

Tennesseo Not deductible Yes, as to intangible personal property.

Texas . Not deductible Not

Utah Not deductible Not

Vermont Deductible Yes, if made a charge on the residuary
estate.

Virginia Deductible Not

Washington Not deductible No?

‘West Virginia Deductible Not

‘Wisconsin Deductible Not

Wyoming Deductible No*

3 These states levy estate taxes based on the credit allowed against the federal estate tax toward state death taxes, so the
question of deducting the federal estate tax does not arise. Where a portion of the decedent’s property is in another
state, the tax levied 1s the proportionate amount of the federal credit based upon the ratio of the property within the

state to the entire estate, R

* Taxes paid other states on the transfer of stock are deductible in computing the value of such stocks. Frick v. Pennayl-
santa, (1925) 268 U. S. 473,
3 Allows only a credit a%amst lml taxes on came transfer,
SOURCE: Inheritance, Estate and Gift Taz ?orw State Vol. 4, Commeree Clearing House. Inc Chleago 1964,
NOTE: Reproduced from INHERITANCE TAX REPORTS, published by and
House, Inc., Chicago, IWinois.

Harold M. Somers assisted by Joseph J. Launie, CAPITAL
GAINS, DEATH AND GIFT TAXATION, pp. 24-25,

(State of California Assembly Interim Committee on
Revenue and Taxation, 1965).



The following factors make both the fiscal 1966 estimate and future
projections both difficult and unreliable:
(1) Current data can be obtained only through exceptional and unjustified

effort.

(2) The probability of marked fluctuations from one year to another makes : _e

projections less reliable than in the case of taxes with a broader base

and more general applicability, such as the sales tax.

These factors are considered below, and a rough estimate is developed
for fiscal 1966 despite the surrounding uncertainties. A basic assumption is
that the death tax in Nevada would be of the type used in Florida. Such a
tax would impose no financial burden on the estate of any Nevadan decedent,
since tax pai_d‘to the State would be recouped through an offsetting credit

against the federal estate tax.

Federal estate tax returns filed in Nevada did not in fact incorporate
any credit for a Nevada tax, as none now exists. We.can therefore only
surmise what that credit might have been. It would be neither feasible nor
economic to examine each return filed and calculate what the aggregate
credits might have been. We must therefore resort to indirect and somewhat

conjectural forms of estimation.

One such method is to determine the usual relationship between the
federal estate tax and the federal credit for state taxes. This may be
illustrated by reference to Table 224, which shows six states in alphabetical
sequence, including Mississippi (one of the five states discussed above)
and Nevada. This selection of six states is illustrative of our problem and

method and produces the following information:
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TABLE 224

FEDERAL ESTATE TAX RETURNS FILED IN 1963: SELECTED DATA FOR
MINNESOTA, MISSISSIPPI, MISSOURI, MONTANA, NEBRASKA AND NEVADA

(Citizens and resident «liens)

Betons vith State desth Retwias without State Peturns with State desth Returns without State
tax aredit death tax credit tax credit dexth tax credit
Momber Trete | O Estate | naber Drtate | OTPUE Estate
e of grose estate of yeu Tuxable tax Taxable [  taX  }of re- Texable tax Tarable | tax
Fomber e vefore State | Mumber te| batore Nusber vatcxe State | Wmber te| befare
bl YRV R e death | of re~| ot oredits ”“" I8 | of ye- |, ewtate aredits Aeath |of re-| o8t to
toome oredits | ey [ toms turne taxes | tarme oredy
(Tomnondd {(Thomand | (Thaunnnd (Towsand | (Thwmpn (Thwmand (Thameand | (Theusend (Thumsend | (Thansend
utlara) doltors) | dotimge) olisve) | doiiven) dobiers) shltors) | duflsre) dollarn) | dolises)
Nimescta Miseiaaippd
Gwd WMieieronsrionns | LM | M3| 42| 30423 3,28] 1,34 8,5% 75) w0} 1| 22, 3,69 | 27] 2,06 1m
Tarable retarns, oMMl ....oiese. | 9B | &3] 9743 | x, 2,218 41| 8,5% 75| 262f 13| 2,80 5,67 el 19 2,06 173
pe0, 000 undar 17 1 7 - - 156 1,135 % 31 - - - - n 4 12
136 - - - - 1e] 2,73 20 2 - ~ - - 2 70 &
x| =8 7,19 1,115 18] 18] 2,048 91 58 z 1,353 %6 4 n 382 2
w7 0 4,508 906 * o7| 2,009 wr 45 15 1,40 28 ] Y 267 o
[ 8| 123] 12,%2 2,803 W4 15 40 45 48 &8 4,504 964 * 3 % 10
£300,000 tder % =% 9,763 2,440 n 2 7 8 » 2 3,16 2 » - - -
$400,000 under 4 » B 8,2% 2,19 F73Y 2 £ 6 3 5 1,367 e 2 b 0 3
$300,000 under $600,000...0ese. [} 9 2,191 562 k4 - - - 2 2 2% 78 4 - - -
$600,000 undar $0,000, . u0esee 5 s 1,53 425 n - - - 3 2 418 07 6 1 10 - s
000 under k3 7 3,1% 923 ” - - - & 4 2,067 [>L] 4 - - -
000 under 3 3 1,50 455 41 - - - 4 4 1,919 265 %6 - - -
3 3 , 398 406 % - - - 3 3 1,758 3 20 - - -
18 1| 13,206 5,035 568 - - - s 5 3,7 1,19 ne - - -
4 4 7,519 2,800 23 - - - - - - - - - - -
4 % 7,123 2,63 6 - - - 1 1 L &7 17 ® - - -
al- 3] 1,223 7,693| 2,252 - - - - - - - - - 2 -
<] - -1 e 128 - -] e
2% - -] 26 45 - - Il
397 - - w7 23 - - 3
- 20 - -] 200 50 - - £
. Missourt Moutana
3,671 62| 124m) 36,05 61m| 1,025| 1B,u7| 14m! 8| 16| wen 2,647 ns| | 2,462 223
1L2m | s»| 14N 36305 61| eas| »,uy| 14m{ 1| w6| 1n,8m 2,647 na| 5] 2462 223
153 1 b3 1 -l 12| L 58 k] - - - - 0 29 b1
2% - - - -1 6| 31 284 2 - - - - F 7 %
29| 122 7,09 1,123 B 17| 3,38 58 7 » 2,81 244 6 o 80 ]
190 88 8,403 1,70 7] w2| 2,57 273 %6 2 2,218 3 bL] % 506 43
$200,000 under $300,000,, 000000 wrl W 16,619 3,M9 250 481 1,947 s 2 2 3,609 o7 x 4 piCd LI
300,000 undar $400,000,, esueas 200 93 16,76 %, 8 " 641 M bt} 13 2,018 488 2% - - -
47 46 9,57 2,47% e 1 10 48 % % 1,29 3% * - - -
» 0 9,777 2, 200 2 a7 52 2 2 . w97 15 - - -
17 17 6,352 1,803 u2 - - - - - - - - - - - .
19 » 8,453 2,483 206 - - - - - - - - - - - e e
. 8 [ 7TL 1,452 137 - - - - - - - - - - -
e 8 4,548 1,380 1o - - - - - - - - - -
2 3| 2,59 7,591 877 - - - 1 1 ” s - - -
12 12| 19,252 7,288 1,001 - - - .- - . - - - - - .
000,000 under §5,000,000, .., 7 7 16,991 6,896 97 - - - - - - - - -
,000,000 or move, 3 3l 2,38 | n,207| 1,9% - - - - - - - - -
410 - - 40 167 197
1% - - n ©
93 - - 93 3% 3
=] o S 61
Nebraskn
et wal...... o] 1,227] 08| 43,00 10,619 ess| s 7,003 cofl 126 10 2,977 873 M| usj w67 | 380
Texabls retwms, total, .| eo}] amj 00| w60 ess| 82| 7,003 e 108 b1 2,97 ers » s 1,67 3,28
260,000 undar 1y arvaseens » - - - - 9 742 41 16 - - - - 16 9 4
im.‘m amder 00000 erases 2 - - - - n2| 24m 223 b - - - - 15 - 3% 2
§100,000 wnder §130,000, 4su0. 286 9% 5,573 (2 % 0| 1,92 196 25 1 55 (4 - %] 1,251 191
wnder d = «Q 5,861 1,209 * @| 1,2% 116 b7 1 10 2 1 13 926 1%
. 92 n 7,593 1,653 & 2 584 ] % 3 % s 2 m| 1,48 30
. » » 6,008 4l nj: - - - 7 1 ne 2 1 6| 10 262
. » % 3,307 55 - - - 4 1 152 36 1 3 979 ™
. 6 6 2,187 616 4 - - - 3 2 ;m 2% £ 1 27 53
. 5 B 3,458 % E - - - b - - - - 1l 26 &
#X0,000 undex: 004 veeons £ 3 1,922 568 49 - - - 2 - - - - 2 2,002 297
$800,000 wder $900,000,0ceces 4 4 2,20 7 6@ - - - - - - - - - -
$900, 000 under $1,000,000..... - - - - - - - 2 - - - - 2 562 152
41,000,000 cnder §2,000,000.. . [ 6 4,019 1,2% 129 - - - 3 1 1,26 %43 0 2|. 2,x7 i R
$2,000,000 wnder §3,000,000, .. 1 1 87 2% » - - - 2 - - - - 2[ 3,30 117 .
g,om,ooo under §5,000,000, 1 1 2,000 75 106 - - - - - - - - - -
5,000,000 cr more,, - - - - - - - - - - - - - Z -
Mantaxable returns, total.. Ay? - - 437 2 Eol
97 - - g 8
129 129 3 3
m - - m 9 9

SOURCE: U. S. Treasury Department, ESTATE TAX RETURNS FILED DURING
1963, p. 74. .-



FEDERAL ESTATE TAX RETURNS FILED DURING 1963:
FOR ALL STATES

{Cit1zens and resident aliena)

SELECTED DATA

S ———
ALl vetums Returns for testate decedents
Puneral e: 868 Adnininstrative expenses Funeral expenses Administrative expenses
Gross Economic Executors’ ' Cross Esonomie Executors'
State Pl?r estate entate Nuber | Amount Total oomt saiona Attorneys' fees | Other expenses Nx::or eotate satate Number | Asount Total cowaissions
retwrms of Noaber | Amount | Humber | Amount | Number | Amowunt | Mumber | Amount | retwns of Husber | Amount | Humber | Amount
(Moveand (Thoveand | TOWIDE | rpypans of  [(Thewsand of (Thoweand|  of (Theusend | o (Thovsend (Thewsand (Thowssns | TLUINS L Theveend | of (Thousand of {( Thousand
dollare) dollere) detlare) | TOUINMSB [ delfere) | TetUrns| destare)| TOtwrna| dotfere) | returns| dotrere) dotlere) deltare) dellsce) | returna| dostars) | retwrns | detiers)
W (2) (3) @) (53 (O] (@) (8) © oo [ ay | a2 | 13 | ) (1) (16) an | a8 1 09) | (29 | (21) | (22)
United Statea,.| 78,393 17,007,232 | 16,129,099 | 76,440 | 122,852 | 73, 606,847 | 32,366 | 211,190 | 64,697 | 304,167 | 69,188 | 91,490 | 67,148 | 15,496,839 | 14,723,182 | 65,630 | 106,167 62,951 | 560,070 | 28,812 | 199,619
557 123,775 116,567 529 656 2] 3,947 181) 1,598 4351 1,762 516 587 « 515 120,063 111,641 493 618 49371 3,789 167 1,59
1 2, ,0; 14 22 i 85 8 16 12 35 13 1% 1 1,731 1, 11 19 10 3 6 14
458 124,325 112,893 %47 o67% 423 | 5,608 81| 1,778 38| 2,922 389 908 410 117,282 106,260 400 600 380 5,411 166 1,721
. » 73,377 67,839 376 3391 1,89 495 041 1,002 336 333 m 60,387 56,325 299 488 2871 1,52 97 417
Colifornits.sciaseans | 8,646| 1,946,469 | 1,834,654 | 8,305| 10,268 | 7,891 56,460 23,760| 18,013) 7,104| 28,453 7,614} 9,94} 7,693 1,820,516 | 1,72L,471} 7,386 9,107| 7,004 | 53,285] 3,403 17,202
ColoT8d0, soavsonnnes 898 187,377 177,192 863 1,250 7,005 3161 2,21 03] 3,78 791 1,018 02 161,827 ,896 672 1,025 628| 6,220 2% 2,115
Conneatieut,,, 1,597 462,045 444,403 1 1,574 2,78 | 1,452 | 16,756 7] 06,9761 1,132 6,095 1,420| 3,686 1,%5 434,383 417,9311 1,376 | 2,438| 1,267] 15,908 694 6,750
Delavare,..... . 203 100,345 97,766 202 296 196 ) 103 932 18 2% 192 767 181 97,568 94,885 180 260 1751 1,882 93 914
District of Columbdia, 526 132,589 126,815 501 95 485 5,555 232 2,831 360 1,997 472 728 458 122,658 117,323 438 613 428 5,191 209 2,736
Flaridai...ieeeceanes | 3,00) 662,40 | 623,606 | 2,923 4,656 ] 2,7m5| 26, 1,194 7,069 | 2,23 12,948 2,527 5,272 | 2,675 602,70 571,316 | 2,358 | 4,321 2,383| 24,36| 1,100 7,588
200,066 896 | 1,35 892 6,70 02| 3,680 71 2,062 857 957 8291 19,3 186,584 4] 1,39 77| 6,259 61| 3,509
36,602 121 166 145 1,115 97 408 120 438 143 269 135 36,729 34,067 D1 134 126 1,041 85 379
27,619 201 277 196 1,195 76 377 188 668 188 150 154 24,524 21,488 205 144 982 58 319
1,124,413 [ 5,437| 9,703 | 5,295] 40,974 1,981 13,057 4,708) 23,078 | 4,805| 5,935 ] 4,55 | 1,028,441 984,698 | 4,452 7,993 4,251 36,564 | 1,731 10,32
313,164 | 1,805 | 3,082) 1,750 | 12,869 3| 3,M9] 1,501 7,47 1,643 1,503 1,417| 2%,4s3| 263,521} 1,389 | 2,414 1,39 1,17 634 3,392
286,03 | 2,265| 3,358 | 2,00{ 8,993 99| 2,684 1,858 5,124 1,955| 1,185 2,007 267,24 254,026 | 1,949 | 2,9 1,757! 8,112 802 2,438
222,243 1,402{ 2,85} 1,260 7,363 510 2,166| 1,104| 4,267 1,136 930 998 175,847 976 | 1,551 890 | 6,09 395 1,533
164,826 82| 1,53 802 | 4,904 37| 2,137 660 2,076 89 691 729 134,42 7251 1,321 689 4,341 328 1,903
s 598 1,227 597 6,011 134 1,238 541 3,895 569 879 403 N 7 843 »3 5,086 11 1,165
102,243 437 340 422 3,852 210 1,730 360 1,579 408 543 403 101,931 39 497 385 3,659 196 1,651
266,456 | 1,218] 1,779| 1,165] 8,485 06 4,557 847 | 2,545 11,1261 1,382 | 1,03 244,536 1,006 | 1,495 969 | 7,732 614 4,225
527,898 | 2,422 | 3,653 | 2,383} 19,6231 1,162] 7,103 2,128f( 9,5| 2,272} 2,816 | 2,138 516,055 2,113 3,201} 2,081| 18,148 1,042 6,707
475,753 | 2,157 | 3,963 1,979} 14,347 972 4,127) 1,733| 7,645} 11,8353 2,575 1,810 437,791 1,757 | 3,266 1,618| 12,589 826 3,75
304,026 | 1,675| 2,321 1,5% | 8,204 63| 1,845| 1,377) 4,958] 1,43| 140011 12621 251,328 1,21 1,690] 1,135| 6,904 495 1,663
Missisaippl,....... 68,465 382 587 2,100 106 505 3221 1,10 351 465 311 63,184 472 298| 1,70 89 H 438
Missouri,..... 1,647 414,224 39,761 1,586 2,895 | 1,482 | 12,909 TITy 5,597 1,221| 5,424| 1,384) 1,887 1,355 369,861 1,316 2,465 1,234 | 11,935 676 S 5,276
408 52,969 394 519 0 1,922 157 486 0 1,27 282 162 320 44,573 312 421 306 1,558 122 ° 338
162,557 1 1,065 | 1,669 o | 5,27 a5l 1,11 894 | 3,36 901 94 80| 138,789 76| 1,288 729 | 4,426 %6 N
34,820 12 175 122] 1,863 59 458 1l 1017 114 187 97 g-«;),eez §§,gzg | oz 1,533 4 367
7,208 3isg R ) S A R 7 3 L3 ] p:23 , 01 27 2 270 | 1,847 139 [£3)
€93,9% | 3,372 5460 3,283 33,362| 1,316 13,106 2,92] 16,985 31| 3,4m | 3,212] 97,150 3,176 | 5,195 3,094] 32,336 | 1,255 12,204
31,367 183 20 19| 1,5 % 487 162 783 174 299 156 20,401 154 195 152} 1,382 81 431
2,490,700 | 10,264 | 18,473 | 10,017 | 123,504 | 4,015| 43,638 | 9,201 63,2591 9,143 16,607 { 9,398 | 2,477,965 | 2,342,374 | 9,084 | 16,510 | 8,885 117,111 ] 3,653 42,192
220,211 | 1,122 1,862{ 1,101 5,47 475 [ 2,662 906 | 1,9%2| 1,057 513 214,348 201,766 927| 1,51 907 | 4,84 397 | 2,432
33,386 274 372 264 1,07 135 278 253 0o %42 92 196 26,063 24,873 193 264 185 815 100 225
81, %3] 3,867 6,609 3,733] 27,975 | 1,932| 8,179 | 3,42 | 13,768 | 3,630 | 4,027 3,549 808, 382 768,716 { 3,504 | 6,220 3,376 | 26,270 | 1,72 7,793
163,887 918 1,583 889 5,878 316 1,577 826 3,611 840 690 7 144, 136,952 T3 1,224 690 4,709 262 1,386
124,174 72 88 677 3,904 325 1, 3! 2,09 619 565 635 120,423 | 113,934 620 734 589 | 3,578 291 1,15
Peunsylvania,,,, ] 4,615| 1,078,815 | 1,030,092 | 4,352] 7,824 | 4,379 | 43,524 2,402{ 18,513 13,9211 19,345 | 4,255| 35,665 | 4,234 | 1,023,822 978,207 | 4,187 7,2351 4,036 | 41,190 | 2,255 | 17,618
Hhode I8land,...esses 381 96,316 92,033 ke 669 375 4,97 202 1,883 %1 2,298 360 793 332 89,834 85,709 323 567 329 4,682 184 1,806
South Carolina,...... 525 98,328 93,017 519 911 5081 2,718 1851 1,312 386| 1,028 489 37 445 87,069 82,725 439 T3 431-] 2,408 138 1,206
South Dakota,,....... 357 50,811 48,403 348 490 316 1,761 151 528 298 1,084 271 19 263 39,869 37,991 256 366 235 1,449 111 438
Tennessee, ., 786 210,865 196,884 71} 1,193 769 | 5,631 286 | 2,683 6181 2,290 743 656 635 189,516 177,782 631 956 620 5,050 240 2,520
Texas, .. 2,927) 617,411 | 574,022} 2,803| 5,49} 2,772 | 16,416 63| 4,481 2,496| 8,370 2,473} 3,618| 2,618] 568,438 528,517 | 2,593 | 2,942 2,493 ] 15,0 ses | 4,082
Utenie,veeennes 202 3,555 37,653 193 246 189 | 1,205 100 24 174 7R 177 151 32,70 31,366 146 190 427 1,022 82 251
Vermont.,... 175 31,148 29,957 m pail 160 | 1,262 9 493 pi3% 426 Ub 43 pri 27,237 26,391 143 182 LSt 1,106 81 433
Virginia. . 1,272 257,519 , 1,254] 1,8%] 1,0} 97,188 851 4,134 77| 1,577| 1,180] 1,473] 1,081] 229,681 218,184 21,0671 1,5% | 1,037] 6,35 504 3,781
washington,. 1,052 184,718 174,103 | 1,035 9P i 1,018 7,166 4341 2,289 952 | 4,048 986 829 963 172,883 163,12 949 201 9331 6,725 408 2,1m
Weat Virginia, 392 86,577 82,522 382 07 m 3,077 205 1,583 26 993 372 501 352 1, 77,583 635 3% 2,897 182 1,507
Visconsin... 1,918 320,437 08,626 | 1,856 ] 2,820 | 1,73 | 10,226 819 | 2,341 | 13,6231 6,655| 1,70] 1,220 1,624 285,226 15,2071 1,576 | 2,422 1,477} 5,257 723 2,174
veersee 155 38,344 35,363 184 220 141 1,144 83 437 127 562 131 18 123 34,024 31,401 122 173 113 1,025 67 394
Other areasl., 153 50,531 49,127 130 160 17§ 1,428 o 433 109 €01 126 29 132 47, 46,175 114 %0 122 1,3% 65 218
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(Citizens

and resident aliens]

