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COC Docket Entries

STATE OF MICHIGAN CASE ID Public
REGISTER 14-000091-MT 5/13/2019
COURT OF CLAIMS OF 10:01:01 AM
ACTIONS CI/COC/MI Page: 1 of 8
CASE
Judicial Officer Date Filed Adjudication Status

O'BRIEN, COLLEEN
PARTICIPANTS
PLAINTIFF 1

DEFENDANT 1

5/8/14 SUMMARY DISPOSITION 6/12/15

TOMRA OF NORTH AMERICA, INC.
ATTY: JUNE S. HAAS # 59009 PRIMARY RETAINED
DEPARTMENT OF TREASURY

ATTY: SCOTT LAWRENCE DAMICH # 74126 PRIMARY RETAINED

ADJUDICATED

FILED: 5/8/14

FILED: 5/8/14

RECEIVABLES/PAYMENTS
Assessed Paid/Adjusted Balance
PTF 1 TOMRA OF NORTH AMERICA, INC. $280.00 $280.00 $0.00
Assessed Paid/Adjusted Balance
DEF 1 DEPARTMENT OF TREASURY $60.00 $60.00 $0.00
RELATED CASES
Case ID Entitlement Primary/Secondary
14-000185-MT TOMRA OF NORTH AMERICA, INC. V DEPARTMENT OF TREASURY Primary
CHRONOLOGICAL LIST OF ACTIVITIES
Activity Date Activity User Entry Date
5/8/14 SUMMONS AND COMPLAINT $150.00 amd 5/8/14
amd 9/5/14
PTF 1
DEF 1
5/8/14 JUDICIAL OFFICER ASSIGNED TO TALBOT, MICHAEL 21245 amd 8/29/18
5/8/14 RECEIVABLE FILING FEE $150.00 amd 5/8/14
5/8/14 PAYMENT $150.00 amd 5/8/14
RECEIPT NUMBER: COC-LAN.0000120
METHOD: CHECK $150.00
5/14/14 RETURN OF SERVICE - PERSONAL amd 5/14/14
amd 9/5/14
PTF 1
5/20/14 APPEARANCE AND NOTICE OF APPEARANCE jms 5/21/14
amd 9/5/14
DEF 1
6/9/14 ANSWER, CIVIL TO COMPLAINT jms 6/10/14
amd 9/5/14
DEF 1
6/13/14 SCHEDULING CONFERENCE ORDER can 6/13/14
amd 9/5/14
TALBOT, MICHAEL 21245
PTF 1
DEF 1
6/13/14 SCHEDULING CONFERENCE CANCELLED 7/14/14 11:00 A can 6/13/14

001a
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COC Docket Entries

STATE OF MICHIGAN CASE ID Public
REGISTER 14-000091-MT 5/13/2019
COURT OF CLAIMS OF 10:01:01 AM
ACTIONS c/coC/MI Page: 2 of 8
Activity Date Activity User Entry Date
BEFORE: TALBOT, MICHAEL LOC: VIA TELEPHONE
717/14 PROPOSED STIPULATED SCHEDULING ORDER jms 717114
amd 9/5/14
PTF 1
DEF 1
7/11/14 SCHEDULING CONFERENCE 7/14/14 11:00 AM bbw 7/11/14
CANCELLED
OTHER
Stipulated scheduling order entered 7/11/14.
7/11/14 STIPULATED SCHEDULING ORDER can 7/111/14
amd 9/5/14
TALBOT, MICHAEL 21245
PTF 1
DEF 1
9/5/14 MOTION TO CONSOLIDATE CASES $20.00 amd 9/5/14
amd 9/5/14
PTF 1
DEF 1
9/5/14 RECEIVABLE MOTION FEE $20.00 amd 9/5/14
9/5/14 PAYMENT $20.00 amd 9/5/14
RECEIPT NUMBER: COC-LAN.0000286
METHOD: CHECK $20.00
9/10/14 ORDER FOR CONSOLIDATION can 9/10/14
TALBOT, MICHAEL 21245
PTF 1
DEF 1
9/10/14 ORDER can 9/10/14
mmla 11/8/16
TALBOT, MICHAEL 21245
PTF 1
DEF 1
9/18/14 FIRST DISCOVERY REQUESTS TO PLAINTIFF amd 9/18/14
amd 9/18/14
DEF 1
10/7/14 MOTION TO AMEND STIPULATED SCHEDULING ORDER $20.00 amd 10/7/14
amd 10/7/114
PTF1
10/7/14 RECEIVABLE MOTION FEE $20.00 amd 10/7/14
10/7/14 PAYMENT $20.00 amd 10/7/14
RECEIPT NUMBER: COC-LAN.0000340
METHOD: CHECK $20.00
10/7/14 MOTION FOR IMMEDIATE CONSIDERATION amd 10/7/14
PTF1
10/10/14 WITNESS LIST (PLAINTIFF) amd 10/10/14
amd 10/13/14
PTF 1
10/10/14 WITNESS LIST DEFENDANT amd 10/13/14
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COC Docket Entries

STATE OF MICHIGAN CASE ID Public
REGISTER 14-000091-MT 5/13/2019
COURT OF CLAIMS OF 10:01:01 AM
ACTIONS CI/COC/MI Page: 3 of 8
Activity Date Activity User Entry Date
DEF 1
10/14/14 ORDER can 10/14/14
TALBOT, MICHAEL 21245
PTF 1
DEF 1
10/16/14 PROOF OF SERVICE OF A COPY FOR THE PLAINTIFF'S FIRST REQUEST amd 10/16/14
FOR PRODUCTION OF DOCUMENTS
PTF 1
10/17/14 PROOF OF SERVICE OF FIRST SET OF INTERROGATORIES AND amd 10/17/14
SECOND REQUEST FOR PRODUCTION OF DOCUMENTS
PTF 1
11/24/14 SECOND DISCOVERY REQUEST mmla 11/25/14
DEF 1
11/25/14 RESPONSE TO DEFENDANT'S FIRST REQUESTS TO ADMIT mmla 11/25/14
PTF 1
12/5/14 PROOF OF SERVICE OF RESPONSE TO FIRST REQUEST FOR mmla 12/5/14
PRODUCTION OF DOCUMENTS, FIRST SET OF INTERROGATORIES, mmla 12/5/14
AND SECOND REQUEST FOR PRODUCTION OF DOCUMENTS
DEF 1
12/12/14 PROOF OF SERVICE SECOND SET OF INTERROGATORIES AND THIRD mmla 12/12/14
REQUEST FOR PRODUCTION OF DOCUMENTS
PTF 1
12/17/14 THIRD DISCOVERY REQUESTS TO PLAINTIFF mmla 12/18/14
amd 12/30/15
DEF 1
12/18/14 PROOF OF SERVICE mmla 12/18/14
PTF 1
12/19/14 PROOF OF SERVICE OF DEFENDANT'S NOTICE OF TAKING mmla 12/22/14
DEPOSITIONS
DEF 1
12/22/14 RESPONSE TO DEFENDANT'S SECOND REQUESTS TO ADMIT mmla 12/23/14
PTF 1
12/23/14 MOTION FOR ENTRY OF PROTECTIVE ORDER $20.00 mmla 12/23/14
DEF 1
12/23/14 RECEIVABLE MOTION FEE $20.00 mmla 12/23/14
12/23/14 BRIEF FILED IN SUPPORT OF ITS MOTION FOR ENTRY OF A mmla 12/23/14
PROTECTIVE ORDER
DEF 1
12/23/14 PROPOSED ORDER GRANTING TREASURY'S MOTION FOR ENTRY OF A mmla 12/23/14
PROTECTIVE ORDER
DEF 1
12/26/14 SUA SPONTE ORDER FOR THE FILING OF BRIEFS can 12/26/14
TALBOT, MICHAEL 21245
PTF 1
DEF 1
1/2/15 BRIEF FILED IN RESPONSE TO THE DEPARTMENT'S 12/23/14 MOTION mmla 1/2/15
FOR ENTRY OF PROTECTIVE ORDER
PTF 1
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COC Docket Entries

STATE OF MICHIGAN CASE ID Public
REGISTER 14-000091-MT 5/13/2019
COURT OF CLAIMS OF 10:01:01 AM
ACTIONS CI/COC/MI Page: 4 of 8
Activity Date Activity User Entry Date
1/5/15 RESPONSE TO PLAINTIFF'S REQUEST TO INSPECT DOCUMENTS mmla 1/5/15
REGARDING THE NOTICE OF TAKING DEPOSITION DUCES TECUM OF
PATRICIA CALORE
DEF 1
1/5/15 RESPONSE TO PLAINTIFF'S REQUEST TO INSPECT DOCUMENTS mmla 1/5/15
REGARDING THE NOTICE OF TAKING DEPOSITION DUCES TECUM OF mmla 1/5/15
LANCE WILKINSON
DEF 1
1/5/15 RESPONSE TO PLAINTIFF'S REQUEST TO INSPECT DOCUMENTS mmla 1/5/15
REGARDING THE NOTICE OF TAKING DEPOSITION DUCES TECUM OF
RONALD L. KOLBIG
DEF 1
1/5/15 RESPONSE TO PLAINTIFF'S REQUEST TO INSPECT DOCUMENTS mmla 1/5/15
REGARDING THE NOTICE OF TAKING DEPOSITION DUCES TECUM OF
KIMBERLLY F. KNOLL
DEF 1
1/6/15 ORDER can 1/6/15
TALBOT, MICHAEL 21245
PTF 1
DEF 1
1/6/15 PROOF OF SERVICE DEFENDANT'S SUPPLEMENTAL RESPONSE TO mmla 1/6/15
PLAINTIFF'S REQUEST FOR PRODUCTION OF DOCUMENTS
DEF 1
1/7/15 PROOF OF SERVICE RESPONSE TO PLAINTIFF'S SECOND SET OF mmla 1/7/15
INTERROGATORIES AND THIRD REQUEST FOR DOCUMENTS
DEF 1
1/9/15 PROOF OF SERVICE PLAINTIFF'S RESPONSE TO DEFENDANT'S mmla 1/9/15
SECOND DISCOVERY REQUESTS
PTF 1
1/14/15 RESPONSE TO DEFENDANT'S THIRD REQUESTS TO ADMIT mmla 1/15/15
PTF 1
1/16/15 PROOF OF SERVICE PLAINTIFF'S SUPPLEMENTAL RESPONSE TO mmla 1/16/15
DEFENDANT'S FIRST AND SECOND DISCOVERY REQUESTS
PTF 1
1/22/15 PROOF OF SERVICE PLAINTIFF'S RESPONSE TO DEFENDANT'S THIRD mmla 1/22/15
DISCOVERY REQUESTS
PTF 1
1/23/15 ORDER FOR DISMISSAL amd 12/30/15
1/28/15 PROOF OF SERVICE FOR BATES-STAPMED DOCUMENT PRODUCTION mmla 1/28/15
TOMRAO011963-012117 PERTAINING TO LAURA MAILLOUX'S
DEPOSITION
PTF 1
1/28/15 PROOF OF SERVICE SUPPLEMENTAL ANSWERS TO PLAINTIFF'S FIRST mmla 1/28/15
INTERROGATORIES AND REQUEST FOR PRODUCTION OF
DOCUMENTS
DEF 1
2/3/15 PAYMENT $20.00 mih 2/3/15
RECEIPT NUMBER: COC-LAN.0000541
METHOD: ELECTRONIC FUND TRANSFER $20.00
2/10/15 PROOF OF SERVICE OF BATES-STAMPED DOCUMENT PERTAINING TO mmla 2/10/15

ANDY HOLLYER'S DEPOSITION
PTF 1
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COC Docket Entries

STATE OF MICHIGAN CASE ID Public
REGISTER 14-000091-MT 5/13/2019
COURT OF CLAIMS OF 10:01:01 AM
ACTIONS CI/COC/MI Page: 5 of 8
Activity Date Activity User Entry Date
2/18/15 MOTION FOR SUMMARY DISPOSITION AND BRIEF IN SUPPORT (ORAL $20.00 mmla 2/18/15
ARGUMENT REQUESTED) mmla 2/19/15
PTF1
2/18/15 RECEIVABLE MOTION FEE $20.00 mmla 2/18/15
2/18/15 PAYMENT $20.00 mmla 2/18/15
RECEIPT NUMBER: COC-LAN.0000568
METHOD: CHECK $20.00
2/18/15 UNABRIDGED EXHIBITS TO BRIEF IN SUPPORT OF MOTION FOR mmla 2/18/15
SUMMARY DISPOSITION mmla 2/19/15
PTF 1
2/18/15 MOTION FOR SUMMARY DISPOSITION AND BRIEF IN SUPPORT $20.00 mmla 2/18/15
mmla 2/18/15
DEF 1
2/18/15 RECEIVABLE MOTION FEE $20.00 mmla 2/18/15
2/20/15 SUA SPONTE ORDER FOR THE FILING OF BRIEFS can 2/20/15
TALBOT, MICHAEL 21245
PTF 1
DEF 1
2/20/15 SUA SPONTE ORDER FOR THE FILING OF BRIEFS can 2/20/15
TALBOT, MICHAEL 21245
PTF 1
DEF 1
3/13/15 BRIEF FILED IN OPPOSITION TO DEFENDANT'S 2/18/15 MOTION FOR mmla 3/13/15
SUMMARY DISPOSITION
PTF1
3/13/15 RESPONSE TO PLAINTIFF'S 2/18/15 MOTION FOR SUMMARY mmla 3/13/15
DISPOSITION AND BRIEF IN SUPPORT mmla 3/16/15
DEF 1
3/13/15 MOTION FOR SUMMARY DISPOSITION AND BRIEF IN SUPPORT $20.00 mmla 3/13/15
DEF 1
3/13/15 RECEIVABLE MOTION FEE $20.00 mmla 3/13/15
3/19/15 SUA SPONTE ORDER FOR THE FILING OF BREIFS can 3/19/15
TALBOT, MICHAEL 21245
PTF 1
DEF 1
3/20/15 BRIEF FILED IN REPLY TO DEFENDANT'S 3/13/15 BRIEF IN OPPOSITION mmla 3/20/15
TO MOTION FOR SUMMARY DISPOSITION
PTF1
3/20/15 SUPPLEMENT TO DEFENDANT'S 3/13/15 MOTION FOR SUMMARY mmla 3/20/15
DISPOSITION
DEF 1
3/20/15 RESPONSE TO PLAINTIFF'S 3/13/15 BRIEF IN OPPOSITION TO mmla 3/20/15
DEFENDANT'S 2/18/15 MOTION FOR SUMMARY DISPOSITION
DEF 1
4/7/15 PAYMENT $20.00 mih 4/7/15

RECEIPT NUMBER: COC-LAN.0000644
METHOD: ELECTRONIC FUND TRANSFER $20.00

005a

INd £2:8€:€ 6T02/2T/9 DS A daA 13D



COC Docket Entries

STATE OF MICHIGAN CASE ID Public
REGISTER 14-000091-MT 5/13/2019
COURT OF CLAIMS OF 10:01:01 AM
ACTIONS CI/COC/MI Page: 6 of 8
Activity Date Activity User Entry Date
4/9/15 BRIEF FILED IN OPPOSITION TO DEFENDANT'S MOTION FOR SUMMARY mmla 4/10/15
DISPOSITION UNDER MCL 2.116(C)(4) (ORAL ARGUMENT REQUESTED)
PTF 1
4/16/15 REPLY TO PLAINTIFF'S 4-9-15 RESPONSE AND BRIEF IN OPPOSITION mmla 4/16/15
TO ITS 3/13/15 MOTION FOR SUMMARY DISPOSITION
DEF 1
5/7/15 PAYMENT $20.00 mih 5/7/15
RECEIPT NUMBER: COC-LAN.0000683
METHOD: ELECTRONIC FUND TRANSFER $20.00
6/4/15 REVIEW CANCELLED 9/4/15 8:00 A bbw 7111/14
BEFORE: TALBOT, MICHAEL
6/12/15 REVIEW 9/4/15 8:00 AM can 6/12/15
CANCELLED
CASE ADJUDICATED
6/12/15 OPINION AND ORDER can 6/12/15
TALBOT, MICHAEL 21245
DEF 1
6/12/15 CLOSE CASE STATUS mmla 6/15/15
TALBOT, MICHAEL 21245
712/15 MOTION FOR RECONSIDERATION AND BRIEF IN SUPPORT $20.00 mmla 7/2/15
mmla 7/2/15
PTF 1
712115 RECEIVABLE MOTION FEE $20.00 mmla 712115
712/15 PAYMENT $20.00 mmla 712/15
RECEIPT NUMBER: COC-LAN.0000777
METHOD: CHECK $20.00
718/15 ORDER can 7/8/15
TALBOT, MICHAEL 21245
PTF 1
DEF 1
7/28/15 CLAIM OF APPEAL $25.00 mmla 7/28/15
mmla 7128/15
PTF1
7/28/15 RECEIVABLE APPEALS FEE $25.00 mmla 7/28/15
7/28/15 PAYMENT $25.00 mmla 7/28/15
RECEIPT NUMBER: COC-LAN.0000813
METHOD: CHECK $25.00
7/29/15 COPY OF APPEARANCE FILED IN THE COURT OF APPEALS mmla 7/29/15
DEF 1
12/30/15 COMMENT amd 12/30/15
Case prepared and sent to the Court of Appeals electronically.
11/17/16 ORDER OF THE COURT OF APPEALS amd 11/18/16
1/13/17 ORDER FROM THE COURT OF APPEALS DENYING MOTION FOR amd 1/18/17
RECONSIDERATION
3/2/17 SUA SPONTE ORDER FOR THE FILING OF BRIEFS can 3/2/17

TALBOT, MICHAEL 21245
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COC Docket Entries

STATE OF MICHIGAN CASE ID Public
REGISTER 14-000091-MT 5/13/2019
COURT OF CLAIMS OF 10:01:01 AM
ACTIONS CI/COC/MI Page: 7 of 8
Activity Date Activity User Entry Date
PTF1
DEF 1
3/15/17 RETURN OF RECORD TO THE TRIAL COURT OR TRIBUNAL amd 327117
3/16/17 BRIEF FILED IN RESPONSE TO THE COURT'S 3/2/17 SUA SPONTE mmla 317117
ORDER FOR THE FILING OF BRIEFS
DEF 1
3/16/17 BRIEF FILED IN SUPPORT OF MOTION FOR SUMMARY DISPOSITION mmla 3/17/17
PTF 1
3/17/17 ORDER OF DISMISSAL can 3/17/17
TALBOT, MICHAEL 21245
PTF 1
DEF 1
3/29/17 CLAIM OF APPEAL $25.00 mmla 3/29/17
mmla 3/29/17
PTF1
3/29/17 RECEIVABLE APPEALS FEE $25.00 mmla 3/29/17
3/29/17 PAYMENT $25.00 mmla 3/29/17
RECEIPT NUMBER: COC-LAN.0001854
METHOD: CHECK $25.00
4/4/17 COPY OF APPEARANCE AND NOTICE OF APPEARANCE IN THE COURT mmla 4/5/17
OF APPEALS
DEF 1
7131/17 COMMENT amd 8/1/17
Notification from Court of Appeals requesting file within 21 days.
8/24/17 COMMENT amd 8/24/17
Notification from the Court of Appeals advising the record for this case is overdue and this Court has
14 days to provide the record to the Court of Appeals.
8/24/17 COMMENT amd 8/24/17
File prepared and sent to the Court of Appeals.
7/117/18 OPINION AND ORDER (FROM APPELLATE COURT) REVERSE AND amd 7117/18
REMAND
8/29/18 JUDICIAL OFFICER REASSIGNED FROM TALBOT, MICHAEL 21245 amd 8/29/18
8/29/18 OPEN CASE STATUS amd 8/29/18
PTF 1 TOMRA OF NORTH AMERICA, INC.
DEF 1 DEPARTMENT OF TREASURY
8/29/18 JUDICIAL OFFICER ASSIGNED TO O'BRIEN, COLLEEN A. 33095 amd 8/29/18
8/30/18 '(I;iILEPHONE CONFERENCE - COURT TO INITATE THE CANCELLED 9/24/18 11:00 A amd 8/30/18
8/30/18 SUA SPONTE ORDER REGARDING STATUS CONFERENCE amd 8/30/18
mmla 12/12/18
9/12/18 COPY OF NOTICE OF FILING AN APPLICATION FOR LEAVE TO APPEAL amd 9/14/18
IN THE MICHIGAN SUPREME COURT
9/17/18 SUA SPONTE ORDER REGARDING CANCELLING STATUS CONFERENCE mmla 9/17/18
9/17/18 TELEPHONE CONFERENCE 9/24/18 11:00 AM mmla 9/17/18

CANCELLED
OTHER

Sua Sponte Order Regarding Cancelling Status Conference
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COC Docket Entries

STATE OF MICHIGAN CASE ID Public

REGISTER 14-000091-MT 5/13/2019

COURT OF CLAIMS OF 10:01:01 AM

ACTIONS CI/COC/MI Page: 8 of 8

Activity Date Activity User Entry Date

9/17/18 REVIEW FOR OUTCOME OF APPLICATION FOR LEAVE SET 5/31/19 8:00 A mmla 9/17/18
TO APPEAL
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COC Docket Entries

STATE OF MICHIGAN CASE ID Public
REGISTER 14-000185-MT 5/13/2019
COURT OF CLAIMS OF 10:01:46 AM
ACTIONS CI/COC/MI Page: 1 of 2
CASE
Judicial Officer Date Filed Adjudication Status
TALBOT, MICHAEL 7/29/14 ORDER ENTERED 9/15/14 CLOSED 9/15/14

PARTICIPANTS

PLAINTIFF 1

DEFENDANT 1

TOMRA OF NORTH AMERICA, INC.
ATTY: JUNE S. HAAS # 59009 PRIMARY RETAINED
DEPARTMENT OF TREASURY

ATTY: SCOTT LAWRENCE DAMICH # 74126 PRIMARY RETAINED

FILED: 7/29/14

FILED: 7/29/14

RECEIVABLES/PAYMENTS
Assessed Paid/Adjusted Balance
PTF 1 TOMRA OF NORTH AMERICA, INC. $150.00 $150.00 $0.00
RELATED CASES
Case ID Entitlement Primary/Secondary
14-000091-MT TOMRA OF NORTH AMERICA, INC. V DEPARTMENT OF TREASURY Secondary
CHRONOLOGICAL LIST OF ACTIVITIES
Activity Date Activity User Entry Date
7129/14 SUMMONS AND COMPLAINT $150.00 jms 7129/14
jms 7129/14
PTF 1
DEF 1
7/29/14 JUDICIAL OFFICER ASSIGNED TO TALBOT, MICHAEL 21245 jms 7129/14
7/29/14 RECEIVABLE FILING FEE $150.00 jms 7/29/14
7129/14 PAYMENT $150.00 jms 7129/14
RECEIPT NUMBER: COC-LAN.0000191
METHOD: CHECK $150.00
8/6/14 RETURN OF SERVICE - PERSONAL jms 8/6/14
jms 8/6/14
DEF 1
8/6/14 RETURN OF SERVICE - NONPERSONAL jms 8/6/14
DEF 1
8/6/14 APPEARANCE AND NOTICE OF APPEARANCE jms 8/7/14
DEF 1
9/4/14 ANSWER, CIVIL TO COMPLAINT jms 9/5/14
DEF 1
9/5/14 MOTION TO CONSOLIDATE CASES FILED IN 14-91-MT amd 9/8/14
PTF 1
9/10/14 ORDER FOR CONSOLIDATION can 9/10/14
PTF 1
DEF 1
9/15/14 CLOSE CASE STATUS amd 10/4/14

DEF 1 DEPARTMENT OF TREASURY
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COC Docket Entries

STATE OF MICHIGAN CASE ID Public
REGISTER 14-000185-MT 5/13/2019

COURT OF CLAIMS OF 10:01:46 AM
ACTIONS CI/COC/MI Page: 2 of 2

Activity Date Activity User Entry Date

DISPOSITION: ORDER ENTERED
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Court of Claims Docket Entries

STATE OF MICHIGAN CASE ID Public
REGISTER 16-000118-MT 5/13/2019
COURT OF CLAIMS OF 10:02:23 AM
ACTIONS CI/COC/MI Page: 1 of 4
CASE
Judicial Officer Date Filed Adjudication Status

O'BRIEN, COLLEEN
PARTICIPANTS
PLAINTIFF 1

5/25/16 SUMMARY DISPOSITION 1/19/17

TOMRA OF NORTH AMERICA, INC.

