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February 17, 2005

Mr. Al Valorem

Company ABC

200 West River Drive

St. Charles, Michigan 60174

RE:  Personal Property Reverse Audit — St. Charles, Michigan
Dear Mr. Valorem:

We appreciate the opportunity to provide property tax consulting services for Company ABC,
Inc. Per your authorization, we have completed our Personal Property Reverse Audit consulting
project for the facility located in St. Charles, Michigan. Our personal property reverse audit
included a site inspection, a review of the fixed asset additions and deletions, and detailed
discussions with plant personnel regarding the fixed assets. Using the fixed asset information
that you provided and our Personal Property Tax Reverse Audit System, we identified which
assets are subject to personal property taxation and classified them into appropriate categories
consistent with Michigan personal property tax statutes and assessment methodology.

We have summarized the results of our analysis in the enclosed report, which also provides you
with detailed support for preparation of the 2004 Personal Property Statements. As a result of
incorporating the results of our analysis into the 2004 returns, ABC should realize tax savings of
approximately $65,000.

The following is a summary discussion of the issues that we identified at the St. Charles facility
during our analysis and that we recommend you incorporate into the 2004 returns.

Fixed Asset Reconciliation

During our analysis, we conducted a review of the fixed assets in order to adjust the fixed
asset records to account for assets that are no longer located at the facility because they
have either been disposed or are located at a facility in another state or country. We have
identified several assets related to these issues and have quantified them in the enclosed
schedules. We have listed the assets that are no longer located at the facility as “7.0 —
Ghost/Disposals”. The cost for this adjustment is $203,380. We recommend eliminating
these costs from the 2004 return, as they should not be included in the 2004 personal
property assessment.
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In addition, we reconciled the costs reported by Cardinal on the 2003 Personal Property
Statements with the asset costs on the general ledger. Based on our review, we identified
that several of the LUM assets on general ledger, with total cost in excess of $4,500,000,
shifted from a 1996 vintage to a 2003 vintage. We reconciled this basis change as shown
in the enclosed documentation for reporting in 2004, moving the assets back to their
original vintage of 1996.

Fixed Asset Classification

As a result of our review of ABC’s fixed assets, we also identified several assets that are
classified as personal property on the fixed asset ledger, but that actually constitute a part
of the real property. We have listed these assets in the enclosed schedules as “4.0 — PP
Adj. to Real Property” and have indicated that the total costs of $784,285 should not be
taxable as personal property since they already have been considered in the real estate
assessment. We also identified several assets that represent expenditures for non-taxable
software. For the purposes of the enclosed report, we have coded these assets as “14.0 —
Software” and have indicated that these assets with total costs of $1,126,463 should not be
included in the 2004 personal property assessment per MCS 211.9D. Finally, we
identified expenditures for certain items as non-value added, such as expenditures for
system re-configuration. We have listed these assets in the enclosed schedules as “8.0 —
Non-Value” and have indicated that the total costs of $3,239 at the facility should not be
taxable as personal property.

We have classified the remaining taxable personal property assets into five categories:
furniture and fixtures (code 21.0), electronic equipment (code 22.0), computers (code
23.0), forklifts/mobiles (code 25.0) and general machinery and equipment (code 27.0).
These categories generally represent how Cardinal has historically filed, although we did
add the electronic equipment category and re-classified several assets between categories
for reporting purposes.

We then assigned these codes to the Michigan schedules as follows:

Code Schedule
21.0 Sched. A
22.0 Sched. D
23.0 Sched. F
25.0 Sched. B
27.0 Sched. B
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The enclosed report schedules show the fixed asset adjustments that serve as the basis for the
2004 return, as well as provide the costs for taxable property that should be assessed. This report
contains the following sections:

Summary Information
Summary of Fixed Assets — Before Adjustments
Summary of Fixed Assets — After Adjustments

Fixed Asset Listing
Fixed Asset Classifications
Detailed Fixed Asset Listing

If you have any questions regarding the information provided in this report, please contact us at
(630) 587-9700.

Thank you again for the opportunity to work with ABC on this project.

Sincerely,

David LeVan, CMI
President

enclosures
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Company ABC CLASSIFICATIONS
St. Charles, Ml As of Date: 12/31/2003

Code AMC Classification Description Taxable: No

Table: Not Taxable
7.0 Ghost/Disposals: Assets determined to be previously disposed.

8.0 Non-Value: Costs that do not add market value to assets, such as costs for relocating equipment.
14.0 Software: Application, operating and custom software.

30.1 CIP - Non-taxable: "‘Construction in progress - Not taxable

Table: Real Property
1.0 Land: Allland purchases, as detailed by the chart of accounts.