Returna for testate
decedents-~Continued

Returne for intestate decedents

Returns for decedents not

identified as testate or

Administrative sxpensss——Continued Funeral expenses Administrative expenses intestate
State Attorneys' fees Other expenses Cross Economic Executors' '
-~ mu:}mr estate estate or " Total {ssions Attorneys' fees Other expenses " "'::E Ecol‘w\:lc
TRer | Aeount | Mumber | Anount | gpurns of Wuber | Apount | Musber | Avount | Mumber | Asount | Mumber | Aeount |  Of oewie | estate
returng | (Thowsend | Loy ng | (Thousand (Thosand | (Thovsand | TORUTS | (Phousams of (Thousend of I (housemd of (Thousand | of [ (Thowsend | TOWINE | (Phoveend | (Thowsant
dollsrs) doiisrs) dollars) dolfare) dolisrs) T8tUrns | dotisrs) | YELUINA | dotlars) | TELUrns | dostars) | returns | dessere) doliars) dotlers)
{23) [€22) (23) (26) (27 (28) (23) (30) (31) (32) (33) (34) (35) (36) (37 (38) (39) (+0) (41) (42)
United States.........[ 35,797| 277,7%9| 59,948 82,6721 10,957 1,468,059| 1,365,560} 10,332] 16,238 9,932 45,285 3,467] 11,106 8,688 25,648 9,014 8,530 288 42,342 40,357
Alabama. . 412 1,681 478 559 40 5,478 4,702 34 Ed 37 157 12 48 32 8 36 27 2 233 223
Aaska.. . 9 48 10 12 4 364 354 3 3 3 12 2 2 3 7 3 2 - - -
351 2,818 353 872 44 6,454 6,076 44 68 » 188 14 57 35 99 3% 33 4 589 558
246 823 272 282 7 12,922 11,466 76 114 71 06 22 77 57 178 63 51 1 67 67
6,357] 26,695 6,784 9,349 918| 120,848| 108,184 885 1,125 833 3,031 259 739 78 1,666 798 626 35 5,106 4,999
.. 554 3,208 590 897 191 24,387 21,204 166 219 161 735 36 158 144 467 144 110 5 1,163 1,092
. 1,002 5,757 1,247 3,401 194 25,979 24,809 190 299 178 1 77 204 125 325 176 261 8 1,68 1,675
Delaware,......... . 100 225 m 743 21 2,912 2,815 21 35 21 91 10 19 15 49 21 23 1 65 &5
District of Columbia . 328 1,803 416 652 67 9,769 9,388 63 82 56 316 23 95 43 175 55 46 1 162 1%
Florida,....uecenoeen. . 2,120 12,036 2,227 4,771 386 58,258 51,277 357 526 326 1,766 83 377 269 836 295 493 9 1,162 1,132
Georgta, . 641 1,900 763 850 106 15,098 12,998 98 184 102 424 30 159 88 161 91 104 4 505 484
Hawaii.,,. . 106 409 125 253 20 2,699 2,458 19 30 18 A 12 2 14 30 17 16 1 99 7
Ideho,.... . 140 537 138 106 56 6,581 6,131 51 68 52 213 18 58 48 112 50 24 - -
Illinois,. . 3,865( 21,168 4,085 5,070 990 135,869 127,311 966 1,670 915 4,341 247 711 829 2,72 6 858 20 2,464 2,404
Indiana... . 1,225 6,428 1,285 1,350 433 51,741 49,278 432 661 8 1,683 137 401 363 1,039 356 243 4 387 365
1,604 4,616 1,69 1,064 32 33,730 31,754 313 445 270 876 117 252 251 503 258 121 3 218 @3
9% 3,480 822 781 427 54,604 51,876 413 614 358 1,248 113 33 300 770 303 147 13 1,425 1,399
565 1,825 676 608 115 17,696 16,662 124 215 110 547 47 27 93 247 110 82 3 261 260
39 3,190 382 731 206 27,641 25,633 200 378 203 923 23 73 191 03 186 148 1 86 23
325 1,478 378 530 40 5,074 4,862 38 43 37 193 2 78 35 101 3 13 - - -
Maryland,..... . 2,269 950 1,237 220 33,747 31,663 208 277 192 737 90 326 135 268 172 144 4 571 569
Massachusetts . 1,867 8,875 1,998 2,567 309 38,047 35,413 302 442 298 1,468 119 392 259 827 272 249 7 587 57"
vees 1,435 6,704 1,512 2,139 %07 58,923 56,291 388 681 351 1,730 143 Exdd 294 923 315 430 13 1,541 1,55
. 996 4,118 1,07 1,124 491 62,075 59,894 451 617 404 1,260 133 176 37 817 349 267 14 1,617 1,522
Mississippt, . 257 951 282 402 78 11,917 10,784 77 113 7 299 16 63 [ 173 &8 63 1 179 177
Missourt,.... . 1,010 4,964 1,169 1,696 284 42,898 40,148 262 413 241 965 100 319 207 457 211 189 8 1,465 1,435
Montena, . 293 1,045 301 124 81 9,436 9,020 75 90 77 343 33 94 70 23 7% 36 7 781 79
Mebraska, . . 671 2,823 688 649 280 31,172 29,701 262 373 235 831 96 155 217 533 208 144 7 784 773
HNeyada “ 87 1,015 87 151 27 6,442 5,382 26 48 27 283 78 22 173 23 4 634 259
HeW HAMDSHIINCa ;o esssss . 238 893 252 293 o1 4,897 2,457 Y 27 28 140 17 53 25 68 27 19 1 64 &
New Jersey.....veverss . 2,812 16,251 2,988 3,282 197 26,924 25,432 194 320 187 1,203 61 202 178 713 180 188 2 762 752
Hew Mexico . 136 682 149 26 29 , 4,069 3 4 27 187 18 56 26 101 25 - - -
New York.. . . 8,189 59,280 8,240 15,639 1,172 155,617 145,273 1,155 1,919 1,108 6,327 356 1,418 992 3,910 981 998 25 3,187 3,053
North Carolina, . %7 1,67 870 718 192 29,104 27,459 189 311 188 617 7% 209 154 213 181 194 6 1,051 986
Horth Dakota. 177 531 0 58 81 8,608 8,254 78 106 76 29 3% 51 73 165 70 33 3 260 259
. 3,094 14,767 3,295 3,710 369 44,413 42,212 359 573 353 1,699 189 386 327 997 332 316 4 327 315
Oklahora . 641 2,813 652 511 203 30,085 26,292 199 350 193 1,153 53 189 1 788 184 176 6 659 62
Oregon.... . 528 1,912 543 511 94 10,635 9,872 89 110 85 316 33 84 73 180 73 52 3 378 369
Pernsylvania. . . 3,6141 18,306 3,946 5,266 359 48,805 46,275 s 554 325 2,037 137 723 294 93 295 380 22 6,188 5,511
fhode Island,.... 29 2,147 323 720 47 6,27 6,117 47 93 44 276 17 75 40 142 EL) 59 2 207 207
Soutn Caroline . 329 874 415 327 el 11,141 10,177 » 135 76 305 26 103 56 152 73 50 1 n7 14
South Dakota, . 225 891 201 120 93 10,831 10,315 91 124 80 311 40 91 73 193 69 27 1 111 97
Tennessee. . 496 1,973 €01 557 149 21,013 18,607 148 233 147 571 45 163 120 310 140 99 2 337 235
Texes. . 2,240 7,643 2,255 3,345 299 46,574 43,304 299 521 269 1,162 47 296 247 639 211 227 10 2,400 2,201
Utah, . ioieenunne. 133 663 137 108 47 6,177 5,693 43 51 24 17 16 37 » 104 32 4 668 534
Vermont,.. . 102 283 124 290 ] 3,911 3,565 28 .33 25 156 18 0 19 43 22 52 - - -
Virginia . 652 1,401 1,014 1,17 186 26,880 25,041 182 267 17 783 kel 328 12 159 170 295 5 958 939
wnshingtor . 876 3,804 913 750 85 11,545 10,692 82 7% 82 439 26 118 % 23 ol 78 4 290 229
West Virginia,.. . 268 931 336 460 40 5,236 4,939 39 68 39 180 23 76 28 63 42 - - -
Wisconsin...... . 1,389 5,980 1,448 1,102 287 4,669 32,877 27 390 250 957 9% 165 229 667 245 125 7 542 542
101 502 105 129 32 4,320 3,962 32 46 28 119 18 43 26 61 26 15 - - -
97 565 112 352 21 3,231 2,951 16 -] 15 94 15 12 37 I 42 - - -

*Returns riled with the Office of International Operations.

SOURCE:

1963, pp. 79-80.

U. S. Treasury Department, ESTATE TAX RETURNS FILED DURING

(panuriuod)
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In millions of dollars

Credit as
Federal credit percentage
Federal estate for state death of federal
State tax before credits taxes tax
(a)
Minnesota 30.4 3.2 .11
Mississippi 5.9 0.4 7
Missouri 56.1 : 6.1 11
Montana 2.6 0.1 4
Nebraska 10.6 0.7 7
Nevada 0.9 .. (D) .
Totals (excluding 105. 6 10.5 10

Nevada)

(a) Data in the first column are limited to returns showing a state death
tax credit.

{b) The credit shown for Nevada ($35,000) is for payments to other
states. Similar payments would also be included in the payments
recorded in returns filed in the other states listed above.

The sample displays no clear pattern from state to state. However,

10 percent appears to be a workable assumpt'ion.

The small number of estates in Nevada accentuates the speculative
nature of any estimate for the State. It will readily be appreciated that the
settlemenf of any unusually large estate in any one year might have a
marked effect on the statistics for Nevada. Referring to Table 224, we
can see that the relevant percentage varies (and apparently not in any con-
sistent manner) from one size of gross estate to another. There were only

128 returns filed in Nevada in 1963 in contrast with 1,767 in Minnesota. (1)

The problem of number of returns may be illustrated further by reference to
the tabulation of all states in Figure 225.
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Nevada has gaps in many estate brackets and constitutes too small a base
to be statistically dependable. The error involved in any estimate would
be so great as to make purported refinement misleading. The estimates

have to be illustrative rather than definitive.

As a working assumption, we accordingly take 10 percent of the -
federal estate tax paid as the amount which would have accrued 'td Nevéda
if the required law had been in effect. This is not the séme as 10 percent
of the federal estate tax before credit, but there is no need to make any

correction because of the fundamental roughness of the estimates.

The néxt task is to apply this 10 percent to the federal estate tax
paid in Nevada in fiscal 1966 to obtain the credit that could have accrued
to Nevada that vear. Here we encounter the additional difficulty that state-
by-state data are not available for so recent a year. In 1963 thg gross
estates for all returns filed in Nevada were $37.8 millions while the comparable
amount for the United States as a whole was $17.0 billions, according to
Table 225. This gives us a relationship of 0.22 percent. For working pur-
poses, a percentage of 0.2 is used. In fiscai 1966 federal estate and gift
taxes yielded $2.9 billions and are estimated to yield $3. 3 billions in fiscal
1967. (1) Applying the 0.2 percent factor, federal tax on.returns paid in
Nevada would be $5.8 and $6.6 millions respectively (compared with the
$4.6 millions in 18963, as shown in Table 224). (2) Applying the 10 percent
factor to these figures,A we find that the following credits would have been
taken in Nevada if a pick-up tax had existed there: $586,400 in fiscal 1966
and $660,000 in fiscal 1967. The fiscal 1966 estimate is used as the base

figure for projections to 1967-68, 1970-71 and 1975-76 below.

(1)

(2)

ECONOMIC REPORT OF THE PRESIDENT: 1966, p. 276. The error introduced
by inclusion of gift taxes in some of the statistics is ignored.

$3,805,000 plus $873,000 minus $35,000.
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Before turning to the projections, we may test the rough order of
magnitude of our base figures. Federal estafe and gift tax collections in
Nevada in fiscal 1965 amounted to $6.21 mi'llions out of nationwide collec-~
tions of $2. 7 billions. (1) The relationship was 0.226 percent in contrast
with the more conservative 0.2 percent used above, based on estate tax
returns actually filed in 1963. By the same token, 10 percent of the fi'scal
1965 collections in Nevada amounted to $621,000, compared with the
estimate we derived for fiscal 1966, as described above. The latter thus
appears 1o be on the conservative side but within the right order of

magnitude.

These two groups of estimates provide sufficiently comparable results
to support the validity of using $586,400 as a conservative fiscal 1966 base

for projections into future years. (2) The projections follow:

1965-66 $ 586,400

1967-68 704,000

1970-71 880,000

1975-76 _ 1,173,000(3)
* * *

As Table 221 shows, other possibilities exist for new sources of revenue.
Those that may warrant particular study for Nevada are a real estate transactions

tax and a tax on savings and loan associations. We have explored in detail only

(1) ANNUAL REPORT OF THE SECRETARY OF THE TREASURY: 1965, p. 548, U. S.
Government Printing Office.

(2) The use of the more conservative estimates also tends to compensate for the
inclusion of gift taxes in some of the federal statistics used above.

(3) SOURCE: 1965-66 estimate derived as explained above. Projections derived
by applying 10 percent per annum uncompounded rate of growth. Estimated
federal revenues from estate and gift taxes: 1965-66, $2,932 millions; 1966-67,
$3,301 millions. {(ECONOMIC REPORT OF THE PRESIDENT, 1966, p. 276.)
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the two most obvious possibilities: income and death taxes. The same type of

approach may be used for any other source as attention focuses on it.

To summarize, we have now considered the following taxes and have
proj ected their potential revenue-producing power in future years:
. sales and use tax
gaming taxes
. liquor tax and licenses
. cigarette tax and licenses
. fees and similar charges
individual income tax
. corporate income tax
death tax.
We have also considered the property tax, the insurance premium tax, and the
casino entertainment tax; however, we have found them unlikely candidates for

increased rates of taxation.

Each of the existing sources of revenue, with present and increased
rates, and each of the possiblie new sources of revenue, was discussed above in
isolation. We must recognize, of course, that the various sources of revenue are
actually interrelated. If an increased gaming tax cuts into profits, the vyield of
a corporate net income tax would fall; if it is all passed on to the customer by
reducing the payout, he will have less to spend on items subject to the sales tax.
Of course, if any tax is carried to the point where the entire economy of the State
suffers, tax revenues generally would be hurt. This problem can be handled, and
even then only imperfectly, through a comprehensive econometric model of the
Nevadan economy. Rather than attempt to make arbitrary adjustments in our
projections, we leave them as computed above, with the strong ca;ieat that some

reduction in the revenue raised by each tax would actually occur when used in
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combination with other taxes. This must be kept in mind particularly in connec-

tion with the various revenue programs presented in the next chapter.
Two other matters also merit consideration.

There exist certain constitutional barriers and also some judicial
interpretations which would prevent or delay the imposition of some new téxes
(such as the inheritance tax) or the increase in rates of old taxes (s.uch as the
sales tax). We make no attempt here to consider the legal issues involved or
the likelihood of overcoming the existing barriers. The only recognition given
this proble\m is in allowing for appropriate delays in instituting the changes.

This appears in the various revenue programs considered in the next chapter.

The question of a State lottery has received some attention. However,
the situation is somewhat speculative and we have not given it consideration in

this report.
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IV, TAX PROGRAMS

In presenting alternative tax programs, we first had to determine the
expected excess of outlays chargeable to the general fund over the expected
revenues. The method of estimating this revenue gap is first described.
Following this, we present four alternative programs - the first three concén- '
trating on individual segments of the taxpaying population and the fourth

spreading the impact of additional taxes over a broader cross-section.

At the outset, we must reiterate what has been stated in Chapter I ~
that we are dealing with projections and not predictions. Projections five and
ten years into the future must be based to a large extent on assumption and
conjecture, Projections can in no way be construed as predictions as to what
will occur. They are merely extensions into the future of existing figures on
the assumption that certain conditions will then prevail. Alternative assump-
tions vield alternative projections. No prediction is made as to which conditions
will actually prevail, hence which projections will become reality, The

projections are nevertheless useful in providing a framework within which long-

run thinking and planning can occur for a variety of eventualities.

1. REVENUE GAPS

All the foregoing discussion of existing and new sources of revenue
is directed toward a single problem: providing enough revenue to meet the
State's needs for the next ten years. We have been looking only at the one
side: the revenue potentialities, The need for revenue will determine what
is actually done. By comparing the revenue prospects of existing sources
and rates with the prospective need for revenue we find the "gap" that has
to be filled. That gap may be filled by raising rates of existing taxes or

imposing new taxes, or both. The various possibilities are explored below,

Determination of the gap 1is no simple matter. Some of the problems o
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involved in projecting revenues have been discussed above. The
imponderables are perhaps even greater on tﬁe outlay side, the need for
revenue. Population growth and price increéses will affect both sides.

But how great will be the demand for increased public services? What
matching requirements will be imposed by federal grants and programs ?
These are two of the basic questions that will actually determine the out-
lays that will be incurred and the pull on the revenue structure of the State.

The range of possibilities is almost infinite.

Any governmental entity faced with a potential deficit, as is Nevada,
is compelled to study both sides of the fiscal picture - increases in
revenues and reductions in outlays. The study just completed was

directed toward the revenue side only.

It would be faulty, however, to consider revenues alone, and we are
fully aware of the State's consideration of the expenditure side too. Oppor-
tunities might lie in restriction of the number or scope of services provided,
or in improvement of government efficiency, as examples. As our study did
not - and was not intended to - penetrate the -question of expenditures, we
can express no opinion on the opportunities that exist. Nevertheless, a
hard look at expenditures must be taken as the State commits itself to

increased taxation.

The projection of outlays of the general fund was made under the
supervision of the Chief of the Budget Division, Department of Administra-

tion, of the State of Nevada.

It is not the State's customary practice to make projections as far
ahead as ten years. So many uncertainties exist - such as the emergence
of new federal programs with their impact on State expenditures - that the

exercise tends to be too conjectural. R

For the purpose of this study, however, such projections were
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essential. The Chief of the Budget Division presented his projections to the
Legislative Counsel August 17, 1966. (1) They covered the three fiscal years
1968, 1971 and 1976, and were submitted in three amounts for each year -
the lowest, the highest and the most realistic aggregate of appropriations
taking into acéount all presently known conditions and prognosticating the

financial impact of conditions that might be expected to occur in the future.

After studying these projections, we elected to base calculations of
the revenue gaps on the outlay figures classified as the most realistic,
namely:

In millions of dollars

1967-68 74.0
1970-71 104.0
1975-76 175.0

Estimates of general fund revenues were made by the Fiscal Analyst
to the Legislative Counsel. They covered the same three fiscal years, and
were similarly submitted in three amounts for each year. An underlying it
assumption was that all existing taxes would continue at their present rates

and that no new itaxes would be introduced.

We again elected to base calculations on the figures classified as
the most realistic. However, before accepiing them, by agreement with
the Fiscal Analyst, we substituted for his projections of the percentage

gaming tax the projections considered in Chapter II.

The adjusted projections were as follows:

(1)  The Chief of the Budget Division emphasized that the projections were
made at short notice and, because of their time span, involve a variety of
uncertainties.
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In millions of dollars

1967-68 1970-71  1975-76

Gaming taxes

Percentage tax - original 19.8 27.9 46.5

adjusted 18.8 24,0 34.9

All other (net) 0.3 0.3 0.4
Sales and use tax 28.3 36.2 59.4 -

All other taxes 17.7 23.5 35.3

Totals 65.1 84.0 130.0

Deducting the revenue projections from the outlay projections, we
arrive at the following estimated revenue gaps:

In millions of dollars : .

1967-68 8.9 say 9.0
1970-71 20.0
1975-76 45.0

The following were among the assumptions used in making outlay
projections:
(1) Population of the State will increase at the rate of 7 percent a year,
(2) Salary increases will average 5 percent a year.
(3) Inflation will continue, at 13 percent a year.
(4) Revenues from the federal government and from counties will not

change.

What will actually occur in the fiscal years 1968, 1971 and 1976 may
be very different from these projections. As we get closer to those years,
more accurate estimates can be made for budgeting purposes. We are not
pretending to present budgets for the next ten years but merely illustrations

of the budgetary problems that may have to be faced.

72



ASSUMPTIONS AFFECTING TAX PROGRAMS

Each tax program here presented is calculated according to a basis
that will in all cases either fill the estimated revenue gap or provide a

modest surplus.

Calculations are made throughout in units of a million dollars
carried to one decimal place. The deviations that can result from future
events departing from the bases of assumption render anything less than a

million dollars too relatively insignificant to warrant concem.

Common to each program is the assumption that fees, licenses
{other than gaming, cigarette and liquor), fines and charges for services
will be increased by amounts averaging 100 percent of their present
aggregate levc—;-l. The arguments in support of this have been presented
earlier, We must caution, however, that we have not made a detailed

study of the individual fees, etc., and are not prepared to state their

present and proposed levels individually.

Also common to each program is the assumption that a death tax will
be introduced on the lines of the Florida death tax discussed in Chapter III,
This would require a constitutional amendment, so that no provision is

made for revenue from this tax in the fiscal year 1968,

It is also assumed that the sales tax will not be increased bevyond
3 percent, If an increase beyond this rate is seriously contemplated, the

guestion of exempting food from this tax should receive attention,

FIRST PROGRAM - CONSUMER IMPACT

The first alternative program is one in which the major impact is

thrust on the consumer, as follows:
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In millions of dollars
1967-68 1970-71 1975-76

Fees, licenses, fines and charges
Increase present rates by

100 percent 2.6 3.2 4.3
Death tax
As discussed above - 0.9 1.2

Liquor tax and licenses
Increase present rates by : :
50 percent 1.8 2.3 3.1

Cigarette tax and licenses
Increase tax by 2¢ a pack and
licenses proportionately 0.5 0.6 0.8

Sales and use tax
Increase rate to 3 percent,
starting February 1, 1968 4,7 14,5 23.8

Corporate income tax
Levy tax equivalent to 16

percent of present federal rates - - 12.3
Totals from the foregoing 9.6 21.5 45,5
Estimated revenue gaps 9.0 20.0 45.0
Estimated surpluses 0.6 1.5 0.5
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SECOND PROGRAM - GAMING IMPACT

The second alternative program bears predominantly on the gaming
industry, as follows:

In millions of dollars
1967~68 1970-71 1975-76

Tees, licenses, fines and charges
Increase present rates by

100 percent 2.6 3.2 4.3
Death tax
As discussed above - 0.9 1.2

Gaming tax
Increase percentage tax
overall by
35 percent 6.6
70 percent 16.8
100 percent 34,9

Corporate incaome tax
Levy tax equivalent to 6
percent of present federal

rates - - 4.6
Totals from the foregoing 9.2 20,9 45.0
Estimated revenue gaps 9.0 20,0 45.0

o

.2 0.9 none

Estimated surpluses

In another part of this report there is discussion about the limitations
on gaming tax increases and the desirability of making such increases

in stages.
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THIRD PROGRAM - INCOME IMPACT

The third alternative program emphasizes taxation of incomes, as
follows:

In millions of dollars
1967-68 1970-71 1975-76

Fees, licenses, fines and charges
Increase present rates by

100 percent 2.6 3.2 4,3
Death tax
As discussed above - 0.9 1.2

Corporate income tax
Levy tax equivalent to the
following percentages of
present federal rates
6 2.8
12 6.9
20 15.4

Individual income tax
Levy tax equivalent to the
following percentages of
present federal rates

2 3.6

4 9.1

8 24.1
Totals from the foregoing 9.0 . 20.1 45,0
Estimated revenue gaps 9.0 20.0 45.0
Estimated surpluses none 0.1 none

FOURTH PROGRAM - BALANCED IMPACT

None of the three alternative programs thus far presented achieves a
spreading of the impact of new and increased taxation over the whole tax-
paying population. The purpose in presenting them, however, was to

define the approximate contribution that can be derived from such taxation.

In this fourth program it is our purpose to present a balanced tax
impact., It is worth noting that no increase is proposed for the sales and

use tax on the grounds that the typical consumer will be reached by (1) the
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individual income tax and (2) the possible passing on of a part or all of the
corporate income tax in higher prices, as well as, for those concerned,

taxes on cigarettes and alcoholic beverages and liquor.

The program takes the following form:

In millions of dollars

1967-68 1970-71 1975-76

Fees, licenses, fines and charges
Increase present rates by

100 percent 2.6 3.2 4.3
Death tax
As discussed above - 0.9 1.2

Liquor tax and licenses
Increase present rates by
50 percent 1.8 2.3 3.1

Cigarette tax and licenses
Increase tax by 2¢ a pack and
licenses proportionately 0.5 0.6 0.8

Gaming tax
Increase percentage tax
overall by
25 percent 4.7
35 percent 8.4
50 percent 17.4

Corporate income tax
Levy tax equivalent to the
following percentages of
present federal rates

5 - 2.9
12 1/2 9.6
Individual income tax
Levy tax equivalent to the
following percentages of present
federal rates
11/4 - 2.8
3 9.1
Totals from the foregoing 9.6 21.1 45,5
Estimated revenue gaps 9.0 20.0 45,0
Estimated surpluses 0.6 1.1 0.5

77



The following tabulation presents a picture of the spread of the
additional tax burden, exclusive of fees, licenses, fines and charges, and
death tax.

In millions of dollars In percentages
1967-68 1970~-71 1975-76 1967-68 1970-71 1975-76

Consumer taxes

Ligquor and
cigarette 2.3 2.9 3.9 33 17 - 110
Gaming tax 4,7 8.4 17.4 67 49 43

Income taxes
Corporate and
individual - 5.7 18.7 - 34 47

Totals 7.0 17.0 40.0 100 100 100

Taxes levied directly on the consumer decrease steadily in signifi-
cance after the ficcal year 1968, The gaming tax, at an increase of 25
percent, bears a relatively high proporiion of the increased taxation in the
fiscal year 1968, but the relative contribution declines after then, despite
rate increases., Income taxes are scheduled to increase in stages, both
in amount and in proportion. On the other hand, an altemative increase in

the sales tax would reduce the need for reliance on income taxes.