ATTY: JUNE S. HAAS # 59009 PRIMARY RETAINED

DEFENDANT 1

DEPARTMENT OF TREASURY

ATTY: SCOTT LAWRENCE DAMICH # 74126 PRIMARY RETAINED

RECEIVABLES/PAYMENTS
Assessed Paid/Adjusted
PTF 1 TOMRA OF NORTH AMERICA, INC. $220.00 $220.00
CHRONOLOGICAL LIST OF ACTIVITIES
Activity Date Activity
5/25/16 SUMMONS AND COMPLAINT $175.00
PTF 1
DEF 1
5/25/16 JUDICIAL OFFICER ASSIGNED TO TALBOT, MICHAEL 21245
5/25/16 RECEIVABLE ELECTRONIC FILING SYSTEM FEE $25.00
5/25/16 RECEIVABLE FILING FEE $150.00
5/25/16 PAYMENT $175.00
RECEIPT NUMBER: COC-LAN.0001259
METHOD: CHECK $175.00
6/1/16 APPEARANCE AND NOTICE OF APPEARANCE
DEF 1
6/8/16 RETURN OF SERVICE - NONPERSONAL
DEF 1
6/16/16 ANSWER, CIVIL TO COMPLAINT
DEF 1
6/17/16 SCHEDULING CONFERENCE CANCELLED 8/1/16 10:30 A
BEFORE: TALBOT, MICHAEL LOC: VIA TELEPHONE
6/17/16 SCHEDULING CONFERENCE ORDER
TALBOT, MICHAEL 21245
PTF 1
DEF 1
7/13/16 PROPOSED STIPULATED SCHEDULING ORDER
PTF 1
DEF 1
7/18/16 STIPULATED SCHEDULING ORDER

TALBOT, MICHAEL 21245
PTF 1

0lla

ADJUDICATED

FILED: 5/25/16

FILED: 5/25/16

Balance

$0.00
User Entry Date

mmla 5/25/16
mmla 5/25/16
mmla 8/29/18
mmla 5/25/16
mmla 5/25/16
mmla 5/25/16
mmla 6/1/16
mmla 6/9/16
mmla 6/16/16
can 6/17/16
can 6/17/16
mmla 7/14/16
can 7/18/16
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Court of Claims Docket Entries

STATE OF MICHIGAN CASE ID Public
REGISTER 16-000118-MT 5/13/2019
COURT OF CLAIMS OF 10:02:23 AM
ACTIONS CI/COC/MI Page: 2 of 4
Activity Date Activity User Entry Date
DEF 1
7/18/16 SCHEDULING CONFERENCE 8/1/16 10:30 AM can 7/18/16
CANCELLED
OTHER
Stipulated scheduling order issued.
7/18/16 REVIEW CANCELLED 6/6/17 8:00 A can 7/18/16
BEFORE: TALBOT, MICHAEL
7/25/16 PROOF OF SERVICE STIPULATED SCHEDULING ORDER mmla 7126/16
PTF 1
8/11/16 FIRST DISCOVERY REQUEST TO PLAINTIFF amd 8/11/16
DEF 1
9/8/16 RESPONSE TO REQUESTS FOR ADMISSION CONTAINED IN amd 9/8/16
DEFENDANT MICHIGAN DEPARTMENT OF TREASURY'S FIRST
DISCOVERY REQUESTS
9/13/16 CORRECTED PROOF OF SERVICE amd 9/13/16
9/27/16 PROOF OF SERVICE RESPONSE TO INTERROGATORIES AND mmla 9/27/16
REQUESTS FOR PRODUCTION
PTF 1
10/17/16 MOTION FOR PARTIAL SUMMARY DISPOSITION AND DECLARATORY $20.00 mmla 10/17/16
JUDGMENT AND BRIEF IN SUPPORT amd 5/10/17
PTF 1
10/17/16 RECEIVABLE MOTION FEE $20.00 mmla 10/17/16
10/17/16 PAYMENT $20.00 mmla 10/17/16
RECEIPT NUMBER: COC-LAN.0001554
METHOD: CHECK $20.00
11/7/16 RESPONSE TO PLAINTIFF'S 10/17/16 MOTION FOR SUMMARY mmla 11/8/16
DISPOSITION
DEF 1
11/14/16 REPLY TO THE 11/7/16 DEFENDANT MICHIGAN DEPARTMENT OF mmla 11/14/16
TREASURY'S RESPONSE TO 10/17/16 PLAINTIFF'S MOTION FOR mmla 11/30/16
PARTIAL SUMMARY DISPOSITION AND DECLARATORY JUDGMENT
PTF 1
11/17/16 WITNESS LIST AND EXPERT WITNESS LIST mmla 11/17/16
DEF 1
11/21/16 WITNESS LIST amd 11/21/16
PTF 1
1/13/17 STIPULATION REQUESTING CONFERENCE mmla 1/13/17
PTF 1
DEF 1
1/17/17 STATUS CONFERENCE SET 1/18/17 11:00 A can 1/17/17
BEFORE: TALBOT, MICHAEL LOC: VIA TELEPHONE
1/17/17 NOTICE OF STATUS CONFERENCE can 1/17/17
TALBOT, MICHAEL 21245
PTF 1
DEF 1
1/18/17 STATUS CONFERENCE 1/18/17 11:00 AM can 1/19/17

TALBOT, MICHAEL 21245 VIA TELEPHONE

012a
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STATE OF MICHIGAN CASE ID Public
REGISTER 16-000118-MT 5/13/2019
COURT OF CLAIMS OF 10:02:23 AM
ACTIONS CI/COC/MI Page: 3 of 4
Activity Date Activity User Entry Date
PTF 1 TOMRA OF NORTH AMERICA, INC.
DEF 1 DEPARTMENT OF TREASURY
HELD
1/19/17 OPINION AND ORDER can 1/19/17
TALBOT, MICHAEL 21245
DEF 1
1/19/17 REVIEW 6/6/17 8:00 AM can 1/19/17
CANCELLED
CASE ADJUDICATED
1/19/17 CLOSE CASE STATUS amd 1/24/17
1/19/17 ORDER FOR SUMMARY DISPOSITION amd 5/10/17
TALBOT, MICHAEL 21245
PTF 1
DEF 1
2/8/17 CLAIM OF APPEAL $25.00 mmla 2/8/17
mmla 2/8/17
PTF 1
2/8/117 RECEIVABLE APPEALS FEE $25.00 mmla 2/8/17
2/8/117 PAYMENT $25.00 mmla 2/8/17
RECEIPT NUMBER: COC-LAN.0001743
METHOD: CHECK $25.00
2/16/17 COPY OF APPEARANCE AND NOTICE OF APPEARANCE IN THE COURT mmla 2/17/17
OF APPEALS
DEF 1
5/5/17 COMMENT amd 5/9/17
Notification from the Court of Appeals requesting file within 21 days.
5/10/17 COMMENT amd 5/10/17
File prepared and sent to the Court of Appeals electronically.
7/17/18 OPINION AND ORDER (FROM APPELLATE COURT) REVERSE AND amd 7/17/18
REMAND
8/29/18 JUDICIAL OFFICER REASSIGNED FROM TALBOT, MICHAEL 21245 amd 8/29/18
8/29/18 OPEN CASE STATUS amd 8/29/18
PTF 1 TOMRA OF NORTH AMERICA, INC.
DEF 1 DEPARTMENT OF TREASURY
8/29/18 JUDICIAL OFFICER ASSIGNED TO O'BRIEN, COLLEEN A. 33095 amd 8/29/18
8/30/18 TELEPHONE CONFERENCE - COURT TO INITIATE THE CANCELLED 9/24/18 11:00 A amd 8/30/18
CALL
8/30/18 SUA SPONTE ORDER REGARDING STATUS CONFERENCE amd 8/30/18
9/12/18 NOTICE OF FILING AN APPLICATION FOR LEAVE TO APPEAL IN THE amd 9/14/18
MICHIGAN SUPREME COURT amd 9/20/18
9/17/18 SUA SPONTE ORDER REGARDING CANCELLING STATUS CONFERENCE mmla 9/17/18
9/17/18 TELEPHONE CONFERENCE 9/24/18 11:00 AM mmla 9/17/18
CANCELLED
OTHER
Sua Sponte Order Regarding Cancelling Status Conference
9/17/18 _Fsg\QE\QIEI;?R OUTCOME OF APPLICATION FOR LEAVE SET 5/31/19 8:00 A mmla 9/17/18

013a
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5/13/2019 Case Search

Home Cases, Opinions & Orders

Case Search

Case Docket Number Search Results - 337663

Appellate Docket Sheet
COA Case Number: 337663

MSC Case Number: 158335
TOMRA OF NORTH AMERICA INC V DEPARTMENT OF TREASURY

1 TOMRA OF NORTH AMERICA INC PL-AT RET
Oral Argument: Y Timely: Y

2 TREASURY DEPARTMENT OF DF-AE AG
Oral Argument: Y Timely: Y

COA Status: Case Concluded; File Open MSC Status: Pending on Application
Case Flags: Electronic Record

Consolidations:
336871 TOMRA OF NORTH AMERICA INC V DEPARTMENT OF TREASURY (Case Concluded; File Open)

03/29/2017 1 Claim of Appeal - Civil
Fee Code: EPAY
Attorney: 59009 - HAAS JUNE SUMMERS

03/17/2017 2 Order Appealed From
From: COURT OF CLAIMS
Case Number: 14-000091-MT
Trial Court Judge: 21245 TALBOT MICHAEL J
Nature of Case:
Summary Disposition Granted

03/29/2017 3 No Transcript Will Be Filed
Date: 03/29/2017
Filed By Attorney: 59009 - HAAS JUNE SUMMERS
Comments: Per AT"s statement, linked to evt #1

03/30/2017 4 Docketing Statement MCR 7.204H
For Party: 1 TOMRA OF NORTH AMERICA INC PL-AT
Proof of Service Date: 03/30/2017
Filed By Attorney: 59009 - HAAS JUNE SUMMERS

04/04/2017 5 Submitted on Administrative Motion Docket
District: L
Item #: 11

04/04/2017 6 Appearance - Appellee
Date: 04/04/2017
For Party: 2 TREASURY DEPARTMENT OF DF-AE
Attorney: 74126 - DAMICH SCOTT L

04/07/2017 7 Order: Consolidate - Administrative
View document in PDF format
Panel: MFG
Comments: Consl: 336871, 337663

05/24/2017 8 Brief: Appellant
015a
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https://courts.michigan.gov/pages/default.aspx
https://courts.michigan.gov/opinions_orders/pages/default.aspx
http://publicdocs.courts.mi.gov/coa/public/orders/2017/336871_9_order.pdf

5/13/2019

06/27/2017

07/26/2017

07/28/2017

08/16/2017

08/22/2017

08/28/2017

04/04/2018

04/04/2018
07/17/2018

07/17/2018

08/28/2018

https://courts.michigan.gov/opinions_orders/case_search/Pages/default.aspx?SearchType=1&CaseNumber=337663&CourtType_CaseNumber=2

Case Search

Proof of Service Date: 05/24/2017

Oral Argument Requested: Y

Timely Filed: Y

Filed By Attorney: 59009 - HAAS JUNE SUMMERS
For Party: 1 TOMRA OF NORTH AMERICA INC PL-AT
Comments: Exhib's efiled, not printed for file

9 Stips: Extend Time - AE Brief

Extend Until: 07/28/2017

Filed By Attorney: 74126 - DAMICH SCOTT L
For Party: 2 TREASURY DEPARTMENT OF DF-AE
P/S Date: 06/27/2017

10 Brief: Appellee

Proof of Service Date: 07/26/2017

Oral Argument Requested: Y

Timely Filed: Y

Filed By Attorney: 74126 - DAMICH SCOTT L
For Party: 2 TREASURY DEPARTMENT OF DF-AE
Comments: Exhib's efiled, not printed for file

11 Noticed
Record: REQST
Mail Date: 07/31/2017

12 Brief: Reply

Proof of Service Date: 08/16/2017

Oral Argument Requested:

Timely Filed: Y

Filed By Attorney: 59009 - HAAS JUNE SUMMERS
For Party: 1 TOMRA OF NORTH AMERICA INC PL-AT
Comments: Filed in 336871

13 Record Request
Mail Date: 08/22/2017
Agency: COURT OF CLAIMS

14 Electronic Record Filed
23 Submitted on Case Call
District: L

Item #: 7

Panel: MFG,KFK,MJR

24 Oral Argument Audio

25 Opinion - Authored - Published
View document in PDF format

Pages: 8

Panel: MFG,KFK,MJR

Author: MFG

Result: Reversed and Remanded

26 Opinion - Dissent

View document in PDF format

Pages: 3

Author: KFK

27 SCt: Application for Leave to SCt
Supreme Court No: 158335

Answer Due: 09/25/2018

Fee: AG E-Transfer

For Party: 2

016a
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http://publicdocs.courts.mi.gov/opinions/final/coa/20180717_c336871(29)_rptr_103o-336871-final-i.pdf
http://publicdocs.courts.mi.gov/opinions/final/coa/20180717_c336871(30)_rptr_103d-336871-final-i.pdf

5/13/2019 Case Search

Attorney: 74126 - DAMICH SCOTT L COA Docket Entries

08/29/2018 28 SCt Case Caption
Proof Of Service Date: 08/29/2018
03/01/2019 29 Michigan Appeals Reports Publication
325 Mich App 289

03/27/2019 30 SCt Order: Application - Grant
View document in PDF format
Comments: To be argued with MSC No. 158333, Tomra of NA v Dept of Treasury. 20-min OA per side.
Case Listing Complete
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http://publicdocs.courts.mi.gov/sct/public/orders/158335_30_01.pdf

5/13/2019 Case Search

Home Cases, Opinions & Orders

Case Search

Case Docket Number Search Results - 336871

Appellate Docket Sheet
COA Case Number: 336871

MSC Case Number: 158333
TOMRA OF NORTH AMERICA INC V DEPARTMENT OF TREASURY

1 TOMRA OF NORTH AMERICA INC PL-AT RET
Oral Argument: Y Timely: Y

2 TREASURY DEPARTMENT OF DF-AE AG
Oral Argument: Y Timely: Y

COA Status: Case Concluded; File Open MSC Status: Pending on Application
Case Flags: Electronic Record

Consolidations:
337663 TOMRA OF NORTH AMERICA INC V DEPARTMENT OF TREASURY (Case Concluded; File Open)

02/08/2017 1 Claim of Appeal - Civil
Proof of Service Date: 02/08/2017
Jurisdictional Checklist: Y
Register of Actions: Y
Fee Code: EPAY
Attorney: 59009 - HAAS JUNE SUMMERS

01/19/2017 2 Order Appealed From
From: COURT OF CLAIMS
Case Number: 16-000118-MT
Trial Court Judge: 21245 TALBOT MICHAEL ]
Nature of Case:
Summary Disposition Granted

02/08/2017 3 No Transcript Will Be Filed
Date: 02/08/2017
Filed By Attorney: 59009 - HAAS JUNE SUMMERS
Comments: Per AT's stmt, linked to evt #1

02/16/2017 4 Appearance - Appellee
Date: 02/16/2017
For Party: 2 TREASURY DEPARTMENT OF DF-AE
Attorney: 74126 - DAMICH SCOTT L

03/08/2017 5 Docketing Statement MCR 7.204H
For Party: 1 TOMRA OF NORTH AMERICA INC PL-AT
Proof of Service Date: 03/08/2017
Filed By Attorney: 59009 - HAAS JUNE SUMMERS
03/28/2017 6 Stips: Extend Time - AT Brief
Extend Until: 05/03/2017
Filed By Attorney: 59009 - HAAS JUNE SUMMERS
For Party: 1 TOMRA OF NORTH AMERICA INC PL-AT
P/S Date: 03/28/2017
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https://courts.michigan.gov/pages/default.aspx
https://courts.michigan.gov/opinions_orders/pages/default.aspx

5/13/2019
03/28/2017

04/04/2017

04/07/2017

05/03/2017

05/04/2017

05/11/2017
06/01/2017

06/29/2017

07/11/2017

07/12/2017

07/26/2017

https://courts.michigan.gov/opinions_orders/case_search/Pages/default.aspx?SearchType=1&CaseNumber=336871&CourtType_CaseNumber=2

Case Search

7 Correspondence Sent

Date: 03/28/2017

For Party: 1 TOMRA OF NORTH AMERICA INC PL-AT
Attorney: 59009 - HAAS JUNE SUMMERS

Comments: Stip letter to parties advising of due date for appellant's brief;stip miscalculated

8 Submitted on Administrative Motion Docket
District: L
Item #: 9

9 Order: Consolidate - Administrative
View document in PDF format

Panel: MFG

Comments: Consl: 336871, 337663

10 Brief: Appellant

Proof of Service Date: 05/03/2014

Oral Argument Requested: Y

Timely Filed: Y

Filed By Attorney: 59009 - HAAS JUNE SUMMERS
For Party: 1 TOMRA OF NORTH AMERICA INC PL-AT
Comments: Exhib's efiled, not printed for file

11 Noticed
Record: REQST
Mail Date: 05/05/2017

12 Electronic Record Filed

14 Stips: Extend Time - AE Brief

Extend Until: 07/05/2017

Filed By Attorney: 74126 - DAMICH SCOTT L
For Party: 2 TREASURY DEPARTMENT OF DF-AE
P/S Date: 06/01/2017

15 Motion: Extend Time - Appellee

Proof of Service Date: 06/29/2017

Filed By Attorney: 74126 - DAMICH SCOTT L
For Party: 2 TREASURY DEPARTMENT OF DF-AE
Fee Code: STATE

Requested Extension: 07/26/2017

Answer Due: 07/06/2017

16 Submitted on Administrative Motion Docket
Event: 15 Extend Time - Appellee

District: L

Item #: 11

17 Order: Extend Time - Appellee Brief - Grant
View document in PDF format

Event: 15 Extend Time - Appellee

Panel: MFG

Attorney: 74126 - DAMICH SCOTT L

Extension Date: 07/26/2017

18 Brief: Appellee

Proof of Service Date: 07/26/2017

Oral Argument Requested: Y

Timely Filed: Y

Filed By Attorney: 74126 - DAMICH SCOTT L
For Party: 2 TREASURY DEPARTMENT OF DF-AE
Comments: Exhib's efiled, not printed for file
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http://publicdocs.courts.mi.gov/coa/public/orders/2017/336871_9_order.pdf
http://publicdocs.courts.mi.gov/coa/public/orders/2017/336871(17)_order.pdf

5/13/2019
08/16/2017

04/04/2018

04/04/2018
07/17/2018

07/17/2018

08/28/2018

08/29/2018

09/25/2018

10/16/2018

03/01/2019

03/27/2019

https://courts.michigan.gov/opinions_orders/case_search/Pages/default.aspx?SearchType=1&CaseNumber=336871&CourtType_CaseNumber=2

Case Search

19 Brief: Reply

Proof of Service Date: 08/16/2017

Oral Argument Requested:

Timely Filed: Y

Filed By Attorney: 59009 - HAAS JUNE SUMMERS
For Party: 1 TOMRA OF NORTH AMERICA INC PL-AT

27 Submitted on Case Call
District: L

Item #: 7

Panel: MFG,KFK,MJR

28 Oral Argument Audio

29 Opinion - Authored - Published
View document in PDF format

Pages: 8

Panel: MFG,KFK,MJR

Author: MFG

Result: Reversed and Remanded

30 Opinion - Dissent

View document in PDF format

Pages: 3

Author: KFK

31 SCt: Application for Leave to SCt
Supreme Court No: 158333

Answer Due: 09/25/2018

Fee: AG E-Transfer

For Party: 2

Attorney: 74126 - DAMICH SCOTT L

32 SCt Case Caption
Proof Of Service Date: 08/29/2018

33 SCt: Answer - SCt Application/Complaint
Filing Date: 09/25/2018

For Party: 1 TOMRA OF NORTH AMERICA INC PL-AT
Filed By Attorney: 59009 - HAAS JUNE SUMMERS
Timely: Y

34 SCt: Reply - SCt Application/Complaint
Filing Date: 10/16/2018

For Party: 2 TREASURY DEPARTMENT OF DF-AE
Filed By Attorney: 74126 - DAMICH SCOTT L
Timely: Y

35 Michigan Appeals Reports Publication

325 Mich App 289

36 SCt Order: Application - Grant
View document in PDF format

COA Docket Entries

Comments: To be argued with MSC No. 158335, Tomra of NA v Dept of Treasury. 20-min OA per side.
Case Listing Complete
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http://publicdocs.courts.mi.gov/opinions/final/coa/20180717_c336871(29)_rptr_103o-336871-final-i.pdf
http://publicdocs.courts.mi.gov/opinions/final/coa/20180717_c336871(30)_rptr_103d-336871-final-i.pdf
http://publicdocs.courts.mi.gov/sct/public/orders/158333_36_01.pdf
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COC Order and Opinion

STATE OF MICHIGAN

COURT OF CLAIMS

TOMRA OF NORTH AMERICA INC V DEPT OF TREASURY HON. Michael J. Talbot

CASE NO. 16-000118-MT

ORDER

At a session of said Court held in,
Detroit, Wayne, Michigan, on
January 19, 2017.

Plaintiff having filed a motion for partial summary disposition and declaratory judgment,
and Defendant having filed a response secking summary judgment pursuant to MCR 2.116(I)(2);

[T 1S HEREBY ORDERED that Plaintiff’s motion is DENIED. Summary disposition is
GRANTED in favor of Defendant pursuant to MCR 2.116(1)(2).

This order resolves the last pending claim and closes the case.

Michael J, Talbot, Chief Judge

A true copy entered and certified by Jerome W, Zimmer Jr., Clerk, on

~JAN 19 207 [ Y v AL =]

Date Cler
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COC Order and Opinion

STATE OF MICHIGAN
COURT OF CLAIMS

TOMRA OF NORTH AMERICA, INC,,

OPINION
Plaintift,
\ Case No. 16-000118-MT
DEPARTMENT OF TREASURY, Hon. Michael J. Talbot
Defendant.

