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Computer Testing Equipment Tax
v" Encourage legislators to exempt computer testing equipment from a business’ property tax.

Background Information-Governor Thompson has called the Chippewa Valley Wisconsin's Silicon Valley.
The location and growth of computer-and-components manufacturing companies is fueling high-tech prosperity
in the state of Wisconsin. To continue that economic growth for the state and the Chippewa Valley, the advan-
tages extended to other manufacturing processes should apply across the spectrum of electronic manufacturing
procedures.

In the contemporary world of total quality processes, it is necessity that electronics and computer manufacturers
test the components that are assembled into their products. The testing process occurs throughout the manu:- .
facturing process of computers and their components. The equipment used to do this testing is currently not -
subject to the property tax exemption for manufacturing equipment. A e

The rational for this classification is that any stop in inventory.nullifies:the tax exempt status. Since the:compo-..;
nents are stored after receipt and testing, the eqmpmentcused to test them is deemed not to be part of the.manu- - : -
facturing process . - . T S ST RPN :

The Chxppewa Valley is askmg that the legislature ard: ithe Depatrtinent.of Revenue reevaluate how the tax.on: iy
testing equipment for electronic components is applled a:ndTectlfy ‘the, procedure so that the state of WlsccmsmfZ
can continue to develop the high-tech business sector. R I A S : ‘



Legislative Fiscal Bureau

One East Main, Suite 301 » Madison, W1 53703 « (608) 266-3847 = Fax: (608) 267-6873

January 29, 1999

TO: Representative Tom Sykora
Room 8 North, State Capitol -

FROM: Rick Olin, Fiscal Analyst

SUBJECT: Property Tax Exemption for Testing Equipment

At your request, this memorandum provides information on the fiscal effect of exempting
testing equipment from the property tax.

The exemption would extend to equipment owned and used by manufacturers to test
products manufactured by that manufacturer. Therefore, the exemption would not extend to
businesses that do not meet the definition of manufacturer or to entities that are in business strictly

to test products. Testing equipment is not separately classified or valued, so the value of testing
equipment is not known. However, its value can be estimated.

Testing equipment is included in the machinery, tools and patterns category of personal
property. In 1998, manufacturing property in that category had a taxable value of $1,300 million.
The Department of Revenue is responsible for assessing manufacturing property, and officials of
the Department estimate that testing equipment comprises 15% to 20% of the value of all taxable
manufacturing machinery, tools and patterns. As a result, the statewide value of testing equipment
is estimated at $195 million to $260 million.

Based on a statewide average tax rate of $23.99 per $1,000 of taxable value, the gross taxes
on testing equipment are estimated at $4.7 million to $6.2 million, and the taxes net of state tax
credits are estimated at $4.3 million to $5.7 million. In the absence of a compensating aid payment
from the state, property tax exemptions shift taxes from the property receiving the exemption to
property that remains taxable. An exemption for manufacturers’ testing equipment would cause

taxes on a home with a value of $97,000, the estimated median home value, to increase by about $2
to $3.

If you have any questions on this information, please let me know.

RO/dis
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1 AN ACT / ; relating to: a property tax exemption for equipment used to test

2 electronic equipment or computer equipment.

Analysis by the Legislative Reference Bureau

This bill creates a property tax exemption for equipment used by a
manufacturer to test the electronic or computer products made by the manufacturer
or to test the electronic or computer components used in the manufacturer’s
products.

This bill will be referred to the joint survey committee on tax exemptions for a
detailed analysis, which will be printed as an appendix to this bill.

For further information see the state and local fiscal estimate, which will be
printed as an appendix to this bill.

The people of the state of WzsconSln, represented in senate and assembly, do
enact as follows:

/
SECTION 1. 70.11 (27m) of the statutes is created to read:

manufacturer, before, during or after the production process,as defined in p%q,i
gub-

3
4 70.11 (27m) MANUFACTURER'S TESTING EQUIPMENT. Equipment used by a
5
6 1(27) (a) 5., to test the electronic products or the computer products manufactured by

@ the manufactureric;' to test the electronic components or the computer components

8 that are used in the manufacturer’s products.
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. SECTION 2

SEcTION 2. Effective date.

(1) MANUFACTURER’S TESTING EQUIPMEI@ThiS act takes effect on the January 1

after publication.

(END)
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The attached draft is submitted for your inspection. Please check each part carefully, proofread each word, and
sign on the appropriate line(s) below.

Date: 2/11/99 To: Representative Sykora
Relating to LRB drafting number: LRB-2172

Topic
Property tax exemption for equipment used to test electronic equipment and electronic components.

Subject(s)
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1. JACKET the draft for introduction / /:3,777 < ; /‘u// O

in the Senate or the Assembly v (check only one). Only the requester under whose name the

drafting request is entered in the LRB’s drafting records may authorize the draft to be submitted. Please
allow one day for the preparation of the required copies.

2. REDRAFT. See the changes indicated or attached

A revised draft will be submitted for your approval with changes incorporated.

3. Obtain FISCAL ESTIMATE NOW, prior to introduction % g/;j%)

If the analysis indicates that a fiscal estimate is required because the proposal makes an appropriation or

increases or decreases existing appropriations or state or general local government fiscal liability or
revenues, you have the option to request the fiscal estimate prior to introduction. If you choose to
introduce the proposal without the fiscal estimate, the fiscal estimate will be requested automatically upon
introduction. It takes about 10 days to obtain a fiscal estimate. Requesting the fiscal estimate prior to
introduction retains your flexibility for possible redrafting of the proposal.
If you have any questions regarding the above procedures, please call 266-3561. If you have any questions
relating to the attached draft, please feel free to call me.

Joseph T. Kreye, Legislative Attorney
Telephone: (608) 266-2263