Assuming that this fourth program receives serious consideration,
two questions, in particular, will merit careful study.
(1)  Should the sales and use tax be increased and thus reduce the contri-
bution to be made from other sources of revenue ?
{(2) What procedures should be employed for increasing gaming taxes ?
Each of these issues is touched upon below,

(1) Should the sales and use tax be increased?

The sales and use tax has been discussed in some depth in

Chapter II. It was there pointed out that the tax in Nevada does not
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exempt food, as does the sales tax in several other states.
Exemption of food from the tax would, §f course, involve substantial
administrative change. Nevertheless,v any increase in the rate
should be preceded by a thorough study of the desirability of

exempting food.

Proportionately, the sales tax yields the lion's share of gener‘ail
fund revenue. Administratively it is easy to increase this tax. A
single percentage point increase produces substantial additional
revenue - yet this entire increment may, for other reasons, be more
than necessary. The question then arises about an increase of less
than a fractional point. As fractional points would introduce compli-
cations for the average person in calculating the tax, we have not
used them in the programs. Nevertheless, they should not be
entirely disregarded as a possibility.

How should gaming taxes be increased?

In another volume of this report we have examined the capability
of the gaming industry to bear a higher tax rate. In this volume we
have assumed throughout that any increase will be levied as a flat
across-the-board increase in the percentage tax. This has been done
to evaluate the relative amounts to be produced by gaming taxes.
Howe/ver, consideration should also be given to:

. changing the scale of rates, the brackets, or both, used for the
percentage tax, or

increasing license fees other than the percentage tax.

These two factors - concerning the sales tax and the gaming tax -

deserve study in any long-term planning of the State's tax programs.

* * *
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The programs considered above have highlighted the initial impact of
the various taxes. Who ultimately bears the burden of various kinds of taxes
after shifting occurs is a large and complicated subject, some suggestions on

which were given in earlier sections of this report.

The most difficult task will be to decide who shall pay the increased
taxes needed to fill the revenue gaps. This is a decision that cén be made
only by the people of Nevada. We have tried to indicate some of the pros and
cons of the major revenue sources, new and old, but there are basic political
considerations that are entirely beyond the scope of this study and they will be
the ultimate determinants of the changes that are actually made. With the
exception of the federal estate tax pick-up credit, we must confess to having
discovered no tax that will please everyone - and we are not even so sure
about the pick-up credit. (We know it will hurt no one but it may still dis-
please some.) As Edmund Burke wrote in 1774 in ON AMERICAN TAXATION:

"To tax and to please, no more than to love and to be wise, is not given to

men.

With great oversimplification, we may 'say that the consumer taxes
tend to bear heavily on medium~ and low-income groups and impinge little on any
major industry of the State, hence leave the growth potential virtually unscathed.
The gaming taxes cannot fail to have some repressive effect on the industry
involved, with ultimate consequences that depend largely on the prospects for
diversification of industry and reduced reliance on the tourist trade. If we
use both consumer and gaming taxes, we can have correspondingly lower rates
for each. This spreads the burden more broadly and more thinly. Any reliance
on the income tax (as a percentage of federal tax liability) and on fees and
similar charges also spreads the burden broadly and thinly. If we cannot be so
wise as to avoid all taxation, perhaps we can at least show wisdom in reducing

the risk of serious damage to any one group or segment of the economy.
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AN ECONOMIC ANALYSIS OF

THE GAMING INDUSTRY IN NEVADA

The State of Nevada will, almost without question, face a general
fund deficit in the near future. The constitution of the State limits_the total State
debt to one percent of the State's aggregate assessed valuations for property
taxes and thus precludes substantial deficit financing. Additional revenues v;zill

be needed to balance the budget.

An obvious source of such additional revenues is the gaming tax. Yet
it cannot be increased without reason. Beyond a certain point of increase taxation
would syphon off the profits of the gaming industry to such an extent that it

might virtually be put out of business.

The economic consequences of this would be serious. So dependent is
the State's total economy on the well-being of the gaming industry that any form of

confiscatory taxation would defeat its own ends.
Yet some increase in this taxation is feasible.

It is the purpose of this part of the report to examine the extent to
which additional tax revenues can be drawn from the gaming industry without

reducing profits to a level that could endanger its survival.

In the first chapter we present some facts regarding the industry which
have a bearing on the analysis. In the second chapter we provide a synopsis of

the present tax structure.

‘We go on, in the third chapter, to describe the methodology followed
in gathering and extrapolating data for making an analysis of the industry's
taxability, and comment on the problems encountered, and the uncertainties that

must necessarily exist.

The final chapter contains the results of the analysis and conclusions

regarding the industry's ability to bear a higher level of taxation.
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I. CHARACTERISTICS OF THE GAMING INDUSTRY

Gambling has long been prevalent in Nevada. Although, on occasions,
it has been declared illegal, it was fully legalized in 1931 and has remained so
ever since. Whether or not it can be morally justified is not a question for this

study. The fact is that it exists and it flourishes.

The natural hazards that gambling can create, as well as its ability
to provide revenues to the State, resulted in legislation for licensing, regulating
and taxing the industry. One of the purposes of the State Gaming Control Board,
created in 1955, was to eliminate the participation of undesirable elements in the

- industry.

Four factors led to a growth in gaming in Nevada after World War II.
First, there was a marked increase in population in the western states. Second,
the disposable personal income rose significantly. Third, gaming itself proved a
major attraction to tourists. And finally, the natural attractiveness of Nevada,
its improving industrial climate and the establishment of military bases combined
to draw more people to the State. Not only did the gaming industry expand, but
its outward characteristics started to change. Large and luxurious resort hotels
were built, and entertainment exerted increasing drawing power, with shows
involving well-known entertainers and elaborate stage productions. Legalized
gambling and its related businesses provided a fertile source of revenue to the

State and a stimulant to its economy. A period of prosperity had emerged.

In 1959 the Legislature found it necessary to install tighter controls.
It created the Nevada Gaming Commission to issue licenses to and collect taxes
and fees from the industry, functions previously exercised by the Nevada Tax
Commission. The existing Gaming Control Board was affiliated with the Nevada
Gaming Commission, and was concerned with audit, investigative and administra-

tive activities.
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In its efforts to oust undesirables from the industry, the Board moved
in 1960 to place casinos off limits to people list;ad in its so-called "black book"
as having undesirable reputations. About this ti-me sensational publications
concerning the industry created an adverse effect on the State's reputation, and,
later in 1960, the Commission inaugurated a public information program for‘the
benefit of the press, the tourists and the citizens of Nevada. This was followed,
in 1961, by the Legislature's creation of a Gaming Policy Board, with the

Governor of Nevada as its chairman.

More recently, unfavorable publicity has been even more acute. In
particular, it has been alleged that casinos have been concealing large amounts
from winnings and thereby evading tax. A Wall Street Journal article of August 24,
1966 cited newspaper reports that up to $1 million a month is being "skimmed" at
six Las Vegas casinos alone. The Nevada Gaming Commission held an inquiry in
August 1966 regarding these and related allegations. The Commission reported in
its findings, in substance, that (1) there was no valid evidence to substantiate
the allegations; (2) extensive investigations carried out continuously by the
State Gaming Control Board had unearthed no evidence of skimming; (3) measures
used by the casinos for internal control did not justify conclusions of substantial
skimming; (4) there was no evidence of undisclosed ownership of any licensed
establishment; (5) there was no evidence of irregular transportation of money from
gaming to persohs outside Nevada; and (6) the Commission was considering
developing a system to permit observation of the handling of money through elec-

tronic devices and accounting methods.

A recently originated initiative petition, if successful, would have
the effect of increasing State taxes on gaming to about three times their present
level. In a letter to the Nevada Congress of Parents and Teachers, dated October
20, 1965, the Governor of Nevada stated that a substantial tax increase would

seriously undermine the gaming and tourist industries, would create severg
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unemployment, and among other consequences, would weaken the State's

educational structure.

With this brief historical introduction and comments on recent
events, it is now appropriate to consider the profile of the industry. In particular,
we shall dwell on its growth, its composition and its regulation.

1. GROWTH OF THE INDUSTRY

A realistic measure of the industry's expansion is gross taxable
revenues from gaming. This represents the excess of money collected from

games and machines over that paid to customers as winnings.

As indicators of the expansion, annual gross taxable revenues from

gaming for the years ended June 30 were:

$ millions
1946 21.6
1956 113.1
1966 328.8

Of the two decades covered above, the annual uncompounded rate of increase
was over 42 percent during the first decade and over 19 percent during the

second.

The first ten years, following closely after World War II, saw the
most dramatic rise, but the second ten years witnessed a rate of increase

that was still impressive, as demonstrated by the following data:
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Year ended Annual gross taxable gaming revenues

June 30 $ millions ' Percentage of 1956
1957 126.4 112

‘1958 143.8 127
1959 ) 162.8 144
1960 194.1 172
1961 203.7 . 180 .
1962 227.1 201
1963 248.2 219
1964 276.3 244
1965 295.4 261
1966 328.8 291

(The foregoing figures are derived from the Nevada Gaming Commission's

quarterly reports. )

Three counties in Nevada have contributed the most significant
amounts of revenues. TFor the fiscal year ended June 30, 1966, the com-

position of revenues was as follows:

$ millions Percentage

Clark County, which includes

Las Vegas 179.0 54
Washoe County, which includes

Reno, Sparks and north Lake Tahoe 84.3 26
Douglas County, which includes

south Lake Tahoe 51.6 16
All other counties 013.9 4
Totals 328.8 100

ll

Also of interest is the relative proportion of total gaming revenues
provided by slot machines. Data provided by the quarterly reports of the
Nevada Gaming Commission show that, for the eight quarters ended June 30,

1966, slot machine revenues averaged 35. 7 percent of total revenues from
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gaming, and ranged from a quarterly low of 32. 4 percent to a quarterly high

of 39.9 percent.

As gaming increased, and as the tax rates also increased, the
industry's contribution in State quarterly gaming taxes and license fees

showed a steep rise. For the years ended June 30, these figures were:.

$ millions
1946 0.2
1956 5.7
1966 16.9

For the first decade the annual uncompounded rate of increase was 275 percent

and for the second it was 20 percent. These rates compare with 42 and 19

respectively for annual gross taxable gaming revenues.

Various attempts have been made to estimate the percentage of the

population of Nevada dependent on the gaming industry. A reliable estimate

is difficult to produce for these reasons:
Many gaming establishments tend to be multiple~service facilities,
offering hotel services, entertainment and other facilities as well as

gaming.

Gaming produces indirect employment for services needed to support its

activities, such as food, neon signs, laundry, gardening, furniture, etc.

Employees of the industry, both direct and indirect, use other services,

such as education, transportation, utilities, etc.

Gaming and tourism are intimately related, and employment in the gaming

industry tends to rise or fall with tourist activity.

Because, as is later explained, population of the State has little

direct bearing on the fortunes of the gaming industry - although the reverse
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would be true - we did not study in depth the validity of the many estimates

of the proportion of the population dependent on‘gaming. We therefore

accept at face value the estimate of 25 percent suggested in the Governor's

letter of October 20, 1965 previously mentioned. Other estimates have been

even higher.

Among the influences affecting the growth of gaming are population,

tourism and personal income.

It is generally conceded that the population of California represents a.

significant reservoir of potential customers for the gaming industry in Nevada.

In the years 1940, 1950, 1960 and 1965 the national population, in millions,

was 132, 151, 179 and 193 respectively; for California, comparable figures

were 6.9, 10.6, 15.7 and 18.7 - a much steeper rate of increase. The

population of California is expected to continue to grow faster than the

national population over the next twenty years.

The link between tourism and gaming is significant, but reliable

measures of the size and growth of tourism in Nevada are difficult to

gather for these reasons:

The number of tourists visiting Nevada in any given period is difficult to

assess. The current level was estimated by most of those whom we

questioned at 19 to 21 millions.

The head count of tourists is not as significant, for considering potential

gaming demand, as the composition.

excluded.

Minors, for example, should be

Even a reliable head count, with minors excluded, would be less signifi-

cant than tourist-man-days (the number of days spent by tourists in

Nevada).
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The spending ability of tourists is of transcending importance and would

need to be considered in interpreting any count or man-day statistics.

Our analysis led to the conclusion that neither population nor

tourist statistics, in themselves, are reliable yardsticks for measuring the

prosperity of the gaming industry in Nevada. The crucial issue is how much e

money is available to be spent on gaming.

As later explained, it was found that there is a useful correlation
between California personal income and Nevada gross revenues from gaming.
The description and implications of this relationship are discussed later in

Chapter III.

As a measure of the growth in resources available for gaming in Nevada,

the following data depict the annual increases in California personal income:

Calendar Personal income

Year $ billions Percentage of 1955
1945 15.2 50

1955 30.2 100 e
1956 33.3 110

1957 35.6 118

1958 37.2 123

1959 41.0 136

1960 43.2 143

1961 45.8 152

1962 49.1 163

1963 52.3 173

1964 56.1 186

1965 60.2 188

(The foregoing statistics are derived from the Bank of California's publica-

tion "Pacific Coast Economic Series 1929-1965".)
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Income doubled during the decade ended December 31, 1955 and again
doubled during the following decade - an annual uncompounded rate of
increase of 10 percent. This rate of increase was not as steep as that
experienced in annual gross revenues from gaming in Nevada during the
twenty years énded June 30, 1966. However, as later explained, a
statistical relationship does exist for the second decade; the first - c;ccgr-
ring during the early post-war years of gaming in Nevada - was. affectéd by
such abnormal growth factors as to be unsuitable for valid statistical

correlation.

COMPOSITION AND REGULATION OF THE INDUSTRY

For regulatory purposes, licensees are divided into two classes:

restricted and nonrestricted.

A restricted license, as defined in State Regulation 1.050, is granted
"for the operation of slot machines only in an establishment wherein the
operation of slot machines is incidental in the primary business of the
licensee". By practical interpretation, a nonrestricted licensee is one
whose business meets any one of three criteria:
(1) It involves the operation of a substantial number of slot machines
(sixteen is often used as a rough guideline), or
(2) There is at least one table used for gaming, or
(3) Gaming on the premises is a significant part of the business.
Restricted licenseés are usually such businesses as barber shops, service
stations, grocery stores, or small restaurants. Nonrestricted licensees are

more typically the resort hotels, casinos, and larger restaurants and bars.

Typical of many industries, gaming tends to be localized, with its
principal concentrations in (1) the Las Vegas Strip, (2) Las Vegas downtown
area, (3) Reno and Sparks, and {4) Lake Tahoe. Activity declines materially

outside these areas.
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In its report for the quarter ended June 30, 1966, the Nevada Gaming

Commission reported as follows:

Number of licenses in force

Restricted (slot machines only) 778

Slot machine operators ("route operators", . o

‘who provide slot machines to
establishments for public use) 48

Nonrestricted:

Slot machines only

N
w
(e

44
Games and slot machines 186

Total as of June 30, 1966

—
o
w
D

Number of gaming devices licensed

Slot machines, including pinball 28,262
Games 1,547
Tables (poker, etc.) 179

Total as of June 30, 1966 29,988

The industry, like many others, has been slow in organizing to
improve its methods and conditions of operatibn, to produce industry
statistics, to adopt uniform reporting systems, to share in economic
research, or to encourage the maintenance of minimum acceptable standards
of operation. However, there are some associations. The more influential
are:

(1) Nevada Resort Association, Inc., in Las Vegas, represents about a

dozen of the larger luxury hotel-casinos on the Las Vegas Strip.

(2) Gaming Industry Association of Nevada, Inc., in Reno, represents over
thirty gaming licensees outside Clark County.
Services rendered by these associations are predominantly in public

relations and related functions.
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With the passage in 1959 of the Nevada Gaming Control Act, com-
prehensive provisions were set up for contrdlling and licensing the industry.
As since amended, the Act assigns major reAsponsibilities to three bodies:
(1) The Gaming Policy Board,

(2) The Nevéda Gaming Commission, and

(3) The State Gaming Control Board.

Chaired by the Governor of Nevada, with representatives from the
other two bodies, the Gaming Policy Board may be convened "for the

exclusive purpose of discussing matters of gaming policy".

The Nevada Gaming Commission (elsewhere also referred to as -
"the Commission") is a five-member organization responsible for issuing

and revoking licenses, for collecting gaming taxes and fees, and for

other activities, such as research and public information.

The State Gaming Control Board (elsewhere also referred to as
"the Board") has three principal areas of responsibility: investigation,
audit and enforcement. It investigates appliqants for licenses, and
recommends their approval or denial to the Commission. It audits licensees’
records to assure collection of proper amounts of State taxes and fees from
gaming, as well as to guard against hidden interests in gaming enterprises.

It also enforces regulations against cheating and other undesirable practices.

The Commission is empowered by the Act to issue regulations
governing the gaming industry. In conjunction with the Board, it has

issued such regulations.

As earlier mentioned, more comprehensive details than the foregoing
could be provided. However, the information here set forth should be adequate o

to serve as a background for the analysis that follows.
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II. TAXATION OF THE GAMING INDUSTRY IN NEVADA

Every enterprise doing business in the United States is subject to a
variety of federal taxes, such as taxes on income and social security. Similarly,
every enterprise doing business in the State of Nevada is subject to many taxes
imposed by the State, such as the sales and use tax, by its counties, such as

property tax, and by other municipal entities.

Gaming, like other industries, bears these taxes. It is also subject
to other taxes levied specifically for the privilege of doing business in legalized

gambling.
It is with this latter class of taxes that we are now concerned.

First, lét us consider their magnitude. The Nevada Gaming Commission
published, in 1964, and updates annually, an analysis of all direct levies on
gaming in Nevada, showing their source and distribution. For the year ended
June 30, 1965 - the latest available at theﬁ time of preparing this report - on the

following page is a condensed summary derived from these statistics:
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Collected by
United States Government
State
Counties
Cities
For support of
United States Government
State general fund
State gaming administration
Counties
Cities
Towns

Other

15.

4.

$ millions

1

2

.7

14,

.7

27.6%

27.6*

*Approximation to the nearest $100,000 results in apparent

differences in totals.

As these statistics show, the State levies and receives over half the total

gaming tax revenues.

To describe the types of taxes which make up these collections, we

have drawn on information from the Nevada Gaming Commission's "analysis of

the structure and rates of direct levies on gaming by all levels of government ..."

Separate sections deal with federal, State, county and city taxes.

1. TAXES LEVIED BY THE UNITED STATES GOVERNMENT

Three taxes are levied:

(1) An annual tax of $250 is levied on coin-operated gaming devices.

(2) An annual occupational stamp of $50 is required of both principals and

agents for wagering.

(3) A wagering excise tax of 10 percent is levied on bookmaking activities.

As earlier mentioned, levies under these categories for the fiscal year 1965 -

aggregated $6.7 millions.
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TAXES LEVIED BY THE STATE OF NEVADA

The two principal taxes imposed on the gaming industry are the

quarterly and annual license fees.

The quarterly license fee is based on gross revenue from gaming,

and is calculated quarterly, payable on license renewal. Rates are

based on the following sliding scale:

Quarterly gross revenue Percentage
Up to $150, 000 3
From $150,000 to 400, 000 4
From $400,000 to $1,000,000 5
Over $1,000,000 5.5

The annual license fee is based on the number of games operated,

according to the following scale:

Number of games operated Amount
One $ 100
2 200 e
3 400
4 750
5 1,750
6 or7 3,000
8, 9orlo0 6,000
11 through 16 1,000 each game
Over 16
for first 16 games 16,000
for each game in excess
of 16 200
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Other taxes consist of the following:

(1) Fees for licensees who disseminate hérseracing information;

(2) A 2 percent tax on money wagered thréugh pari-mutuel pools;

(38)  Investigation ($250) and application ($50) fees plus actual costs
of investigation;

(4) Mandatory penalties for late payment of quarterly license fees.

TAXES LEVIED BY COUNTIES

County gaming license fees - of which 25 percent go to the State for
its general fund - are payable quarterly according to the following monthly
rates:

$25 for card games;
$50 for other table games, such as craps, 21 and roulette;
$10 for slot machines

The foregoing are standard in all counties of Nevada.

Clark and Pershing counties raise additional taxes. Clark County's
provisions are quite comprehensive, and include:
application fees, based on the type of gaming device

annual license fees, scaled according to the game.

The following data show collections of gaming taxes by counties:

$ millions
Clark 2.10
Washoe 1.07
Douglas 0.49
Elko 0.17
Ormsby 0.10
All other 0.23
Total for the fiscal year 1365 4.16 "~
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4, TAXES LEVIED BY CITIES

Various cities - notably the larger ones - levy taxes on gaming,
usdally in the form of annual fees based on the type of game or gaming

device.

The following data show cities' direct collections from gaming taxes:

$ millions
Las Vegas 0.89
Reno 0.60
North Las Vegas 0.07
Sparks 0.07
Henderson 0.03 ~'
Others (¢ach under $20,000) 0.06
Total for the fiscal year 1965 1.72

The impact of such taxes is relatively minor.

In the light of the structures and rates here described, the State is
now faced with the question: Can the gaming industry bear additional taxes

and, if so, how much?

The methods used preparatory to answering this question are discussed

in the following chapter.
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I1I. METHODOLOGY USED FOR PROJECTING
GAMING INDUSTRY PROFITABILITY

One of the principal purposes of the study was to determine the
capacity of the gaming industry to provide additional taxes over the next ten
vears in an effort to close the expected gap between expenditures and revenues

in the State's general fund.

Another part of this report deals with the measurement of that expected
gap and the opportunities for raising other revenues from taxation. The spotlight
must necessarily fall on gaming, if only for two reasons: the substantial propor-
tion of total tax revenues already produced from gaming taxes, and the demand

emanating from articulate public opinion that gaming taxes be raised.

We had‘to consider, too, the possibility that gaming revenues might
be diverted and thus evade taxation. In Part IV we discuss the opportunities for
this to occur and recommend measures to reduce them to a minimum. In that part
of the report we also consider the dearth of statisti_cs produced by the industry and
means that should be pursued to remedy that deficiency. Without reliable data,
the industry may be in a weak position when asserting its inability - on this or

future occasions -~ to assume a larger share of the State's tax burden.

Any serious attempt to measure the industry's taxability must be
preceded by answering a number of questions. As examples:

(1) What is the present profitability of the gaming industry in Nevada as

a whole?

(2) To what extent does this vary according to different segments of the
industry ?

(3) How much faith can be put in the statistics now able to be gathered?

What adjustments are needed to make them defensible?

(4) At what rate is the industry's gross income likely to grow?

97



(5) What influences are expected to affect future costs, and by how
much?

6) How should profitability be measurea, particularly for comparing the
gaming industry's performance with that of comparable industries?

(7) To what extent can the industry bear additional gaming taxes, at
varying levels, and what would be the effect on its profit perfo;mance?

(8) What measures can the industry take to offset the effect of higher

gaming taxes, and how realistic is it to expect them to be followed?

In this chapter we describe the methods used to provide answers to
these questions. In the following chapter we discuss the results of the analysis

and the conclusions that are drawn from it.

1. THE APPROACH IN PERSPECTIVE

Before penetrating the details of the analytical process, it will be
appropriate to describe, in skeleton form, the steps that were followed to

assess the taxability of the industry.

The first necessity was to gather, from a representative segment of
the industry, a body of facts and figures capable of portraying operating

results, financial position, taxes borne, and other relevant data.

We expected to find that the information would be deficient in some
respects and unsuitable for analysis in others. This_, in fact, we found.
The second step was therefore one of evaluating, questioning, substantiating
and, as necessary, adjusting the data so that they could be used to provide

a valid profile of the industry.

The third step was to determine a realistic basis for extrapolating
gaming revenues into future years. This involved exploring available data,
seeking opinions from knowledgeable sources, and - as eventually proved -~

successful - using methematical techniques with the aid of a computer.
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The fourth step was to develop a method for extrapolating costs.