Before the Court is Plaintiff’s motion for partial summary disposition and declaratory
judgment. For the reasons discussed below, Plaintiff's motion is DENIED. Because Plaintiff is
not entitled to the exemption at issue in this matter, the Department is entitled to summary

disposition pursuant to MCR 2.116(I)(2).

At issue is Plaintiff’s tax liability under the General Sales Tax Act (GSTA)' and Use Tax
Act (UTA)? for the period of March 1, 2011, through December 31, 2011, Plaintiff sells and
leases container recycling machines,’ and sells repair parts for the machines, to customers in

Michigan. These machines are commonly used in grocery stores to accept aluminum cans, glass

' MCL 205.51 et seq.
* MCL 205.91 ef segq.
* These machines are also referred to as “reverse vending machines.”

* The machines and parts are manufactured by TOMRA Systems ASA, who sells the machines
and parts to Plaintiff. Plaintiff also provided repair services to its customers under separate
service contracts. The Department asserts that a factual question exists regarding whether

5
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bottles, and plastic bottles for recycling. Some machines accept only one type of container;
some accept both plastic and aluminum containers. After reading a can or bottle’s universal
product code (UPC) to determine whether it may be accepted, the machines sort the cans and
bottles by type. Aluminum cans are crushed and placed in a bin for collection. Plastic bottles
are sorted by color, punctured, compacted, and moved to a collection bin. Glass bottles are

sorted by color and moved to collection bins.

The bottles are then transported to Schupan Recyeling (Schupan). Transportation from
the site of collection (i.e., the grocery store) to Schupan’s facilities is primarily provided by
UBCR, LLC, which is a joint venture formed between Plaintiff and Schupan. At Schupan’s
facilities, the cans and bottles are dumped from collection bins on to conveyor belts. Aluminum
cans are compacted into bales, as are plastic bottles; glass bottles are stored. Schupan markets
these materials to other companies, who purchase and remanufacture the materials into other

products.

For the tax period at issue in this matter, when Plaintiff sold or leased a recycling
machine, Plaintiff collected sales tax from the customer. Plaintiff would then remit the collected
sales tax to the Department. In total, Plaintiff remitted $673,511.65 in sales tax to the
Department. During this same period, Plaintiff remitted $24,992.95 in use tax related to parts
used to repair the recycling machines sold or leased by Plaintiff. Plaintiff later sought a refund

of these amounts, believing that its sales of recycling machines and repair parts were exempt

Plaintiff or UBCR, LLC performed maintenance and repair work on the recycling machines, and
that further discovery is necessary to resolve this issue. While the Court agrees that further
discovery appears necessary to resolve the question, ultimately, this question is not relevant to
resolving the dispute.

032a
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from taxation under the GSTA and UTA. After the Department failed to respond fo the refund

request, Plaintiff filed the instant suit.

As Plaintiff explains in its motion, it “seeks a ruling solely on the legal question, for
which the facts are not in dispute, of whether the Container Recycling Machines and repair parts
at issue in this case perform or are used in an industrial processing activity under MCL 205.54t
and 205.940.” In relevant part, MCL 205.54t, which creates the GSTA’s industrial processing

exemption, provides:

(3) Industrial processing includes the following activities:

* k%

(d) Inspection, quality control, or testing to determine whether particular units of
materials or products or processes conform to specified parameters at any time
before materials or products first come to rest in finished goods inventory storage.

(g) Remanufacturing,

(i) Recycling of used materials for ultimate sale at retail or reuse.

(j) Production material handling.

(4) Property that is eligible for an industrial processing exemption includes the
following:

(b) Machinery, equipment, tools, dies, patterns, foundations for machinery or
equipment, or other processing equipment used in an industrial processing activity
and in their repair and maintenance.

The statute defines “industrial processing” as:

033a
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the activity of converting or conditioning tangible personal property by changing
the form, composition, quality, combination, or character of the property for
ultimate sale at retail or for use in the manufacturing of a product to be ultimately
sold at retail. Industrial processing begins when tangible personal property begins
movement from raw materials storage to begin industrial processing and ends
when finished goods first come to rest in finished goods inventory Storage.“’ ]

The UTA contains identical language in MCL 205.940, with the exception that MCL
205.940(1) identifies the UTA, rather than the GSTA, as the tax to which the exemption applies.
Thus, whether addressing the GSTA or the UTA, the analysis of the question presented by

Plaintiff is the same,

Plaintiff argues that its recycling machines perform activities falling within MCL
205.544(3)(d), (3)(g), (3)i), and (3)(j), and the parallel provisions of the UTA’s industrial
processing exemption, MCL 205.940(3)(d), (3)(g), (3)(i), and (3)(j). The Department contends
that Plaintiff's recycling machines are not a part of the industrial process described by MCL
205.54t(7)(a) and MCL 205.940(7)(a), and thus, not entitled to the exemption. In its reply,
Plaintiff argues that the Department is attempting to use MCL 205.54t(7)(a) and MCL
205.940(7)(a) to improperly restrict the scope of MCL 205.54t(3) and MCL 205.940(3).
Reading the relevant statutory provisions together, the Court concludes that Plaintiff is not

entitled to the industrial processing exemption under the GSTA and UTA.

Resolution of the question presented to this Court hinges on a proper understanding of
when industrial processing begins and ends. Pursuant to MCL 205.54t(7)(a) and MCL
205.940(7)(a), industrial processing “begins when tangible personal property begins movement

from raw materials storage to begin industrial processing and ends when finished goods first

> MCL 205.541(7)(a).
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come to rest in finished goods inventory storage,” Further defining the start of the process, MCL
205.54t(6)(a) and MCL 205.940(6)(a) provide that the “receiving” and “storage of raw
materials™ are activities not included in the industrial process.6 Under the plain language of these
statutory provisions, industrial processing begins when stored raw materials begin the process of

being altered into a finished good.

Plaintiff’s machines do not take raw materials from storage to begin the journey to
becoming a finished good. Rather, Plaintiff’s machines take a finished good and place it into
storage. The recycling machines collect cans and bottles from consumers and place them in
collection bins. These stored materials are then transferred on to others who transform the cans
and bottles into finished goods. At best, the machines are the means of receiving and storing raw
materials, an activity that is plainly not part of the industrial process.” Thus, Plaintiff’s recycling
machines are not themselves part of the industrial process. Indeed, and as the Department aptly
points out, if Plaintiff’s machines were to be considered part of the industrial process, the bottles
and cans that these machines collect would have to be in “raw materials storage” before the
bottles and cans are deposited in Plaintiff’s machines.” For that to be true, this Court would have
to conclude that the cans and bottles are in “raw materials storage™ when the empty bottles and
cans are in the possession of the individual who consumed the beverage formerly found within

the can or bottle. Such a result is simply irrational.

% MCL 205.54t(6)(b) and MCL 205.940(6)(b) state that industrial processing does not include
“[s]ales, distribution, warehousing, shipping, or advertising activities[,]”” further demarcating the
end of the industrial process. However, it is the start of the process, not the end, that is in dispute
in this maftter,

" MCL 205.54t(6)(a); MCL 205.940(6)(a).
¥ MCL 205.54t(7)(a); MCL 205.940(7)(a).
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Plaintiff relies on four specific provisions of MCL 205.54t(3) and MCL 205.940(3) that
identify specific activities that are considered industrial processing. And if one were to read
these provisions in isolation, one might conclude that Plaintiff’s recycling machines are engaged
in industrial processing.g However, statutes must be read as a whole.'Y “Individual words and

il Here,

phrases, while important, should be read in the context of the entire legislative scheme.’
the legislative scheme is clear from a plain reading of the relevant statutes in their entirety. The
start and end of the industrial process is defined by the second sentence of MCL 205.54t(7)(a)
and MCL 205.940(7)(a). MCL 205.54t(3) and MCL 205.940(3) do not alter when the process

begins and ends. Rather, these latter statutes enumerate specific activities that, when they occur

between the start and end point of the industrial process, are industrial processing activities.'?

Plaintift’s suggested reading of the relevant statutes also creates a potential conflict
among the statutory provisions. If Plaintiff is correct, its machines are engaged in the industrial
process at a point before raw materials are placed in storage. This conflicts with the definition of
industrial processing stated in MCL 205.54t(7)(a) and MCL 205.940(7)(a). Plaintiff would also

be engaged in industrial processing when it is receiving and storing raw materials, activities that

? See, e.g.,, MCL 205.541(3)(d) (“Inspection, quality control, or testing to determine whether
particular units of materials or products or processes conform to specified parameters at any time
before materials or products first come to rest in finished goods inventory storage.”). At least
arguably, Plaintiff’s machines inspect the cans and bottles, by scanning UPC codes, to determine
whether the can or bottle meets specified parameters.

' Potter v McCleary, 484 Mich 397, 411; 774 NW2d 1 (2009).
1l
1d.

"2 See Detroit Edison Co v Dep’t of Treasury, 498 Mich 28, 39; 869 NW2d 810 (2015)
(“Because ‘industrial processing’ is defined by MCL 205.940(7)(a), the analysis begins there. If
‘industrial processing’ activity is not occurring under either MCL 205.940(7)(a) or MCL
205.940(3), the latter of which enumerates certain activities that constitute ‘industrial
processing,’ the analysis is complete and the taxpayer is entitled to no exemption.”).

G-
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are plainly excluded as industrial processing activities by MCL 205.54t(6)(a) and MCL
205.94(6)(b). One of the “most basic principles of statutory construction™ is that “provisions of a

statute that could be in conflict must, if possible, read harmoniously.”"”

Harmonizing these
provisions is a fairly simple exercise: those activities defined by MCL 205.54t(3) and MCL
205.940(3) that occur during the indusirial process — i.e., between the time when “tangible
personal property begins movement from raw materials storage to begin industrial processing

and ends when finished goods first come to rest in finished goods inventory storage[,]”"*

are part
of the industrial process. Thus, regardless of whether Plaintiff’s recycling machines perform
tasks that might fit within any specific provision of MCL 205.541(3) or MCL 205.940(3),

because those activities occur before the industrial process begins, the exemptions found in MCL

205.54t and MCL 205.940 do not apply.

The claims raised in Plaintiff’s complaint all hinge on its ability to utilize the exemptions
found in MCL 205.54t and MCL 205.940. Because these exemptions do not apply, the

Department is entitled to summary disposition pursuant to MCR 2.116(I)(2).

/)/&WL‘._J']’@ .
Dated: January 19, 2017,

Michael J. Talbot
Court of Claims Judge

'3 Nowell v Titan Ins Co, 466 Mich 478, 482; 648 NW2d 157 (2002).
" MCL 205.541(7)(a); MCL 205.940(7)(a).
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STATE OF MICHIGAN

COURT OF APPEALS

TOMRA OF NORTH AMERICA, INC., FOR PUBLICATION
July 17,2018
Plaintiff-Appellant, 9:10 am.
v Nos. 336871; 337663
Court of Claims
DEPARTMENT OF TREASURY, LC Nos. 16-000118-MT;

14-000091-MT

Defendant-Appellee. Advance Sheets Version

Before: GADOLA, P.J., and K. F. KELLY and RIORDAN, JJ.

GADOLA, P.J.

In these consolidated cases, plaintiff, Tomra of North America, Inc., appeals as of right
the orders of the Court of Claims granting summary disposition to defendant, the Department of
Treasury. In its opinion, the Court of Claims concluded that plaintiff’s beverage-container-
recycling machines did not qualify for the industrial-processing exemption to tax liability as set
forth in the General Sales Tax Act (GSTA), MCL 205.51 et seq., and the Use Tax Act (UTA),
MCL 205.91 et seq. We reverse and remand.

I. FACTS

The facts relevant to this appeal are largely undisputed. Plaintiff sells and leases the
container-recycling machines commonly found in grocery stores and also sells repair parts for
those machines. These machines accept aluminum cans, glass bottles, and plastic bottles for
recycling. When a can or bottle is placed in the machine, the machine reads the universal
product code (UPC) and then sorts the accepted cans and bottles. Aluminum cans are crushed;
plastic bottles are sorted by color, punctured, and compacted; and glass bottles are sorted by
color. All containers are then moved to collection bins and thereafter transported to a recycling
facility. At the recycling facility, the containers are dumped onto conveyor belts. Glass bottles
are stored, while aluminum cans and plastic bottles are compacted into bales. The recycling
facility sells the cans and bottles to manufacturers who remanufacture the materials into other
products.

In this case, the parties dispute plaintiff’s obligation to pay sales and use tax with respect
to the container-recycling machines for the period of March 1, 2011 through December 31, 2011.
During that tax period, plaintiff collected sales tax from customers to whom they sold or leased
container-recycling machines, and plaintiff paid the sales tax collected to defendant. Similarly,

-1-
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during that tax period, plaintiff paid use tax to defendant related to parts used in repairing the
container-recycling machines sold or leased by plaintiff.!

Plaintiff thereafter sought a refund of these amounts on the basis that its sales of
recycling machines and repair parts were exempt from taxation under the GSTA and UTA. After
defendant failed to respond to the refund request, plaintiff filed this action in the Court of
Claims. Plaintiff thereafter moved for summary disposition pursuant to MCR 2.116(C)(10),
seeking a ruling on the question whether plaintiff’s container-recycling machines and repair parts
perform, or are used in, an industrial-processing activity under the GSTA and UTA. The Court
of Claims denied plaintiff’s motion, and pursuant to MCR 2.116(I)(2), instead granted defendant
summary disposition, holding that plaintiff’s container-recycling machines and repair parts are
not used in an industrial-processing activity under the GSTA and the UTA and that plaintiff
therefore is not entitled to exemption from sales and use tax for the sale and lease of the
machines and their repair parts. Plaintiff now appeals.

II. DISCUSSION

Plaintiff contends that the Court of Claims erred by holding that plaintiff’s container-
recycling machines and repair parts are not used in an industrial-processing activity under the
GSTA and the UTA, and therefore erred by granting summary disposition to defendant. We
agree.

We review de novo a trial court’s grant or denial of summary disposition. Hoffner v
Lanctoe, 492 Mich 450, 459; 821 NW2d 88 (2012). In reviewing a decision on a motion for
summary disposition under MCR 2.116(C)(10), we review the record in the same manner as the
trial court, considering the pleadings, affidavits, depositions, admissions, and any other evidence
in favor of the party opposing the motion. Maiden v Rozwood, 461 Mich 109, 120; 597 NW2d
817 (1999). A motion for summary disposition under MCR 2.116(C)(10) tests the factual
sufficiency of a claim and is appropriately granted when, except as to the amount of damages,
there is no genuine issue as to any material fact and the moving party is entitled to judgment as a
matter of law. Joseph v Auto Club Ins Ass’n, 491 Mich 200, 206; 815 NW2d 412 (2012). We
also review de novo the proper interpretation of statutes such as the GSTA and the UTA. See
Fradco, Inc v Dep’t of Treasury, 495 Mich 104, 112; 845 NW2d 81 (2014); see also Granger
Land Dev Co v Dep’t of Treasury, 286 Mich App 601, 608; 780 NW2d 611 (2009).

Section 4t of the GSTA, MCL 205.54t, sets forth the industrial-processing exemption
from the sales tax.> The statute provides, in relevant part:

! During this tax period, plaintiff remitted $673,511.65 in sales tax and $24,992.95 in use tax to
defendant.

2 The UTA sets forth parallel provisions in MCL 205.940 such that, as the Court of Claims
noted, “whether addressing the GSTA or the UTA, the analysis of the question presented by
Plaintiff is the same.”
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(1) The sale of tangible personal property to the following . . . is exempt
from the tax under this act:

(@) An industrial processor for use or consumption in industrial
processing.

(b) A person, whether or not the person is an industrial processor, if the
tangible personal property is intended for ultimate use in and is used in industrial
processing by an industrial processor.

(c) A person, whether or not the person is an industrial processor, if the
tangible personal property is used by that person to perform an industrial
processing activity for or on behalf of an industrial processor.

* ok ok

(3) Industrial processing includes the following activities:

* ok ok

(d) Inspection, quality control, or testing to determine whether particular
units of materials or products or processes conform to specified parameters at any
time before materials or products first come to rest in finished goods inventory
storage.

(g) Remanufacturing.

(1) Recycling of used materials for ultimate sale at retail or reuse.
(j) Production material handling.
(k) Storage of in-process materials.

(4) Property that is eligible for an industrial processing exemption includes
the following:

(b) Machinery, equipment, tools, dies, patterns, foundations for machinery
or equipment, or other processing equipment used in an industrial processing
activity and in their repair and maintenance.

% k%
(6) Industrial processing does not include the following activities:
-3-
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(a) Purchasing, receiving, or storage of raw materials.

(b) Sales, distribution, warehousing, shipping, or advertising activities.

* ok ok

(7) As used in this section:

(a) “Industrial processing” means the activity of converting or
conditioning tangible personal property by changing the form, composition,
quality, combination, or character of the property for ultimate sale at retail or for
use in the manufacturing of a product to be ultimately sold at retail. Industrial
processing begins when tangible personal property begins movement from raw
materials storage to begin industrial processing and ends when finished goods
first come to rest in finished goods inventory storage.

(b) “Industrial processor” means a person who performs the activity of
converting or conditioning tangible personal property for ultimate sale at retail or
use in the manufacturing of a product to be ultimately sold at retail.

Entitlement to an exemption under the GSTA 1is determined by what use the customer
makes of the product sold by the taxpayer. Elias Bros Restaurants, Inc v Treasury Dep’t, 452
Mich 144, 154, 156; 549 NW2d 837 (1996); accord Detroit Edison Co v Dep’t of Treasury, 498
Mich 28, 37; 869 NW2d 810 (2015). Tax exemptions are disfavored, and the burden of proving
entitlement to a tax exemption is upon the party asserting the right to the exemption. Elias Bros,
452 Mich at 150. Further, tax exemptions are strictly construed against the taxpayer and in favor
of the taxing unit. Ladies Literary Club v Grand Rapids, 409 Mich 748, 753; 298 NW2d 422
(1980) (citation omitted).

As set forth under MCL 205.54t(1)(c), the sale of tangible personal property is exempt
from sales tax if the tangible personal property is used by the buyer to perform an industrial-
processing activity for or on behalf of an industrial processor. Under MCL 205.54t(4)(b),
property that is eligible for an industrial-processing exemption includes ‘“[m]achinery,
equipment, tools, dies, patterns, foundations for machinery or equipment, or other processing
equipment used in an industrial processing activity and in their repair and maintenance.” In this
appeal, the question is whether the container-recycling machines plaintiff sells and leases are
machinery used by plaintiff’s customers in an “industrial processing activity” within the meaning
of the statute.

An “industrial processing activity” is not defined by the statute, but the statute does
define “industrial processing” as “the activity of converting or conditioning tangible personal
property by changing the form, composition, quality, combination, or character of the property
for ultimate sale at retail or for use in the manufacturing of a product to be ultimately sold at
retail.” MCL 205.54t(7)(a). MCL 205.54t also specifies activities that are considered to be
industrial processing, including, under Subsection (3)(d), the “[i]nspection, quality control, or
testing to determine whether particular units of materials or products or processes conform to
specified parameters at any time before materials or products first come to rest in finished goods
inventory storage”; under Subsection (3)(g), remanufacturing; under Subsection (3)(i), recycling

4.
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of used materials for ultimate sale at retail or reuse; under Subsection (3)(j), production material
handling; and under Subsection (3)(k), storage of in-process materials. The statute also specifies
activities that are not included in industrial processing, including, under Subsection (6)(a), the
purchasing, receiving, or storage of raw materials, and under Subsection (6)(b), sales,
distribution, warehousing, shipping, or advertising activities.

Subsection (7)(a), in addition to defining industrial processing, also provides that
“[i]ndustrial processing begins when tangible personal property begins movement from raw
materials storage to begin industrial processing and ends when finished goods first come to rest
in finished goods inventory storage.” In light of this provision, the Court of Claims in this case
concluded that plaintiff’s container-recycling machines could not be engaged in an industrial-
processing activity because the machines do not perform their task after tangible personal
property begins movement from raw-materials storage to begin industrial processing. That is,
the tangible personal property in this case that is to be converted or conditioned through
industrial processing is the cans and bottles that consumers commonly return to a grocery store.
Generally, these cans and bottles are not first placed in “raw materials storage” before the
consumer places them in the machines.> The Court of Claims concluded that because the cans
and bottles were not first placed in raw-materials storage before being placed in the machines,
whatever function the machines performed could never be considered an industrial-processing
activity. The Court of Claims stated:

[R]egardless of whether Plaintiff’s recycling machines perform tasks that might
fit within any specific provision of MCL 205.54t(3) or MCL 205.940(3), because
those activities occur before the industrial process begins, the exemptions found
in MCL 205.54t and MCL 205.940 do not apply.

The Court of Claims construed this provision as meaning precisely what it says—that
industrial processing begins when tangible personal property begins movement from raw-
materials storage to begin industrial processing. We agree. However, the Court of Claims also
construed this sentence to mean that industrial processing can never occur unless, first, tangible
personal property begins movement from raw-materials storage.* The statute does not so
provide, and we think it unlikely that the Legislature intended that interpretation.

A court’s primary task when interpreting a statute is to discern and give effect to the
intent of the Legislature. Ford Motor Co v Dep’t of Treasury, 496 Mich 382, 389; 852 NW2d
786 (2014). In doing so, we first consider the statutory language itself; if the language is

3 One can envision exceptions, such as when the cans and bottles are first collected at some other
point, such as at a retailer that does not have a container-recycling machine, before being
transported to a location that does have a container-recycling machine.

* An apt analogy is the statement “The movie starts at 9:00.” The statement means what it
says—that the movie starts at 9:00. But shall we read into the statement the additional meaning
that “the movie starts at no other time than 9:00”? There may, perhaps, also be a 7:00 showing,
and another at 11:00.
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unambiguous, we conclude that the Legislature must have intended the clearly expressed
meaning and we enforce the statute as written. Id. A statute is not ambiguous merely because a
term is undefined or has more than one definition, but ambiguity exists when statutory language
“is equally susceptible to more than a single meaning.” Klida v Braman, 278 Mich App 60, 65;
748 NW2d 244 (2008); see also Marcelle v Taubman, 224 Mich App 215, 219; 568 NW2d 393
(1997).

Moreover, “what is plain and unambiguous often depends on one’s frame of reference,”
US Fidelity & Guaranty Co v Mich Catastrophic Claims Ass’n (On Rehearing), 484 Mich 1, 13;
795 NW2d 101 (2009) (quotation marks and citation omitted); to determine that frame of
reference, one must consider the context of the passage by reading it “in relation to the statute as
a whole and [to] work in mutual agreement” with the remainder of the statute. Id. We therefore
read a statute ““ ‘as a whole and in its grammatical context, giving each and every word its plain
and ordinary meaning unless otherwise defined.”” Book-Gilbert v Greenleaf, 302 Mich App
538, 541; 840 NW2d 743 (2013), quoting In re Receivership of 11910 South Francis Rd, 492
Mich 208, 222; 821 NW2d 503 (2012). In so doing, we “avoid a construction that would render
any part of a statute surplusage or nugatory, and ‘[w]e must consider both the plain meaning of
the critical words or phrases as well as their placement and purpose in the statutory scheme.’ ”
People v Redden, 290 Mich App 65, 76-77; 799 NW2d 184 (2010) (citation omitted). We also
note that, although tax exemptions are construed strictly against the taxpayer, Ladies Literary
Club, 409 Mich at 753, any ambiguity found in a tax statute is construed in favor of the taxpayer,
Signature Villas, LLC v Ann Arbor, 269 Mich App 694, 702; 714 NW2d 392 (2006).

