BOE-1489-J REV. 3 (10-06)
FORMAL ISSUE PAPER

Issue Paper Number 09-002

/' BOARD OF EQUALIZATION
~’. KEY AGENCY ISSUE

NN

X O

STATE OF CALIFORNIA
BOARD OF EQUALIZATION

Board Meeting
Business Taxes Committee

Customer Services and
Administrative Efficiency
Committee

Legislative Committee
Property Tax Committee
Other

Non-Production Computers — Business Property Assessment Practices

l. Issue

Guidelines

What valuation factors for non-production computers should the State Board of Equalization (Board) adopt for
inclusion in Assessors' Handbook Section 581, Equipment Index and Percent Good Factors?

1. Alternative 1 - Non-Production Computer Team Recommendation

The Non-Production Computer Team recommends that the attached valuation factors, including revised
classification descriptions, for non-production computers be adopted by the Board for inclusion in the 2010
revision of Assessors' Handbook Section 581, Equipment Index and Percent Good Factors (Attachment A).

I11. Other Alternative(s) Considered

None
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IV. Background

The Board co-administers the property tax in California with the county assessors. The 58 county assessors
are charged with the assessment of locally assessed real and personal property for taxation purposes and
resolution of appeals of property values at the local level in conjunction with county assessment appeals
boards. The Board's role is advisory and does not include setting values for any locally assessed property or
for resolving disputes over those assessments.

Section 401.5 of the Revenue and Taxation Code requires that the Board issue to county assessors data
relating to costs of property and other information to promote uniformity in appraisal practices and in assessed
values throughout the state. In an effort to comply with section 401.5, the Board annually publishes Assessors'
Handbook Section 581, Equipment Index and Percent Good Factors (AH 581). Among other data, AH 581
contains tables of valuation factors for non-production computer equipment, semiconductor manufacturing
equipment, and biopharmaceutical industry equipment and fixtures.

Non-production computer valuation tables were originally developed by the Board in 1995 and amended in
1997. The factors were developed by analyzing resale values of personal, mid-range and mainframe
computers as compared to original costs. BOE-571-L, Business Property Statement, is used by the assessors
to gather information and determine the assessable value of the property. Currently, the property statement
includes separate columns for reporting computer equipment based on three different sets of cost parameters
(as currently included in AH 581): Personal Computers ($25,000 or less), Mid-Range Computers ($25,000.01
to $500,000), and Mainframe Computers ($500,000).

The Board was approached by industry in 2005 to review current data to validate or update the information
contained in AH 581 relative to the valuation of non-production computers. Consequently:

» Budget Change Proposal 6 (approved in 2006) provided two positions on a two-year limited-term
basis to create and participate on teams to conduct three studies, including one for non-production
computers, in the development of valuation factors. The Non-Production Computer Team (Team)
consists of one Principal Property Appraiser and one Senior Specialist Property Auditor-Appraiser
from the Board, two industry representatives, and two representatives from the California Assessors'
Association.

* All members of the Team were tasked with pursuing market data (original price new less discount
(street price) plus corresponding price of device when sold used to end user (used price)) for the
project. The goal of the Team was to collect enough market data to develop valuation factors that
would enable the local assessor to determine the fair market value of non-production computers by
applying the appropriate valuation factor to historical costs reported by the taxpayer. The formula for
calculating a valuation factor for any given age based on market data is as follows:

Valuation Factor = Sum of All Used Prices to End Users "°F
Sum of All Corresponding Street Prices “VRRENT

The Team spent nearly two years pursuing such data. While Board staff was successful in obtaining a
substantial amount of used price data on personal computers and local area network (LAN) equipment
from used equipment dealers, the Team was only able to obtain some corresponding street price data.
Also, the Team gathered market data for personal computers and LAN equipment from a number of
other sources including a popular blue book publication, manufacturers and taxpayers. The Team was
unable to obtain market data for mainframes.
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VI.

The market data collected by the Team provide a reasonable amount of anecdotal evidence to support
most of the valuation factors currently included in AH 581 with the exception of mainframes. The
market data also provides support for lowering the valuation factor for age 1 personal computers from
the current 66 percent to 54 percent. Additionally, the market data collected from all sources strongly
indicates that classifications of non-production computers should be defined according to equipment
type. In other words, cost parameters currently included in AH 581 are no longer a valid method for
classifying non-production computers.

Consequently, the Board Team members set forth proposed valuation factors for personal computers
and local area network equipment based on all of the data provided from different sources for the
Team's consideration. Mainframe computers are no longer a significant part of the non-production
computer market; therefore, Board Team members proposed placing mainframes in the LAN
classification for the Team's consideration because Board staff believes that mainframe values are
more closely aligned with LAN equipment.

e On March 9, 2009, a final meeting of the Team resulted in agreement of the proposed valuation
factors for non-production computers contained in Attachment A.

Discussion

After discussion at the June 24, 2008, Property Tax Committee meeting, the Board is committed to
conducting valuation studies in the future. As part of that continuing workload, Board staff will review
market data, which is supported by source documents, of used non-production computer equipment that
may be made available to staff in the future. If such market data warrants, staff will recommend to the
Board revised valuation factors for AH 581 for non-production computers.

Alternative 1 — Non-Production Computer Team Recommendation

A. Description of Alternative 1

The Non-Production Computer Team recommends that the attached valuation factors, including revised
classification descriptions, for non-production computers be adopted by the Board for inclusion in the 2010
revision of Assessors' Handbook Section 581, Equipment Index and Percent Good Factors (Attachment A).

Currently, AH 581 contains valuation factors for non-production computers with cost parameter classification.