Here again, a variety of opportunities was investigated.

The fifth step was to project the data into future years, applying such

different assumptions as:

differing rates of increases in costs,

differing rates of increases in gaming taxes, and
. differing methods of offsetting tax increases through less favorable odds

or otherwise.
The volume of data to be processed, coupled with the combinations of
alternative projections needed, required the use of an electronic computer.
Without this, such an exter sive analysis would have been too costly and
time-consuming to attempt. To prepare for the use of a computer, however,
the work had to be planned in intricate detail, diagrammed, and converted

into symbols capable of being processed electronically.

During the steps outlined above, uncertainties, gaps and incon-
sistencies in the basic data had to be examined and judgments had to be

made for dealing with them logically and equitablly.

Finally, as progressive volumes of processed data emerged from the
computer, they had to be interpreted, and conclusions had to be drawn from

them.

It is of interest to note that, as we had expected, the procedures
employed can be repeated from time to time to make similar analyses in
future years. Use can be made of the computer programs and other methods
followed in this study. We are accordingly making a record of the steps
followed and providing instructions so that the State can again use the type

of analysis employed.
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GATHERING BASIC DATA

The basic vehicle for gathering data from nonrestricted licensees was

a six-page gquestionnaire, accompanied by a page of instructions.

By completing the questionnaire, a respondent provided:
. particulars of the organization, history and general activities of the’
enterprise,
. its balance sheet and related supporting schedules,
a departmentalized operating statement and related supporting schedules, a
and
subsidiary personnel statistics.
Nonrestiricted licensees were asked to produce the operating statement for

the five most recent years.

Before mailing the questionnaire, we met with officers of the two
principal associations of public accountants in the State, discussed the
content, and sought their cooperation. We also asked that, in submitting
completed questionnaires, respondents include a written opinion from their o

independent accountants containing comments on the reliability of the data

presented.

The questionnaires, as well as instruction sheets and explanatory
covering letters, were mailed in mid-July 1966 to 184 nonrestricted
licensees (covering all except those operating only slot machines) and to
all certified public accountants and public accountants registered in the

State.

This was followed by conferences with two industry associations
and some of their members to assure a proper understanding and to answer

questions raised by them.
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With few exceptions, members of the industry cooperated in returning
completed questionnaires. In some cases ihey failed to provide required

data and our representatives helped them to develop this information.

By arrangement with the officers of the public accounting bodies,
we extended the deadline for submission. Nevertheless, delays were
encountered, and many of the questionnaires arrived after the scheduled

due dates.

TESTING THE RELIABILITY OF INDUSTRY DATA

By advance arrangement with the Legislative Commission, we decided
to rely, to the fullest practical extent, on the signed opinions of the
respondents' independent accountants. However, this did not preclude

reviews on our part to substantiate selected data, to make inquiries from

the respondents, or to discuss individual questions with their accountants.

Between July and September we sent representatives to 35 of the
respondent casinos to make tests of the reliability of information furnished,
to examine working papers, records and accounts, and to make such
inquiries as each situation warranted. Gross gaming revenues of these 35
casinos accounted for more than 75 percent of the revenues of the industry

as a whole.

As an additional precaution, we compared selected information
reported in the questionnaires with data on file with the Nevada Gaming
Commission. No major or unexplained discrepancies were revealed by

this comparison.

Because of inconsistencies and lack of uniform accounting classifi-
cations within the industry, we were compelled to make many adjustments

so that data could be processed on a comparable footing.
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In some cases the latest information provided by respondents was not
recent enough for practical use. These instances, however, were limited

enough to pose no major problem.

Having satisfied ourselves as to the information received and its

adjustment into a form sufficiently consistent for comparability, we
selected 85 questionnaires(l) from those received as being in the most |
suitable form for analysis and containing sufficiently few gaps in information
as not to prejudice the reliability of the resultant analysis. While 85
returns out of 184 questionnaires originally sent out may seem a meager
sample, they represented:

establishments accounting for 93 percent of the gross gaming revenues,

a good geographical cross-section of the industry, and

an adequate mix of the larger and smaller licensees.

It is worth mentioning at this point that we also mailed limited
questionnaires to over 10 percent of the restricted licensees. The informa-
tion gleaned from these completed questionnaires was of interest in other RN
aspects of the study but was not used for the profitability anaiysis - nor

had it ever been intended that this information would be so used.

FINDING A BASIS FOR EXTRAPOLATING REVENUES

As earlier mentioned, the industry's annual gross taxable revenues
from gaming rose from $21.6 millions in the fiscal year 1946 to $113.1
millions in 1956 and $328.8 millions in 1966. The continuation of this rate
of increase into future years appeared to us to be an unrealistic expectation.

At some future time, we suspected, the rate of increase must decline.

(1)

Of these 85 questionnaires 33 later proved unsuitable for determining cost
and profitability trends, as discussed in Appendix B. —
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We conducted interviews with members of the gaming industry,
governmental offices, financial institutioné, utilities, industry associa-
tions, the University of Nevada, and othefs. These were for the purpose
of gaining general background and opinion needed for the study, but, among
the questions.to which we continually sought an answer, was that of how_
to predict future gross revenues from gaming. It soon became apparelllt that
forecasts were based largely on intuitive factors and that few concerned

were ready to make forecasts for as long as five years ahead.

To rely on this type of forecasting, or to assume continuation of
the historical trend of gross gaming revenues, struck us as a dangerous

course to pursue if weighty decisions were to be based on the results.

A better method had to be found.

The forecasting method had to be based on indicators that possessed
three characteristics:
(1) They should logically relate to the gaming industry in Nevada.
(2) They should demonstrate a close corre}ation over ;ecent years.
(3) They should, in themselves, be capable of being projected into the

future.

In attacking the first criterion, we gained the impression, through
interviews and other research, that the fortunes of the gaming industry
depend materially on the wealth of California. To what extent this is so
was difficult to determine. Intuitive estimates covered a wide range.
Accordingly, we selected for experimentation four economic indicators

characteristic of incomes and spending in California.

The next step was to determine whether there was a past correla-
tion between gross revenues from gaming in Nevada, on the one hand,

and any one or combination of the indicators tentatively selected, on
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the other hand. The nature of this experimentation and the successful
results it produced are described in Appendix A, following the text of this

part of the report.

In summary, a relationship was found to exist through applying a

formula having this effect:

(1) Take the annual personal income of California in dollars and
multiply it by 0.007136764 (the regression coefficient).

(2) Deduct $113,444,750 (the regression constant) from the product
derived in the previous step.

(3) The remainder represents the derived estimate of the annual gross

revenue from gaming in Nevada.

The implication of this correlation is that the amount of California
personal income is an influential_factor in producing gross revenue from
gaming in Nevada. It does not imply that the one is wholly dependent on
the other, but it does imply that California personal income is a reliable
measure of the resources that support the gaming industry in Nevada, and
that other significant measures follow a pattern relatively comparable with

that of California personal income.

The final criterion to be considered was the availability of the selected
indicator in projected form. Among the sources of economic indicators that

we studied were those compiled by a major western bank. The bank projects

California personal income ten years ahead, based on four major assumptions:

(1) that there will be no large-scale war,

(2) that normal business activity will continue,

(3) that the projections of California population growth published by the
California Department of Finance will hold good, and

(4) that inflation will continue at the same rate as has prevailed since

1945.
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The bank's projections appear to us to be based on thorough and
professional methods. Obviously, future uncertainties lead to a greater
percentage of error the farther ahead a proj'ection is made. TFor example,
the current projections for 1967-68 are likely to be more accurate than those
for 1970-71, and even more accurate than those for 1975-76. This is
typical of any economic projection. The inherent inaccuracies over tﬁe
long-term future should not adversely affect the forecasting process inb the
State of Nevada, since the legislative process by which taxes are raised
is subject to frequent attention. Thus opportunities exist for reassessment
with the passage of time, and therefore what had previocusly been a long-term

forecast falls into the category of a more reliable short-term forecast.

Personal income is, in our opinion, a more dependable indicator

than personal spending, disposable income or retail sales -~ three other
indicators we examined. The last three indicators are derived from the
personal income indicator and necessitate the application of assumptions
such as how much will be saved, spent, used for necessities, and spent

in retail stores. Of the four external indicators personal income is more
reliable because of the fewer assumptions which are applied. It is therefore,
in our consideration, the most suitable for producing projections of gross

annual revenues from gaming in Nevada.

FINDING A BASIS FOR EXTRAPOLATING COSTS

In collecting operating expense data through questionnaires, eleven
major classifications were identified in addition to the cost of sales.
Federal income tax provisions were excluded. As data were gathered and
further analyzed, some classifications were combined, leaving the following
eight categories:

Salaries, wages, employee benefits, payroll taxes and officers'

compensauon
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. Depreciation and amortization
Rent
Interest
Taxes other than federal income taxes
Professional entertainment
Advertising and promotion

Other operating expenses not classified above.

As earlier mentioned, we encountered a lack of uniformity within the
industry in the method of classifying expenses. Where practical, we
adjusted the data provided in the questionnaires to permit a greater degree
of comparability. A prevalent example of this was the treatment of "comps" -
the cost of complimentary drinks, meals, rooms, etc. provided to customers.
This expense was variously classified as advertising and promotion, as
other operating expense, and even as miscellaneous (nonoperating) expense.
Some respondents costed this expense at retail selling price, while others
used actual cost. Our practice was to adjust this expense to an actual

cost basis and classify it as advertising and promotion.

To gain an impression of the expected trend of costs over future
years we asked questions of casino operators, representatives of industry
associations, bankers, economists, civic leaders, and others. Based
on these extensive interviews, the following opinions were often expressed:
(1) Costs are rising at a faster rate than revenues.
(2) Management needs to take more effective action than it has done
hitherto in reducing costs through improving efficiency.
(3) Efforts are needed to increase volume.
(4) Despite cost reduction, if ach'ieved, casino operators expect costs
to eat increasingly into profit margins.
(5) There was little agreement as to what specific costs, aside from labor,

would be expected to rise, or at what rate.
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(6) For the coming year, estimates of increases in payroll costs ranged
from 3 percent to 25 percent.

(7) Larger establishments have greater flexibility in controlling costs
because of their ability to lay off nonessential workers in slack
periods.

(8) Cost ferecasting for managerial control is not practiced. Thosé
establishments which do budget generally project past coét histor‘y
after allowing for expected volume increases and additional costs

arising from inflation.

(9) An appreciable portion of the expenses is discretionary in nature.
Opportunities for reduction of these expenses clearly exist, but the
industry appears opposed to making such reductions, particularly
in the face of competitive practices.

(10) Advertising and promotion, which consumes about one-eighth of
the revenue dollar, is an expense that can easily be varied. It is
often varied when the situation demands, for example, during the

recent airlines strike, when it was cut back.

As a means for making meaningful projections of costs, extensive
use was made of the computer to produce ratios and trends, to compare
results a¢cording to homogeneous segments of the industry, to identify and
isolate abnormalities, and finally to produce a satisfactory basis for
extrapolation. In Appendix B we discuss the processes followed, the
difficulties observed, methods used to overcome them, and the conclusions

reached.

PROJECTING THE PROFITABILITY OF THE INDUSTRY

To afford the reader an easier opportunity to follow the processes by
which the gaming industry's profitability and taxability were forecast for o~
the fiscal years 1968, 1971 and 1976, we present details and conclusions in

Chapter IV.
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JUDGMENTS MADE FOR PROJECTING DATA

We have already touched upon some of the judgments we were com-

pelled to make in adapting heterogeneous information into a form suitable

for developing a profile of the economics of the industry and for making

projections. It will be useful to recapitulate these decisions here and to

touch upon others not previously mentioned.

(1

A representative sample of data had to be selected

Many questionnaires were not completed and returned. Others
were too deficient to be of practical value. In these cases, we
followed up the gquestionnaires of the larger establishments and made

sure they were put into acceptable form for analysis.

We first selected 85 returns for processing. They covered
licensees with 93 percent of the gross gaming revenue for the year
studied; they constituted a realistic geographical spread; and they

provided an adequate cross-section of the industry.

However, shortcomings in the data compelled a further reduc-
tion, from 85 to 52 returns. This latter represented 75 percent of the
gross gaming revenue and still constituted an adequate industry

cross-section.

Different segments of the industry needed study

To protect against an analysis in the aggregate failing to
disclose the characteristics of individual segments of the industry,
statistics were divided according to two classes: geographic and

size.

The geographic segmentation involved five categories:
(1) Las Vegas downtown
(ii) Las Vegas Strip

(iii) Lake Tahoe area
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(3)

(iv) Reno-Sparks area

(v)  All other localities.

Ten categories were used for dividing nonrestricted licensees
according to size. They were:

Substantially diversified (casino, hotel, restaurant, theatre and
bars):

(1) Very large (annual revenues over $14 millions)
Diversified:
(ii) Very large (over $18 millions) - no hotel
(iii) Large ($2 to $18 millions) - no theatre
Casino, bar and restaurant:
(iv) Large {over $2 millions)
{(v) ‘Medium ($0.5 to $2 millions)
(vi) Small (up to $500, 000)
Casino and bar, but no restaurant:
(vii) Medium ($200,000 to $3 millions)
(viii) Small (up to $200,000)
. Gaming a sideline:
(ix) Medium ($125,000 to $500,000)

{(x) Small (up to $125,000)

In addition to the foregoing, a separate control group of
nonrestricted licensees was studied. This represented the six
casinos whose procedures were examined to evaluate the feasibility
of prescribing minimum control standards for the industry. (Details

of this study are dwelt upon in Part IV.)

The value of capital employed had to be determined

An investor in the gaming industry must consider the return on

his money in comparison with returns he could earn by investing it
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differently. Clearly, by putting his money into government bonds or
blue chip stocks he would have a greater measure of safety. For the
additional risk he assumes by investing in the gaming industry he is

entitled to a higher return on his investment.

In appraising the profitability of the industry, we had therefore
to make some measure of the capital employed in the industry. 'Bu.t
certain factors contribute to confuse this measurement:

(i) There are several ways of amortizing or depreciating assets.

The faster the writeoff, the lower the reported book value.

With licensees using a variety of methods, comparability is

difficult.

(ii) The market value of assets employed in a business - particularly
land and buildings - may appreciate to an amount considerable
in excess of book value (generally cost less depreciation). In
the more densely populated communities of Nevada increases in

property values have been substantial.

(iii) The use of "off-balance-sheet financing” has become prevalent.
By this method, the business enterprise leases its property
through a financing institution or associated enterprise and, as
a lessee rather than owner, excludes the asset value from its

balance sheet.

To provide some measure of consistency in measuring profits
earned and capital employed, we made the following statistical
adjustments:

In cases where properties were subject to sale-and-leaseback

transactions or were rented from affiliates -

- an imputed asset and a corresponding imputed liability

were set up to represent the capitalized value of the rents;
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(4)

- rent expense was statistically redvced accordingly;

- depreciation expense was s:tatistically increased to the
extent of 5 percent a year on the amount of the capitalized
land and other property;

- the capitalized values were tested for reasonableness

against county assessors' appraisals, but technical con-

siderations rendered this test nugatory.

A test was made of the book values of assets subject to
property taxes, comparing them with county assessors'
appraisals. However, properties covered by sale-and-
leaseback transactions were difficult to differentiate from
those legally owned by the businesses, and the amounts
were of such magnitude, that it was not possible to
establish, in total, whether book values and appraised
values were realistically close. In the absence of evidence
to the contrary, we therefore accepted net book values of

owned property as representing fair market values.

Influences of closely related businesses had to be recognized

Many casinos form elements of complex enterprises. As an
example, one entity may own the land, another the buildings, a
third the gaming license. The licensee's financial statements,
therefore, do not necessarily represent a fair picture of either its

financial condition or the results of its operations.

Licensees were asked to report associations with other
businesses. In all reported cases, appropriate adjustments were

made to account for their financial implications.
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(6)

Tax-saving devices and other unusual factors had to be allowed for

Before subjecting reported stat.:istics to extensive analysis,
we had them tabulated by computer énd certain ratios and other
relationships established. This process brought to light several
unusual features. All éuch features of any significance were

investigated.

In many of such cases the abnormalities were found to occur
because of the accounting effect of tax-saving devices, or because
of unusually high interest charges, officers' compensation or rent.
These were often the consequences of dealings at less than an
arm's length. In cases where a failure to allow for them would
have distorted the results of the analysis, judgmental adjustments

were made to normalize these conditions.

The possible effect of skimming warranted consideration

Reference was made earlier to allegations that some casinos
have been skimming - excluding gross gaming revenues from their T
accounting and thereby evading tax. The Nevada Gaming
Commission's report of September 1, 1966 (also referred to earlier)
stated that no valid evidence had been provided to substantiate the

existence of this practice.

It would be naive, however, to ignore the possibility of
skimming. Nevertheless, the secrecy that would surround it - if
in fact, it is prevalent - precludes the possibility of assessing any

measure of it.

Accordingly, we made no statistical allowance for the possible

existence of this practice.
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(7)

(8)

Future revenue growth had to be anticipated

Elsewhere in this report, inclﬁding specifically Appendix A,
there is a description of the means édopted to extrapolate the
industry's gross revenues. The formula adopted for the underlying
calculétions is based on four major assumptions:

(i) that there will be no large-scale war;

(ii) that normal business activity will continue;

(iii) that projections of population growth published by the
California Department of Finance will hold good; and

(iv) that inflation will continue at the same rate as has
prevailed since 1945.

To these assumptions we have added others:

(v) *;hat night horseracing will not be introduced in California
and thereby reduce the potential demand on the tourist
and gaming industries of Nevada;

(vi) that Nevada will not introduce a legalized lottery and thus
possibly reduce the flow of money into the gaming industry; oot
and

(vii) that no other state reasonably close to Nevada will legalize

gaming.

Future cost levels had to be projected

)

The uncertainties surrounding future costs are discussed at
length, particularly in Appendix B. In projecting future costs it
has been assumed in varying degrees:

(i) that the upward trend of costs will continue;
(ii) that managements in the gaming industry will be compelled
to take - and will take ~ more active and effective steps to

control the continued rise in costs; -~
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(iii) that conditions affecting rises in costs will not differ
materially from one location in the State to another, nor

among the various types and sizes of gaming establishments.

The feasibility of changing the odds to compensate for rising costs

or tax increases had to be considered . : : -

The gaming industry argues vigorously that it is no longer
feasible to reduce odds as a means for creating additional revenue.
Odds have, of course, been reduced in the past, but the contention

is that this is no longer possibie.

An argument can also be made, based on defensible economic . .
concepts, that the determination of odds is more heavily influenced
by the nz;atural forces of competition than by costs. In fact,
experiments have been made that show, in limited cases, that a

casino which improves the odds can attract sufficient additional

business to do more than compensate for the higher payout.

We were informed on numerous oqcasions by casino
operators that attempts to reduce odds independently of other
casinos' taking similar action invariably led to a loss of
business and a decline in gross revenues. If, however, rising
costs were to compel the industry as a whole - or within any
one community - to reduce odds, the results would conceivably

be different.

Without adequate statistical evidence it is impossible to
make a forecast of the effect of a possible industry-wide move
to reduce odds. There is clear evidence elsewhere that reduc-
tions in odds or increases in prices do not materially dampen
volume. As examples:

. Cigarette smoking continues to increase despite increases in
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cigarette taxes.
Increases in the pari-mutuel percentage take in such states as
New York, Illinois and California have not caused a decline in

the volume of betting in those states.

In the face of these conflicting possibilities, we are
inclined to draw the following conclusions:

(i) If a substantial increase in gaming taxes were enacted,
casinos would probably be compelled to pass at least a
part of the burden to their customers in the form of
reductions in odds.

(ii) The results on gaming activity are virtually impossible to
predict.

(iii) If little adverse reaction occurred, the new odds would
probably remain in force.

(iv) If the reduction in odds caused a significant decline in
gross revenues, there would be a partial or complete

reversion to the previous odds. .

With these uncertainties, we have assumed four different
hypothetical consequences, namely that licensees will:
(i) . not pass any of the increase to their customers;
(ii) succeed in passing on one-third of the increase;
(iiil) succeed in passing on two-thirds of the increase;
(iv) succeed in passing on the entire increase.
These four situations, it must be emphasized, are hypothetical.
There is a strong possibility that any attempt to recoup increased
taxes through reducing the odds would lead to a decline in
gaming activity. This would be all the more likely if the odds

were changed significantly, or if the customer believed they were.



(10)

Nonetheless, the industry's ability to pass on the additional
taxes in some form or another cannot be disregarded entirely, and

is considered in the next chapter.

The possibility of reducing the level of service or increasing prices

for service had also to be considered

The industry has another course open to it. - It might reduce :
the amount or quality of service offered to its customers -
restaurants, bars, entertainment, accomodations, complimentary
meals, drinks or services, etc. Or it might maintain present levels
and charge more for these services, or be more selective in the case

of complimentary services.

Arguments for and against this course of action tend to follow
a pattern similar to that for changing odds. In view of the similar
uncertainties, we have elected to ignore this possibility and have
assumed that the four different bases selected for evaluating the
effect of a change in odds would incorporate any change in lewel or

price of services.

The ten conditions enumerated above are typical of the atmosphere

in which an analysis is made of the industry's ability to bear an increased

tax burden. To assume several alternatives for each would create a

volume of data of such magnitude that it would become valueless. In

nearly each case an arbitrary judgment had to be made. The body of

evidence gathered dictated the nature of each such judgment.

The reader should now understand the process by which facts were

gathered and put into readiness for analysis. It now remains to describe the

analytical process, the results it produced, and the significance of those

results.
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IV. PROFITABILITY ANALYSIS

We have described the events and conditions leading to the analysis
of gaming profitability. It is now our purpose to record how the analysis was

made, what it produced, and the significance of the results.

1. METHOD OF ANALYSIS

The objective was to project the profitability of the gaminé industry
ten years ahead under various assumed conditions. Little was to be
gained by trying to estimate each of the ten years. Four were selected -
to all practical intents equivalents of the years to June 30, 1966 (the

base year), 1968, 1971 and 1976.

We have.already observed that the farther ahead a projection is made,
the greater is the uncertainty that surrounds it. The underlying assumptions
are made on the best available current information and judgments. Five
major assumptions were made:

(1) Gross revenues in Nevada will continue to follow an existing

relationship with California personal income. (See Appendix A

for discussion.)

(2) Gaming revenues will decline proportionately in relation to revenues
from hotel, restaurant, bar and other services. This would continue

the present trend, as discussed in Appendix B.

(3) Operating expenses will bear any one of three relationships with
total gross revenues (also discussed in Appendix B), namely:
(i) the "gold level", with expenses at a percentage
comparable with those prevailing up to two years

ago;



(ii) the "green level", with expenses at a percentage

slightly higher than in the base vear;

(iii) the "blue level", with expenses persistently increasing,
both absolutely and relatively, and with management

unsuccessful in holding the line.

(4) State gaming taxes can either remain unchanged or increase by any
of the following five rates during the forecast period: (i) 25 percent,

(ii) 50 percent, (iii) 75 percent, {iv) 100 percent, or (v) 200 percent.

(5) By reducing odds or otherwise, the industry will pass on to its
customers, at any of the four following rates , some part of the
increase in gaming tax: (i) nothing, (ii) one-third, (iii) two-thirds,
or (iv) all. (The customer reaction to these assumptions is dealt

with in Chapter III.)

The volume of calculations required for these projections led to the
use of an electronic computer. Details of its use, as well as some of the

analytical data derived, are contained in Appendix C.