As noted, MCL 205.54t provides for an industrial-processing exemption for the tax
imposed by the GSTA. The statute therefore focuses, of necessity, on which activities fall within
the purview of “industrial processing.” Indeed, the statute is devoted almost entirely to
describing the activities that constitute, or do not constitute, industrial processing.

Among the activities that are specified by the statute as falling within the definition of
industrial processing are activities that are unlikely to begin with “tangible personal property
begin[ning] movement from raw materials storage to begin industrial processing....” MCL
205.54t(7)(a). Subsection (3)(e) provides that industrial processing includes “[p]lanning,
scheduling, supervision, or control of production or other exempt activities.” Subsection (3)(f)
provides that industrial processing includes “[d]esign, construction, or maintenance of
production or other exempt machinery, equipment, and tooling.” Clearly, the activities of
planning, scheduling, and designing are likely to predate tangible personal property beginning
movement from raw-materials storage to begin industrial processing. Nonetheless, our
Legislature clearly intended, as evidenced by the language of these statutory provisions, to
include these activities within the definition of industrial processing. We will not, therefore, read
the language of Subsection (7)(a)—that “[i]ndustrial processing begins when tangible personal
property begins movement from raw materials storage to begin industrial processing”—as a
temporal requirement that would render these portions of the statute meaningless. That is, we
will not read into the plain language of the statute the stricture that no activity qualifies as
industrial processing unless it is predated by tangible personal property leaving raw-materials
storage. The statute does not state that industrial processing must begin this way but rather states
that when tangible personal property begins movement from raw-materials storage to begin
industrial processing, one can rest assured that industrial processing has begun.

-6-
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To discern the intention of the Legislature, statutory provisions should not be read in
isolation, which can lead to a distortion of legislative intent. Robinson v Lansing, 486 Mich 1,
15; 782 NW2d 171 (2010). “A provision that may seem ambiguous in isolation often is clarified
by the remainder of the statutory scheme.” MidAmerican Energy Co v Dep’t of Treasury, 308
Mich App 362, 370; 863 NW2d 387 (2014) (citation and quotation marks omitted). In this case,
we observe that Subsection (6) of the statute specifies activities that are not considered industrial
processing. Among the activities not considered to be industrial processing is the “storage of
raw materials.” MCL 205.54t(6)(a). Having made clear that the storage of raw materials is not
industrial processing, Subsection (7)(a) then makes clear that once “tangible personal property
begins movement from raw materials storage to begin industrial processing,” the activity does
qualify as industrial processing. Our Legislature thus articulated exactly which activities related
to the storage of raw materials are and are not included in industrial processing, thereby
providing guidance for determining exactly when in the continuum tangible personal property
makes the transition from storage (not exempt) to activities of industrial processing (exempt).
This provision does not attempt to foreclose the possibility that industrial processing could occur
without the initial step of moving raw materials from storage,’ or when tangible items are never
in raw-materials storage, and we decline to so expand the provision.

In construing the statute, and in keeping with the statute’s intent, our Supreme Court has
emphasized that entitlement to an exemption under the GSTA is determined by what use the
customer makes of the product sold by the taxpayer. Elias Bros, 452 Mich at 154, 156. In
reaching its conclusion in this case, the Court of Claims found determinative not the use to which
the container-recycling machines were put, but rather when, and perhaps where,® the equipment

> We note that our Supreme Court in Detroit Edison Co, 498 Mich at 42, reached an analogous
conclusion that industrial processing had occurred despite the inability to meet the industrial-
processing continuum described in MCL 205.54t. In that case, because the property involved
was electricity, our Supreme Court determined that industrial processing was complete when the
electricity reached the consumer, despite the fact that “there is simply no point within the electric
system at which ‘finished goods first come to rest in finished goods inventory storage’ before
[reaching the consumer].” Id. The failure of electricity to come to rest as a finished good in
inventory storage did not disqualify the transmission of electricity to consumers from the
exemption. Similarly in this case, because of the nature of deposit-return recycling, there is
simply no point at which (other than in the hands of the consumer) the cans and bottles are in
raw-materials storage. But as in Detroit Edison Co, that fact does not create a statutory barrier to
entitlement to the exemption for qualifying activities that happen to take place at the beginning
of the process rather than the end.

® If the container-recycling machines were located somewhere less convenient to consumers than
grocery stores, such as at a distant recycling facility, the cans and bottles would presumably need
to be collected and stored before reaching the machines. Assuming for the sake of argument that
the machines are performing tasks that otherwise would be considered an industrial-processing
activity, under the Court of Claims’ analysis the location of the machines becomes determinative
of whether an exemption is warranted, which is contrary to the Supreme Court’s determination in
Elias Brothers.

044a

INd £2:8€:€ 6T02/2T/9 DS A daA 13D



COA Majority Opinion

was used in relation to raw-materials storage. In light of our Supreme Court’s directive, we
remand to the Court of Claims for reconsideration of whether plaintiff is entitled to a tax
exemption under the GSTA and UTA.

Reversed and remanded for further proceedings consistent with this opinion. We do not
retain jurisdiction.

/s/ Michael F. Gadola
/s/ Michael J. Riordan
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Before: GADOLA, P.J., and K. F. KELLY and RIORDAN, JJ.

K. F.KELLY, J. (dissenting).

I respectfully dissent. Because the machines are not involved in “industrial processing”
as that term is defined in MCL 205.54t(7)(a), I would affirm the Court of Claims’ well-reasoned
decision.

The analysis in this case should begin and end with the statutory definition of “industrial
processing” as set forth in Subsection (7)(a), which provides:

“Industrial processing” means the activity of converting or conditioning
tangible personal property by changing the form, composition, quality,
combination, or character of the property for ultimate sale at retail or for use in
the manufacturing of a product to be ultimately sold at retail. Industrial
processing begins when tangible personal property begins movement from raw
materials storage to begin industrial processing and ends when finished goods
first come to rest in finished goods inventory storage. [Emphasis added.]

“When a statute specifically defines a given term, that definition alone controls.” Haynes v
Neshewat, 477 Mich 29, 35; 729 NW2d 488 (2007). However, rather than focusing on the
Legislature’s definition of “industrial processing” in Subsection (7)(a), the majority mistakenly
looks to those activities specifically enumerated in MCL 205.54t(3). Contrary to the
majority’s conclusion, Subsection (3) does not expand the definition specifically set forth in
Subsection (7)(a). Rather, as the Court of Claims aptly noted, Subsection (7)(a) has a temporal
requirement that must be met before the activities in Subsection (3) are even considered. That
is, only after the definition in Subsection (7)(a) is met do the activities set forth in Subsection
(3) have any relevance. Those activities must occur within the statutorily defined period in
Subsection (7)(a).
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The Court of Claims correctly recognized that the machines perform activities before
the industrial process begins. The machines may sort, separate, and compress items and, in
that regard, some processing necessarily occurs. However, while some processing may occur,
the machines do not perform “industrial processing” as statutorily defined. Instead, the
machines simply facilitate the collection of raw materials. In order to be exempt, the machines
must perform an activity at some point after tangible personal property begins movement from
raw-materials storage and before the finished goods first come to rest in inventory. The
machines in this case are used before the start of the industrial process and, therefore, the
equipment is not exempt. Thus, any inspection, quality control, and recycling that the
machines perform is irrelevant because those activities take place before the industrial process
begins. !

The majority erroneously concludes that the Court of Claims made its decision contingent
on the existence of raw materials. However, it is clear that the Court of Claims made no such
finding. Instead, the Court of Claims appropriately recognized that where, as here, there is raw
material, then the industrial process begins when tangible personal property begins movement
from raw-materials storage to begin industrial processing. In so doing, the Court of Claims was
faithful to the definition as set forth by our Legislature.

I find plaintiff’s reliance on Detroit Edison Co v Dep’t of Treasury, 498 Mich 28; 869
NW2d 810 (2015), unavailing. The focus in the Detroit Edison case involved electricity. The
issue was not whether there was raw storage, but whether electricity ever “came to rest” in
inventory storage. Our Supreme Court concluded that “industrial processing of electricity does
not become complete until final distribution to the consumer because there is simply no point
within the electric system at which ‘finished goods first come to rest in finished goods inventory
storage’ before that point.” Id. at 42. Our Supreme Court further concluded that “the nonexempt
activities in MCL 205.940(6)(b) are in no way within the scope of MCL 205.940(7)(a), and the
exempt activity in MCL 205.940(7)(a) is in no way within the scope of MCL 205.940(6)(b).” 1d.
at 45. Therefore, as applied to the statutes at issue here, once there is industrial processing as
defined in Subsection (7)(a), the exclusions set forth in Subsection (6) no longer apply. The only
premise that Detroit Edison confirmed was that Subsection (6) does not modify the definition in
Subsection (7)(a). Again, the Court of Claims did not rely on Subsection (6), which excluded
storage of raw materials as an industrial activity; rather, the Court of Claims relied exclusively
on the statutory definition of “industrial processing” in Subsection (7)(a).

! The record does not reflect whether any of these raw materials are ever, in fact, recycled into a
finished product. It is just as likely that they will come to rest in a landfill in the United States or
abroad. For example, see Albeck-Ripka, Your Recycling Gets Recycled, Right? Maybe, or
Maybe Not, New York Times (May 29, 2018), available at <https://www.nytimes.com/2018/05/29/
climate/recycling-landfills-plastic-papers.html> [https://perma.cc/28SN-GUTG]; Watson, China
Has Refused to Recycle The West’s Plastics. What Now?, NPR (June 28, 2018), available at
<https://www.npr.org/sections/goatsandsoda/2018/06/28/623972937/china-has-refused-to-recycle-
the-wests-plastics-what-now> [https://perma.cc/37QC-ZVU3].

2-
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COA Dissenting
Opinion

Because the machines perform activities that occur before an industrial process begins, I
would affirm.

/s/ Kirsten Frank Kelly
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roviding etficient and reli-
able service cari be a man:
,agemem challénge for any

i recycling company, When. that
service is being provided 1o a set of cus-
tomners that has unwilingly had recydling
obligations placed upon it, the chalienge
can be evan more formidable.

In states where beverage container
deposit-and-return laws areenacted, soda
bottiers and beer disiribuiors often Tind
themselves in1he pusition of being deeply
fivalved in recycling because of a stale
mandate—not because they have chosen
to make it a priority,

Such a situation can easily Jead to
tension, but Schupan & Sons, Kalamazoo,
Mich., has entered what could theorel-
cally be an acimonious setting and cre-
ated an opportunity for itself {0 assist the
hottlers and. distributors while gaining
access 1o consideratyle numbers of alumi-
i, plastic and glass containers,

MANDATED OPPORTUNITY
Beverage distributors, regional bottling
firms and retall grocers have all iradition-
ally lobbled against mandatory contaiher
deposit and return systems, Their opposi-
tion is based on severat factors, induding
that recycling is a far cry from thelr core
busingss and that their fadfities are not
designed 1o act a3 repositories of unsani-
tary, potentiafly pest-attracting materials.

Despite the opposition of thase indug-
tres, 11 states have enacted systems that
require distributors and ratailers to be in
some way responsible for the retum and
recycling of aluminum, plastic and glass
beverags containgrs,

Serap recycler Sehupan & Sons has established itself In most of these states, Uaditions]
. e , _ . recycling firms have found rolés to blay as
asan important part of Michigan's container deposit coltectors; processors or marketers of these

containers -once thay are ready to enter
the recycling stream.
Schupan & Sons cerainly fits the mold

and return system.

BY BRIAN TAYLOR

5B RECYGLING TODAY - MUNICIFAL RECYCLING SUPPLEMENT MARCH 2005 www FecvalingToday.com
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of a traditional recyding firm, with a back-
graund provicding nonferrous and ferrous
scrap recyding services to industrial ac-
counts since 1968.

Dealing in alerminum scrap has been a
part of the Schupan & Sons business since
its incepiion, 50 gaining access to akurmi-
num used beverdge containers (UBCS)
through the Michigan deposit-and-return
systefn made sense for the company.

Tom Tmmerich, president of the
Schupan Recycling division of Schupan' &
Sons; says the Kalamazoo company has
been involvad with the state’s container
depasit “systern since 1985, when the
Schupan Recycling division vas created,

Twelve years fater, Schupan Recydling
and aluminym recycler and reverse véng-
ing miachine rmanufaciuret Tomra of North
America created & joint venture business
called UBCR (Used Beverage Container
Racovery) LLE, based in Howell, Mich,

UBCR, using reverse vending machine
placements and a fleet of trucks, has
become a dominant collector and proces-
s0¢ in. thes Wolverine Stale's container
secycling system and matkets ifself as“the
exclusive pick-up agent for the Michigan
Soft Drink Assodation and the Michigan
Beer and Wine Wholesalers Association,”

The UBCR third-party pick-up method
has heceme a preferred way for beverage
disiributors to manage their role in the
deposit-and-refum system.

Says Emmerich, “The UACR verture

has been a good source of material for us..

Containers arg now more than 50 percent
of the overall company's business.”
Although Schupan & Sons has & met-
als background, the company has built its
depth of knowiedge of the piastics and
glass markets. “PET marketsace now more
sophisticated than, they were 12 years
ago, but the longer you do anything the
better your get at it,” says Emmerich,

MATTER OF TRUST

it hastaken more than market knowledge
and gocd processing operations . for
Schupan & Sons and its UBCR joint ven-
ure to succeed so well,

White each of those qualities helps,
Ernmerich says that providing market
knowledge. and refiable and helpful ser-
vice hasg been the key.

“Wie've provided a lot of education to
ourcustormers,” says Emmerich, who notes

A BETTER WAY

The Schupan Retycling subssidiary of Sehupan & Sons, Kalamazon, Mich.,
formed the URBCR (Used Beversge Container Recovery) LLC joint vesture with
Tomra Norih Amencs, Stratford, Conn., in 1397,

According to {he UBCR Web site, the company was formed "to be an
industiy solution for the cofiection, transporation and processing of empty
bevarage containers in the state of Michigsn.”

The company started with one driver, one tractor and six trailers, handling
fewer than 10 miflian cases of botties and ¢ans front 13 stores for 10 distribu-

ors in its first year.

Mow, UBCR hag more 1han 40 drivers, 20 tractors and 140 trafters and

bandios more than 100 mallion cases annually, serving some 540 retat loca-
tions and 140 distribuiors of who!es'alers.

Agiing &s the exclushe pick-up agent for the Michigan Soft Deink Lssocia-
ticws and the Michigan Beer and Wine Wholesalers Assoclation, UBCR has
concentrated on keeping backroon storage and collection areas clean-and in
efficiently malntaining reverse vending machinas,

On s Web site, UBCR remarks that it “operates around the clock {except
Thankstivirig atd Christmas Day).” The company’s operations are based in

Hewell and Grand Rapids, Mich,

that the company owns the aluminum,
plastic and glass cortainers after state
residents return them. In its role as a third
parly; URCR collects, processes and mar-
kets thie matenials,

LBCR has earned ihe trust of its whole-
saling and distribution cuistomers, “The
pumber one key is trdst,” Emmerich says.
"We bave done what we said we were
going to do and we have earned their
trust. Now Schupan & Sans has seen this
hecome a very good business venture:”

That trust is necassary because UBCR

handles several steps in the process. “They

trust that we are going 1o be able 10
perform and deliver on what we say we
are going to do and that we are not going
to steal from them,” says Emmerich,

Beyond the trust pertaining to fiscal
responsibiity, the distibutors must also
trust that Schupan Recydling; Tomra of
North America and their UBCR joint ven-
fure will continue to provide rellahle col-
lection and processing services.

For UBCR, this means malntaihing and
servicing a- growing number of reverse
vending machinesand keeping trucks and

610 RECYGLING TODAY - MUNICIPAL RECYCLING SURPLEMENT MARCH 2005
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drivers on the road.

The processing facilities must also be
aquippad {o handle the relentiess stream
of containers generated every day &l bun-
dreds of collection points, such as grocery
stores that are open 24 hours & day. “The
containers never stop coming,” 5ays
Ernmarich, “You have to design systems
that allow for back-up capacity and that
can continue to operate even in the event
of an equipment breakdown,”

Thethird-party pick-up and processing
systern offered by UBCR has helped pul in
place a deposit-and-return system that
minimizes the obligations of the beverage
and grocery industries.

For Schispan & Sons, a firmy with tradi-
Honat scrap recycling roots, the involve-
ment in the state system has bean a net
pasitive, says Emamerich, "It has been a
very successful venture, as we have been
able 1o grow throughout the years and
provide a mumber of different services to
hottlers and distributors.” B

The author Js editor of Reoyding Today
and can be contacted at btaylor(@gie.net.

wyow. RecyrilingToday.com
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Notice of Prelim Audit

Determination
e,
. STATE OF MICHIGAN
RICK SNYDER DEPARTMENT OF TREASURY .© ANDY DILLON
GOVERNOR New York STATE TREASURER

Notice of Preliminary Audit Determination

Taxpayer Name: TOMRA OF NORTH AMERICA INC ' Notice Date: 8/23/2011

aAccountNe: (NG Tax Type: Sales Tax
Audif Review Period: 10/01/2003 to 12/31/2008
Tax Amount (Credit Amount) $ 516,562
Penalty 58,502
Interest 124,855
Total Lizbility (Net Credit) 3 770,019
Dther Adjustments ] 0
Balance Due After Adjustments % 770,019

This is a prefiminary determination of the Sales Tax deficiency (credif} determined during the audit of your
company for the audit review period identified above. If not previousfy provided, copies of the audit work papers
and schedules that support the tax deficiency (credit) are also attached.

This determination is subject {o final review and approval by the Michigan Department of Treasury. A final audit
determination will be issued after the review is completed. The final audit determination also will advise you of
your appeal rights if you disagree with the determination.

This audit was conducted by Ronald Kolbig, Auditor, Tax Compliance Bureau, Fleld Audit Division 2. You may
contact the auditor's supenvisor, Joyce McCain, at (216} 573-0500 EXT. 211 or the Area Manager, Christopher
Potts, at (517) 636-0114 If you have any guestions regarding this determination.

As a representative of the zbove faxpayer, please acknowledge receipt of this audit determination and audit work

papers, and indicate whether or not you are in agreement with this determination. Please return a signed copy of
this determination within 10 days from the date of this notice,

I:] Agrees with this preliminary determination

I:] Does not agree with this preliminary defermination

Taxpayer has not responded to this letter. It appears that the taxpayer is not in agreement with audit results,

Signature/Title {Taxpayer Representative) Date
' _8/23/2011
Signature (Dept. of Treasury Representative) Date

2975 WESTCHESTER AVENUE, SUITE 404 - PURCHASE, NEW YORK 10577
www.michigan.govilreasury # (314) 253-8686
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Michigan Department of Treasury
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the empty beverage containers to the retail stores that sell beverages. To facilitate fast, automated
empty beverage container refund processes, beverage retailers can purchase reverse vending
machines from TOMRA. Consumers may insert empty beverage containers into the reverse
vending machines on site at the beverage retailers, and receive a printed receipt from the
machines denoting how many refundable containers were deposited and the corresponding
amount of cash refund to which the consumer is entitled. The consumer may then redeem this
receipt inside the store at which the reverse vending machines are situated,

TOMRA has three primary lines of business: (1) TOMRA sells reverse vending machines to its
customers, (2) TOMRA leases reverse vending machines to its customers, and (3) TOMRA earns
service revenue repairing the reverse vending machines it has sold or leased. Service revenue is
earned according one of two variations: (i) warranty contracts — fixed price periodic contracts for
any and all repairs required during the tenure of the contract; and (ii) “time and materials”
contracts where TOMRA bills incrementally for the time incurred and materials transferred in
servicing the equipment. TOMRA has self assessed use tax for parts consumed in order to fulfill
warranty contracts sold to Michigan customers.

TOMRA provides to its customers one of two different types of storage units, depending on the
type of reverse vending machine purchased: (1) small storage bins/tubs which hold a small
amount of converted beverage container material and (2) large “Gaylord Housing Units” which
hold large storage units called “Gaylord Bins”. When a customer purchases a TOMRA reverse
vending machine that uses small bins, the customer receives a negotiated number of storage bins
as part of the sales contract." These storage bins are sometimes referred to as “tubs.” The storage
bins are manufactured to be integrated with the reverse vending machines. Empty storage bins
are inserted into the reverse vending machine in the location designed for this purpose. As the
machine is operated, the converted beverage container material is processed by the machine and
inserted into the storage bin. In the event that these small storage bins wear out or break, Tomra
provides additional bins as replacement for the original storage bins. The beverage container
material is then transported to materials processing facilities to be recycled.

When TOMRA leases its vending machines to customers, the lease may take the form of either a
capital or operating lease.” When TOMRA leases a machine fo its customers, it retains title to the
bins that are provided with the initial transaction. The lease agreement includes provisions
governing the lease of the bins as well as the equipment.

TOMRA purchases all of the reverse vending machines that it sells from a foreign parent
corporation. The foreign parent owns 100% of the stock in TOMRA. The storage bins procured
by TOMRA for resale to its customers are manufactured and sold by unrelated parties.

! See TOMRA Reverse Vending Equipment Master Lease
? For financial accounting purposes, the difference between a capital or operating lease only impacts the
accounting treatment of the lease from the lessee’s persigpgijg. See FAS 13.
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terephthalate (“PET") or to determine high-density polyethylene (HDPE) which is not acceptable.
The sensors fulfill a critical part of the process in that they ensure the quality of the returns and
also that they are sorted in the proper bin which determines it use for recycling, Once the bottle or
can has been accepted by the TOMRA machine, the machine then converts the bottles and cans as
they are inserted into the machine.

When a can or bottle is processed by a TOMRA machine, ownership of the underlying beverage
container material transfers at the point of destruction from the consumer to various beverage
distributors such as Coke or Pepsi. UBCR, LLC (“UBCR”) is responsible for picking up the full
Gaylord bins, and then resupplying empty bins. UBCR brings the contents to its recycling
distribution center, where the raw materials are sorted and processed further, and where recycling
fees are billed to the relevant distributors. UBCR is paid by the distributors for its recycling
services. The processed materials are sold to additional industrial consumers for consumption.
Ownership of the small bins does not transfer to UBCR. However, UBCR provides empty
Gaylord bins from an inventory pool it manages.

In August 2011, the MDOT completed an andit of TOMRA for sales and use tax for periods
October 1, 2003 through December 31, 2008. The MDOT provided TOMRA with detailed audit
workpapers (see copy attached) to support the assessments noted above in the Billing Notices.