2.0 Land Improvements: Improvements to land such as fencing, paving, landscaping and outdoor lighting, as
detailed by the chart of accounts.

3.0 Building: Costs related to building improvements, as detailed by the chart of accounts.

4.0 PP Adj. to Real Property: Assets capitalized as machinery and equipment but considered part of the real
property for property tax purposes. ‘Included in this category are building electric costs, plumbing, fire
protection, doors, HVAC and other items that are considered to be built-in and part of the real property.
Also included in this category are assets capitalized as machinery and equipment but considered land or
land improvements.

Code AMC Classification-Description Taxable: Yes

Table: Computers - Section.E
23.0 Computers: Computer equipment such as disk drives, tape drives, wiring, scanners and other peripherals.

Table: Electronic Equipment - Section D

22.0 Electronic Equipment: Electronic office equipment, except.computer equipment, such as copiers and fax
machines.

Table: Furniture & Fixtures = Section A

21.0 Furniture & Fixtures: Furniture and fixtures such as chairs, desks, modular furniture, files, cabinets and
lockers.

Table: Machinery & Equipment - Section B

25.0 Forklifts/Mobiles: Forklifts, pallet jacks, sweepers, lifts, scrubbers, batteries, battery chargers and other
associated mobile costs.

27.0 M&E-General: General manufacturing equipment.

}\}-\. 02/17/2005 12:44 PM
¥ Advantax
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Company ABC Fixed Assets Summary Chart - Before
St. Charles, Ml As of Date: 12/31/2003

Percentage of Total Cost by Classification

@01.0 Land

W02.0 Land Improvements

[J03.0 Building

[014.0 Software

W21.0 Furniture & Fixtures

[@23.0 Computers

m27.0 M&E-General

[030.1 CIP - Non-taxable

Summary of Non-Taxable Assets Summary of Taxable Assets
AG Class Total Cost % of SubTotal ~ % of Grand Total AG Class Total Cost % of SubTotal % of Grand Total
01.0 Land 155,774 2.76% 1.14% 21.0 Furniture & Fixtures 325,693 4.05% 2.38%
02.0 Land Improvements 75,193 1.33% 0.55% 23.0 Computers 555,101 6.89% 4.05%
03.0 Building 5,267,283 93.24% 38.45% 27.0 M&E-General 7,170,352 89.06% 52.34%
14.0 Software 51,463 0.91% 0.38% Subtotal 8,051,146 100.00% 58.77%
30.1 CIP - Non-taxabl 9 g [ | || [
on-taxable 99,663 el 0738 Grand Total 13,700,521 100.00% 100.00%
Subtotal 5,649,375 100.00% 41.23%
Grand Total 13,700,521 100.00% 100.00%

St. Charles, M| A\ 02/17/2005 12:45 PM : 1 of 2
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Company ABC Fixed Assets Summary Chart - After
St. Charles, Ml As of Date: 12/31/2003

Percentage of Total Cost by Classification m01.0 Land

W02.0 Land Improvements
[J03.0 Building

004.0 PP Adj. to Real Property
W07.0 Ghost/Disposals

d08.0 Non-Value

E14.0 Software

[021.0 Furniture & Fixtures

W 22.0 Electronic Equipment
m23.0 Computers

[025.0 Forklifts/Mobiles

027.0 M&E-General

W 30.1 CIP - Non-taxable

Summary of Non-Taxable Assets Summary of Taxable Assets
AG Class Total Cost % of SubTotal ~ % of Grand Total AG Class Total Cost % of SubTotal % of Grand Total
01.0 Land 155,774 2.02% 1.14% 21.0 Furniture & Fixtures 417,928 6.98% 3.05%
02.0 Land Improvements 75,193 0.97% 0.55% 22.0 Electronic Equipment 140,814 2.35% 1.03%
03.0 Building 5,267,283 68.27% 38.45% 23.0 Computers 591,958 9.89% 4.32%
04.0 PP Adj. to Real Property 784,285 10.17% 5.72% 25.0 Forklifts/Mobiles 629,799 10.52% 4.60%
07.0 Ghost/Disposals 203,380 2.64% 1.48% 27.0 M&E-General 4,204,744 70.25% 30.69%
08.0 Non-Value 3,239 0.04% 0.02% Subtotal 5,985,241 100.00% 43.69%
14.0 Software o 0
W 1,126,463 14.60% 8.22% Grand Total 13,700,521 100.00% 100.00%
30.1 CIP - Non-taxable 99,663 1.29% 0.73%
Subtotal 7,715,279 100.00% 56.31%
Grand Total 13,700,521 100.00% 100.00%

St. Charles, Ml A’\r\ 02/17/2005 12:45 PM : 1of 2
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