Throughout all projections, federal income taxes are assumed at
50 percent of pre-tax profits, and no account has been taken of the impact
of any new taxes (such as State corporate income tax) or increases in
present taxes (such as a higher sales tax) that the State might levy over

the forecast period.

RESULTS OF THE ANALYSIS

It was the purpose of the analysis to forecast profits and to present

them as ratios. Two bases were selected for ratio comparison:
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(1) Equity capital - the amount of stockholders' equity (capital stock,
retained earnings and other capital accounts) or partners' capital,
as the case may be, increased by the sum of advances by affiliated

companies, officers and owners.

(2) Gross investment - equity capital, as defined above, increased by '
long~term debt (that debt payable after one year of the balance sheet
date).

These bases aré briefly discussed below.

The equity investor typically measures earnings as a percentage of
equity capital. This traditional approach is useful in determining the profit
performance as a percentage of the investment of capital made by the owners
and investors. ‘ It does not, of course, take into account long-term debt, and
does not measure profitability on the basis of all funds invested in the

enterprise. It rather focuses on the direct commitment of risk capital by

the owners, partners or shareholders, as the case may be.

The gaming industry is unusually highly_leveraged ~ that is to say,
the investor's equity capital is relatively low in relation to capital raised
by other means, such as loans and sale~and-leaseback financing. This
leverage factor introduces a feature of sensitivity that can produce
exceptionally high vields on capital when profits are good, contrasted with
losses if profits fall below the level needed to pay interest, rent and other
financing charges. We learned, for example, that some financing carries

interest rates in excess of 10 percent a year.
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To present a measurement of profitability which allows for the
leverage factor, another yardstick is used, that of gross investment.
Gross investment (often referred to by financial énalysts in other and
varied terminology) enables one to measure the basic or overall performance
of a business in terms of the total funds provided by all long-term

investors ~ rather than a single class.

(1) Equity capital approach

Equity capital and related profits were calculated as follows:

$ thousands $ thousands Nine
All 52 43 concerns concerns
respondents with profits with losses

Stockholders' and partners'
equity 91,184 91,073 111

Affiliates', owners' and
officers' advances (mainly

the first) 20,280 19,790 490
Totals 111,464 110,863 601
Profits or (losses):
Before income taxes 31,705 32,049 (344)
After income taxes T et
(assumed at 50 percent) 15,852

In total, profits after income taxes averaged 14.2 percent of capital.

We further analyzed the capital and earnings of the 52 respondents in
contrast with those of the 33 respondents which had been in business for
less than five Years and whose data were rejected from the analysis because
of insufficient historical trend information. After allowing for one
exceptional condition, we noticed that the newer businesses were able to
perform almost as well as the 52 with at least five years' experience, as

shown in the analysis on the following page.
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COMPARISON OF RESPONDENTS' PROFITABILITY

Tive or more years' experience Less than five years' experience

Range of after-tax

profits as a ‘Number Profits Number _ Profits
percentage of Capital or of Capital or »
of capital concerns employed {losses) concerns employed (losses)
$ thousands $ thouéands |
Over 50 percent 3 2,084 1,720 4 484 535
25 to 50 percent 9 9,751 3,579 6 3,842 1,510
123 to 25 percent 17 37.107 6,083 5 888 179
5 to 123 percent 7 51,617 4,408 2 2,335 173
Under 5 percent 4 10,594 167 1 35 1
Losses T 9 601 (344) 8 468 (1,161)
49 111,754 15,613 26 8,052 1,085
Negative capitals 3 (290) 239 0 - -
52 111,464 15,852 26 8,052 1,085
Special situation 0 - - 1 5,510 (2.349) e e

Less than a
year's history 0 - -

|on

(ignored)

Totals 52 111,464 15,852

w
w

13,562 (1,294)

|
I

Percentage of capital:
excluding special
situation 14.2 percent 13.1 percent
including special
situation loss
The distortion caused by one large business that is experiencing

unusual difficulties demanded that it be isolated to gain a representative

picture of industry results.
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As a basis for measuring industry-wide profits against capital and
for projections into future years, we imputed'capital as follows:
(i) - The 52 selected concerns represented '75.28 percent of gross gaming
revenues from the industry in the base year, and we assumed that
their aggfegate net capital of $111.5 millions represented a
comparable percentage. On this assumption, imputed capital for(

the industry was calculated at $148.1 millions.

(ii) Assuming that future expansion would require a proportionate

increase in capital, we calculated that capital would grow as

follows:

Equivalent In millions of dollars

fiscal year Total gross revenues Capital(l)
1966 502.0 148.1
1968 606.0 178.8
1971 793.0 233.9
1976 1,201.0 354.3

It may be argued by some that the capital amounts here imputed are
low and that they do not reflect the full value of assets invested in the
gaming industry. They do not reflect all the assets employed in the
industry. But they do represent a measure of the equity capital. It is
on this basé that the typical investor measures earnings. What we have
done is to convey a representation of the facts as they exist. It shows
an industry that is heavily financed by others, with a relatively low

equity investment by owners.

(1)

Capital calculated by multiplying 148.1 by gross revenues for the year
concerned and dividing by 502.0.
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On the following pages we portray the profit projections for thé
four years. Each is shown according to the 'varying influences of the
different assumptions - expense levels, garhing tax increases, and
recoupment of extra gaming tax from customers. There is a tabulation
for each year, bwith the assumptions specified, with money amounts
expressed in units of a million dollars, carried to one decimal place,

and (in the case of 1966 only) percentages.
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PROJECTED PROFITS OF THE NEVADA GAMING INDUSTRY

"EQUITY CAPITAL" APPROACH

EQUIVALENTS OF YEARS TO JUNE 30, 1966 & 1968

1966 In millions of dollars: 1968

502.0 Total gross revenues 606.0

328.8 Gross revenues from gaming 391.0

Operating expenses:

' "Gold level” 495.1

415.2 "Green level" 504.2

"Blue level" 509.0

457.3 Gross profit 552.7

148.1 Equity capital 178.8
Assumed Assumed After-tax profits(l)

After-tax(1)  Return on extra amount ($ millions)

profit capital gaming tax passed on "Gold "Green "Blue
(§ millions) (percentage) (percentage) (percentage) level" level” level"
21,1 14,2 0 * 0 28.8 24.3 21.9
19.1 12.9 25 0 26.5 21.9 19.5
19.8 13.4 25 331/3 27.3  22.7 20.3
20.4 13.8 25 66 2/3 28.0 23.5 21.1
17.1 11.5 50 0 24,1 19.6 17.2
18.4 12.4 50 33 1/3 25.7 21.1 18.7
19.8 13.4 50 66 2/3 27.3  22.7 20.3
15.2 10.3 75 0 21.8 17.2 14,8
17,1 11.5 75 33 1/3 24.1 19.6 17.2
19,1 12,9 75 66 2/3 26,5 21.9 19.5
13.2 8.9 100 0 19.4 14.9 12.5
15.8 10.7 100 331/3 22.6 18,0 15.6
18.4 12.4 100 66 2/3 25.7 21.1 18.7
5.3 3.6 200 0 10.1 5.5 3.1
10.5 7.1 200 33 1/3 16.3 11.8 9.4
15.8 10.7 200 66 2/3 22.6 18.0 15.6
21.1 14,2 Highest profit 28.8 24.3 21.9
5.3 3.6 Lowest profit 10.1 5.5 3.1

* Where 100 percent of the extra tax is passed
on, the effect is the same as no extra tax.

(1) Income tax assumed at 50 percent.
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PROJECTED PROFITS OF THE NEVADA GAMING INDUSTRY

1971

793.0
500.

o

647,
659.
674.
723.
233,

O N =~ W

"EQUITY CAPITAL" APPROACH

EQUIVALENTS OF YEARS TO JUNE 30, 1871 & 1976

In millions of dollars:
Total gross revenues

Gross revenues from gaming

Cperating expenses:

Gross profit

"Gold level"
"Green level"
"Blue level"

Equity capital

1876

1,201.
727.

981.
999.
1,037,
1,095.
354.

0
0

W wWw NN

After-tax profits(l) Assumed Assumed After-tax profits(l)
($ millions) extra amount {$ millions)
"Gold "Green "Blue gaming tax passed on "Gold "Green "Blue
level" level" level"” (percentage) (percentage) level" level" level"
37.7 31.7 24.6 0 * 0 57.1 48,1 28.8
34.7 28.7 21.6 25 0 52.7 43,7 24.5
35.7 29.7 22.6 25 331/3 54,2 45,2 25.9
36.7 30.7 23.6 25 66 2/3 55.6 46.6 27.4
31.7 25.7 18.6 50 0 48,3 39.3 20.1
33.7 27.7 20.6 50 33 1/3 51.2 42.2 23.0
35.7 29.7 22.6 50 66 2/3 54.2 45,2 25.8
28.7 22.7 15.6 75 0 44,0 35,0 15.7
31.7 25.7 18.6 75 331/3 48.3 39,3 20.1
34,7 28.7 21.6 75 66 2/3 52.7 43,7 24,5
25.7 19.7 12.6 100 0 39.6 30,6 11.4
29.7 23.7 16.6 100 33 1/3 45.4 36.4 17.2
33.7 27.7 20.6 100 66 2/3 51.2 42,2 23.0
13.7 7.7 0.6 200 0 22.2 13,2 (12.2)
21.7 15.7 8.6 200 33 1/3 33.8 24.8 5.6
29,7 23.7 16.6 200 66 2/3 45,4 36.4 17.2
37.7 31.7 24.6 Highest profit 57.1 48,1 28.8
13.7 7.7 0.6 Lowest profit 22,2 13.2  (12.2)
* Where 100 percent of the extra tax is passed
on, the effect is the same as no extra tax.

(1) Income tax assumed at 50 percent.
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(2)

Gross investment approach

Converting the foregoing data to an approach based on gross
investment for the selected 52 concerns, we arrive at the following

for the equivalent of the year 1966:

In thousands of dollars

Capital as calculated above 111, 464
Long-term debt 50,514
Gross investment 161,978
Profits as shown above 31,705

Add back: Interest on long-term

debt - 3,606
Adjusted profits:
Before income taxes 35,311
After income taxes
{assumed at 50 percent) 17,655

In total, profits after taxes on this basis averaged 10.9 percent of

gross investment.

Similarly, after imputing the gross investment for the entire

industry to be $215.2 millions, () we may project gross investment
for future years as follows:
Equivalent In millions of dollars
fiscal year Total gross revenues Gross investment(z)
1966 502.0 215.2
1968 606.0 259.8
1971 793.0 340.0
1976 1,201.0 514.9

Based on these data, we may make extrapolations of profits and

related ratios as shown in the following pages:

(1)
(2)

$161.978 millions divided by 0. 7528 (as for the equity capital approach).

Gross investment calculated by multiplying 215. 2 by gross revenues for
the year concerned, and dividing by 502. 0.
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PROJECTED PROFITS OF THE NEVADA GAMING INDUSTRY

"GROSS INVESTMENT" A?PROACH

EQUIVALENTS OF YEARS TO JUNE 30, 1966 & 1968

1966
502.0
328.8

In millions of dollars:

Total gross revenues

Gross revenues from gaming
Operating expenses:

"Gold level"

"Green level”

"Blue level"

Gross profit

Interest fa ctor(l)
Gross investment

1968

606.
391.

495,
504.
'509.
552.

2.
259.

0

o

R W 3O N

Return on Assumed Assumed After-tax profits(z)
Af‘cr—:’r—tax(2 gross extra amount ($ millions)

profit investment gaming tax passed on "Gold "Green "Blue
($ millions) (percentage) (percentage) (percentage) level" level” level®
23.5 10.9 0 * 0 31.7 27.2 24.8
21.5 10.0 25 0 29.4 24.8 22.4
22.2 10.3 25 331/3 30.2 25.6 23.2
22.8 10.6 25 66 2/3 30.9 26.4 24.0
19.5 9.1 50 0 27.0 22.5 20.1
20.8 9.7 50 33 1/3 28.6 24.0 21.6
22.2 10.3 50 " 66 2/3 30.2 25.6 23.2
17.6 8.2 75 0 24.7 20.1 17.7
19.5 9.1 75 33 1/3 27.0 22.5 20.1
21.5 10.0 75 66 2/3 29.4 24.8 22.4
15.6 7.2 100 0 22.3 17.8 15.4
18.2 8.5 100 33 1/3 25.5 20.9 18.5
20.8 9.7 100 66 2/3 28.6 24.0 21.6
7.7 3.6 200 0 13.0 8.4 6.0
12.9 6.0 200 33 1/3 19.2 14.7 12.3
18.2 8.5 200 66 2/3 25.5 20.9 18.5
23.5 10.9 Highest profit 31.7 27.2 24.8
7.7 3.6 Lowest profit 13.0 8.4 6.0

*Where 100 percent of the extra tax is passed

on, the effect is the same as no extra tax.

(1)

(2)

It is assumed that long-term debt will increase proportionately with equity
capital over the forecast period and that the effective rate of interest will
The "interest factor" indicated above is the amount added
back to profits after interest expense and income taxes to provide for the
equivalent of interest after income tax at 50 percent.

remain unchanged.

Income taxes assumed at 50 percent.
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PROJECTED PROFITS OF THE NEVADA GAMING INDUSTRY

"GROSS INVESTMENT" APPROACH

EQUIVALENTS OF YEARS TO JUNE 30, 1971 & 1976

1971 In millions of dollars: 1976
793.0 Total gross revenues 1,201.0
500.0 Gross revenues from gaming 727.0
Operating expenses:
647.9 "Gold level” 981.2
659.8 "Green level" 999.2
674.1 "Blue level” 1,037.7
723.2 Gross profit (1) 1,095.3
3.8 Interest factor 5.7
340. 0 Gross investment 514.9
After-tax profits(z) Assumed Assumed After-tax profits(z)
($ millions) - extra amount ($ millions)
"Gold "Green "Blue gaming tax passed on "Gold "Green "Blue
level” level" level” (percentage) (percentage) level" level" level”
41.5 35.5 28.4 0 * 0 62.8 53.8 34.5
38.5 32.5 25.4 25 0 58.4 49.4 30.2
39.5 33.5 26.4 25 331/3 59.9 50.9 31.6
40.5 34.5 27.4 25 66 2/3 61.3 52.3 33.1
35.5 29.5 22.4 50 - 0 54.0 45.0 25.8
37.5 31.5 24.4 50 331/3 56.9 47.9 28.7
39.5 33.5 26.4 50 66 2/3 59.9 50.9 31.6
32.5 26.5 19.4 75 0 49.7  40.7 21.4
35.5 29.5 22.4 75 331/3 54.0 45.0 25.8
38.5 32.5 25.4 75 66 2/3 58.4 49.4 30.2
29.5 23.5 16.4 100 0 45.3 36.3 17.1
33.5 27.5 20.4 100 331/3 51.1 42.1 22.9
37.5 31.5 24.4 100 66 2/3 56.9 47.9 28.7
17.5 11.5 4.4 200 0 27.9 18.9 (6. 5)
25.5 19.5 12.4 200 33 1/3 39.5 30.5 11.3
33.5 27.5 20.4 200 66 2/3 51.1 42.1 22.9
41.5 35.5 28.4 Highest profit 62.8 53.8 34.5
17.5 11.5 4.4 Lowest profit 27.9 18.9 (6.5)

* Where 100 percent of the extra tax is passed on,
the effect is the same as no extra tax.

(1) It is assumed that long-term debt will increase proportionately with equity
capital over the forecast period and that the effective rate of interest will
remain unchanged. The "interest factor" indicated above is the amount
added back to profits after interest expense and income taxes to provide for
the equivalent of interest after income tax at 50 percent.

(2) Income tax assumed at 50 percent.
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3.

CONCLUSIONS

(2)

Three questions need to be answered in studying the profit projections:
What would be the impact of increasing gaming taxes by 200 percent -
the approximate effect of the initiative petition in circulation during

our study?
How do the industry's profits compare with those of other industries?

Can the gaming industry bear an increase of any amount in the gaming

tax?

We must reiterate that, throughout this discussion, we have disregarded

the effect of any increases in taxes other than on gaming - such as a

corporate income tax, a higher sales tax, etc. These would reduce the

profits derived from the projections.

(1)

An increase of 200 percent in gaming taxes would make serious

inroads into gaming industry profits

Data taken from the projections reveal the following effect of

a 200 percent tax increase:
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EFFECT OF INCREASE OF GAMING TAXES BY 200 PERCENT

"BEOUITY CAPITAL" APPROACH

Equivalent fiscal year

Projected profits assuming present
gaming tax rates prevail:

(i)

(i)

(iii)

if expenses fall to the 1965
level ("gold")

Amounts
Percentages

if they hold at a level proportionate
to that of 1966 ("green")

Amounts
- Percentages

if they rise proportionately year
after year ("blue")

Amounts
Percentages

Projected profits assuming a 200
percent increase in gaming tax:

(1)

(ii)

(iii)

The foregoing assumes no recoupment of any part of the gaming tax increase.

with expenses at "gold level”

Amounts
Percentages

with expenses at "green level”

Amounts
Percentages

with expenses at "blue level”

Amounts
Percentages

* Loss

Profits after income taxes
in millions of dollars {with
percentages in parentheses)

1966 1968 1971 1976
28.8 37.7 57.1
(16)  (16)  (16)
21.1 24.3 31.7 48.1
(14)  (14) (14) (14)
21.9 24.6 28.8
(12)  (11) (8)
10.1 13.7  22.2
(6) (6) (6)
5.3 5.5 7.7 13.2
(4) (3) (3) (4)
3.1 0.6 (12.2)*
(2)  (0.3) *

(See the earlier tabulations to evaluate the effect of recoupment.)

On the next page we present the same table, calculating the return on

the basis of gross investment.
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EFFECT OF INCREASE OF GAMING TAXES BY 200 PERCENT

"GROSS INVESTMENT" APPROACH

Equivalent fiscal year

Projected profits assuming present
gaming tax rates prevail:

(i) if expenses fall to the 1965
level ("gold")

Amounts
Percentages

(ii)  if they hold at a level proportionate
to that of 1966 ("green")

Amounts
- Percentages

(iii) if they rise proportionately year
after year ("blue")

Amounts

Percentages
Projected profits assuming a 200
percent increase in gaming tax:

(i) with expenses at "gold level"

Amounts
Percentages

(ii) with expenses at "green level"

Amounts
Percentages

(iii) with expenses at "blue level"

Amounts
Percentages

* Loss

The foregoing assumes no recoupment of any part of the gaming tax increase.

Profits after income taxes
in millions of dollars (with
percentages in parentheses)

1971

—_~

41.5
(12)

35.5
(10)

28.4
(8)

17.5
(5)

11.5
(3)

(See the earlier tabulations to evaluate the effect of recoupment.)
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62.8
(12)

53.8
(10)



(2)

The risks inherent iﬁ the gaming industry, and the increased
sensitivity of earnings caused by high leverage, lead an investor
to seek a high return. The indicated profits following a 200 percent

increase in gaming taxes show a most unattractive return.

The more profitable enterprises should be able to continue -
with satisfactory profits. However, the marginal and unprofitable ‘
concerns - and their total impact is significant - would experience
severe difficulties. Many would be compelled to go out of business.
Some of their customers would undoubtedly take their business to
other licensees, but other customers could be lost to the State.

New venture capital, and new outside capital by way of loans and
other outside financing, would be hard to get in view of such a

marked deterioration in the industry outlook.

Gaming is a controversial industry. It may conceivably be
long-range policy to bring about its attrition, but it is not the purpose
of this report to consider the merits of so doing. Nonetheless, we
can conclude, very safely, that an increase of 200 percent in gaming

taxes would lead to such a result.

The industry continues to offer attractions for investment

Like other industries, gaming is composed of both profitable

and unprofitable concerns. Of the 85 respondents, accounting for
over 90 percent of the volume of the industry:

22 were earning over 25 percent after income tax on invested capital

22 were earning from 123 to 25 percent

14 were earning less than 123 percent

18 were losing money

9 were not classified for various reasons. -

The better-managed and more successful establishment offers an

attractive opportunity to risk venture capital.
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The industry is characterized, on the other hand, by many
licensees that fail to prosper, and eifher close or sell out. The
high proportion of concerns studied (33 out of 85) that were either
new or that had been in business under the same management for

less than five years bears evidence of this turnover.

It is of interest to match the profitability of comparable
industries with results of the gaming industry. The two cited below,
each representing group results, are worthy of note as benchmarks:

All private horseracing associations in California earned 7.6
percent on "total investment"” after income taxes during 1964. (1)
The concept of "total investment" is roughly similar to gross
investment on which the gaming industry earned 10.9 percent

after income taxes in fiscal 1966.

During 1965, 400 representative hotels in the United States

earned 2.3 percent after income taxes on estimated equity in
2

1965,( ) comparable with the gaming industry's 14. 2 percent

after taxes in fiscal 1966.

As an example of alternative investment possibilities, the
500 largest industrial corporations in the United States averaged
11. 8 percent on capital after income tax in 1965, (3) in comparison

with the gaming industry's 14. 2 percent for the fiscal year 1966.

(1)

(2)

(3)

CALIFORNIA HORSE RACING INDUSTRY - AN ECONOMIC ANALYSIS,
Stanford Research Institute, 1966, page 48.

TRENDS IN THE HOTEL/MOTEL BUSINESS IN 1965, Harris, Kerr, Forster &
Company, 1966, page 17. Income taxes assumed to be 50 percent of pre-

tax earnings.

FORTUNE, July 15, 1966, page 249.
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We may infer from the foregoing that, on a group basis, the
gaming industry in Nevada experienced:

Slightly better results than the horseracing industry in California,
Substantially better results than the hotel industry nationwide,

25 percent better results than the 500 largest U.S. industrial
corporations, which, generally speaking, offer a materially lower

risk than the gaming industry.

The industry is capable of accepting an additional tax burden

The projections here discussed should be considered in the
light of five cautions ~ the first two applicable to any industry

projection:

i) Industry projections represent the data of a conglomerate of
both profitable and unprofitable, well-managed and ill-
managed, large and small, concerns. The results of an
individual business rarely match the picture of the industry s

as a whole.

(ii) Extrapolation of data into future years compels the use of
assumptions, based largely on judgment. Future events
may disprove the validity of some of these assumptions.
As stated elsewhere in this report, the projections should

be understood as such. They are not predictions.

(iii) The gaming industry does not use any uniform method of
reporting its financial results. To derive a profile of the
industry's earnings, one has to adjust and reclassify reported
data to put them onto a standard footing. (See Part IV of this
report, in which the need for uniform reporting methods is

stressed.)
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(iv)

(v)

The high rate of turnover in the industry, commented on above,
leaves some individual concerns with too brief a history of
past performance to be valid for evaluating trends. However,

as a whole, historical data are adequate for this purpose.

The financial and organizational structure of the industry is
unusual. Individual economic units often consist of groups
of separate legal entities with related - and sometimes

unrelated - ownerships.

These factors combine to make long-range projections somewhat

pre

carious, and they should be interpreted with this fact in mind.