ISSUES

With respect to the taxes assessed in the two Bills for Taxes Due (Intent to Assess), TOMRA
protests the assessments for the following reasons:

1. The workpapers provided by the Department contain mathematical errors

The MDOT’s use tax workpapers report total taxable adjustments of $26,178,591 on Schedule B
page 2 of 2, Upon applying the 6% tax rate to this sum, tax of $1,570,716 is computed on
Schedule A1. This amount of use tax is subsequently reported on the Final Audit Determination
Letter dated September 27, 2011 and assessed on the Bill for Taxes Due (Intent to Assess) dated
October 3, 2011,

The single largest component of the use tax assessment is the “Expenses — Projected” amount
reported on Schedule B of $26,119,929. This expense projection comprises 99.8% of the total
use tax adjustments claimed by the MDOT.
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The detailed computation of the expense projection is reported by the MDOT on a workpaper
entitled “Projected Exceptions.” The MDOT tested TOMRA’s expenses for proper use tax
compliance for six sample months in the sixty-three month audit period. In the six months tested
and included in this report, “Total Exceptions” of $2,487,612 are reported out of a “Test Period
Base” of $3,097,085. By dividing the exceptions by the base, the MDOT determined that
80.3211% of TOMRA’s purchases were taxable within the six month test period, as reflected by
the 80.3211% “Projection Multiplier.”

On the Projected Exceptions workpaper, the total six-month Test Period Base of $3,097,085 was
divided by six to compute a monthly base of $516,181. For the five full-year tax periods within
the audit of 2004 — 2008, this $516,181 amount was multiplied by twelve to calculate a Projection
Base of $6,194,169 for each of these five years. For the three-month tax period within the audit
of October 1, 2003 — December 31, 2003, the $6,194,169 annual amount was multiplied by % to
calculate a Projection Base of $1,546,542. The sum of Projection Bases for the five full years and
three-month period was $32,519,387. By period, these Projection Bases were multiplied by the
Projection Multiplier of 80.3211% to produce Projected Exceptions of $26,119,929 in total.

The MDOT workpapers include a 19 page Microsoft Excel spreadsheet entitled “expense
exceptions” to support the computation of the $3,087,184.66 and $2,477,712.40 of total test
period base and total exceptions for the 6 month sample examined. In the spreadsheet, cells
11726 and J1726 contain the sums that respectively report the $3,087,184.66 and $2,477,712.40
of total test period base and exceptions. Cells 11726 and J1726 each contain a formula that sums
every line item in the particular column from row 7 through row 1725. In reviewing the
composition of the computed exception amounts on the worksheet it is evident that monthly
subtotals are being captured in six rows, including rows 218, 305, 431, 761, 1123, and 1470 (this
subtotal is labeled “2008 expenses”, but appears to subtotal transactions only from September
2008). Also, there is a “Total Expenses” subtotal that sums the subtotals from rows 218, 305,
431, 761, 1123, and 1470 on row 1471. These subtotal amounts are then again included within
the columnar total amount in row 1726 in addition to the amounts from each individual line item.
~ Accordingly, the amount of total exceptions and the test period base as reported by MDOT were
erroneously overstated by a factor of three due to this triple-counting of items and subtotals.

~ When the subtotals are deleted from the column totals so that exceptions and base items within
the six month test period are each counted only once, then $1,038,274.47 and $835,117.05 of
total test period base items and total exceptions are computed for the 6 month sample period.*

* These sums each include the $9,900 in promotional expense exceptions included by MDOT in the
spreadsheet below the columnar totals. 064a
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If the Projected Exceptions workpaper is recalculated to include test period base items and
exception items only once, the total six-month Test Period Base of $1,038,274.47 would be
divided by six to compute a monthly base of $173,047. For the five full-year tax periods within
the audit of 2004 — 2008, this $173,047 amount would be multiplied by twelve to calculate a
Projection Base of $2,076,548 for each of these five years. For the three-month tax period within
the audit of October 1, 2003 — December 31, 2003, the $2,076,548 annual amount would be
multiplied by % to calculate a Projection Base of $519,137. The sum of Projection Bases for the
five full years and three-month period would be $8,825,329. By period, these Projection Bases
would be multiplied by the Projection Multiplier of 80.4332% to produce Projected Expense
Exceptions of $7,098,492 in total.

Thus, the MDOT’s math errors produced an overstatement of projected expense exceptions of
$19,021,437 (or $26,119,919 as reported minus the $7,098,492 properly reported if the triple-
counted items are only counted once). Carrying through the corrected expense exception to
Schedule B, Total Purchases as reported of $30,345,664 must be reduced to $11,324,227.
Determined Tax computed on Schedule Al must be reduced from $1,820,741 (6% of
$30,345,664) down to $679,453 (6% of $11,324,227). Net of the Reported Tax of $250,024, the
corrected Tax Due on Schedule Al (assuming but not conceding that the identified errors are
indeed errors) should be $429,429 and not the $1,570,716 erroneously reported by the MDOT.
The corrected Penalty on Schedule Al should be $42,943 and not the $157,073 erroneously
computed by the MDOT. An estimate of the interest due on schedule A1 should be $139,436,
and not the $510,027 erroneously computed by the MDOT.

In summary, the MDOT’s math error caused an overstatement of use tax, penalty and interest of
approximately $1,626,008 as computed on Schedule Al. Even if TOMRA agreed with 100% of
the exceptions noted in the MDOT’s expense projection, only $611,808 would be due and owing
with respect to use tax in the audit, and not the $2,237,816 computed erroneously by the MDOT.
The taxpayer protests all portions of the assessment, and associated penalty and interest that
resulted from these computational errors. However, for reasons set forth below, TOMRA also
protests other elements of the use tax assessment.

2. TOMRA'’s inventory withdrawals of storage bins does not represent a taxable use of
tangible property by TOMRA in Michigan

As described in detail in Section 1 above, the MDOT’s audit workpapers include a use tax
expense projection of $26,119,929 reported on Schedule B. Once the triple-counting of items is
eliminated, the total expense exceptions for the six month test period would be $835,117.05, and
the test period base would be § 1,038,274.47.
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TOMRA sells or leases tangible personal property to Michigan customers that is eligible for an
industrial processing exemption pursuant to Michigan law.°

TOMRA’s customers utilize reverse vending machines to collect used bottles and cans to begin
the industrialized process of conversion to reusable retail material. The first step in the overall
process of recycling a used aluminum beverage can or glass/plastic bottle begins when the
TOMRA machine receives the can or bottle which is passed through its sensors to determine if
there is excess liquid remaining in the can or bottle. If there is excess liquid remaining in the can
or bottle at its point of entry into the TOMRA machine, the machine will reject the can or bottle.
The TOMRA machine further has the capacity to distinguish the color of the bottles (clear,
amber, green, etc.) for glass sorting purposes into separate Gaylord storage bins. The aluminum
cans and plastic bottles are not sorted by color, however the coverted returns are placed in their
own separate Gaylord storage bins. Additionally, the TOMRA machine sensors have the capacity
to determine the type of plastic that is acceptable in the machine such as polyethylene
terephthalate (“PET”) or to determine high-density polyethylene (HDPE) which is not acceptable.
The sensors fulfill a critical part of the process in that they ensure the quality of the returns and
also that they are sorted in the proper bin which determines it use for recycling. Once the bottle or
can has been accepted by the TOMRA machine, the machine then converts the bottles and cans as
they are inserted into the machine. The machine then feeds the converted glass or plastic into
internal bins that are an integral part of the machine. The internal bins store the materials within
the machine until such time as the materials are collected for transport to a processing plant. This
process converts the form, composition, quality, combination, and character of the materials to
the point where they are no longer recognizable or functional for their former use. As discussed
above, the sensors at the beginning of the process ensure the converted material is contaminant
free in accordance with recycling standards in order for it to be of a composition and character
suitable for manufacture into new products. The materials collected and converted by TOMRA
machines are used for a variety of uses in producing new products ultimately sold at retail or for
reuse. For example, one of the most common uses of PET is in the manufacture of new carpet.

According to Michigan statute,

The sale of tangible personal property to the following after March 30, 1999, subject to
subsection (2) is exempt from the tax under this act:

An industrial processor for use or consumption in industrial processing [or]

A person, whether or not the person is an industrial processor, if the tangible personal
property is used by that person to perform an industrial processing activity for or on
behalf of an industrial processor.”

§ See Mich. Comp. Laws Ann. § 205.54t, generally.
? See Mich. Comp. Laws Ann. § 205.54t(1), (1)(2) and 0§Fh
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Considering the industrial processing statutory provisions together, it does not matter whether the
stores that TOMRA sells or leases the reverse vending machines to is or is not an industrial
processor, because under subsection § 205.54t(1)(c), any person is entitled to the benefit of the
exemption so long as they use purchased equipment to engage in an industrial processing activity
for or on behalf of an industrial processor. :

With respect to storage bins sold and leased as part of the reverse vending machine transactions,
TOMRA finds further support for this position in Administrative Bulletin RAB 2000-4, in which
the Department enumerates the type of tangible personal property that qualifies for the industrial
processing exemption through the application of several examples. Examples 13 and 14 are the
most applicable to the processing of industrial and commercial waste.!! Example 13 presents a
company that collects production waste into small containers and then consolidates those small
containers into one large container for ease of collection by a recycling company. Under this
hypothetical example, the small collection containers qualify for exemption, but the large
container, which is removed from the processing activities and serves only a storage purpose,
does not qualify.12 Example 14 presents a company that collects and bales production waste into
bundles, which are then stored in containers until they are collected by a recycling company. The
example provides that the containers and the baling equipment qualify for exemption given that
the materials collected do not come to rest until they are bundled in a storage area.'”” For these
reasons, the storage bins sold and leased by TOMRA to its customers also qualify as exempt
industrial processing equipment.

In summary, because TOMRA sells and leases reverse vending machines and bins to customers,
and because this equipment clearly qualifies for the Michigan industrial processing exemption in
the hands of TOMRA’s customers, any sales tax collected from Michigan customers during the
audit period was collected in error. Accordingly, TOMRA protests the sales tax assessment of
$772,665.50 (inclusive of penalties and interest). Additionally, TOMRA will seek a refund of all
of its sales tax collected and remitted during the audit period in the amount of $2,458,452 plus
applicable refund interest. TOMRA understands its obligation to return the refund of sales tax to
its customers.

4. The Department has not given TOMRA an adequate opportunity to provide
support for workpaper entries described as “no invoice”

TOMRA has not been given a chance by the Department to provide additional information for a
significant number of transactions in the use tax “Expense Exceptions” worksheet that are marked
as taxable due to “no invoice.” Although the ability of the Department to assume a transaction is
taxable in the event the taxpayer is unable to produce documentation that provides otherwise is
not in question, TOMRA has not been afforded an opportunity to provide invoices to rebut the

"' RAB 2000-4, supra note 9, at Examples 13 and 14.
121d. at Example 13.
" 1d. at Example 14. 069a
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Department’s presumption. The “no invoice” transactions that are detailed, to the extent that
TOMRA is unable to present documentation to demonstrate either that tax was collected and
remitted or that the transactions were exempt from taxation, operate to overstate the error ratio
asserted by the Department. These items represent approximately a taxable base of $293,752.
TOMRA requests relief of time to respond appropriately to the items that were identified as”no
invoice’ in the audit workpapers.

5. The Department has not given TOMRA an adequate opportunity to provide
support for capital expenditures

TOMRA has not been provided with the opportunity by the Department to provide support for
any of its capital expenditures. Although the ability of the Department to assume a transaction is
taxable in the event the taxpayer is unable to produce documentation that provides otherwise is
not in question, TOMRA has not been afforded an adequate opportunity to provide invoices to
rebut the Department’s presumption. The “no invoice” transactions that are detailed, to the extent
that TOMRA is unable to present documentation to demonstrate either that tax was collected and
remitted or that the transactions were exempt from taxation, operate to overstate the tax liability
asserted by the Department. These items represent approximately a taxable base of $788,288.
TOMRA requests relief of time to respond appropriately to the items that were identified as “no
invoice’ in the audit workpapers.

6. The Department has not given TOMRA an opportunity to provide support for
workpaper entries described as “National Promo Accounts”

The department has calculated an estimate of taxable advertising by multiplying TOMRA’s
federal Form 1120 Line 25 amount by the respective Michigan Single Business Tax sales
apportionment percentage for each year, resulting in a projected taxable base of $498,884 in the
use tax audit on Schedule B. TOMRA does not perform national advertising. There is no clear
ratable amount of federal Line 25 expenses that are taxable in Michigan. Media advertising is
exempt pursuant to Mich. Comp.Laws Ann. §205.54d(h). Advertlslng services are not taxable
in Michigan because they are not among the enumerated services found in Mich. Comp. Laws
Ann. §205.93a. For these reasons, it is likely that almost no portion of the amount estimated by
the auditor is taxable. For this reason, TOMRA protests the assessment of tax of $29,933 by
MDOT asserted as the Michigan portion of national advertising.

070a
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In light of the above, TOMRA respectfully requests an informal conference in contesting the
Intent to Assess letters issued by the Department. If you have any questions, please feel free to

contact me at (860) 297-5033.
Very truly yours,

KPMG LLP

Andrew Koutroumanis
Manager, State & Local Tax

Enclosures

et Geoffrey Knotwell
Robin Hettrick
Rick Hill - KPMG
Michael Duffy - KPMG
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Wichigan Depariment of Treasury Check box i this Is an

{65 (Rev. 08-10% : amended return.
Annual Return for Sales, Use and Withholding Taxes [x | Amended Return’
Taxpayer Name Account Number Amendment Date

TbMRA of Neorth america, Inc. v 12/7/2011

Ohe Corporate Drive, Suite 710 Return Year Pate Due

she , CT 06484 2003
IF_}'_IQ s return by February 28. Do not Use this form to replace a monthily or guarterly return.
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<Addlines 1, 28083, | L L L i e e r i e ek
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L Resals, L, L i e a et U -8
. Iridustrial processing or agricultural preducing L. . . B . b
"~1nterstate commeree | | | . . .. c.[
-’E><9mPt5EFVIBE5 ............. e e e,
- -Sales on which tax was paid to Secrefary of State . . , . . ..t u i a e e . .8
- T ood for human/home consumption , . . .. ... .. ... I ¢
CBRAEEBIS L L L L i e e ek e e e e AR
) fMich;gan motar fuel or diese! fuel tax :
Other Identify:
"Taxsnc uded in grosssales{linet) _ . . . .. .. .. ... ... ...
HiTolal allowable deductions. Add lines 5a - &
:-Taxable balance. Subtract line 5k from lins 4
ETKRAS L L e
. Gree- tax due, Multiply line 8 by line7 >
ITa scted In excess of ine8 | |, L8>
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. Enter your taxable purchases | . ... .. .......F14a 1,090,773.67 x.06 = 14b. 65,445.78
B 1s. 65,446.78
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« & %k ¥ oz x4 A % om%odomoeoxomoxoE M = m ¥ x ¥ oxoEF T RN OEOE ETEoEOERZToEX

‘ithholding Tax
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*r X w3y o ox o womoa «non

Akf line 21 is less than line 20, enfer batancs due | : ) L Pas
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i["F-thIs return is fied lale, enter penalty and interest. (See instructions.) e e e » 28,
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;T’G)TAL PAYMENT DUE. Add lines 25 and 26. Make check payable to "State of Michigan.” A o7

[a~ ~n Items Purchased for Business or Personal Use: Use Jines 14 and 15 fo report purchases made for use in your business
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’ Am Annual Returns

2003-2006

Form 165, Page 2 Account Name  ~ ) Account Number
3 - TCMRA of North America, Inc.
I'ype of Business Ownership (check ong only)

Individual D Michigan Corporation Trust or Fstate {Fiduciary)

Husband - Wife : Subchapter S Jalnt Stock Club or Investment Company
N F‘artnershlp ’ Professional Soclal Club or Fratemal Organization
2 Registered Parnership, Agreemeant Date; Other (Explain)

Limited Partnershlp ) .

*.*| Limited Liability Campany “ [x]} Non-Mich. corporation
Domestic (Michigan) . Subchepter S
* " | Professional '
3 Foreign (Non-Michigan)

(]
ENRS

sighature (you are required to complete all information requested below)

dec!ara under penally of perury that this refurn is frue and complete fo | declare under penalfy of gerjury that this refumn is based
hed best of my knewledge. on all Informalion of which | have-any knowledge.

authorize Treasury to discuss my refurn with my preparer - Yes D No | Preparer's Slgnature, Address, Telephane and ID Number

axpayer or Authorized Representative Signature ‘ KMW%MM

KDMG, LLP

axpayer FEIN or Soclal Security Number Telephone Number \ \
: One Financial Plaza

203 447-5738

;mz%%ﬁ%mﬂmﬂmﬁﬂxxs Date | 755 Main Street
“Jreasurer” j2lishi Hartford, CT 06103

1n\ 1 nr Cnrporala Offlcer Respnnsi‘b|u for Relum | Telephone Number

2,.{ Debek B60-297-5555

E’Aware of Postal Requlations When Mailing Your Tax Return: The U.S, Post Office calculates postage based on the welght,
e “and thickness of an enveiope. Consult with the Post Office befure mailing to aveld delays in delivery; lems with insufficient postage
H be returned to the sender by the Post Office.

ailmq lnstructlonS'

enclosing payment with your Annua! Return, mall to:

chigan Department of Treasury
ipartment 78172

J.Box 78000

:trcit Ml 48278-0172

mquestmg a Credit to your account (amount on line 23) ora Refund (amuunt on line 24), mar! to:

fﬁlgan Department of Treasury
J. Box 30779
nsing, MI 48909

} other Annual Returns without payment, mail to:
*higan Department of Treasury
nsmg Mil 48930

B Go to www.michigan.govitaxes {o check your Sales, Use and Withholding

3 transactions and ask questions ahout your accaunt on-line.
25DN 2.000 ’

- o 076a
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Am Annual Returns :

2003-2006
TOMRA of North America, Inc.
Refund Calculation Summary
Year Ending 12/31/2003
Sales Tax Use Tax Total Tax Amounf Due
Originally Oniginally Originally Per Amended _

Month - Remitted Remitted Remitted Return Refund Due
January $ 17,865.88 $ 11,395.28 k] 29,265.26 $ 29,265,268 3 -
February $- 19,773.14 $ 3,993.64 3 23,766.78 $ 23,786,778 $ -
March b 18,710.05 $ 10,518.34 k] 20,228.44 5 29,228.44 3 -
April 3 23,778.14 3 5,612.29 b 30,390.43 3 30,380.43 $ -
May $ 27,584.20 5 4,011.34 $ 31,595.54 3 31,595.54 $ -
June $ 27,501.15 3 6,033.756 $ 33,534.80 3 33,534.80 $ -
July $ 42,051.94 k] 414828 $ 46,200.22 $  46,200.22 L3 -
August 3 31,361.18 3 6,947.27 $ 38,308.45 b 38,308.45 3 -
September $ 40,509.41 3 3,608.21 -§  44,115.82 $ 4411582 % -
Octeber 3 31,754.37 5 4,450.27 L 36,204.64 $ 4,450.27 $31,754.37
November 3 32,743.92 5 2,300.55 3 35,044.47 5 2,300.55 $32,743.92
December $ 27,403,858 k] 1,425.58 3 28,829.15 $ 1,425.56 $ 27,403,509

Total Refund Due: $91,901.88
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Mlch}gan Fept, urTrzasury, 165, {Rev, 9M3)
 Annual Return for Sales, Use and Withholding Taxes

ORIGINAL

Am Annual Returns

_[ Place Label fram Your Cutipon Book Hera or Enfer Taxpayer Name |

 ARA OF NORTH AMERTCA INC
_ |480 LORDSHIP BOULEVARD
: {STRATFORD, CT 06615

Account Number

Date Due

. , . A, Use Tax: Sales & Rentals

2003-2006

File this retum

by February 28

B. Sales Tax

.- Sales and Use Tax T ; 5%

4%

8%

4%

v i Gross sales (neluding sales by out-of-stale
. vendors subfecttousefax) . . . . .

........

Rentals of tangible prupe:ty and accommodations |, | 2.
' Communicationservices | . .. ., .. .

A Addlines 1,2,and3, . ., (L. .. er ot

e

b5, 583,551, 33

- ALLOWABLE DEDUCTIONS

i
0

5E-RESBJE........
© b, Industrial processing or agricultural producing | | | b,

Juor e

. Interstate commarce , L, . .. .,
. Exemptaenvices , ., .., ..

-----

. Balss on which tax was pald to Secrotary of State .

Food for humanthome consumptlon . . . . .. ..

. Baddebts | ... ., o

« v ox X v oE mow

.. Michigan moter fuel or diesel fueltax , , . .., ...
. Other - Identify: .

, Taxincluded ingrosssales (ine 1) _ | .

e s o0 om oy

Total aliowable deductions. Add fines 5a-5f |, , |, . ,

wvivE

(583,951,333

* Rate

x.08
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}

.4
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o
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- o
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b
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}'2_. Tuotal tax due. Subtract line 14 fromne 10, , . ., 12

Y Y| Ivivw (wv
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v (vl [vlv| lx|v
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¥ ¥ (¥ |T|V¥

BiAmmL 4 Ak
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14, Enter your purchases taxable atthe 6% rate . , . . , .
15, Tax payments made [nthe current year | |,

Withholding Tax
"16. Gross Michigan payroll and other taxabla compensa
. 17. Number of W-2senclosed , , ., .. ... .. s
-"18. Total Michigan Incame tax withheld perW-2s . , | .,

.Il..I]ll

Summary

P 14a.

y 19 Total Michigen :ncometaxwithhn[ding pald during current fax year ey ke e

'se Tax on ltems Purchased for Business or Personal Use (see back)*™

1,090,779.67

LY

65,446,178

E5,446.78

T = ko1
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22. It line 21 Is grester than fine 20, enfer evarpayment ., , .,
23, Amount of Iine 22 to be credited to your gecount. -

-----
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e
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e s
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DRI T B I
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------

---------
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¢
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250A 2.000
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Am Annual Returns
- 2003-2006

ST o ORIGINAL

ol ] individuat ; [ 1 Michigan Corporation Trust or Estate (Fiduckry)
‘f’ Husband - Wife : Subchapter § Jaint Stock Club o Investment Compary
Partnership Professicral Soeial Club ar Fratamal Orgentzation
Reglstered Partnership, Agresment Date: 3 Other {Explrin)
 Limltad Partnership . :
[ Limited Liabiliy Company Non-Mich. Corporation

Bomestic {Michigan) . Bubchapter 8
Professional '

Forelgn (non-Michigan)

_Signature :
1 declare, under penally of penjury, thet this refurn Is irue and complete fo | daslars, undsp penafly of patjury, theé this return /s based
b the best of my knowledgs, an ail informatian of which | hava any kmowledge,

< authnrima Treasury to discuss my retum with my preparer. Ex__} Yes D No | Preparecs Signature, Aduress and Phore 2nd ID Number

- Taxpayer‘s Sigrature

’ Capossela, Cohen, LIC
_ s Texpayer's Sccki Securlly Number Telsphone Number
(203 ) 455-5000 203 254-7000
: Jexpayers il Data 368 Center Street
;P. Finance Southpert, €T 06850

L
Fanl

i you are enclosing payment with your return;

MAIL TO: Michigan Department of Treasury D
i Department 78172
P.O. Box 78000
. Detroit, Ml 48278-0172

lfA you are not enclosing payment:

MAIL TO: Michigan Department of Treasury
o Lansing, M! 48830

‘Hae Tax on ltems Purchased for Business or Personal Use

Jse lines 14 and 15 to repert purchases made far use In your
wwslness or for items removed from your inventory for personal use.
Yo not repeat tha amounts from Column A, lines 1 - 4 here.
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Am Annual Returns

Check hox if this is an

Treasury . amended raturn.
BT for Sales, USE and Wrthhold;ng Taxes - [x | Amended Return
: o - [ Account Number ' Amendment Date
. ‘ ) 12/7/2011

Return Year

2004

A. Use Tax: Sales & Rentals B. Sales.Tax
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................ B 3 ___!Z"
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TR > EI SN
......... . T A : 12 25,827 §3f -
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. R
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...... . & ERA
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P gL ;
& " WL ®W o®W o om W W OR M ow % W kK V¥V & A ».19 !
:
R SR s5,585.59 1
-4 499,661 .32
han line 20, enteroverpayment U oF 3 ) 454,076.33
credned fo your accbunt. < : : . ) R
Wheh your credit is verified and avafiable _ . . , . .. ... P 23
toberefundedtoycu T e P 24, 454,076.33
;IinEZU enterbalancedue . - a ok ow w4 N T NN 4w oA s oamEowowomox N >25‘ -
iled Jate, enter penalty and |nierest (See Insirucﬂnns} e e e, . P26, - AT S
ENT.DUE. Add fines 25 and 26, Make check payzble to "State of Michigan® . R 1 MRS

sed for Business or Persona) Use: ‘Use ines 14 and 15 o report purchases made for use In your businass
frDm y::ur Inventory for personai or business use. Do net repeat the amounts from Column A, lines 1 - 4 here.