The following is a comparison of the current equipment valuation factors using cost parameters and the
proposed equipment valuation factors according to equipment type:
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CURRENT AH 581 PROPOSED
Year Acquired | Age PERS(?QISQ)IE)(?C())I’I\CZ;;ERS PERSONAL COMPUTERS
2009 1 66 54
2008 2 39 39
2007 3 24 24
2006 4 15 15
2005 5 10 10
2004 6 6 6
2003 7 4 4
2002 8 2 2
2001 9 2 2
CURRENT AH 581 PROPOSED
Year Acguired | Age " 2500001 10 8500,000) EQUIPMENT (PLUS MAINFRAMES)
2009 1 73 73
2008 2 47 47
2007 3 30 30
2006 4 19 19
2005 5 12 12
2004 6 8 8
2003 7 5 5
2002 8 3 3
2001 9 2 2
CURRENT AH 581 PROPOSED
Year Acquired | Age A S50000001 omord) | SEPARATE MAINFRAME GLASSIFICATION
ELIMINATED
2009 1 79
2008 2 54
2007 3 35
2006 4 22
2005 5 14
2004 6 9
2003 7 6
2002 8 4
2001 9 2
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B. Pros of Alternative 1

Adoption of Alternative 1 is reflective of the best information available at this time and will result in the
majority, if not all, of the California County Assessors using the AH 581 when estimating market values
for non-production computers. This will lead to more uniform assessments for taxpayers.

C. Cons of Alternative 1
None.

D. Statutory or Regulatory Change for Alternative 1
None.

E. Operational Impact of Alternative 1
None.

F. Administrative Impact of Alternative 1

1. Cost Impact
None.

2. Revenue Impact

It is anticipated that there may be a small revenue impact in application of the valuation factors in
Alternative 1 when compared to application of the current valuation factors in AH 581. The valuation
factors for personal computers represent a slight decrease, but the removal of the cost parameters for
the classifications will likely result in an increase in the valuation of local area network equipment.
Additionally, the elimination of the mainframe classification and application of the LAN valuation
factors in the valuation of mainframe computers will result in a decrease.

G. Taxpayer/Customer Impact of Alternative 1

Taxpayers with large investments in local area network equipment will likely be impacted the most
from Alternative 1 in that their assessment will likely result in an increase. Taxpayers with
investments concentrated in personal computers will experience a slight decrease in their assessment
of new personal computers as a result of Alternative 1.

H. Critical Time Frames of Alternative 1

The valuation factors discussed in this Alternative ultimately will be published in the 2010 revision of
AH581. AH 581 is generally adopted by the Board each year at its November Board meeting.
Additionally, the Business Property Statement will require revision to allow for the proper classification of
computer equipment.
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TABLE 7: Non-Production Computer Valuation Factors

Year PERSONAL LOCAL AREA NETWORK EQUIPMENT
Acquired Age COMPUTERS (PLUS MAINFRAME COMPUTERS)

2009 1 54 73

2008 2 39 47

2007 3 24 30

2006 4 15 19

2005 5 10 12

2004 6 6 8

2003 7 4 5

2002 8 2 3

2001 9 2 2

USE OF TABLE 7

The Non-Production Computer Valuation Factors table was approved by the Boardon ___, 2009. These factors

should be applied directly to historical costs of non-production computers.

Pursuant to Revenue and Taxation Code section 401.20, values determined by use of the valuation factors
contained in Table 7 are rebuttably presumed to be the full cash value for non-production computer equipment A
county assessor or taxpayer has the right to present evidence supporting values different from those determined by
use of Table 7 in order to attempt to overcome the presumption.

DEFINITION OF NON-PRODUCTION COMPUTERS

Non-production computers consist of: (1) general purpose computers; (2) general purpose computer peripherals; and
(3) local area network (LAN) devices. General purpose computers contain a central processing unit and memory (be
it volatile, fixed, on chips, on a disk, or a diskette), and run a stored program (software). General purpose computers
can be programmed to do different kinds of tasks, rather than special purpose computers that are limited by design to
a specific task. General purpose computers consist of mainframes, servers and microcomputers (desktops and
laptops). General purpose computer peripherals consist of the auxiliary equipment which is designed to be placed
under the control of a general purpose computer. General purpose computer peripherals include equipment such as
monitors, keyboards, mouses, docking stations, printers, scanners, disk drives, tape drives, modems, wireless cards
and web cameras. LAN devices are used to connect two or more general purpose computers, to store data and to
facilitate data traffic in a network. LANSs are usually contained in a single building (but equipment which is part of a
LAN is not excluded merely because it is also part of a wide area network). LAN devices include equipment such as
routers, computer network switches, hubs, virus protection equipment, and storage devices. Non-production
computers do not include telecommunication equipment or lines (wire, fiber or other) used to connect LANS,
computers embedded in machinery, and equipment or computers specifically designed for use in any other
application directly related to manufacturing.
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CLASSIFICATION—NON-PRODUCTION COMPUTERS

Following is a list to serve as guidance in non-production computers. Personal computers should be reported on
Schedule A, column 5a, of the Business Property Statement (BOE-571-L); local area network equipment should be
reported on Schedule A, column 5b, of the Business Property Statement (BOE-571-L).

PERSONAL COMPUTERS
(Schedule A, column 5a)

LOCAL AREA NETWORK EQUIPMENT
(Schedule A, column 5b)

Desktops External Storage Devices

Docking Stations Hubs

Ink Jet Printers Mainframes

Laptops Network Attached Storage Devices
Laser Printers Routers

Mini Towers Servers

Monitors Switches

Netbooks

Notebooks LAN Components, including but are not limited to:
PC Power Supply Network Disk & Tape Drives
Scanners Network Fan Trays

Workstations

Network Memory

Portable Storage Devices

Does not include Multi-Functional Printers

Network Power Supply

Network Adaptors

Network Interface Cards

Network Processors
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