Avoiding those assumptions that produce extremes in the

projections, we now submit six benchmarks for evaluation:

No

"Green level" of operating expenses (equivalent of 1966) and
gaming tax increase of -

A 25 percent

B 50 percent

C 75 percent

"Blue level" of operating expenses {proportionately higher each
yvear) and gaming tax increase of -

D 25 percent

E 50 percent

F 75 percent

provision is made for recapture of any of the tax increase, as this

is inherent in the rate. (For example, a 75 percent increase is

equivalent to a 100 percent increase with a 25 percent recapture. )

Projections of profits under these assumptions follow on the

next two pages.
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EFFECT OF THREE ALTERNATIVE GAMING TAX INCREASES

"EQUITY CAPITAL" APPROACH

Profits after income
taxes in millions

Percentage of dollars (with -
Expense tax percentages
Projection level increase - in parentheses)
Equivalent fiscal year 1968 1971 1976
A "Green" 25 Amounts 21.9 28.7 43.7

Percentages (12) (12) (12)

B "Green" 50 Amounts 19.6 25.7 39.3

Percentages (11) (11) (11)

C "Green" 75 Amounts 17.2 22.7 35.0

Percentages (10) (10) (10)

D "Blue" 25 Amounts 19.5 21.6 24.5
Percentages (11) 9) (7)

E "Blue" 50 Amounts 17.2 18.6 20.1
Percentages (10) (8) (6)

F "Blue" 75 Amounts 14.8 15.6 15.7
Percentages (8) (7) (4)

The percentages of profits after income taxes compare with

14. 2 percent for the equivalent of fiscal year 1966.

The same table is presented on the next page, using the gross

investment approach.
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EFFECT OF THREE ALTERNATIVE GAMING TAX INCREASES

"GROSS INVESTMENT" APPROACH

Profits after income
taxes in millions

Percentage of dollars (with
Expense tax percentages

Projection level increase in parentheses) -

Egquivalent fiscal year 1968 1971 1976

A "Green" 25 Amounts 24.8 32.5 49.4

Percentages (10) (10) (10)

B "Green" 50 Amounts 22.5 29.5 45.0
Percentages ©) 9) (9)

C "Green" 75 Amounts 20.1 26.5 40.7
Percentages (8) (8) (8)

D "Blue” 25 Amounts 22.4 25.4 30.2
Percentages 9) (7) (6)

E "Blue" 50 Amounts 20.1 22.4 25.8
Percentages (8) (7) (5)

F "Blue" 75 Amounts 17.7 19.4 21.4
Percentages (7) (6) (4)

Profits after income taxes as a percentage of gross investment

were 10.9 percent for the equivalent of fiscal year 1966.
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These benchmark projections would appear to cover a
‘reasonable representation of the most likely profitability of the
industry at the tax levels studied. They indicate that an increase
in gaming tax rates by as much as 75 percent could be absorbed by
the indﬁstry provided that (1) it is able to keep its operating
expenses under reasonably tight control and (2) it is able to paés ,

some part of the increase on to its customers,

If expenses are kept at the "green level" (comparable with
1966), the increased base provided by rises in gross revenues
would allow for substantially higher expenses - from $415 millions
in 1966, to $504 millions in 1968, to $660 millions in 1971, and
to $999 millions in 1976, With effective management, this 'green

level" should be attainable.

As to recoupment by additional charges to customers, we
believe that economic circumstances will compel the industry to
pass on to its customers some part of any tax increase, in some

form or another.

In conclusion, we would warn against an abrupt and substantial
increase in the gaming tax rates. This might have dangerous consequences
because the industry will inevitably need some time to gear to the heavier
cost of operation. The two obvious countermeasures would be reduction
of other operating expenses or services, and increase of prices (including

reduction of odds) to customers,

A sharp and sudden increase would be likely to cause too heavy an
adverse profit impact. Lenders, such as banks and pension funds, might
feel constrained to call their loans or refrain from making new ones in the
face of a less favorable profit outlook. Equity capital to replace loaned

capital might likewise be harder to find. As a consequence, the industry
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might be faced with a crisis even though the tax increase, over the longer

run, were reasonable.

A program of smaller tax increases in stages would be preferable to

a substantial one-time increase, This would permit the process of adjust-

ment to be pursued in an orderly manner. . S

* * *

An analysis of the type here made would have been immeasurably
easier had there been a regular and organized collection of reliable data, in
standard form, from nonrestricted licensees. No such procedure now exists.
In its absence, the industry is ill-equipped to make a rational defense against
demands for excessive taxation., This weakness, as well as other conditions
calling for better administration and collective action by the industry and the
State, is dealt with in Part IV of this report, in which a program is offered for

improved management and control,

If excessive taxation were to bring about a serious retrenchment in S
gaming, the question arises as to the effect on the economy of Nevada., Informa-
tion suitable for making a complete evaluation of the repercussions was not
available. Instead, salient facts and figures are extracted from a letter written

by the Governor of Nevada October 20, 1965 and mentioned in Chapter I,

According to that letter, a 200 percent increase in gaming taxes would
have put 43 licensees, accounting for 57 percent of the industry's gross revenues,
into a loss position. Were these 43 licensees to go out of business:

. There would be 17,000 fewer jobs in the gaming industry involving

annual pay of $82 millions.

. There would be $231 millions less to spend with businesses in

Nevada which supply the industry.
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. The total losses of jobs in the State were conservatively estimated
at over 47,000, with an adverse effect on over 142,000 people,
nearly a-third of the State's populatioh at that time.

The Governor's letter also pointed to the severe decline in tax revenues that
such a situation woﬁld cause, as well as the disastrous effect on the State's

economy.,

Our study of gaming profitability did not penetrate as deeply as this
into the precise economic consequences of a sharp decline in profits. However,
we reviewed the data on which the Governor's letter was based, and our study
did support the close relationship between the wellbeing of the industry and
that of the State. If the industry's fortunes show a material decline, the State

as a whole would undoubtedly suffer.
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APPENDIX A

CORRELATION BETWEEN CALIFORNIA PERSONAL
INCOME AND GROSS GAMING REVENUES IN NEVADA
AND RELATED EFFECTS ON EXTRAPOLATION

In Chaptér I1I reference was made to the procedures we followed in
establishing a correlation between California personal income and gross
gaming revenues in Nevada (which terms are respectively abbreviated in this
appendix as CPI and GGRN). It is now our purpose to explain the techniques

used in identifying this correlation.

The first procedure followed was to test four economic indicators
in relation to GGRN and find whether there was a statistical relationship
involving any one or more of them. The indicators used were:

California personal income
California disposable income
California personal spending

California retail sales.

As the foregoing indicators are derived on the basis of a calendar
yvear and GGRN is reported for fiscal years, it was first necessary to develop,
from quarterly reports of the Nevada Gaming Commission, GGRN data for
calendar years. . Each set of figures was developed for the most recent
period of twenty years. The economic indicators were provided by a major
western bank, based on data used in its published reports, as mentioned in

Chapter III.

The basic data were then processed through a computer in Palo
Alto, California, using a multiple regression program developed by the
computer center for analyses of this type, which are not uncommon. The
multiple regression program produces and tests a series of simultaneous
equations, leading to the derivation of coefficients and other constants
needed to establish a reliable mathematical relationship. The program

tests the reliability of the formula by calculating deviations - the differences
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between the amounts produced by applying the formula and the amounts that

actually did occur historically.

A formula was derived and applied over the full twenty years under
examination. Because of abnormalities in the years immediately succeeding
World War II it was not entirely satisfactory. A new formula was derived on
the basis of examining the latest eleven of the twenty vears. Expressed in

millions of dollars to three significant figures, it showed the following

comparisons:
GGRN calculated Deviation

Calendar Experienced by use of {(irrelevant whether

year GGRN formula positive or negative)

1955 105 102 2.46

1956 120 124 4.25

1957 < 139 140 1.59

1958 148 152 4.60

1959 183 179 3.85

1960 200 195 5.41

1961 216 213 2.78

1962 233 237 3.71

1963 261 260 0.84

1964 290 287 3.40

1965 311 316 4.60

Concurrently, we tested the deviation to appraise the reliability
of the formula. For this purpose, use was made of the "Durbin-Watson
Statistic”. This is a measure of the normalcy of deviations in terms of
their closeness to an ideal random situation. For practical purposes, a
value of 2.5 to 3.0 is considered as high as can be expected; values of
about 2.0 are considered very good, and reliable for most uses; values of less

than 1.5 are considered unsatisfactory.

In experimenting with the four economic indicators previously
mentioned, it was found that CPI produced the most reliable results. The

comparisons summarized below show the improvement in reliability of a
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formula based on the experience of the most recent eleven years over that
based on the full twenty years. (The formula used for the full twenty years was

different from that used for the eleven-year period.)

Last Full
eleven twenty
_years years
Average annual deviation
(computed by totaling each
annual deviation, regardless
of whether plus or minus, and
dividing the sum by the num-
ber of years examined)
In millions of dollars 3.41 5.09
Durbin-Watson Statistic
(expressed as a value to
three significant figures) 1.88 1.20

A major reason for the increased reliability of the formula over the
shorter period was that the experience for the first nine years was heavily

influenced by changes in economic conditions following World War II.

It should be noted that the Durbin-Watson Statistic for the last
eleven years shows a satisfactory value; it also showed that the average

plus-or-minus deviation over the eleven-year period was just under 2 percent.

The formula used for the most recent projection was:

GGRN = 0.007136764 CPI - $113,444,750.

The next procedural step was to apply the formula in projecting future
GGRN. To start this, we were provided by a major western bank with projections

of CPI for the fiscal years 1968, 1971 and 1976. The results produced were as

follows:
Derived
Fiscal CPI GGRN
year $ billions $ millions
1968 70.7 391
1971 85.9 500

1976 117.7 727
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An additional extrapolation required was that of State gaming taxes
for the same three fiscal years, based on the assumption that there would be

no chahges in the rates of such taxes.

Historically, the State's gquarterly license fees, based on a sliding
scale (see Chapter II), produced a return of from 4.6 to 5.3 percent of GGRN '
quarterly, but consistently about 4.8 percent when figured annually. We
selected the 4.8 percent rate for projecting future tax revenues, but to this
had to be added the other gaming taxes raised by the State and discussed in
Chapter II, namely:

annual license fees

. investigation and application fees

penalties for late payment

. horseracing and pari-mutuel taxes.

These latter - and materially less significant taxes - have shown a
slower rate of increase from year to year. They rose from $667,000 in the fiscal
year 1955 to $1,037,000 in the fiscal year 1966 - an annual rate of increase of
5.0 percent uncompounded. TFor projection purpdses, we have assumed a

continuation of this rate of increase.

Based on the foregoing, we have projected State revenues from

gaming taxes as follows, expressed in million of dollars:
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Fiscal year . 1968 1971 1976

GGRN as previously calculated 391 500 727

Quarterly license fees at present
rates, based on 4.8 percent
of GGRN (unrounded) 18.77 23.98 34.87

All other gaming taxes (excluding
casino entertainment tax),
calculated on the basis of a
5.0 percent annual uncom-
pounded increase over fiscal
1955 collections of $667, 000 1.10 1.20 1.37

Totals projected 19.87 25.18 36.24

The amounts derived above are further considered in Part II of the report.

The casino entertainment tax has been excluded from the foregoing
calculations on the grounds that (1) its repeal is currently under consideration and
(2) by its very nature, it can conveniently be projected separately as a special

tax rather than a tax on gaming.

Independently of our calculations, the Fiscal Analyst's office of the
Legislative Counsel Bureau made projections of gaming taxes (also exclusive of the
casino entertainment tax) for the same three fiscal years. Three levels were
projected for each year: (1) a maximum expected revenue, (2) a most realistic
estimate and (3) a minimum expected revenue. Comparisons of these are shown

below, in millions of dollars:

Fiscal year 1968 1971 1976
Maximum estimate 21.7 38.5 71.3
Realistic estimate 19.8 27.9 46.5
Minimum estimate 18.0 23.1 29.5

Projections developed from
formula 19.9 25.2 36.2
Recognizing the different assumptions used and the dampening effect
of using the formula as contrasted with using a constant rate that gives no effect
to saturation of demand, we are satisfied that the relationship between these two

sets of estimates is acceptable.






APPENDIX B

EXTRAPOLATION OF OPERATING EXPENSES OF THE GAMING INDUSTRY

The future level of costs will depend largely on two factors: natural
price and rate increases, and management's ability to counteract this influence

through greater efficiency.

Past performance is a necessary guide for the future. We therefore
compiled data for the most recent five yvears, which are referred to as follows in
view of the different accounting periods adopted by licensees:

Y - that year ended on June 30, 1966, or on the most recent yearend

before that date;

Y-1 - the previous twelve-month period;

Y-2, Y-3 and Y-4 - the earlier twelve-month periods extending to a

five-year span.

We began the analysis by processing by computer the data in 85
selected questionnaires. Print-outs produced ratios for each type of expense for T
each respondent and provided calculated deviation percentages. In addition,
group data were printed out according to five selected geographical groups and

ten size-and-type groups.

The initial analysis identified a need for further screening. In
particular, some larger casinos started business in year Y, and their heavy
start-up costs and less-~than-typical volume of gaming and other revenues gave
rise to material distortions. Furthermore, the effect of including the data for any
licensee without a five-year history proved to be a misleading influence. As a

result, we rejected 33 licensees with less than five years' history.

The remaining 52 licensees subjected to analysis still accounted for
more than 75 percent of the total gross revenues from gaming and represented a

satisfactorily representative sample.



Computer runs were then made for the remaining respondent licensees.
The data thus produced had to be subjected to aﬁ additional change. To give a
more realistic picture of operating results, we iéientified all cases for the year Y
in which there were sale-and-leaseback transactions affecting property. For all
such cases the following arbitrary adjustments were made:
(1) Imputed book values (before depreciation) were determined by valuing
the properties at ten times the rental equivalent.
(2) Rent was statistically eliminated and a 5 percent depreciation

equivalent was substituted.

Following these adjustments, the data were ready for interpretation as
a basis for projection. The following tabulation shows the .data as then adjusted,

with amounts expressed in millions of dollars and relationships in percentage

form.
Years prior to year Y, all Year Y
before adjustment Before As
Y-4 Y-3 Y-2 Y-1 adjustment adjusted
In millions of dollars
Gross revenue:
all sources 251.4 302.5 336.5 360.7 378.0 378.0
gaming only 169.3 201.5 222.2 239.0 247.5 247.5
Gross profit 229.5 275.4 307.2 330.1 344.5 344.5
Operating expenses 205.3 247.0 274.7 297.8 321.0 312.8
Profit before income
tax 24.3* 28.3* 32.5 32.3 23.5 31.7
As percentages of gross
revenue from all sources
Gross revenue:
gaming only 67.4 66.6 66.1 66.3 65.5 65.5
Gross profit 91.3 91.0 91.3 91.5 91.1 91.1
Operating expenses 81.7 81.7 81.6 82.5 84.9 82.7
Profit before income
tax 9.7% 9.4% 9.7 9.0 6.2 8.4

*Approximations to the first place of decimals result in apparent
differences in totals.

-«
It will be seen that, despite a trend for revenues other than gaming to
increase at a rate faster than gaming, the gross profit percentage barely declined.

The conditions giving rise to this, which were supported by information gathered
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during field interviewé, were that:
Some increase in prices for beverageé and meals has occurred, and
Some costs associated with a relativély higher proportion of other
services in relation to gaming are classified as "operating expenses".
The industry has had to do more, year by year, to attract and keep customers
through activities other than gaming. This has been a significant fe'ature in the

rising cost trend.

The mix between gaming and other sources of revenue has some
significance in making projections, as also has the trend of the gross profit
percentage. Based on historical data and on information derived during field
interviews, we made the following assumptions for projecting into future years:

(1) That the gross profit percentage would remain level over the forecast
period at 91. 2 percent of gross revenue from all sources;

{2) That gross revenue from sources other than gaming would continue to
increase proportionately on the basis projected below:

Percentage of

Year gaming to all revenues Annual Cumulative Average T
Y-4 67.4 decline* . decline* decline*

Y-3 66.6 0.8 0.8 0.8

Y-2 66.1 0.5 ) 1.3 0.6

Y-1 66.3 (0.2) 1.1 0.4

Y 65.5 0.8 1.9 0.5

Y+2 64.5 0.5 (2 years) 2.9 0.5

Y+5 63.0 0.5 (3 years) 4,4 0.5

Y+10 : 60.5 0.5 (5 years) 6.9 0.5

*Expressed in percentage points, uncompounded, based on Y-4.

The assumptions here made are fundamental to the calculations for all

future years and, when applied, produce the extrapolations on the next page:



In millions of dollars
Gaming revenues - projected as
explained in Appendix A
Total revenues
Gross profit

As percentages of gross revenue
from all sources

Gaming revenues

Gross profit

Our next step was to project operating expenses.

recognized the possibility of widely variant trends developing, and selected three

different bases for extrapolation:

Base 1, referred to as the "gold level”, assumes that the experience

I+

329
502
457

Y+2

391
606
553

500
793
723

Y+10

727
1,201
1,095

For this purpose we

of years Y-4, Y-3, Y-2 and Y-1 can be regained; that management

action will be successful in offsetting higher prices; and that the

industry will be more likely to maintain a satisfactory percentage of

expenses to total revenues because of the higher base provided by

increasing revenues.

Base 2, referred to as the "green level”, assumes that the industry

will maintain a level nearly approximating that of year ¥; that

expenses will increase, but at a rate commensurate with increases in

gross income.

Base 3, referred to as the "blue level”, assumes that operating

expenses will increase at a rate faster than increases in gross income

because of management's inability to counteract rising costs.

By applying the rates assumed for operating expenses, costs were

extrapolated as follows:

Year (and amount of
total revenue in
millions of dollars)

Y (502)
Y+2 (606)
Y+5 (793)

Y+10 (1,201)

Operating expenses

in millions of dollars (and percentage

of total revenues)

"Gold level”
495.1 (81.7)

1
647.9 (81.7)
981.2 (81.7)

iv

"Green level™
415.2 (82.7)
504.2 (83.2)
659.8 (83.2)
999.2 (83.2)

509.

1,037.

"Blue level”

0-.(84.0)
674.1 (85.0)
7 (86. 4)



The effect of these extrapolations on profitability is discussed at

greater length in Chapter IV.

(1)

(3)

As further explanation of the three rates used:

The "gold level” was based on a return to the experience in years
Y-4 throﬁgh Y-1, when operating expenses ranged from 81.6 to 82. 5.
These figures were not, however, subjected to the adjustments
described above.

Expenses for the year Y (as adjusted) amounted to 82.7 percent of
gross revenue from all sources. We allowed for an increase of 0.5
percent, as a measure of conservatism, before providing for a
"green level” of 83.2 percent.

By applying what appeared to us to be the most realistically pessi-
mistic estimate of expense trends, we observed a decline in projected
profit before income taxes from vear Y (as adjusted) to year Y+10 of
from 8.4 percent to 5.0 percent, or the equivalent of a 5 percent
year-to-year decline calculated on a reducing base. Applying this

5 percent declining percentage to profit, we arrived at the operating
expense percentages shown in the foregoing tabulation, representing

the "blue level".






APPENDIX C

TECHNICAL COMMENTS ON PROFITABILITY ANALYSIS

This appendix provides a brief description of the use of the electronic

computer in making profitability analyses and projections for the gaming industry.

It must be stated at the outset that the computer was used less
extensively than had originally been contemplated. The following conditions
gave rise to this:

Because it was found possible to use a reliable economic indicator

for projecting gaming revenues (itself the result of computer

analysis), only one level of revenue forecasts was made instead
of three,. as originally expected. This reduced the volume of

projections to one-third of the expected gquantity.

It was found simpler to evaluate the possible effect of recouping
all or part of the additional gaming tax burden by taking a simple
percentage rather than by following a more elaborate process

that had originally been contemplated. This permitted calcula‘tions
to be made "off the computer." As four alternatives were involved,

this further reduced the volume of processing by 75 percent.

The number of completed questionnaires received (85) was smaller
than had been expected (out of a total of 184 sent out). Further-
more, after initial computer analysis, 33 of the 85 returns had to
be rejected as unsuitable for making projections. The remaining
52 returns did not lend themselves to the extensive analysis by
geographical and type groups that had originally been expected;

this type of analysis was made for the base year, but, because the



results of this analysis showed no generic characteristics for
any group that differed materially from the whole, projection by

groups would have been a valueless exercise.

Despite these considerations, electronic data processing (EDP)
vielded certain benefits, and might be worthwhile in any repetition of this type’

of profitability analysis.

EDP was used for four tasks:
(1) To make a regression analysis and determine a formula for

projecting gaming revenues;

(2) To test the reasonableness of responses to questionnaires and

make initial cost trend analyses;

(3} To make individual and group analyses of licensees' profit

performance;

(4) To project profit performance into three future years.

Each of these is discussed below.

1. DETERMINING A BASIS FOR PROJECTING REVENUES

A description of this process appears in Appendix A, No further

observations are now warranted.

2. TESTING THE REASONABLENESS OF QUESTIONNAIRE RESPONSES

Questionnaires sent to nonrestricted licensees called for financial
and statistical data. Some of these data were needed directly for analysis,

while others were needed for background and reference.

On receipt, guestionnaires were examined for completeness and
general reasonableness. Field interviews were made to substantiate data,
to resolve open questions, and to get information omitted from the returned
questionnaires. These examinations often led to adjustments to put

information onto a consistent and comparable footing.
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Following these preliminary examinations, selected financial and
statistical data were extracted from the questionnaires, keypunched, and
put through the computer. The computer was programmed to develop ratios
for every recorded income and expense item, for each respondent, showing
relationships of these items to (1) total gross revenue and (2) gross
revenue from gaming. This was done for each of the five years coverea

by the questionnaires.

The computer additionally "ranked" the data according to ratios, it
highlighted out-of-line conditions, and it computed standard deviations.
Following the first scanning operation made by the computer, we reviewed
the questionnaires again to investigate out-of-line situations. Adjustments
were made when it was clear that they were caused by inconsistent classi-

fications.

At this time we reached the conclusion that data for those respondents
with less than five years' recorded history should be withdrawn from the
analysis. The principal reason was that extraordinary start-up costs created s

distortions and confused efforts to establish historical trends.

Following the adjustments and removals mentioned above, we ran
the data relating to those respondents with five or more years of recorded
history. These numbered 52 out of the original 85, However, they
represented businesses with 75 percent of the total gross gaming revenue

of the industry.

The accounting periods of the various respondents were not
coterminous. The last reported year ended on or before June 30, 1966 was
identified as the base year (the assumed equivalent of the year ended

June 30, 1966). .

iii



One of the expected adjustments was to make reductions in those
cases where officers' compensation appearéd excessive. Analysis per-
formed through the computer led to the conélusion that no such adjustments
were needed. As might have been expected, officers' compensation tended
to represent a 'declining percentage of gross revenues the larger the revenues
were. In the case of some of the larger businesses, although compen;sation

was high in absolute amounts, it was not high enough to warrant adjustment.

Before taking the next step, we adjusted for sale-and-leaseback

transactions as described in Chapter IIl of the text of the report.

ANALYZING INDIVIDUAL AND GROUP PROFIT PERFORMANCE

It was decided to test various groups of respondent licensees to
determine the E:haracteristics of their profit behavior. Respondents' data
were classified, first, according to five geographic groupings and, second,
according to ten size-and-type groupings. (These groupings are dealt with
in Chapter III.) In each case ratios were shown; in addition, imputed
profits were recorded on the assumption of increases in gaming taxes of

25, 50, 100, 150 and 200 percent for the base year.

The results of these analyses are commented on below. It will first
be appropriate to describe the terms used.

"Total revenues” includes the aggregate of gross gaming revenues

and revenues from other sources, such as hotel rooms, restaurant,

bar, etc.
"Gaming revenues"” is the gross win.

"Gross profits" is the excess of total revenues over the cost of

goods sold, such as food and liquor.
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"Operating expenses" includes all expenses other than income
taxes, adjusted by eliminating the rents arising from sale-and-

leaseback transactions and substitutihg imputed depreciation.

"Pre-tax profits" is the excess of gross profits over operating

expenses.