. " 083a
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Am Annual Returns -
2003-2006

Accoun! Name Account Number
| TOMRA of North Amerilca, Ine.

] ,Ipd:vldual . ’ l:l Michlgan Corporation Trust or Esfate (Fiduciary)
3 Husband - Wife ] Subchapter 3 Joint Sleck Club or Investiment Companyy
Partnefship Professional Sociel Club or Fratenal Organization
j Registered Parinership, Agreement Date! ) ‘ ) Other (Explain)
] Limited Parinership
%] Limited Liability Company : : l__x—__l Nen-Mich. Corporation
:: | Domestic {Michigan) . _ | Bubchapter 3
Professional :
Lk “;" Il?nreign {Nen-Michigan)
Reasnn ror amending refem, En:lude your account number {if not lIsted above) In the explanation.
SEE ATZ‘ACHMENT _ '
re (you are required to complete ali information requested below) - : 7 )
2 uf;derpenalry of perjury that this return is frue and complele fo | declare under penalty of pedqury that this retum is based
E t of my knowledge. an all nformation of which | have any knowledge,
g ’mz s Tre asury to dscuss my ratum with my preparer. {x - Yas I__—__l No | Preparer's Signature, Aduress, Tel ephane and {D Number
RS N
Ta:'cpayer a1, uthcnzed Representative Sionature . %W%W
s S ' KPMGE, LLP -
Tejephone Number K

) One Financial Plaza
203 447-9738

T o d Ra ; : ; i
En:m:“;:,,,M';::;:*:;?st Date 755 Main Street
Tyeasies I-DJJS’ i Hartford, CT 06103
& of Corporats Officar Responaibls for Ratum Telephone Number .

860-257-5555

oon Hcﬂnuc

Be Aware of Postal Requlations When Mailing Your Tax Return: The U.S. Post Office calculates postage based on the welght,
sizg ‘and thickness of an envelope. Consult with the Post Office before mailing 1D avold deiays in delivery; items with insufficient postage
vill be returped to the 5ender by the Post Office.

lnallmq Instructions:

f enclosing payment with your Annuat Return, mail to:

lichigan Department of Treasury )

lepartment 78172 ) -
{O;:Box 78000

'etrmt Ml 48278 0172

Ter uestmg a Credit fo your account (amount on line 23) ora Refund (amount on line 24), mail to: .

l,é gan Department of Treasury
(O Box 30779
ansmg. M! 48809

ll “other Annual Returns without payment mail to;

Chlgan Department of Treasury

-nsing. MI 48830

) Go to www.michigan.govitaxes to check your Sales, Use and Withholding
3 ' transactions and ask questions about your account on-line.

IZ5DN 2.000
- 084a
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Am Annual Returns

085a

2003-2006
TOMRA of North America, Inc.
Refund Calculation Summary
Year Ending 12/31/2004
Sales Tax Use Tax Total Tax Amount Due.
‘Originally Originally . Originally Per Amended _

Month Remitted Remitted Remitted Return Refund Due
: |January $ 44.675.58 $ 3,919.76 % 48,585.34 $ 3,919.78 $ 4487558
February $  31,682.13 $ 2,588.18 $  34,270.31 $ 258818 | | $ 31682.13
March 3 96,804.45 3 5,731.97 _ $ 102,536.42 3 5,731.97 $ 96,804.45

April $ 2582763 $ 374877 | | $  29,577.40 $ 2857740 $ -
May _ 1% 32,572.01 - 5,034.31 $ 38,006.32 % 5,034.31 $ 32,972.01
June 1% 45741.83 $ 14.676.42 3 60,418,25 % 14,676.42 § 45741.83
July $ 28,216.83 $ 1,182.58 3 29,3589.41 $ 1,182.58 $ 28,216.83
" |August $ 44.405.25 ¥ 1,882.11 $ 46,287.36 3 1,882.11 $ 44,405.25
September 3 23,734.86 3 1,563.46 5 25,298.42 $ 1,6683.46 $ 23,734.96
Octoher 3 34,358.87 § 1,378.05 L 35,736.92 $ 1,378.05 $ 34,358.87
- INovember $ 43,459.08 3 1,456.15 3 44 91523 5 1,4586.15 $ 43.459.08
" {December $. 2802534 3 1,022.45 % 29,047.79 5 1,022.45 $ 28,025.34
Total Refund Due: $454,076.33

INd £2:8€:€ 6T02/2T/9 DS A daA 13D



Am Annual Returns
2003-2006

ORIGINAL

Michigan Degt, of Treasiry, 165, (Rev. 5-03)
Annual Return for Sales, Use and Withholding “Taxes

“Gce Label frum Your Coupon Book Here or Enter Texpayar Narme Account Number
smra of North America File this return

480 Lordship Boujevard Retum Year Dats Due
Stratford, CT 08615 o004 - by February 28,

" Do not use this form to replace a monthly or guarterly return.

A, Use Tax: Sales & Rentals - . B, SslesTex
% 4% . E% 1 4%

‘Saies and Use Tax
.. 1. Gross salss (including sales by out-of-state
vandors subject to use tax) 1, |
. Rentals of tangible property and accommudatlons 3, ]
i
|
|
1
!
i
B
i

. Communicatlon sarvices . 3,
Add fines 1,2 and 3 4.
ALLOWABI E DEDUCTIONS :
., Resale e BAL
b. Industrtal processing or agricuitural preducing ... b.
. Interstate commerca ’
Exempt services
Sales on which tax was peld fo Secratary of Stats...
Food for human/home consumption
."Bad debts .
‘h. Michigan mator fuel or diesel fush tX ..
. Other. ldentlfy: -
' Tax inciuded In gross sales (N6 1) e inan
. Total aliowable deductions. Add [ines 5a - 5] ...
Taxahls batanse, Subtract ling 5k fram line 4
Tax Rate
=t Gross tax dus. Multiply line 6 by fine 7
3:.. 8, Tax collected In excess of fine 8 v B,
Add fines 8 and 8 . 40,
TOTAL discount allowsd {see Instructions) 1.}
. Total tax dua. Subtract lns 11 from fne 10 12, :
. Tex payments In current year (after dISCOUNS) e 13, 2

Tt
m

- P op OF

Lt

» ] >
y 7,088,380:33  |»

x1.06
) 47800396 )

[l o o

B3
-
-

M
|l _‘%c_
Y

!
E
‘ I J10.l  479,903l58
] 4 i 1.1¥ B »
: 1z2.|___ 479.803i26
L4 13,1 478,00385 {»

1

. 14." Entsr your purchases taxabla at the 6% rate ' p14a. 32528334 . .gg- b 19,757@
- 15. Tax paymeris mede In the curra_nl year .. " . b 15, 44 18521

Wlthholdmg Tax -

" 16, Gross Michlgan payroll and other taxable mmpsnsatibn for the year } 16. |
17. Number of W-2s enciosed 17.

18, Total Michlgan incoma tax withheld per W-2s . } 18. I
19, Tolal Michigan Income tax withholding peld during current tex yaar \ » 18. ]

Summary .
Total salés, use and withholding taxes dus. Add lies 12A and B (both rate columns), 44b and 18 0 498,661]82

20

21, Total sales, usa and wlthholding taxes paid. Add Jines 13A and B (hnth rate columns), 15 and 19 2 524 088!17

.22, lflne 21 Is greater than line 20, enter overpayment..... v B 22, .24 4775

23, Amount of line 22 to be credited fo your account, . . l

We wiif notlfy you when yuurcradlt Is verified and evailabla.... s b 23, 0ino

i 24, Amount offine.22 tabe rafunded to you y 24. 24 47725

-5 25, |fline 29 Is leas than fine 20, entar halanca due b 25

"@6. If this return is flled late, enter penalty and Intersst. {Sea insfructions.) ....... » 28 i
. 27. TOTAL PAYMENT DUE. Add [inas 25 and 28, Make checks payable to “S’cata of Michlgan." .... 2T | .

v

Complste and sign the back of this retum,

. wivw.michigan.govitreasry:

086a

INd £2:8€:€ 6T02/2T/9 DS A daA 13D



R DUmI!edUab!!ﬁndmpany

- e

T B
I Sy

An\l Annual Returns

g Domesfic (Michigan)
D Professional
[] Foreign (Non-Michigan)

: 2003-2006
ORIGINAL.
' 185, P;ga 2
Type of Business Ownership {check ane only)

[ individuat [ michigan Carporation T3 Trust or Estats (Fiduclary)
[ Husband - Wit [] subchepter 5 [] Joint Stack Giub o favestment Company
[ Partnership : [ Professional [} scetal Club or Fratamal Organtzafion

] Registersd Pastnership, Agreemant Dala:E::] 1 other (Expiain}

[T Umitad Partnarship. T Non-Mich, Corporatian

[ subchepters,

' Slgnature

{ declsrs undar perrally of petjury that this refurn Is trus end complsfa iu
the best of my knaudadga

* Eauthorize Traesury o discuss my natum with my preparan, [ [Yes [ [No

! daclare under penatly of pérury thet tis retum Is bessd
on all Inronnat{on of which | heve any knowiedge,

== %}

Taxpuyar‘sﬁodal Sacurity Numbsr Ta}aphcné Numbar
( 203 } 455-5000
Taxpayur'l'i‘ma . Date

V.P, Finance

Prapares's Slgnaturs, Addesd and Phana and 1D Numbar

¥ you ém anclosing payfnant with your retum:

AL TO: Michigan Departmentof Treasury
Department 78172 -
P.O. Box 78000
Deiroit, Ml 48278-0172

If you are not enclosing payment:

MAIL TO: Michigan Department of Treasury
Lansing, Ml 48930

*Use Tax on items Furcha#ad far Business or Personal Use

Uss lines 14 and 15 to report purchases made for use In your

M business or for items removed from your inventory for parsonal Uesa.
.. Do not repeat the amounts from Column A, lines 1 - 4 here.

087a
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S
vI’cthan Department of Treasury
155 {Rev: 0B-10)

Annual Return for Sales, Use and Withholding Taxes

Am Annual Returns
2003-2006

Check bex if this is an
amended return.

x [ Amended Refurn

Taxpayer Name
TOMRA of North Rmerica, Inc.
One Corporate Drive, Suite 710

06484

Account Number

Amendment Date

12/7/2011

Return Year

2005

Daie Dus

She’ v, CT
File

3ales and Use Tax
Gross sales {including sales by out-of-state

entals of tangible property and accommodations ,
y Telecommunlcatlons services ,
i Addilnes1 2,and3, _, ...
" ALLOWABLE DEDUCTIONS
v Resale, . ,,,.,..,...
1. Industrial processing or agricuitural producing
. Interstate commerce |
f. Exemptsenices | | | .

m w o« ¥ T F R & S oM P OX X FPEOE ONomoE R

P oa o m s ox o E ¥ o®m oM oE E % oW ow ¥ B o¥ox o x ow oKW

Sales on which tax was paid fo Secrefaryof State , . ., ... .. .. -

* "Other - Identify: ok a e e s

~ Tax included in gross sales {/ine 1}

Iﬁ’t’axabie balance. Subtract {ina 5k from line 4

mr ¥ omoxox K KA OX T P oFEEOETN e I B

Gmssiaxdue Multiply ine6byline7 ., . . . . v @ v v o s v m v

ected in excess of fine 8

';.’ Tt
)7 Adu wies 8 and 9
| TOTAL discount alfowed (see mstrur:tmns)

{ithholding Tax
;. Gross Michigan payroil and other taxable compensation for the year |, | |
*. Number of W-2, 1088, andfor 4119 forms enclosad |
, Totaf Michigan income tax withheld per W-2, 1098 and 4118 fonns |
b i‘btal Michigan income tax withholding paid during current tax year

TR N

5

LT ai sales, use and withholding taxes paid. Add lines 13A, 13B, 15 and 1
1. [Fline 21 Is greater than line 20, enter overpayment , , , . ,
" Amount of line 22 to be credited to your account.

‘;'n_'o'unE of line 22 to ba refunded to you

X% oF oA oxom oW o oaaxoxox ETr %

If this return is filed late, enter penalty.and Intsrat {See instructions.} _ |

P R R N N

i otaisales use and withhoiding taxes dus. Add lines 12A, 12B, 14band 18

¥ n % o= osomoroxxoEoaw R R

¢ Total allowable deductions, Add lines'5a-5 , , ., ... .. e e

* m e % 2 x x x 3w o= % o ox s om o ET X s oT RN xom o2 o> omoEosomomomowmoE

s return by February 2B. Do not use this form to replace a monthly or quarterty return,

‘"TOTAL PAYMENT DUE. Add lines 25 and 26. Make check payable to "Sfate of Michigan.” _ |,

A2 1 e = = g omoxowowox

A. Use Tax: Sales & Rentals B. Sales Tax
6% 8%
..... P B 1 705139533
R T T T 5-112’
....... O S
e e L AP - 4| 7,081,385.33
x e e n .. oa 5a.
. = « 4 oz oxoxo=oxa b. 6,465,417.50
N EEEE . x G.
% W xR % o% owox  » B,
e £ >
. j
ki¥  5,259,417.50
e e 6. P  611,977.83
e e e i P 7. x .06
8. > 36,718.67
RS 8 s[>
10. 10. 36,718B.67
e R LR o t1.| 2
PR T3 12, 36,718.67
. . 131 13.1 % 424,883.72
277,169.33 x.06 = 44h, 16,630.16
R i 1A 16,830.16
ke in P16
e 1T
R gL
e e et a e .20 53,348.83
- 441,513 .88
R 73 388,165.05 .
R R
L P 388,165.05
s N
P27,

sé,;l’ax on Kems Purchased for Business or Personal Use: Use tines 14 and 16 to report'purchases made for use in your business
Tor™ removed from your inventory for personal or business use. Do not repeat the amounts from Column A, lines 1 - 4 here,

SER N
30

250A.2,000

088a
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: : Am Annual Returns
2003-2006

Drn’iﬂﬁé. Page 2 Account Name . Account Number
' TCMRA of North America, Inc.

}LE * Business Ownership (check one only)

I:] Michigan Corparation Trust or Estate (Fiduciary)
Subchapter S Joint Stock Club or Investment Company

e Partnershsp . : Professional Soclal Club or Fratemal Organization

'__; Regjstered Partnership, Agreement Date ‘ . Other (Explain)
+ {* | Limited Partnership ' -
i. | Limited Liability Company - p E Non-Mich. Corporation
“>1%% | Domestic (Michigan) : Subchapter 8

Professional '
_ﬂ Foreign {Non-Michigan)

‘eason for amending retum. Include your account number {if not listed above) in the explanation.

iignature (you are required to cémplete all information requested beiow)

décia re under penalfy of perjury that this return is true and complefs fo 1 declare under penalty of perjury that this return is bas;ad
gg’_a}:?best_ of my knowledge. on ali information of which | have any knowledge.

'at.]jﬁibr]ze Treasury to discuss my return with my preparer. Yes [:’ No | Preparer's Signatire, Address, Telephone and ID Number

. ‘/ -
Authorized Representative Signature WM
KPMG, LLP :
1 /ﬁw LN
axpayer FEIN or Sacial Security Number Telephone Number One Financial Plaza
203 447-38738 .
xpaysr of Authorfzed Representative Title Data 755 Main Street
!wner.'Oﬂ":erlMemberlMansgerfParlnar}
L Treasuwres : IQ)JS/M Hartford, CT 06103
int'Nama or \:orpnra!a Officer Respensible for Retum | Telephone Number
/R P P _ B60-297-5555
chin Helnee

¥ Aware of Postal Requlations When Mailing Your Tax Return; The U.S. Post Office calculates postage based on the welght,
g _nd thickness of an envelope. Consuit with the Post Office befnre maliing to avoid delays in delivery, items with insufficient postage
I bé returned to the sender by the Post Office.

atimg Instructions:
éfnclo;sing payment with your Annual Return, matil to:

“higan Department of Treasury
pariment 78172

2. Box 78000

troit, Ml 48278-0172

P

requesting a Credit to your account (amount on line 23) or a Refund (amount on line 24), mail to:
:higan.Department of Treasury .

3. Box 30779

nsing, Mi 48909

H'(l

lroj;her Annual Returns without payment, mail to:
‘hidan Department of Treasury
ﬁg{lng MI 48930

) Go to www.michigan.govitaxes to check your Seles, Use and Wlthholdlng
3. transactions and ask questions about your account on-ine.
ZEEJN 2wl

089a
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Am Annual Returns

2003-2006 r;H

@)

: L

. <

TOMRA of North America, Inc. - m

Refund Calculation Summary ch

" Year Ending 12/31/2005 <

, ’ =

Sales Tax - Use Tax Total Tax Amount Due - %

Originally Originaily ' Originally Per Amended (@)}

Month Remitted Remitted Remitied Return Refund Due : ;

-[January $ 2022512 |$ 1,889.04 | $ 22,124.16 $  71,895.04 $ 20,225.12 A\

February $ 3540411 $ 1,177.49 $  36,581.60 $ 1,177.48 $ 35,404.19 : B

March $  57,487.56 $ 1,460.68 $ 5894824 $ 1,480.68 $ 57,487.56 '6

April $  32,892.62 $ 1,640.32 $  34,532.94 $ 1,640.32 $ 32,892.62 W

May $  47,334.08 $ 1,807.74 $  49,141.82 $ 1,807.74 $ 47,334.08 W

June $ 3671867 $ - $ 3671867 $ 3671867 3 _ %

July $ 2899232 $ 1,944.87 $ 30,937.19 $ 1,944.87 $ 28,992.32 B

August $  52,016.25 $ 1,547.05 $  53,563.30 $ 1,547.05 $ 52,016.25 Y]

September $  39,955.02 $ 1,072.18 $  41,027.18 $ 1,072.16 $ 39,955.02 <
October $  20,140.69 $ 150517 $  21,645.86 $ 1,505.17 $ 20,140.69
November $  10,045.85 $ 1,637.52 $ 1168337 $ 1,637.52 $ 10,045.85
December $ 4367143 $ 93812 | $ 4460955 $ 938,12 $ 43,671.43
Total Refund Due: $388,165.05

090a



vﬂchlnan Deparlment of Treasury
{55 (Rev: DB-10)
Anhnual Return for Sales, Use and Withholding Taxes

Am Annual Returns

2003-2006 .

Check box if this is an
amended refurn.

?l Amended Return

Taxpayer Name Accouni Number Amendment Date
TOMRA of North America, Inc. 12/7/2011
One Corporate Drive, Suite 710 Refumn Year Date Due
She' 1, CT 06484 . 2005
File .sreturn by February 2B. Do not use this form to replace a monthly or quarterly return.
s A. Use Tax: Sales & Rentals H. Sales Tax
es and Use Tax 8% 6%
ross sales (including sales by out-of-stale
ndors Subjectfousetay) , ., . ... .. ... L. DR s B d A LE RS 1 7,081,3595.33

tecommunications services , , PRSI C Bl) E I L AR S S i L— 3.

T A i G e o R U SN A B SR R A

7,081,395.33

" ALLOWABLE DEDUCTIONS
i ResHB. . s s e maens SR R RS O S A e R R Bk € 3

5a,

». Industrial processing or agricultural producing | |

6,465,417.50

.. Interslate commerce | |
b ExemplERVIEOS. . L v xS e Ay e

i. Sales on which fax was paid lo Secretary of Siate | |

feod for human/tiome consumpfion
didebts . L o suii e

- 0 O 0o o

higan motor fuel or diesel fuel fax

Gther - Identify: __

q.
h.
Lo 1.
wTaxincluded In gross sales (linet) |, , .. ....... 5 BB BT el & oo )[R J
' Total allowable deductions, Add lines&a-5 , . . ... .. M, T S e, . Sl =Sl gy X k. B k|® 6,269,417 .50
‘Taxable balance. Subtract line 5k from line4 _ _ _ . . T . T B e piaa oy ] 6.| > 6. P 611,977.83
L B N PG S, SR %) G e AR 2 CR R R Wy Y TR e x.08 | 7, x.06
_"Gross lax due. Multiply Ime8bylioe? , , ... ..... G a0 i oD & 5 b ke 8. > 36,718 .67
Tt ecledinexcessotlines .. ... ..... T s ool 3 5w S s ke P Al 9. P
)Adh.-fesﬂand“’ b B R e Wl N 10. 10. 36,716.67
......... 1. B 1. »
< N 12. 36,71B.67
................... 13. [P 13.| P 424,883.72
277,163 .33 x..EIB = 14b, 16,630.16
SreBaliig e P15, 16,630.16
Iithholding Tax _
i. Gross Michigan payroll and other taxable compensation fortheyear |, _ , .\ . . ... .. ... ¢ d S g .. Pis
‘. Number of W-2, 1098, and/or 4119 formsenclosed | |, , . . .. P S 17.
. Total Michigan income tax withheld per W-2, 1088 and 4118foms , , . .. . ... .. TP T b 13
1. Fotal Michigan income tax withhelding paid during current tax year e ate T T A P13,
mary
ofal $ales, use and withholding taxes due. Add lines 12A, 125, 14band 18 | Ml ot e e Y O B2 53,348.83
 Fo{al sales, use and withholding taxes paid, Add lines 13A, 138, 15and18 , . . . .. . e g e o o WD £41,513.88
1. It line 21 Is greater than line 20, enteroverpayment _ , . . . .. . . . ... cag 3B8,165.05 |
 Amount of line 22 to be credited lo your account, e
“We will nolify you when your credit is verified and avallable | . . . . .. ... > 23,
c o d oy nite P 24, 388,165.05
............................. vnn o B
 [f this return is filed late, en{er penalty.and lntarest (Seeinstructions.} |, o . .0 s e e p ‘. B s e TN s P25 -
'TOTAL PAYMENT DUE. Add lines 25 and 26. Make check payable {o "State ufMlchigarl 2% e i = § s o PRT

091a
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. Am Annual Returns

2003-2006
‘orm- 155, Page 2 Accounl Name ; Accoun! Number
‘ TOMRA of Worth America, Imc.
f Business Ownership (check one only)
Ilhd‘!vidual . I:] Michigén Corporation Trust or Eslate (Fiduciary)
_shand - Wife i Subchapter S Joint Stock Club or Investment Company,
“| Partnership v . Professional Soclal Club or Fralemal Organlzation
Registered Partnership, Agreement Date: Other (Explain)
3 Limited Partnership ' =
:| Limited Liability Company ; ]_T_J Non-Mich. Corporation
; Domestic (Michigan) * Subchapter 8
Professional :

Foreign (Non-Michigan)

iignature (you are required to ct-)mplete all infarmation requested below)

dec!are under penalty of perjury that this return is true and complete to | declare under penally of perury that this refurn is bas;ad
}ebest of my knowledge, on all information of which | have any knowledge.

auihorlze Treasury lo discuss my return with my prEparer - Yes D No | Preparers Slgnature Address, Telephone and ID Number

KPMG, LLP
zxpayer FEIN or Bm:la | Security Number Telephone Number One Financizl Plaz a
203 447-3738 '

=p=yar or Aulhorized Represenialive Tils Dala 755 Main Street
-murrcrr:urtMurnh=r.'Manag=r.'Par1nnr)

A<l Treawrer ;:z};:/u Hartford, CT 06103
‘miN/zsﬁ of Corparate Qfficar Respansibls for Retum | Telephone Numbar B60-297-5555

i Mo Pk

2 Awa re of Postal Requlations When Mailing Your Tax Return: The U.S. Post Office calculates postage based on the weight,
and thickness of an envelope. Consult with the Pest Offica before mailing to aveid delays in delivery: items with Insufficient postage
I be returned to the sender by the Post Office,

a:lmq Instructions:

enc[osmg payment with your Annual Return, mail to:

*higan Department of Treasury
pariment 78172

D. Box 78000

troit, M1 48278-0172

i3

requesting a Credit to your account (amount on line 23) or a Refund (amount on line 24), mail to:
shigan Department uf Treasury :

3, Box 30779

qsmg, Mi 48908

!rother Annual Retums without payment, mail to:

,hlgan Department of Treasury
1as.lng MI 48830

Go to www.michigan.govitaxes to check your Sales, Use and Wlthhcldlng

3, transactions and ask questions about your account on-line.
25DN Z.ouwd

092a
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Am Annual Returns
2003-2006

Check box if this is an

Vifchigan Department of Treasury
{&5 (Rev. 08-10) ) : amended return. .
Annual Retum for Sales, Use and Withholding Taxes [ x. ] Amended Return
Taxpayer Name Account Number . Amendment Date
TOMRA of North m.“-arica' .Inc' Return Year Date Due A
Oone porate Drive, Suite 710 .
She_ i, €F 06484 : 2006
F[le this return by February 28. Do not use this form to replacea monthly or quarterly return.
h : A. Use Tax: Sales & Rentals B. Sales Tax
Sales and Use Tax 6% 6%
I - Gross sales (ncluding sales by out-of-state ’ :
"mndorssubjacttousetaﬂ,___,_,,___,____“”_,_._““”‘_“_,1, 1. 7,231,334.87
.Rentais of tangible property and accommodaions, | . . L L i i i s e i caer e n e a2 2. i A
'3 Telacomrnunicatmnsser\nces ........,.................‘.......3- 3.
B AGANNES 1, 208083 L L s oot e v s e ene e A a|»  7,231,334.67
2 ALLOWABLE DEDUCTIONS - ’ o
3 RESEIE, | L L i a e OB 5a,
dpstrlal processing or agricultural producing | L L L L L L L. e s ek e e “h. 5,672,3081.17
erstate commerce, , L L ... .. c .
BMPtSBIVICES |, | . . . 0. v u v n ax e m e e v m kR r e e x e s d.
#;Bajes on which tax was pald to Secretaryof State , , . , . . ... .. i x e aE e s . &
:Egod for human/home consumption . L . oL o a e e n s £| B
REBBA GBI L . . st s e e s e e e e e e en e g
';,Mlchlganmotorfuelordraaifueltax, e e e h.
"Other - Identify; Whxe e e i,
Taxincluded In gross sales (N8 1) L L, . v\ v e vn wwevae s Y- )
. Total aflowahle deductions. AddlinesBa-8] |, |, ... . v i ancacaacanc Al k| ® s.672.301.17%
i Taxab}ebaance SUDtraCE e BKFOM MBS . . L vt e e et et st seesrosnenes BLP 5.| » 553, 33,50
FITAXRAD |, L it s e m e e ke xe s PP x.08; 7, % .08
L0Gr xdue Multiply fineSbyline? ... ... .. S N 8. > 33,543,038
{iTax cuected In excess o NB 8 | L, L ...y uuen s R N) - af»>
LAGEINES BANGS |\, o vt s e e n e e e 10 10. 33,542.01
ZTOTAL discount allowed [see DSEUCHONS), | . ., . ol vscn vnneornsennnnn 102 .| >
PYrhtat tax dus. SUbract ine 11 fromBne 10 | L L ottt e s i e e e e s e e 12 12, 33,542,031
}. Tax payments in current year {after discounts}, , , , ., . .. ... P W o 11, » 433,B80.08
se.Tax on items Purchased for Business or Persanal Use *

........,..........»143- 1 723,808.50 x.06 = 14b. 43,428,.51
’éxpaymenfsmadeinthecurrentyear___,_____,__,,,’,!.,,,.,_,_,,__,_,,,___>15. 43,428,51 ~
Toss Michigan paymﬂ and other taxable cornpensatlon fortheyaar e et A_ I o T . -

_Nu-[nberofwz 1099, and/for 4118 formsenclosed, , , ., ., . 4 v w .. 17
izl Michigan income tax withhald per W-2, 1088 and 4118foms | |, L .. v ii e vin v n v v cns »18.
{51 Michigan Income tax withholding paid during CUENEtXYEar | | L, v v s v v s s e e v n e an e o P19
{ Total sales, use and withholding taxes dus, Add fines 124, 128, 14band 18 _ | . .. o v v v e e v s s v v au. 20 76,970.52
. Total sales, use and withholding taxes pald, Add fines 13A, 43B,15and18 |, ., , . ... e ccrrn s 2L 477,308.59

. If line 21 is greater than 1ins 20, nter overpayment _ . . . . v v v v s, ... P22 400,338.07
. Amount of line 22 to be credited to your account. ; :
- We will niotify you when your creditis verifiedand available | ., .. ,.... » 23

..'}Amount of line 22 to be refundedfoyols . ., .. .. .. .. e e » 24, 400,338.07

¢ If ine 21 is less than line 20, enter balANCE U |, |\, . i vy e ve v v encnnan e P 2E
5

F[rinis return is filed late, enter penalty and Interest. (Seeinstructions.) _ . ., . ... .. s 0 e . u o Pras

*OTAL PAYMENT DUE. Add lines 25 and 26, Make check payable fo "State of Michlgan.” , , . , . ... ...... P27

se T, Items Purchased for Business or Personal Use: Use lines 14 and 15 o report purchases made for use in your business
Yor iter.s removed from your Inventory for personal or business use. Do not repeat the amounts from Golumn A, lines 1 - 4 here,

3
2504 2.000 . ’
St - . 093a
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Am Annual Returns
2003-2006

Account Namé Account Mumber
TOMRA of North America, Inc,

[:l Michigan Corporation Trust or Estate (Fiduciary}
Subchapter S Juint Stack Club or Investment Company,
1 Professional Social Ciub or Ftatemal Qrganization
Reglstered Pédnership, Agreement Date: b Other (Explain)
'| Limited Partnership : .
ited Liability Company ) Non-Mich. Corporation
Domestic {(Michigan}) ’ Subchapter 8
% V¢ | Professional
| _} Foreign (Non-Michigan)

teason-for amending return. Include your accouni number {if not listed ahove] In the explanation,
IBE" ATTACBMENT

y
B

i‘fé'nature (you are required to complete all information requested below)

QEclarB under penally of perjury that this rei‘um is frue end complets {o 1 declare undsr penaftty of perjury that this retumn is based
)é~best of my knowledge. , on all informalion of which | have any knowledge.

_authonze Treasury to discuss my return with my preparer. Yes D No | Preparer's Signafure, Address, Telephone and 10 Number

42@19&£a71§%§;325;%z}ﬁa

KpMG@, LLP

ééfs‘é&é?ﬁsm or Sockal Sef:un'ty Number Telephone Number , ,
203 247-9738 One Financial Plaza
ii‘ﬁl’??é"r’é‘?fﬂi"éﬁig Pregariacinan Date sl 755 Main Street
int Nama Eﬁgﬁﬁeﬁ for Ratum Telephonelrjzmin?r ”. Hart fOId, CT 0 6 103
/Rob;ﬁ Hethe ke 860~297-5555

2 Aware of Postal Requlations When Mailing Your Tax Return: The U.S. Post Office calcuiates postage based on the weight,
& and thickness of an envelope. Consult with the Post Offica before malfing to avold delays in de%wary, jtems with insufficient pesiage
1) be returned o the sender by the Post Office.

lﬁng Instructions; .
enclosmg payment with your Annual Return, mall to:

‘hlgan ‘Department of Treasury

partment 78172 .

J.'Box 78000 -
troit M) 48278-0172

’.'i
requestmg a Credit to your account (amount on line 23) or a Refund (amount on line 24), mail to:

:higan Department of Treasury
3 Box 30779
15|an M1 48208

;pther Annual Returns without payment, maii to:

fhtgan Department of Treasury
i5ing, MI 48930

Go o www.michigan.gov/taxes to check your Salés, Use and Withholding
transactions and ask questions about your account on-line. -

094a
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Am Annual Returns

095a

2003-2006
TOMRA of North America, Inc.
Refund Calculation Summary
Year Ending 12/31/2006
Sales Tax Use Tax Total Tax Amount Due
© Originally Originally Originally Per Amended
Month Remitted Remitted Remifted Return Refund Due
January $ 33,542.01 3 - $ 33,542.01 $ 33,542.01 3 -
February $ 9,988.59 $ 18,271.45 $ 28,260.04 $ 19,271.45 $ 9,98859 ¢
March $ 2215218 $ 1,100.00 $ 2325218 3 1,100.00 $ 22,152,18
Apn'_l 5 25,666.33 $ 1,895.99 $ 27,562.32 3 1,895.99 $ 25,666.33
May 3 18,146.30 3 1,196.72 3 19,343.02 $ 1,196.72 5 18,146.30
- |June $ 12,493.85 $ 1,707.51 $ 14,201.36 $ 1,707 .51 $ 12,493.85
July 3 82,746.02 $ 2,170.62 $ 94,918.64 $ 217062 $ 92,746.02
August 3 48,803.94 $ 2,941,74 $ 51,745,68 $ 2,941.74 $ 48,803.94
September $ 31,852.34 3 2,706.24 $ 34,697.58 $ 2,705.24 $ 31,992,34
_ " |October $ 43,163.80 3 3,521.14 $ 48,684.94 3 3,521.14 $ 43,163.80
 (November $ 53,895.80 $ 2,692.80 $ 56,588.60 5 2,682.80 $ 53,895.80
December $ 41,288.,92 $ 4,275.30 5 45,514.22 3 4,225.30 ‘ $ 41,288.92
Total Refund Due:

$400,338.07

Nd £2:8€:€ 6T02/ZT/9 OSIN A @aAIFDTY



PO o ORIGINAL

L epaer™

Michigen Dept of Treesuy, 165, (Rmi 7-04) . 7 .
Annual Return for Sales, Use and Withholding Taxes

Am Annual Returns

Piace Label from Your Cotupon Bouk Here or Enter Taxpayer Nama
TEMRAE ol Adorth ;ﬁﬂwwa; :c:;.:,

S A ngac rn .
.Sﬁef/!él 7

Aczouttt Nurmber

-)PIH"——- nS“I

CT QO CHRY

Do not use this form to replace a monthly or quarterly return.

, -—/75.»';/! a- #77 ofw’—;:\-q

i 23,

. TOTAL PAYMENT DUE. Add lines 25 and 26. Make checks peyabie (o "State of Mmhlgan

A.. Use Tax: Sales & Rentals

2003-2006

Fi'Ie this return
by February 28,

B. Sales Tax

)

wwmichigar.gov/treasiry

096a

] 6% 4% 6% 4%
Sales and Use Tax
"~ 1. Gross sales (including sales by out-of-state
vendors subject o USE 1BX) . 1, ] 1]
- 2. Rentals of tangile property and accommodafions 2, 2.4
. 3. Communication services , 3. 1 |ag
. 4, Add N85 1, 28N 3 e cremsenscansnnssenins. 4, P ] L | 4, } 1
ALLDWABLE DEDUCTIONS l [ o1 |
_Ba, Resale.. et oo arrenis reesnrretesenmnesrenvaere 5, 1r - 5a, 1 1
b. Industial prucesmng or agricultura! producf ...... b, s | b. \ 1
o Interstate commerce . ettt G ! B P 8
d, EXBMPE SBIVICES truueseerseecmsssinriimeerasssesssnaens d. ;! ! d | i}
e, Sales on which tax was paid fo Semetary of State . & Y e I r
f. Food for human/home consumpfion .. £ £ [ b [
g. Bad debts .. - - — s g.
h. Michigan mutor fue] or diesel fuel 11-5 SRR SRS E...W R h.
i. Other, Identify: | L | 1
J. Tax inciudad in gross Sales (ling 1) wummmerissies | = 2 |, 'L i
Kk Total aliowable deductions. Add llnes 5a - & weiee k. | | k> 3 ]
6. Taxable balance. Subtract line 5k from line 4......... g ) L | 8.7 1}1331/1 &7 |» |
7. TaxRate .. e T 4 x,.08 x,.04] 7 x,.06 x1.04 .
8. Gross fax due Mul'hpiy Ilne 6 by lma 7.. g ! RE } j 8243390 0f [» !
9. Tax collected in excess ofline 8 ....... v 8,2 ' b ! g|p 7 ! » I
10. Add lines 8 and B....cvesernener et 1u. T ! 10.1 4373 28 Py
11, TOTAL dlscuuntallowed {seelnsfru::ﬂons) T | L] i 1. > D |
12, Total tax due, Subtract fine 11 from fine 10 e 12, - T o[ 433, 2ealoE | ]
13, Tax payments in current year (after discounts) ........ 13, b - > [ 13 N,l'z-z g0 Q,? » B
Use Tax on items Purchased for Business or Personal Use (see back)*

- 14, Enter your purchases taxabie at the 6% rae w......coewmewmrsriresenss 143, _'Z:'ZJ_’_EQ.‘Z_._SE___ x .06= 14b._ 4 3, $2.4) 57
- 18, Tax payments made in the CUMENt YBAM ... s sissirre ey o essimssissresssonn. b 38, ﬁ:{ ﬁéﬁ} v
" Withholding Tax

16. Gross Michigan payroll and other taxable compensation for the year.... .
17. Number of W-2s and/or 1088s enclosed........... L7
1B, Totel Michigan income fax withheld per W-2s......... e RO ke pra e e s s
19, Total Michigan income tax withholding pald during currenrtax yaar Y AR
Summary
20, Total sales, use and wnhhulding texes due. Add fines 124 and H (both rate columns), 14b and 18...
21, Total sales, use and withholding taxes paid, Add lines 13A end B (both rate columns), 15 and 15 ..v.o—cccanas
22, }line 21 is greaterthan fine 20, enter OVerpayMENt ... ewrsnisiers b 22, e
Amount of line 22 fo be credifed fo your account, '
. We will notify you when your credit is verified and available ... e ¥ 23, - &2
24, ‘Amount of ine 2210 b8 refanded 10 YOU ... vmwsecemseessemesnsns ¥ 24, o | ‘ :
25. |f line 21 Is less than line 20, enter balsnce dve .. VPRIV ) ) | : ’
26. |f this retum is filed late, enter penalty and |nferest. (See snsiructmns) ..... e B 28.____.._.*_..]

rersecsmmeee b 27,

Complete and sign the back of this retum,

INd £2:8€:€ 6T02/2T/9 DS A aaAIFD3Y



"Am Annual Returns

2003-2006
ORIGINAL
1
168, Pags 2
Type of Business Ownership (check ane only)
1 individuat ' [ Michigan Corporation [ Trust or Estate (Fiduciary)
[l Husband - Wie [ subchapter s [ Jaint Stock Ciub ar Investment Company
[ Partnership [ Professional [ sncial Ciub or Fratsmal Organization
"] Registered Parinership, Agreement Date: E:::] ] Other (Explain
[ Limited Partnership _ [ Non-Mich, Corparation
D Subchapter §

[ Lirntted Uiabifty Company
] pamestic (Michigan)
[1 Professional
{1 Foreign {Non-Michigan}

, . Signature (you are required to complete all information requested below)

{ declara under penstly of perfury that fhils rfurm I trus end complete fo } declare under penaity of perjury thet this retury is based
: tha bast of my knowledge, on &ff Information of which | heve gry know/sdgs,
," | autherize Trpaéua,ggf\&wss my return with my praparer. [_|Yes ra Preperer's Slgrsturs, Address, Phons ard {D Number

Teaxp

Taxpayer's Socal Security Numbar Teiephone Number

2ol ) 4P -

Taxpayer's THls (Owner/OfficaiMemberManzyer/Parinat | Daie

Print Name of curporate Officer Responsibia for Refum | Telephone Number
A:n\gtg‘ i ((1(‘ i }3_/1/ )

if you are anclosing payment with your retum:

": MAIL TO: Michigan Department of Treasury
(e Depariment 78172

P.O. Box 78000

Detroit, Ml 48278-0172

If you are not enclosing payment:

MAIL TD: Michigan Department of Treasury
Lansing, Ml 48930 .

“Usg Tax on fems Purchased for Business orPersonal Use

Use linea 14 and 15 to report purchases made for use In your ) "
.~ ' business or for items removed from your inventory for personai use. '

Do not repeat the ameunts from Cofumn A, fines 1 - 4 hare,

A
i~

.
s

To check your Sales, Use and Withholding transactions and ask
guestions about your account on-fine, visitthe Treasury Web site...
www.michigan.gov/treasury
Click on the Business Self-Service butfon and follow the instructions.

097a
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Ii 1D2parlmem of Treasury
B5 (Re\.' 08-10)
Annual Return for Sales, Use and Withholding Taxes

Annual Return
2007

Check box if this is an
amended refiuia. -

x | Amended Refurn

"_re;xpayer Name

rOMRR of North America, Inc.
ine- Corporate Drive, Suite 710
:helton, CT 06484 2007

Return Year

Account Number

Amendment Date
12/7/72011

1
*t

Date Due

jales and Use Tax
.;'-_".Grcss sales (including sales by out-of-stale
vendors subjectioUsetad) , L . L. . i i a L e e e ..

elecommunications services,
Add lines 1, 2,and3, , .. ...
LLOWABLE DEDUCTIONS

= = % R X wom omoEoEETFXTENSTEE ¥ L BoEemx oo

x ¥ k¥ B % os 2 s X m € w oz omo W B AR XE XL EEE

xExemptsemces'_x._____.___ ..... N T I I I

‘Safes on which tax was paid fo Secretaryof Stete , , , . . . Cr et x s e ms e

f* ood for human/home consumption
K

sBaddab’(s,,................‘..............
higan motor fuel or diesel fueltax, _ . .. ... e
+ Other - Identify; : e e x s oe s
;::Jl'ax included in gross sales (hne 1

= > x "o 2 o4 ®omoaomodoxoxoxox ok I

“Gross tax due. Multiply ine G by line 7. |
. Tar - 'lected in excess of ine 8
.Ad. - sBandg .

' TOTAL discount allowed {see mstructmns)
“Totaltaxdue Subtractiine 11fomline 10 , | L., . .. . o e
Tax payments In current year (after dlscounts} e e e e e

entals of tangible property and accommodalions, . . . . .. ... s a w0

B ok ¥ a4 4 M W R MR oMo 4T TR AN R ERE N T R X

Dtal allowable deductions. Add NBS BB -5 | . w s s enssnr e e .

2 2 = x m oz oz » omo4om o mom N E FEF oEOZT X EoEoEOE K E W

¥ <« = % = ox = o2 = " P L ) R

5 return by February 28. Do not use this form to replace a monthly or quarterly return.

A. Use Tax: Sales & Rentals B. Sales Tax
5% 8%

9,799,366.67

w
» e N

P 5.799,356.57

2,051,739.00] .

P 9.0931,739.08
707,627 .67

x .06
42,457 .66

LT X .08

(]
Y

bt
v

42,457.66

42,457 .66
587,561.5%

50,241.12

’lthholdmg Tax

. Gross Michigan payroll and other taxable compensation fortheyear | ., .-, . . .. ..

» 13, 50,241.12

umber of W-2, 1059, andfor 4118 farms snciosed

Arx omoE oFosoxoE oY OEEEE rx

Jmmary

’ btai sales use and withholding taxes due. Add lines 12A, 128, 14band18 _ , . . .
: Total sales, use and withholding taxes peid. Add lines 13A, 13B,15and18 , , ", . ..
Fline 21 Is greater than fine 20, enter overpayment |, » 22,

. >
» 19,

20. 32,628.78
21, 638,203,112

P A I

545,504 .33

rﬁount of line 22-to be credited to your account.
il notify you when your credit is verified and availeble , , .-, , ., ... »™23.

i Athount of lIne 22 to bs refunded toyou | ] L s

545,504 .33

o w ok N ow oo

..... P PR I B R |

lflhis return is filed late, enier penalty and interest, {See ins’tructzons) e e e

TOTAL PAYMENT DUE. Add lines 25 and 26. Make check payable to "State of Michigan.” |

lll'll""l‘lll>25'
R 1N
» 27,

¥ 4 ¥ w o ¢ r x & x x X %

e Tax on ltems Purchased for Business or Personal Use: Use lines 14 and 15 ta report purchases made for use In your business

(S

I
50A 2,0uu

fc.’.r lter~ removed from your inventory for personal or business use. Do not repeat the amounts from Column A, lines 1 - 4 here.

098a
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Annual Return
2007 ‘

Account Name . AccoLrt Number :
TOMRA of North America, Inc.

-Individual . I:[ Michigan Corporation Trust or Estate (Fiduciary)
{_is‘b‘and - Wife - Subchapter 5 Joint Stock Club or Investment Company,
nership : Professional Soclal Club or Fratemal Organization
Registered Partnership, Agreement Date: . ' Other (Expiain}

Limited Partnership . '

fmited Liability Company Non-Mich, Corporation

' Domestic (Michigan) . L Subchapter §

Professional

Foreign (Non-Michigan)

1

—_—

Rqasbn for amending relumn. Inciude your account nuinber Gf not listed above) in the explanation,
SEE ATTACHMBNT

Nd £2:88:€ 6T02Z/2T/9 OSIN Aq AIAIEDTY

1 declare under penally of pedqury that this refurn is based
on all Information of which | have any knowlsdge.

esf of my knowledge.

tharize Treasury to discuss my retum with my preparer. IZ[ Yes D No | Preparer's Signature, Address, Telephone and {D Number

thorized Representative Signature . %/CJ %mm R >

:aé,u) s ——
[’aép/yer FEIN or SodaSecrity Number Telephone Number
205 447-9738 - Cne Financial Plaza
d Authorized R tative Till 3
Xﬁy?é?ﬁrce?miﬁiamii'::SZrm%nef; Date 755 Main Street

SPes “Treatiie” )15l

’nnl Nama uYCorpma(e Offlzer Responsible for Relum | Telephone Number Hart ford f CT 06103

Hetlhek 860-297-5555

‘e Aware of Postal Regulations When Mailing Your Tax Return: The U.S. Post Office calculates postage based on the weight,
¥e and thickness of an envelope. Consult with the Post Office before mailing to avoid delays in delivery; items with msuchlent postage
m ‘be returned to the sender by the Post Office.