In Exhibit I, on the next page, is shown the breakdown of profit

performance according to geographic areas. The following matters are

worthy of note:

(1)

Revenues from other than gaming are highest in the outlying areas

(45.9 percent) and the Las Vegas Strip (44. 6 percent).

Gross profits range between 90 and 93 percent in all groups except

the outlying localities, where they are 83. 4 percent.

Similarly, the outlying localities keep expenses at the lowest
level - 78. 3 percent, in contrast with a range from 81.2 to 84.5

percent in other groups.

Profit as a percentage of gross revenue is highest in the Reno-
Sparks area (11.5 percent) and Las Vegas downtown area (11.2
percent), brought about by both of these groups having the lowest

proportionate amounts of revenues from other than gaming.

The table following Exhibit I shows the effect on profits as a per-

centage of gross revenues brought about by gaming tax increases,

assuming no countermeasures by the licensees.



EXHIBIT 1

CONDENSED PROFITABILITY ANALYSIS
ACCORDING TO GEOGRAPHIC AREAS

The following is a condensed summary, showing only the more

significant data (rounded to the first decimal place) for the five geographical

breakdowns.
Total Gaming Gross Operating Pre-tax
Respondents revenues revenues profits expenses profits
(Number)
Grand totals
$ millions 378.0 247.5 344.5 312.8 31.7
Percentage 52 100.0 65.5 91.1 82.8 4
Las Vegas
downtown area
$ millions 60.2 44.3 55.9 49.1 6.7
Percentage ) 7 100.0 73.5 92.7 81.6 11.2
Las Vegas Strip
$ millions 163.5 90.5 149.1 136.7 12.4
Percentage 8 100.0 55.4 91.2 83.6 7.6
Lake Tahoe area
$ millions 68.7 48.8 62.1 58.1 4.0
Percentage 6 100.0 71.1 90.4 84.5 5.8
Reno-Sparks area o
$ millions 65.5 53.0 60.7 53.2 7.5
Percentage 11 100.0 80.9 92.7 8l1.2 11.5
All other localities
$ millions 20.1 10.8 16.7 15.7 1.0
Percentage 20 100.0 54.1 83.4 78.3 5.1

For comments see the text of Appendix C.



Profits before income taxes as percentages of gross revenues

Percentage increases in gaming tax

0 25 50 100 150 200
Grand totals 8.4 7.6 6.8 5.1 3.5 1.9
Las Vegas downtow.n area 11.2 10.3 9.4 7.6 5.8 4.0
Las Vegas Strip 7.6 6.9 6.2 4.8 3.3 1'09
Lake Tahoe area 5.8 4.9 4.0 2.3 0.5 loss
Reno - Sparks area 11.5 10.5 9.5 7.5 5.5 3.6
All other localities 5.1 4.5 4.0 3.0 1.9 0.9

A similar analytical summary of profit performance according to size
and type of operation is shown in Exhibit II on the next page. The
abbreviations in that exhibit represent the following:

SDV/L - substantially diversified, with casino, hotel, restaurant,

theatre and bars - very large

DV/L - diversified (no hotel) - very large
D/L - diversified (no theatre) - large
CBR/L - casino, bar and restaurant - large

CBR/M - casino, bar and restaurant - medium

CBR/S - <casino, bar and restaurant - small
CB/M - casino and bar (no restaurant) - medium
CB/S -~ casino and bar (no restaurant) - small
GSL/M - gaming a sideline - medium

GSL/S - gaming a sideline - small

Measures of the classifications very large, large, medium and small are

contained in the text of Chapter III.

As might be expected in an analysis of this type, the data in
Exhibit II show wide percentage variations. There appears to be a
distinct correlation between the relative proportion of gaming revenues and

profits. Of the five groups with the highest percentages of gaming
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EXHIBIT II

CCONDENSED PROFITABILITY ANALYSIS
ACCORDING TO SIZE AND TYPE OF LICENSEE

Introductory observations to Exhibit I apply also here, with respect

to breakdown by size and type.

Grand totals
$ millions

Percentage

*SDV/L
$ millions
Percentage

*DV/L
$ millions
Percentage

*D/L
$ millions
Percentage

*CBR/L
$ millions
Percentage

*CBR/M
$ millions
Percentage

*CBR/S
$ millions
Percentage

*CB/M
$ millions
Percentage

*CB/S
$ millions
Percentage

*GSL/M
$ millions
Percentage

*GSL/S
$ millions
Percentage

Total Gaming Gross Operating Pre-tax
Respondents revenues revenues profits expenses profits

(Number)

378.0 247.5 344.5 312.8 31.7

52 100.0 65.5 91.1 82.8 8.4

183.6 103.7 166.9 152.8 14.1

9 100.0 56.5 90.9 83.2 7.7

77.3 60.0 71.4 65.8 5.6

3 100.0 77.6 92.4 85.1 7.3

- 39.4 26.8 36.2 33.5 2.7

5 100.0 68.1 91.8 84.9 6.9

65.7 49,2 59.7 51.6 8.2

13 100.0 74.9 90.9 78.5 12.5
4.30 2.19 3.60 3.36 0.23

4 100.0 51.1 83.7 78.3 5.4

1.14 0.69 0.92 0.93 loss

4 100.0 61.0 80.7 81.4

4.43 4, 34 4.41 3.71 0.70

4 100.0 98.0 99.5 83.8 15.7
0.14 0.10 0.12 0.07 0.05

2 100.0 75.4 84.8 48.6 36.2
1.64 0.32 1.07 1.01 0.06

5 100.0 19.3 65.5 61.8 3.7
0.35 0.26 0.21 0.18 0.03

3 100.0 74.6 61.9 53.2 8.7

*See the text of Appendix C for the meaning of abbreviations.



revenues to total revenues, four of these rank as the highest in profit as a
ratio of total revenues; the remaining one ranks sixth. The three diver-
sified groups, with one~third of the respondents, account for almost

80 percent of the total revenues and 70 percent of the prof'it of the
respondents whose returns were analyzed; their profits represented 7.4
percent of gross revenues, lower than the total average of 8. 4 percent‘.‘ The
large casino, bar and restaurant operation (which, incidentally, produced
the greatest number of respondents as a group) appears to be the most

profitable operation of significant size.

The following table shows the effect on profits as a percentage of
gross revenues brought about by gaming tax increases, assuming no
countermeasures by the licensees.

Percentage increases in gaming tax

0 25 50 100 150 200
Grand totals 8.4 7.6 6.8 5.1 3.5 1.9
SDV/L 7.7 7.0 6.2 4.8 3.3 1.9
DV/L 7.3 6.2 5.2 3.2 1.1 loss
D/L 6.9 6.1 5.3 3.6 1.9 0.3
CBR/L 12.5 11.6 10.8 9.1 7.4 5.7
CBR/M 5.4 5.0 4.6 3.8 3.0 2.1
CBR/S loss loss loss loss loss loss
CB/M 15.7 14.7 13.7 11.8 9.8 7.9
CB/S 36.2 35.5 34.8 33.3 31.9 30.4
GSL/M 3.7 3.5 3.4 3.1 2.8 2.4
GSL/S 8.7 8.7 8.4 7.8 7.5 6.9

It will be noticed that an increase in gaming taxes of 200 percent

would carry its severest impact among the three largest groups.

As

mentioned earlier, they account for nearly 80 percent of the total revenues
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of the respondents examined; it may also be fair to say that they are

significant in attracting tourists to Nevada.' This is among the indications
that lead us to conclude that a 200 percent ‘increase in gaming taxes would
have a severe effect, not only on the gaming industry, but probably on the

tourist industry of Nevada as well.

An additional check may be useful on the figures discussed above.
We made a review of the internal controls in six casinos selected because
of their reputedly good management. The gaming revenues of these six
casinos accounted for over a quarter of the gaming revenues of the industry

in Nevada as a whole.

To prevent disclosure of the data of individual casinos, we show the
results of their operations in Exhibit III, on the next page, in terms only
of percentages of total gross revenues,and compare them with the results of

the entire.52 respondents' figures.

It will be seen that their profit rate, as a group, of 9.2 percent of
total revenues, is superior to that of the total sample (8. 4 percent) and,
of course, of all other 46 respondents in the sample (7.9 percent).
However, profits of three out of the six are better than the average of the

entire group, whereas three show lower profits.

PROJECTING PROFIT PERFORMANCE

For reasons explained earlier, we found it possible to simplify the
projection of profit performance according to the various assumptions made.
Based on data produced from other computer runs, it was a simple matter to

complete the projections manually.

Nevertheless, it may be desirable to use the computer on future
occasions for projecting profitability. Three factors in particular are -

significant in this respect:
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EXHIBIT III

CONDENSED PROFITABILITY ANALYSIS
GROUP OF SIX SELECTED CASINOS (CONTROL GROUP) VERSUS OTHERS

Total Gaming Gross Operating Pre-tax
-Respondents revenues revenues profits expenses profits
(Number)
Grand totals :
$ millions 378.0 247.5 344.5 312.8 31,7
Percentages 52 100.0 65.5 91.1 82.8 8.4
Not in control group
$ millions 246.7 160.4 223.9 204.3 19.6
Percentages 46 100.0 65.0 90.8 82.8 7.9
In control group
$ millions 131.3 87.1 120.6 108.5 12.1
Percentages 6 100.0 66.3 91.8 82.6 9.2

Individual respondents in
control group (percentages
only) -

77.9 92.6 74.1 18.5
56.0 91.6 77.3 14.3
55.9 91.3 79.0 12.4
81.1 93.1 86.8
51.5 90.5 85.6
73.6 92.0 87.4
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See the text of Appendix C for comments.



(1) The analysis made during this study was limited to 52 respondents.

If an approach is made toward having.regular reports from all non-
restricted licensees, compiled on thé basis of a uniform reporting
system for the industry - and this is recommended - a substantially
greater ﬁumber of returns will need analysis.

2) The small number of respondents in certain licensee groups - aﬁd _
note the statistics in Exhibit II in this respect - weakenéd the validity
of any profitability projections that might have been made on a group
basis. However, with full reporting by the industry, group projections
would be meaningful.

(3) The projections took into account only a limited number of alternatives:

. Revenues - one only
. bperating expenses - three levels
. Tax rates - five rates of increase
. Pass-on of additional tax - four rates.
On future occasions it might be desired to increase the number of

alternatives for any one or more of these assumptions, or to introduce

alternatives for other assumptions.

As previously arranged, we are committing the related computer procedures
and programs into instructional form and giving them to the State government

in case of future need.

ix



STATE OF NEVADA
STUDY OF GENERAL FUND REVENUES

PART IV

STRENGTHENING FINANCIAL CONTROLS
AFFECTING THE GAMING INDUSTRY

TABLE OF CONTENTS

INTRODUCTION

1.

II.

III,

THE PRESENT FRAMEWORK OF CONTROL

1. Internal procedures

2. Protective devices

3. Internal auditing

4, Audits by independent accountants

5. State controls

THE FUNCTIONING OF INTERNAL CONTROLS

1. The nature of the examinations

2. - Shortcomings observed

A PROGRAM FOR IMPROVED CONTROLS

1. Establish standards for minimum acceptable
controls over money and its equivalent in

licensed operations

(1) Recognize the differing levels of control
according to the size of the operation

(2) Formulate control requirements on a
minimum basis

(3) See that control requirements are complied
with through regular inspection methods

2. Adopt and require the use of acceptable formats
for reporting the results of operations and
financial condition

3. Require the use of a uniform code of accounts
and accounting manual for licensees

4, Continue the present powers of enforcement
vested in the State Gaming Control Board

142

143

143

143

144

146

146

147

151

152

153

154

155

156

156

157



8.

APPENDIX

A

Introduce an economic research and planning
function -

Require more active use of internal auditing

Call for independent audit reports that meet
modern commercial requirements

Consider more demanding audits by the State

Expressions of opinion by independent accountants

158

159

160

161



STRENGTHENING FINANCIAL CONTROLS

AFFECTING THE GAMING iNDUSTRY

The gaming industry offers unusual opportunities for concealment
of revenues. Protection against this risk has for long been a concern of the

taxing authorities and the industry itself,

Currency and its equivalent move under conditions not susceptible to
the types of control associated with conventional business operations, and make
this risk a real one. The gaming industry has been subjected to suspicion,
particularly on the grounds that licensees may have evaded taxes by diverting
proceeds. It was not the purpose of our study to establish whether these
suspicions were well-founded. It was rather our assignment to determine what

steps may be taken to minimize the risk itself,

To do this, we observed conditions in six casinos; based on our
findings there, and based on examinations made in other respects during our
study, we present a recommended program which should impose stronger control
over the financial affairs of the industry. With the acceptance and operation of
this program, the industry's operations can be administered under stricter finan-
cial control and it should be better able to answer allegations that might be made

in the future,

In treating this subject, we deal with the following issues:
I The present framework of control ~ a description of the various
measures now in effect to provide for financial controls and an

evaluation of their effectiveness;

II The functioning of internal controls -~ a summary of our observations

at six selected casinos;

III A program for improved controls - a discussion of the various

steps needed to strengthen financial controls in the industry.
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I. THE PRESENT FRAMEWORK OF CONTROL

Five principal levels of control are available to the industry:
1. Internal procedures
2. Protective devices
3. Internal auditing
4. Audits by independent accountants

5. State controls.

These are briefly discussed below,

1.

INTERNAL PROCEDURES

Each individual enterprise has developed its own procedures to .
(1) protect against the risks inherent in the industry and (2) keep manage-

ment and ownership informed.

Such procedures consist of recording and accounting practices and
the division of work in such a way as to have employees check on each

others' work and reduce the possibility of concealing irregularities,

The quality of these procedures varies from one casino to another.
Obviously, control costs money. Therefore, the degree of control that can
be exercised in the larger enterprises is greater than the smaller ones can
afford. The cost of comprehensive control is beyond reason for the smaller
casino., However, the larger ones have a more pressing obligation, both
to the taxing authorities and to the industry in general, to use more detailed

controls over the handling of money.

These controls consist of two elements: first, procedures to provide
an orderly flow of information and protection against irregularities and,
second, availability of statistics so that tests of reasonableness may be

applied in evaluating the amounts of revenues from their specific sources. -
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PROTECTIVE DEVICES

Coupled with the use of procedural controls, the industry has been

resorting increasingly to mechanical devices as a protection against loss.

The "eye in the sky" - a device for surveillance of gaming operations -

for example, from the ceiling - is now common in many casinos,

Closed circuit television is available for surveillance of activities

in the gaming rooms and the counting rooms.

Boxes are used with devices that automatically lock them as they are

removed from tables.

These are merely examples. No doubt they can be expanded upon

and, with the passage of time, new devices will be introduced to provide

stronger checks without the need for undue human effort.

INTERNAL AUDITING

Internal auditing, while commonly in force in industry generally, is

uncommon in the gaming industry.

This is a practice whereby a trained staff is used to check, first,
that existing controls are effective in guarding against loss and waste,
and, secondly, that these controls are being applied diligently and

intelligently, and are producing the intended results.

Internal auditing in its real sense is notable by its absence in the
gaming industry. Controls in the larger enterprises could be improved by

its introduction.

AUDITS BY INDEPENDENT ACCOUNTANTS

An examination by independent accountants usually culminates in

a written opinion con the financial statements. In general terms, the
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accountants specify that they have followed accepted auditing standards
and express the opinion that the statements.they have examined fairly
present the financial position as of a given. date and the results of
operations for the period.ended on that date, in accordance with generally

accepted accounting principles, consistently applied.

‘When the accountants have made an adequate examination and are:
satisfied with the statements, they are in a position to submit either an
unqualified or "clean" opinion, which contains no reservations, or a
qualified opinion, in which attention is drawn or exception is taken
to limited matters, apart from which the statements are acceptable. On
the other hand, if the accountants' scope of examination is restricted,
or if thley encounter so many problems as to preclude their expressing
an opinion, they may be forced to disclaim an opinion or to take other

measures described in Appendix A.

In most cases, audits of enterprises in the gaming industry result
in disclaimers, which constitute no opinion on the financial statements. B
Because of this, the process of auditing does little or nothing to ascribe

any credibility to the statements under review,

This situation could be overcome if accountants were required to
make conventional audits leading to opinions on licensees' financial
statements, On the other hand, the cost of audits would increase because

of their wider scope.

STATE CONTROLS

The State Gaming Control Board (also hereinafter referred to as the
Board) has the power to audit casino records and assure the State its proper

tax revenue,
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The methods used for such audits are capable of being improved. | \
This is a substantial task. It requires the use of professionally tested \
techniques by professionally qualified peopie. It calls for systematic

handling, and it requires to be knitted in with other types of auditing in

effect.

The Board is empowered to call for financial statements from licensees
and does, in fact, require them. However, these statements differ so widely
one from the other, and, not being subject to audit, they are open to such
question that the apparent State control over casinos' financial statements

is somewhat illusory.

As discussed in Section III, a tighter atmosphere of control is needed o

in a state-regulated industry where opportunities for irregularity are so striking. \\
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II. THE FUNCTIONING OF INTERNAL CONTROLS

We examined the functioning of internal controls in six selected
casinos - three on the Las Vegas strip, one in downtown Las Vegas, one in Reno
and one in the Lake Tahoe area. The purpose of these examinations was to study
the adequacy of the control systems with a view to identifying minimum standards

for the industry.

The casinos selected were among the larger ones and together
accounted for about one-quarter of the gross revenues from gaming in the State,

They were recommended for selection because of their reputation for efficiency.

Described below are:
1. The nature of the examinations and
2. Shortcomings observed.

Recommended improvements are dealt with in Section III,

1. THE NATURE OF THE EXAMINATIONS

In each instance a team examined the nature of the procedures in
force and made sample tests of their operation. In substance, we attempted
to evaluate their effectiveness in:

(1) Producing a means for control over monies at the gaming tables and
coin-operated devices;

(2) Tracing the movement of currency and its equivalent from the tables
and devices, including the process of counting;

(3) Providing accountability and security in the counting rooms and
cashiers' offices;

(4) Recording, classifying and summarizing proceeds for entry in the
accounts and for reporting to management;

(5) Achieving checks at critical points in the movement of money and

records to guard against irregularity and loss; and
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(6) Controlling and accounting for records of indebtedness, such as

"markers" and IOUs, including write—offs of uncollectible items.

In addition, we observed the operation of protective devices for
surveillance and security, but our study of these measures was less

intensive.

SHORTCOMINGS OBSERVED

The procedures in effect at these six casinos, if properly complied
with, should generally provide reasonable assurance that the casinos make
a proper record of their gaming revenues., In some cases, the controls

appeared so strong that they could be defeated only by extensive collusion.

Nevertheless, we did encounter some weaknesses. These were
generally isolated, and could readily be overcome by procedural changes.
As a matter of interest, these shortcomings are cited below.

(1) There were some cases where the interval between collecting the
cash proceeds - usually in "drop boxes" - from the gaming tables
and the counting of that cash was as long as sixteen hours. During
this interval the boxes were stored in offices in which there was
a constant traffic of people. We were advised that the very
uncertainty of this traffic made irregular tampering with the
uncounted contents of the boxes a hazardous venture, However,
the risk was there, Added to this, currency which could have been
deposited in the bank or used in gaming operations was temporarily

removed from use.

(2) Cash removed from tables was sometimes insecure because the

boxes had no automatic locking devices and remained unlocked,
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(3

(@

(5)

(6)

(7)

(8)

(9)

During the rounds of collection from tables, boxes at some of the
less active tables were not withdrawn for collection at the

customary times, but were left over for later collection.

Cash counts were sometimes made in the presence of people whose
responsibilities did not provide a sufficient degree of independence

to assure an objective count.

Where persons with accounting responsibility check on the work
of those responsible for handling funds, it reduces the opportunity
for concealing error or fraud by irregular recordkeeping. This

interplay of responsibilities was sometimes lacking.

Many of the forms in use for recording the movement and account~
ability of cash and its equivalent were not prenumbered, With
the absence of a numerically controlled sequence of critical
reports, intentional omission of records of transactions could

escape undetected.

Procedures for the movement and recording of completed forms did
not always provide for a check and countercheck to assure full

and satisfactory accountability.

A means for establishing the reasonableness of collections is the
recording of statistics of proceeds from individual games, groups
of games or coin-operated devices. Absence or insufficiency of

statistics sometimes made it difficult to establish tests of

reasonableness.

Resort had occasionally to be made to removing collections from
slot machines before the customary times because of currency

shortages,
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(10) There were some cases of excessive physical handling of coins,

This is wasteful of time (and therefore money).

(11) There was evidence of holding funds for paying off jackpots in

excess of amounts needed in the normal course of events.

(12) The payoff of large jackpot winnings was sometimes made without» )

independent evidence of approval.

(13) Proceeds from card room operations were not generally subjected

to a satisfactory standard of control.

(14) Inadequate accountability and follow-up was sometimes exercised <

with respect to I0Us and bad checks written off as uncollectible.

As earlier mentioned, these were isolated observations. Nevertheless,
they were encountered in some of the larger and reputedly best managed
casinos, If typical of controls in the better managed enterprises, they
might be construed as conditions warranting improvement in other casinos.

In any event, they are indicative of the need for prescribing and enforcing

minimum standards of control.

A notable opportunity for misappropriation or concealment of proceeds
is the practice of issuing "pit chips" or "markers" as informal evidence of
indebtedness by gamblers prior to (i} redemption, (ii) confirmation by 10U,
or (iii) settlement by currency, check or chips. Gaming operators in general
resist prohibition of the use of markers - or even the use of "finger betting",
where the gambler in effect establishes c-:redit by a sign - on the grounds
that this would reduce revenues. We do not question this, but we do point

out the need for more stringent control,

* * *
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The following section contains a recommended program for over-

coming the conditions discussed here.
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III., A PROGRAM FOR IMPROVED CONTROLS

The gaming industry requires improved controls for its own protection,
particularly in the light of criticism leveled against it. The State, in tum, needs
to see that these controls are inherently efficient and properly enforced, both to
meet the obligations imposed on it to administer gaming operations and to assure

proper collection of taxes.

These controls involve four different elements: (1) regulation,

(2) enforcement, (3) planning, and (4) inspection.

Regulation involves the definition of practices for internal control and
reporting. They include:
(1) Specifying internal control procedures,
(2) Defining methods for control reporting, both within the gaming
enterprises and for governmental reporting,
(3) Publication of a uniform code of accounts and an accounting manual

to provide for consistent reporting.

Enforcement implies the existence and operation of powers to assure

compliance with regulations and to impose penalties for noncompliance.

Planning entails the collection and interpretation of statistical and
other data for use in measuring the economy in which the industry operates and

the operating economy of the industry itself.

Inspection encompasses the definition of practices for examining the

controls, procedures and reports, to assure that controls and procedures are

functioning satisfactorily and that the reports produced by using them are reliable.

Each of these functions tends in some manner to interact with one or

more of the others, and is accordingly encompassed in the program presented
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below, consisting of eight recommended actions applicable to nonrestricted
licensees:
1. Establish standards for minimum accépfable controls over money
and its equivalent in licensed operations.
2. Adopt aﬁd require the use of acceptable formats for reporting the
results of operations and financial condition. .
3. Require the use of a uniform code of accounts and accounting
manual for licensees.
4, Continue the present powers of enforcement vested in the State
Gaming Control Board.
5. Introduce an economic planning and research function.
6. Require more active use of internal auditing.
7. Call for‘ independent audit reports that meet modern commercial
requirements.
8. Consider more demanding audits by the State.

Each of these matters is considered at length in the pages that follow,

1. ESTABLISH STANDARDS FOR MINIMUM ACCEPTABLE CONTROLS OVER

MONEY AND ITS EQUIVALENT IN LICENSED OPERATIONS

It is the policy of the Nevada Gaming Commission and the State
Gaming Control Board, as promulgated in their regulations, to require
that all eétablishments wherein gaming is conducted in the State "be
operated in a manner suitable to protect the public health, safety, morals,
good order and general welfare of the inhabitants of the State of Nevada"
(Regulation 5.010). These bodies have broad powers to enforce their
policies and to penalize delinquent licensees, including revocation of

their licenses.

Nonrestricted licensees are required, under Regulation 6.030, to
observe certain accounting requirements, including:

(1) Maintaining general ledgers according to double-entry methods;
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(2)
(3)

(4)

(s)

(6)

Keeping books of original entry;

Keeping individual game records, inclﬁding consecutively numbered
forms: .

Keeping certain slot machine records by individual machine or
alternati\}ely satisfying the Board that their internal control
procedures and accounting methods are adeguate to dispense

with this;

Making their equipment and records available for examination by
agents of the Board; and

Keeping adequate records of bad checks, evidences of indebtedness,

and other unpaid items.

These regulations appear to call for more detailed definition if they are to

provide a realistically full measure of protection against irregularity,

We suggest that the control problem be approached through a series

of three steps:

(1)

Recognize the differing levels of control according to the size of
the operation

The cost of human effort needed to administer a control system
dictates that the larger the operation, the more exacting its control

system should be.

Because of this, nonrestricted licensees should be divided
into two classes, based on the size of their gross revenues from
gaming. A more stringent set of control requirements should be
mandatory for the larger licensees and optional for the smaller ones.
A modified - and less demanding - set of control requirements

should be imposed on the smaller licensees.
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(2) Formulate control requirements on a minimum basis

Control requirements should be so defined as to assure

that certain essential of desirable thiﬁgs are done as a minimum,

For example:

(i) Count cash in drop boxes within a minimum specified time -
after removal from tables, and keep physical control ovel; .
cash until it is counted.

(ii) Require the presence of at lease two employees at each
cash count, one of whom is .responsible for physical
handling and one of whom is responsible for accounting.

(iii) Define the various points of control through which both
money or its equivalent and related forms are channeled
;o as to enable the accounting staff to check independently
on the amounts of cash collected and recorded.

(iv) Require the use of preprinted, serially numbered forms for
all docur_nents relating to the collection, count and move-
ment of cash or its equivalent, and the signature of such
forms, when used, by at least two employees with independent
responsibilities.

(v) Impose defined physical requirements regarding the layout
of the access to cashiers’' and counting room areas.

(vi) With respect to evidences of indebtedness, require:

. written authorization of credit,
. recording as revenue at the time of issue,

. transfer of accountability for markers from tables
to cashiers at each drop collection,

. ledger accounts for all items of indebtedness.
(vii) Keep a double-entry record of bad checks, overdue IOUs,
and all items written off as uncollectible, and report names,

addresses and amounts periodically to the Board.
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(3)

(viii) Record the issue of markers on preprinted, serially
numbered forms, |

(ix) Accumulate meaningful statistical comparisons of results
according to table, group of tables, employee, machine,
or otherwise as appropriate.

(=) Specify minimum requirements for surveillance devices and
their operation, according to the sizé and layout of each
casino,

(xi) Require daily reporting of results, in a prescribed format,

for approval by management.

The foregoing are merely illustrative. The Board should give
the industry guidelines and criteria for controls and should require
it to submit acceptable minimum standards, preferably with the
assistance of professional counsel. These should be promulgated
for industry-wide use after meeting the Board's approval. Failing
the industry's ability to submit acceptable measures within a
specified time, the Board should impose these regulations

unilaterally.

See that control requirements are complied with through reqular

inspection methods

The Board should look to the industry to manage its own
intermal affairs and see that minimum control requirements are
exercised, It should nevertheless, as discussed later, have

access to outside audit to see that their operation is satisfactory.

In an industry where change prevails, such as the introduction of

new devices, control requirements will likewise change. Both the Board

and the industry should be alert to this, and changes should be approved

as the occasion demands.
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ADOPT AND REQUIRE THE USE OF ACCEPTABLE FORMATS FOR REPORTING

THE RESULTS OF OPERATIONS AND FINANCIAL CONDITION

| It is common practice in a regulated industry for the regulatory body
to prescribe mgthods of financial reporting. This creates a degree of
uniformity that makes the function of regulation easier. It also permits the
extraction of comparative data for measuring the efficiency and financial

health of businesses within the industry

The gaming industry in Nevada follows somewhat inconsistent financial
reporting practices. As a consequence, the Board has not been successful

in drawing meaningful inferences from these reports.

Purthermf)re, in addition to such standard financial statements as
balance sheets and income statements, licensees produce internal reports
for the information of their managements. The quality and informativeness
of these reports vary widely, as is to be expected in view of their having
been developed independently to suit the needs of their respective
managements. Some appear substandard as guides for the managements
to make effective decisions. The adoption of minimum standards for these

internal reports should produce benefits for the industry.

Standard formats should be used for reporting financial information,
and the Boérd should exercise leadership in this respect. Here again,
as in the case of controls, a differentiation should be made between the
larger and smaller enterprises., And in this respect too, the industry should
be called upon to submit its recommendations to the Board, failing which

the Board should publish its requirements unilaterally,

REQUIRE THE USE OF A UNIFORM CODE OF ACCOUNTS AND ACCOUNTING

MANUAL FOR LICENSEES

The Board's inability to measure the results and financial health of N

the industry has already been mentioned. In Part III, too, we referred
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to the difficulty of drawing effective industry comparisons because of
the different methods in which the various licensees classify their

expenses.

This situation can be overcome by setting up an organized structure

for identifying the various asset, liability, capital, income and expense : ot

accounts. This structure, known as a chart - or code - of accounts, is =~
necessary for the orderly classification and recording of transactions,
operations and events in any sizeable business. In many regulated
industries a uniform code of accounts is prescribed., These include savings
and loan associations, public utilities, insurance and certain regulated

transportation enterprises.

Supporting the code of accounts there should usually be an accounting
manual, which contains descriptions of what should - and what should not -

be classified under each accounting category.

As a basis for standardized reporting, and as a step toward installing
minimum controls, mentioned earlier, a uniform code of accounts and

manual are most desirable.

As in the cases of controls and reporting, the Board should require
recommendations from the industry. In this instance, however, the same
code and manual should suit the purposes of both larger and smaller
licensees, with the larger ones being compelled to use certain code

refinements reserved for optional use only by the smaller licensees.

CONTINUE THE PRESENT POWERS OF ENFORCEMENT VESTED IN THE

STATE GAMING CONTROL BOARD

The powers vested by law in the Board are wide, They include
enforcement of regulations and examination of licensees' equipment ~

operations and records,
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Continuation of these powers is essential for regulation of the
industry. However, the scale of penalties needs review to match them

with the relative severity of each infractioﬁ.

INTRODUCE AN ECONOMIC RESEARCH AND PIANNING FUNCTION

As is the case in many new industries, the gaming industry has.
established no central body to collect statistical data and other facts for
use either to measure the efficiency or economics of individual operations

or to appraise economic conditions which have a bearing on the industry.

We wére struck by the absence of such facts in discussions with
representative members of the industry, industry associations, financial
institutions, and govemment departments. Thus far the industry as a
whole has enjéyed a continuing rise in income. Although some enterprises
have encountered adversity, gaming as a whole has prospered. The industry
has therefore suffered little through its inability to draw on reliable informa-
tion for charting its future course of action. When the future changes,

either by reaching a plateau or facing a decline, the absence of economic

data for planning may prove painful and even dangerous.

State government has much at stake in this respect. The gaming
industry represents an important sector of the Nevadan economy. If
gaming encounters adversity there would, in all likelihood, be a severe
setback to the economy of the State as well as a drop in State revenues

from gaming taxes.

The Board is gathering, through individual financial statements, some
ingredients for industrial analysis. The absence of consistency in these
reports, for which remedies have been recommended above, makes it
difficult to use them, This, coupled with a lack of demand from the
industry and the absence of any marked incentive, has led to a condition

of inaction in economic and statistical planning and research,
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We recommend that the State take early action to provide this service,
either through the Nevada Gaming Commission or State Gaming Control
Board, or through establishing the service from within the executive

branch of the government.

REQUIRE MORE ACTIVE USE OF INTERNAL AUDITING

Internal control has been described as encompassing the plan of .
organization and all of the coordinate methods and measures adopted
within a business to (1) safeguard its assets, (2) check the accuracy
and reliability of its accounting data, (3) promote operational efficiency,
and (4) encourage adherence to prescribed managerial policies, The
institution and maintenance of internal control is a responsibility of

management. -

Many managements employ intemal audit staffs to see that the
controls are indeed satisfactory for their intended purposes and that they
are operating properly. It was surprising to find that, although effective
controls are so much needed, internal auditing is practiced only rarely

in the gaming industry.

It is contended by several of the larger licensees that internal
auditing is unnecessary. We cannot agree with this position. The
argument appears to be propounded because of a lack of knowledge of
the activity or the benefits it has been providing for several years to

other branches of American industry.

For the larger licensees the Board should make internal auditing a
mandatory requirement. This should not only produce direct benefits to
each enterprise concemed, but, if it is satisfactorily conducted, both the
independent accountants and the Board's examining agents would be able
to place reliance on it. They would thus be able to reduce the extent of

their tests of operations, transactions and records.
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Smaller licensees might not be able to justify the expense of internal
audit. The Board should recognize this and should not require it of them.
Nevertheless, they could benefit by employing accountants in public
practice to make occasional examinations having the equivalent effect

of limited internal auditing.

CALL FYOR INDEPENDENT AUDIT REPORTS THAT MEET MODERN

COMMERCIAL REQUIREMENTS

Number 6.050 of the regulations issued pursuant to the Nevada Gaming
Control Act provides as follows: "Each nonrestricted licensee shall file.with
the board a copy of its annual financial report as prepared by independent
accountants. If no report is made by an independent accountant, then a
copy of the annual financial statements prepared by the bookkeeper or

internal auditor employed by the licensee shall be filed with the board. "

The effect of this regulation is that no audit is required. The services
of an independent accountant are optional only and are required to prepare
an annual report rather than to express an opinion on its credibility. Many
reports rendered by independent accountants ‘go no farther than this regula-
tion requires. Audits, as conventionally understood, are the exception
rather than the rulé in the gaming industry. The licensee who wishes to
restrict his independent accountant to preparing a financial report is under

no compulsion to call on him for an expression of opinion.

In contrast, the Securities and Exchange Commission, which regulates
the securities of publicly held corporations nationally, demands independent
audits, carried out according to generally accepted auditing standards,
including an expression of opinion on each corporation's financial statements
and certain supporting schedules. In certain regulated industries, the
opinion report required of the independent accountants covers other factors

as well,
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It is clearly in the Board's interests to require financial statements
which fairly present the results of operations of a licensee and its
financial condition at the end of the period under review. If and when
minimum standards of control are required, it should also need assurance
that there is adequate compliance with them. And, if and when a uniform
code of accounts and accounting manual, coupled with required reportihg
formats, are introduced, it should also know whether the financialy staté—

ments are based on their use,

It is our recommendation that the Board seek to have Regulation 6,050
revised to require this type of audit report and thus gain better assurance

of the reliability of the annual statements submitted by licensees,

CONSIDER MORE DEMANDING AUDITS BY THE STATE

The Board is vested with the authority to "demand access to and
inspect, examine and audit all papers, books and records of applicants
and licensees respecting the gross income produced by any gaming
business..." (NRS 463. 140}, but it is under no obligation to make

comprehensive audits nor to observe any prescribed auditing standards.

As explained to us, the Board is subject to staff and budgetary
limitations, as a result of which examinations by its agents are too

limited in scope and method to constitute effective audits.

Nonetheless, the Board is interested in determining proper amounts
of gross income for verifying the accuracy of tax collections, and it

should continue to have this power.

In an industry as sensitive as gaming and having such an important
bearing on the affairs of the State of Nevada, the Legislature might well
consider it advisable to expand and reinforce the present State audit process.
This would probably entail additional expense, but we consider its merits .

deserve the Legislature's favorable consideration.
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Such an expanded audit activity should possess these

characteristics among others:

(1

(2)

(3

(4)

(5)

(6)

(7)

(8

©)

(10)

Auditors should be professionally qualified.

They should work according to such timetables and programs as
to gain frequent coverage of all nonrestricted licensees and an
adequate sampling of restricted licensees.

They should work according to prescribed and acceptable aﬁdit
procedures.

They should observe licensees' compliance with minimum control
standards, reporting procedures and accounting classifications.
They should keep proper records and working papers in support of
work done and findings established.

They shouald penetrate and report upon those licensees that are
elements of or associated with complex corporate or partnership \\
organizations,

They should report on all audits performed and be required to convey

to the Board particulars of violations of regulations or standards Tt
so that the Board can recommend disciplinary action to the

Commission.

Auditors should be rotated among assignments so that no one auditor

examines any one licensee on two successive occasions.

Each audit should be reviewed to make sure that it has been

satisfactorily performed.

The activities of the audit staff should be subject to periodic and

surprise review by the office of the Legislative Counsel,

The effect of this suggested change would be to impose on the Board a

responsibility for making audits of licensees as distinct from what is now

merely a right to audit. This change might call for legislative rather than -

regulatory action.
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In adopting the program here described, the State should also consider
the extent of its applicability, whether or not in modified form, to restricted
licensees. Admittedly they constitute a relativély insignificant source of

revenue, but the State has an obligation to exercise control over their activities,

As far as nonrestricted licensees are concerned, the need for an
improved framework of control is real. The eight-point program here recommended
should provide noteworthy advantages. It should reduce the opportunities now
available to the industry to evade taxes because of an atmosphere of inadequate
control. It should give owners better protection against loss caused by their
employees.‘ It should demonstrate the State's determination to accept its
responsibilities for regulating the industry. And it should help create a better
reputation for the industry itself by reason of its use of more modern, systematic

and orderly financial control practices.

These advantages are worthwhile. The effort needed to attain them

would not be great. And it should not be delayed.

163






APPENDIX A

EXPRESSIONS OF OPINION BY INDEPENDENT ACCOUNTANTS

The implications of formal opinions by independent accountants are not
always understood by the public. To elaborate on the observations made in
Chapter I, we cite the authority on this subject. It consists of sections 4'thr6ugh
26 of Chapter 10 of AUDITING STANDARDS AND PROCEDURES, is sued in 19'6‘3: by

the American Institute of Certified Public Accountants.

The text is repeated verbatim, with ellipses (....) used only where

parenthetical cross-references are used in the text.

SHORT~-FORM REPORT

4, The short-form report of the auditor is customarily used in connection with
the basic financial statements. It is also often included as part of a long-
form report. The usual short-form report consists of a representation as to
the work performed, expressed in an opening or "scope" paragraph, and a
representation as to the independent auditor's conclusions usually in a
closing or "opinion" paragraph.

5. Because of the weight which the independent auditor's opinion carries with
the investing and lending public and the responsibilities he assumes in
expressing it, reasonable uniformity in the manner of stating the opinion
is important both to the auditor and to those who rely on his findings.

6. The profession in general has adopted the following short form of independent
auditor's report:

We have examined the balance sheet of X Company as of June 30,
19___ and the related statement(s) of income and retained earnings for
the year then ended, Our examination was made in accordance with
generally accepted auditing standards, and accordingly included such
tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.

In our opinion, the accompanying balance sheet and statement(s) of
income and retained earnings present fairly the financial position of X
Company at June 30, 19__, and the results of its operations for the year
then ended, in conformity with generally accepted accounting principles
applied on a basis consistent with that of the preceding yvear.

7. The report should be addressed to the client, or to the board of directors
or the stockholders of the client if the appointment is made by them or if
such address is preferred. Where the appointment of the auditor is made
by the directors and approved by the stockholders the report may well be
addressed to both.



UNQUALIFIED OPINION

8. An unqualified opinion that financial statements present fairly financial
position and results of operations may be expressed only when the
independent auditor has formed the opinion, on the basis of an examina~
tion made in accordance with generally accepted auditing standards, that
the presentation conforms with generally accepted accounting principles
applied on a consistent basis and includes all informative disclosures
necessary to make the statements not misleading.

QUALIFIED OPINION

9. When a qualified opinion is intended by the independent auditor, the
opinion paragraph of the standard short-form report should be modified
in a way that makes clear the nature of the qualification. It should refer
specifically to the subject of the qualification and should give a clear
explanation of the reasons for the qualification and of the effect on
financial position and results of operations, if reasonably determinable.
Reference in the opinion paragraph to a note to the financial statements
or to a preceding paragraph in the report that describes the circumstances
is an acceptable method of clarifying the nature of a qualification,
However, a qualification based upon the scope of the examination
ordinarily should be covered entirely in the independent auditor’s report.
When a qualification is so material as to negative an expression of
opinion as to the fairness of the financial statements as a whole, either
a disclaimer of opinion or an adverse opinion is required.

10, The use of phrases that include either "except" or "exception" in qualified
opinions on financial statements is recommended. However, in certain
cases where the outcome of a matter is uncertain the phrase "subject to"
may be appropriate (....). Phrases such as "with the foregoing explana-
tion" are generally not clear or forceful enough for a qualification and
should not be used to qualify an opinion.

11. Any modifying phrases in the standard short-form opinion paragraph (or
sentence) should be considered as qualifying the opinion in some manner;
however, reference to the report of other independent auditors as the
basis, in part, of the opinion, whether made in the scope paragraph or
the opinion paragraph, is not to be construed as a qualification of the
opinion on the faimess of presentation of the consolidated financial
statements or consistency, but rather as an indication of the divided
responsibility for the performance of the work (....).

ADVERSE OPINION

12, An adverse opinion is an opinion that the financial statements do not present
fairly the financial position or results of operations in conformity with
generally accepted accounting principles.

13. An adverse opinion is required in any report where the exceptions as to
fairness of presentation are so material that in the independent auditor's
judgment a qualified opinion is not justified. In such circumstances a
disclaimer of opinion is not considered appropriate since the independent
auditor has sufficient information to form an opinion that the financial
statements are not fairly presented. Whenever the independent auditor
issues an adverse opinion, he should disclose all the substantive reasons
therefor, usually by referring to middle paragraph of his report describing N
the circumstances (....).
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DISCLAIMER OF OPINION

14, When he has not obtained sufficient competent evidential matter to form
an opinion on the fairness of presentation of the financial statements as
a whole, the independent auditor should state in his report that he is
unable to express an opinion on such statements. The necessity of
disclaiming an opinion may arise either from a serious limitation on the
scope of examination or from the existence of unusual uncertainties
concerning the amount of an item or the outcome of a matter materially
affecting financial position or results of operations, causing the inde~-

pendent auditor not to be able to form an opinion on the financial statements

as a whole,

15. With respect to significant scope limitations, he may recite the procedures
followed (in which case the standard short-form scope paragraph should
not be used) or the procedures omitted. In either case, he should state
clearly that the scope of examination was not adequate to warrant the
expression of an opinion on the financial statements taken as a whole.

16. Whenever the independent auditor disclaims an opinion, he should give
all substantive reasons for doing so. For example, when he disclaims
an opinion because the scope of examination was inadequate, he should
also disclose any reservations or exceptions he may have regarding
faimess of presentation.

UNAUDITED STATEMENTS

17. When no audit has been performed, or the auditing procedures performed
are insignificant in the circumstances, any financial statements with
which the independent auditor is in any way associated should be
clearly and conspicuously marked on each page as unaudited, whether
accompanied by his comments or not, It is preferable that a disclaimer
of opinion accompany all such statements; when they are accompanied
by comments the independent auditor must issue a disclaimer of opinion.
Such a disclaimer of opinion may read as follows:

The accompanying balance sheet as of November 30, 19__ and
the related statements of income and retained earnings for the year
then ended were not audited by us and we express no opinion on them,

Phrases which may cause the reader to believe an examination or review
of any type was made should be avoided in any such disclaimer,

18. The independent auditor should refuse to be associated in any way with
unaudited financial statements which he believes are false or misleading

(see Opinion No. 8 of the committee on professional ethics).

NEGATIVE ASSURANCE

19, Where the scope of the examination is limited by the omission of necessary

auditing procedures, reports should not be issued which temper the
gualification or disclaimer of opinion by the inclusion of expressions
similar to "...However, nothing came to our attention which would
indicate that these amounts (statements) are not fairly presented (stated)."

20. However, negative assurances are permissible in letters required by

security underwriters in which the independent auditor reports on limited
procedures followed with respect to unaudited financial statement filed
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21.

with the Securities and Exchange Commission. These letters usually
state specifically that no audit has been made of such statements and
data, and distribution of the letters is restricted to parties to the
underwriting agreement.

In situations involving special reports covering data which do not purport
to present financial position or results of operations, negative assurances
may be given provided the auditing procedures followed are appropriate
and reasonable in the circumstances and the scope of the examination is
described in the report (....). ‘

PIECEMEAL OPINIONS

22,

23.

24,

25,

In some situations requiring a disclaimer of opinion or adverse opinion on
the over-all fairness of the financial statements, the auditor may, to the
extent that the scope of his examination and the findings thereof justify,
express a so-called "piecemeal"” opinion as to the compliance of the
statements with generally accepted accounting principles in respects
other than those which require the disclaimer of opinion or adverse
opinion. Similarly, in some cases of extensive exceptions, where an
over-all opinion has been disclaimed, it may be possible to express an
opinion limited to the items in the financial statements with which the
auditor is satisfied. When that is done, however, the report must make
clear that no over-all opinion as to financial position or operating results
is intended and the auditor should be careful to indicate clearly the
limitation of such comments to the individual items in the financial
statements.

The independent auditor may issue a piecemeal opinion only when, in
his judgment, the scope of his examination and his findings justify it,
and then only if it is accompanied by a disclaimer of opinion or adverse
opinion with respect to the financial statement(s) taken as a whole.
Moreover, the piecemeal opinion should not overshadow or appear to
contradict the disclaimer of opinion or adverse opinion; otherwise it
may result in a misleading inference regarding the financial statements
taken as a whole,

The auditor, as noted above, in expressing a piecemeal opinion may name
the accounts covered by the opinion, or may name those accounts which
are excluded and designate the accounts which are covered with an
expression such as "all the other accounts. " The interrelationship of the
accounts affected should be carefully considered by the auditor if the
latter approach is used. For example, when an opinion is disclaimed
because the taking of the closing inventory has not been observed, it
would ordinarily be improper for the independent auditor to use the
expression "all the other accounts, " thereby covering in his piecemeal
opinion cost of sales, gross profit, profit before taxes, taxes, net
profit, accrued income taxes, retained earnings, and, perhaps, accounts
payable. In any case, a clear description of those aspects of the state-
ment that are covered by the piecemeal opinion is required.

The auditor should realize that the expression of a piecemeal opinion
with respect to individual items included in a financial statement may
require a more extensive examination of such items than would be
required if he were expressing an opinion on the financial statements
taken as a whole.

iv



CIRCUMSTANCES WHICH REQUIRE A DEPARTURE FROM THE STANDARD
SHORT~-FORM REPORT

26. The usual circumstances which may require the independent auditor to
deviate from the standard short-form report on financial statements are
as follows:

A, The scope of his examination is limited or affected:
(1) By conditions which preclude the application of auditing
procedures considered necessary in the circumstances
(2) By restrictions imposed by clients ,
(3) Because part of the examination has been made by other
independent auditors

B. The financial statements do not present fairly financial position
or results of operations because of:
(1) Lack of conformity with generally accepted accounting
principles
(2) Inadequate disclosure

C. Accounting principles are not consistently applied,
D. Unusual uncertainties exist concerning future developments, the

effects of which cannot be reasonably estimated or otherwise
resolved satisfactorily.
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