[alllnq Instructions:

enclosmg payment with your Annual Refurn, mail to:

ichigan Depariment of Treasury
epartment 78172

O. Box 78000

Btroit Mi 48278-0172

A questlng a Credit to your account (amount on line 23) or a Refund {amount on line 24), mall t0' :

lghfé;an Department of Treasury
3: Box 30779
ing, MI 48509

gan Department of Treasury
msmg, M1 48330

. Go to www.michigan.gov/taxes to check your Sales, Use and Withholding
transactions and ask questions about your account on-line.

099a



Annual Return

2007
TOMRA of North America, Inc.
‘Refund Calculation Summary
Year Ending 12/31/2007
Sales Tax Use Tax Total Tax Amount Due
Originally Originally Originally Per Amended

Manth Remitted . Remitted Remitted Return Refund Due
January $ 16,680.86 5 4,777.18 $ 21,458.04 3 477718 $ 16,680.86
February 3 50,880.22 $ 1,8918.40 3 52,798.62 $ 1,918.40 $ 50,880.22
March $ 41,974.86 $ 1,498.51 $ 4347337 $ 1,498.51 $ 41,874.88
. |Apnil $ 38,270.97 $ 1,215.90 $ 39,486.87 % 1,215.90 $ 38,270.97
May $ 33,327.58 % 1,105.94 % 34,433.52 $ 1.105.94 $ 33,327.58
June $ 80,674.95 $ 245865 $  B83,133860 $ 2,458.65 $ B0,674.95
July : $ 32,452.97 $ 1,337.16 5 33,790.13 3 1,337.16 $ 3245297
August ' $ 64,737.07 $ 1,337.16 L 66,074.23 3 1,337.16 $ 64,737.07

September $ 4245765 $ 10,351.17 3 52,808.82 $ 52,808.82 $ -
October $ 40,640.23 $ 8,856.33 $ 49 496.56 $ 8,856.33 $ 40,640.23
November 3 44,732.82 3 8,575.12 $ 53,307.94 $ 8,575.12 $ 44,732.82
December $ 101,131.81 $ 6,809.60 $ 107,941.41 $ 6,809.60 $101,131.81
Total Refund Due: $545,504.34

100a
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for Michigan Taxes
abjlle “this return even If no fax is due.

Michigan Dept. of Treasury
180 )

Offles Use
22

sHeturn Period

“JANUARY 2007

Due Date
FEB 20, 2007

‘ompany Nams

TOMRA OF NORTH AMERICA INC

xgg;}yyﬁa Signahita/
/

lg'-'.: / & /g

u."ézjnf /%ﬂ

alephons Nuniber

- o3 -Yehe P73 Y

i Tﬂ(( Mlchigar{ Depi of Treasury
. Dept, 77003
Detrait, M} 48277-0003

ORIGINAL

Please print your numbers iike this, Use blue or black ink.

éales Tax 01
. Sales Tax
Discount 02
Use Tax ¥
{Sales/Rentais) 03
Use Tax
Discount 04
Use Tax .
{Puchasesy 08
Michigan
Withholding 06

6, ¢80 @6

77 7.0F

'

¥ These are not subtofal {ines.

Make check payabla to: “State of Mich!gén"
and Include your account numnber on your

check.

101a

Voucher

- Payment*

Penalty & -
Interest

@

Total Payment

07

98.

99

97

97

87

T

Monthly Returns

H

2007-2008

12345678490

SBY -
Estimates

RESERVED

RESERVED

RESERVED

| 458 oY

&
aaa—q 0701 & 2

INd €Z:8€'€ 6T0Z/CT/9 DS A0 GIAIZOTY



Monthly Returns

2007-2008
' ORIGINAL
£ (g';;g geg;;mmw Please print your numbers lika this, Uss blusorblackink. | 2 3 456 7 89 O
Zombined RETURN ) ‘ SBT '
‘'or Michigan Taxes sdesTac 01 . 5 & O FEO  Z2- Esimates 07 ,
71& this return even if no tax is due. Sales Tax Voucher ;
Isé.Form 163 for address changes. Discount 02 , ) Payment* gg
o Office Use B
- o ot
Hupber 22 | (SasRentals) 03 I Y/ § 40 et g9 ,
3§iunj| Perlod , Dug Date Use Tax
, ‘FEBRUARY 2007 MAR 20, 2007 Diecount 04 . S ] . 97 R’ESEHVEI?
;ompany Nama Use Tax ) :
TO"‘?A OF NORTH AMERICA INC [Puchases) 05 o ) 97 RESERVED
Dafe : ’ *
- Michigan - .
Withholding 06 97 RESERVED
Talephuna Number - i ' N 1 )
e~ Jo1-4¥7-F 735 | * These ara not subtatal lines. ]
i To?’v ic;t[galo gept of Treasury o
" De Make check payabis {o: “State of Michigen™ S . . .
Detrol, Ml 48277-0003 end Incjude your account number on your Total Payment , <5, 4?4, 7 ? D’ . é 2

checlk

EEE_"! o702 5 2

102a
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Michlgan Dapt. of Treasury ‘

160 (Rev. 8-05)

Combined RETURN &
for Michigan Taxes
Flip this return evan if na tax Is due.

Usg Form 163 for address changes.
: Offles Use
Acgount
e R |
Aeturn Period Nue Date
MARCH 2007 APR 20, 2007
ompany Nama

TOMRA OF NORTH AMERICA INC

DBte//L;/;

axpa‘)?Fs Sipnaty -
‘:;ggé;?(‘fi T

.zc-f-f-w ARpuner]

alephione Numibsr
C X e ol B AR S

Mail {Mﬂuhl@ Dept. of Treasury
Deg'ort, MI 48277-0003

Please prinf your numbers fike this. Use blue or black ink.

' . . SAT
SalesTax 01 i, 974 §FG6 Esmaes 07
Sales Tax Vaucher
Discount 02 Payment* g9g
Use Tax* . Fenalty &
{Sales/Rantals) O3 i ‘ ’f G & o nterest g9
Use Tax )
Discount 04 , 97
Use Tax
(Puchassg). 05 , 97
P

Michigan
Withholding 06 97
* These are nol subtntai lines. &

Make check payabis to: "étate of Michigan” Total Payment

and In¢luda your account number an your
check.

103a

"2007- 2008

1234567890

RESERVED
‘RESERVED

RESERVED

H

, ’7/3,-“2" 73 T7

2 2 I - ooz 2 e
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Monthly Returns

2007-2008

' ' ORIGINAL |
chlg';: gfgé)of'ﬁﬂﬂsuw Pleasa print your numbers fke tis. Useblue orblackink, | 2 I H 5 6 78 99 0
orhbined RETURN Y - SBT :

J'i‘ Michigan Taxes . SalesTax 01 33 , 4270 91 Estlmates 07 .

Ie H “urn even if no tax is dus. Sales Tax Voucher
re Fu.... 163 lor address changes. - Discout 02 . . Payment* gg ,

Dffice Use :
i ount Use Tax* Penalty &
}urcnber _ 22 (Sales/Rentals) 03 ! , 315 ) 0 Intsrest g9 )
Zeturn Period ) Due Date Uss Tax .

s8

r.f-\P RIL 2007 MAY 20,2007 | 8 &% o4 ' ’ o 97 HFSEHVEI?
°mPﬂ"V Name Use Tax :
“TOMRA OF NORTH AMERICA !NC (Firfiases) 05 ) oo 97 - RESERVED

Zf;ylun fure Dafa / Michi o ' :
£ jchigan )

72 ﬁﬁé@rﬁf' #(°7 | wibhokding 06 , 97 RESERVED
ﬂa () [Plephene Number ’ . : 1 -
S»- 4&»«-&.{ (o3 )Y G- §120 * These are nol subtotal lines. o
1,ajt To: lr\;lk:hlgan0 {[}Jepb‘bf Treasury -

DZ t61t7,7 M[iazﬂ.nooa Make check payable to; “State of Michigen® Total Payment : 3 O; ¢ gl % 7

and Include your account number on your
check.

22 a_qmnq 9 2

104a
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Monthly Returns -

2007-2008
o 7 ORIGINAL
_!l'::', 395"—)"’ Tremsury Pleasa print your numbers lke this. Use bive orblackink. | 2 3 4 56 789 O
mbined RETURN @ ' . . sBT .
3 - ) h .
Michigan Taxes SsksTar 01 #2,3>7. 8§ CEstinas 07 ,
this return aven if no tax js dus, Sales Tax . Voucher ‘ :
Form 163 for address changas. - Discount 02 , Payment* gg
ount . Moo | g Tax e o . Penaly&
oer 22 (SalesRuntls) O3 - 2 interest g9
iy Feriod : Due Date Use Tax .
> i+ 2007 ~JUN 20, 2007 Dicount 04 . 97 ~ HESERVED
\panyWarne Use Tax :
OMRA OF NORTH AMERICA INC {Puchases) 05 , 97 RESERVED
myet‘ Signafure Date Michig ! ' .
B
/ / /EA? Withhalding 0@ 97 RESERVED
o O Telaphone Number ’ . ) .
. Deq - dl30 * Thess are not subfotal Jines. a
- gmpr;rg# Dept. of Treasury ' - -
.8 Make check payable to: “State of Michigan™ '
'Datrolt. Ml 48277_‘0003 and include your account number on your Total Payment , I 423 £ >

RETN N
i

check.

105a

22 2 [ 5 oS Loz

INd £2:8€:€ 6T02/2T/9 DS A daAIFD3Y



hlgan DBpL of Treasury

T(Fiev B-06) '

Smbined RETURN &
ichigan Taxes

gt ‘wrn even if no tax Is due,
efu. 463 for address changes.
(é'éun ; Cifica Use
ber _ 22
nurn Pericd Dus Date
JUNE 2007 JUL 20, 2007
mpany Name
TOMRA OF NORTH AMERICA INC

payergAsignefure . Date
/,2)‘ W. 1wlen

] {

Acennlit

Telephons Number

Ges) 4y1-11320

J¥oz;” Michigan Dapt.pf Treasury

Dept. 77003

" - Detroit, M 48277-C003

Monthly Returns

2007-2008
ORIGINAL

Please print your numbers llke this, Use blue orblackink. | 2 2 4 5 & 789 O
SalesTax 01 . 3C 1w 8 5 Egt}-mafes o7

Sales Tax : Voucher '

Discount 02 , . Payment* g9g

Use Tax* Penalty & ‘

(SEJGSJBEEEE) Qa3 '3‘f Y 5 B . L 5 Interest 99

Use Tax

Discount 04 , . g7 RESERVED
| Use Tax ‘

(Puchases} 0% J ) g7 RESERVED
Micligan . ‘ ‘
Withholding 016 ’ ) 37 RESERVED
* Thesa are not subfotal {ines. 8

Maka check payabls to: "Stai‘e of Michigan”
and include your account number on your Total Fayment ? 31 3 3 o
check. ’

EEE_q o7oe 3 2

106a
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chigag Dapt of Treasury
0 (Rév. 8-08)

‘ombined RETURN &
r Michlgan Taxes
& this relurn aven I ng lax Is due.

i@ -Foum 163 for address changss.
b Cfilce Usa

st
umbar — 22

Dus Date
AUG 20, 2007

aturn Perod

duLy 2007

Bt

¥y Nams :

RA OF NORTH AMERICA INC

BN
TOoM

ra Date

g /aﬁ. 7
a}éphons Number 7

5 -
"'}%Mauh'fa*f (az) ey

i} To;  Michigan Dept. pf Trsasury
Dept, 77003
Detroit, Ml 48277-0003

ORIGINAL

Monthly Returns
2007-2008

Flease print your numbers like this. Use biue orblackink, | 2 I 4 56 78 9 0

Sales Tax 01

I fer 97
Sales Tax .
Discount 02 337 1 ¢
Use Tax*
(Szles/Rantals) 03 , .
Use Tax
Dl'scuL_mt 04 ,
Use Tax

{Purchases) Q5

Michigan
Withholding 08 2 e = 4 B
* Thase are not subiatal lines.

Make check payable {o: “Stats of Michlgan”
and Include your account number on your
checlc

107a

SET
Estmates Q7 .
Vauchsr
Payment* gg
Penalty &
Interest gg. ‘
97 HESERVE[.)
97 RI?SERVEP
97 RI'ESEHVE[? [

Total Payment

33 7%0 13

22 2 [ 5 oeov o :

Nd £2:85:€ 6T02/2T/9 OSIN Aq AIAIZOTY



':_""Ml\lu L™

higan Depl, of Treasury

J (Rav. 8-06)

>ombined RETURN @
*or Michigarn Taxes

11a this refurn evan If no fax Is due.
Jse Form 163 for agdress changes.

Accaunt
Number

Difice Use

_____E

Retum Period

AUGUST 2007

Dua Dats
SEP 20, 2007

Sompany Narne

TOMRA OF NORTH AMERICA INC -

Texpaysrs Signalurg,
4 {aphona Number
f?@"a” ”
W Al e

Data /J' /7

20877 -F 738

© Aafl To: Mfghigan Dapt. of Treasury
Dapt. 77003
Datmrt M 48277-0003

2 URIGINAL

Please print your numbers like this. Use blus orhlackink, | 2 3 4 5

Sales Tax 01
Sales Tax
Discournt 02
Use Tax*
(Sales/Remals) 03
Use Tax
Discount 04
Use Tax
{Furchases) 05
Michigan
Wrmm}dsng 1413

* These are nat subtptal lines.

Maks check payable io: “State of Michigan”
and inciude your aczount number on your

chech.

: : . SBT
é ’zj, 4 7. &7 Estimatss. 07
Voucher
_ Payment* gg
- . Penalty &
P 337/ 4é&  hemst | gg
s 97
' 87
, 97
Tatal Payment

i

108a

67840

3

RESERVED

RESERVED

RESERVED
b © 7% 2.3

H

22 = [ + ovo0s 7 2

:Mdnthly Returns -
2007-2008

INd £2:8€:€ 6T02/2T/9 DS A aaAIFD3Y



Monthly Returns

2007-2008 .
. ORIGINAL
ﬁgﬁ;%é}éﬁmwy Please print your numbers like this, Use biue or biack ink. 12345678490
ombined RETURN ) SAT
O b i
¥ Michigan Taxes SdsTax 01 40 b YO 23 Efinas 07 ,
' this return even if no fax Is dus. Seles Tax . A Vouchier
a.Form 163 for address changes. Discount 02 _ Paymant* gg
‘wgnt Office Use Use Tax* , Penalty & ’
dmiber. _ 22 (Sates/Rentals) 03 8 ' R v G 3 3 inferest gg
zturn Perlod Dus Data Use Tax . . . ) ’
. e .
SEPTEMBER 2007 | OCT20,2007 | 208 , ' e;  FESERVED
ar;'gpany Nzme ' Use Tax '
TOMRA OF NORTH AMERICA INC {(Purchases) Q5 - o . : 97 RESERVED
xpy?’% Clate . ' .
b Michigan
/B Z A /o7 Withholding 06 97 RESERVED
ICH & Taleghona Number ! ) . 1 .
irer Abcomto? | (26%) Y47 g9 509 | * Thesa ara not sublotal Tines. é
4o lr.jnichrg%bg;ptrof Treasury : |
- Dept . Make check payahle to: “State of Mlchigan™
Detroit, M 48277-0003 and Incfude your account humber on your Total Payment Y% Y6 6
check. ' ! )

22 2 [ = oo 2

109a

Nd €2:85:€ 6T02Z/2T/9 OSIN Ad @IAIFDIH



hlga.n Dept. 0¥ fxugSUf)' ‘.

J (Hev B8-08) -
ombmed RETURN &
pr ‘Mishigan Taxes
‘. . lurm even If no tax s due.
& For 163 for address changes. .
Office Uss
“count
eert N |
sturn Period Oua Date
NOVEMBER™ 2007 DEC 20, 2007
ympany Name .
TOMRA OF NOR/TH AMERICA INC
3 ,ﬁs S:gnay Date
By oo 54/7
= ons Numbﬁar 7
4

Ly - 447 - 8157

aily/\re)dfchigg'i Dept, of Treasury

epl. 77003

Deg‘o%t. Ml 48277-0003

2007-2008 -
ORIGINAL
Please prinf your numbers ke this. Use blueorblackink. | 2 I U 5 & 78 9 O
. . SBT
Bgles Tax 01 17“7” 73 g ¥ — Esimates a7
T
Sales Tax Voughar
Discount 02 , , Payment* gg -
Use Tax* . Penally &
{Sales/Rentzls) 03 2.5 7 S 2~ inemst  gg
Use Tax :
Discount 04 : 97 RESERVED
§ - -
Use Tax ’ '
(Puchasss) 05 ’ ) g7 RESERVED
Michigan ’ '
Withholding 06 ! 97 RESERVED
¥ .
* These are not sublatal Hnes, &
Make check payable to: “State of Michigan” Totat Payment

and Include your account numher an your
check.

110a

Mohthly Returns

L 53 Teg¥
2 2 [ - oo s d
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Monthly Returns

) . 2007-2008
ch ! ORIGINAL '
ﬁh{fgg lg?qp;.>ufﬂfssuw Please print your numbers fike this. Uss blue arbiselt vk, 234567890
,ombihed RETURN @ P _ 88T
»r Michigan Taxes ‘ SaesTax Q1 /) & { / 3/ 3/  Esfmates 07
’!e this return even if no tax J& due. Sales Tax Voucher
se Form 163 for address changes. Discount 02 . S Payment* g¢g
ot Offlea Use USE Tax* . ' Penally & ! - “
lumbar ] 22 {SdesRentls) 03 b r Y09 ¢ ineest gg : =
aturn Period - Due Date - Use Tax -t T
-DECEMBER 2007 JAN 20, 2098 Discourt 04 ’ ' 97 RESERVED
Jmpany Nama "] Uss Tax ST - ' S iy ‘ \
TOMRA OF NORTH AMERICA INC (Furchases) 05 T : o 97 RESERVED. .
XpEyELH Sighpture Daia . ' ' T > :
ﬁ M Y/ 8 | Wiksdng 06 o o " RESERV
ﬂ}‘_‘ e p Telephone mear 7 fnoiding e ’ 7 : E[.)
SeiAccowmte |(Jo3) ¥4 73 73C | * These ara not subtatat lines. @
3t Tor. Ih)décr;-ig_;l:fnotl?;pt. of Treasry

P Make check payabls to: “State of Michigan™ s

Detrolt, Ml 48277-0003 and include your aceount number on 3;:“ Total Payment / 4 j ‘; "‘# / (7( f
check.

EEE_H 0712 L 0

111a

Nd €2:8€:€ 6T02/ZT/9 DSIN Ag AIA 1303



P . P : i+ Monthly Returns

_ 2007-2008
b - -
icilgan Department of Treastiry Check box if this is an
35 (Rev. 08-10} : amended refurn.
:nnual Return for Sales, Use and Withholding Taxes x | Amended Return
Faxpayer Name Account Number Amendment Dale
'OMRA of North Amerieca, Inc. R 12/7/2011
me Corporate Drive, Suite 710 etum Year Bate Due
J:\e"' n, CT (065484 2008
‘ile return by February 28. Do not use this form to replace a rnonthly or gquarterly return,

. A. Use Tax: Sales & Renfals B, Sales Tax

ales and Use Tax . 6% 6%

. Gross sales (including sales by out-of-state
vendors subjecttousetax) , ., ., . s ... e e m e R
. Rentals of tangible property and accommodations 2
. Telecammunicaions SeMVIEES, |, | L . i i v n e v st et e D
CAddlines 1,2,81d3, | L L L i P

ALLOWABLE DEDUCTIONS

..... X w ox x M oE ox B oMK AETE B m o N € N ¢ om o ox ok R ¥ ox X 4 % m oz oW owox ¥ MW

Ll sl s

P c.958,478.50

Sa.

Industrial processing or agricuitural produclng e m e e e s et st e e b. 6,304,055.00
interstate commerce ., L., .. ... T Y >

Exempisenvies | |, L L. . i s i e e e et e e e s e d.

Sales on which tax was paid toSecratarycfState_ o kv h e e e e e e X e

«food for human/heme consumption . . . ... ... e e e e £l >
*Baddebts................, .......... g.

‘MJchlgan motor fuel or diesef fueltax, , _ . .. ... .. e e e e e . ) 4,

Bifer-tdentty: _ ... e N i
wTaxincluded ingross sales (N8 1) |, . L ., . ..o e v s s iuvmcccnersnnaunelh J.

+Totaj allowable deductions, Add lines 5a2-8f _ _ _ ... .. e e e L.k kIP g.304,055.00
Taxable balance. Subtract e 5K FOM ENE A | L L L 0 o o v s v e s max ke s nnsnns s.| 5.| ™ 664,423.50
0 T 2 X.08| 7, x.08
Gross taxdue, Multiply e 8 by ine? , . ., v v v v v e v e - R | g.|» 39,865,431
Tar <cted in excess of line 8 _______ Ch e e e 5.l > a.i >

AL sBandd |, e e e .. 10, ] 10, 35,865.41

- TOTAL discount allowed (seeinstructions), _ . . ., . ... ........ U TR 14| ™

BHdfal tax due. Subtract Jine 11 from fine 10 | T I3 12. 39,B865.41
Taxpayments in current year (aﬂerd;scounts) _____ R . 3 § 3. 418,108.71
4E= i

58, Tax on items Purchased for Business or Personal Use *

. Efiteryour taxable purchases ., .. ... i Pas 741,811.867 x.06 = 14b 44,508.70

. féxpayments made in the currentyear | ., ., .. ... e e s e s e . P 44,508.70
Al .

ithholding Tax

Gibss Michigan payrolt and other faxable compensation fortheyear , , ., . . . . e e e R o T

Number of W-2, 1089, andfor 4113 forms enclosed , , _ , ...... I YA ' .

Total Michigan income tax withheld per W-2, 1098 and 4{t9forms |, _ | | . ot e nemeea A T

Total Michigan Income tax withholding paid during current taxysar | | , . . . . IS ot |3

:

A

rmmary .

b o ol sales, use and withholding taxes due. Add lines 12A, 128, 14band 18 _ . . . . . . . .\ vt v . . ... 20, 84,374.11

ﬂ‘f“ota} sales, use and withholding taxes paid. Add lines 13A, 138, 15and18 | | , . . ¢ v« f c s v v e m e n . . 2‘1. 462,617.41

’I’ﬁme 21 is greater than line 20, enter overpayment |, . . . .., .... .. »22 378,243 .30 '

Amaunt of line 22 to be credited to your account,

We will notify you when your creditis verified and available | , |, , .. .. P23,

“Amount of line 22 to be refundedioyou .. ... ... .....»24 378,243.30

[£1ine 24 Is less than line 20, enter balance dUe | | @ . . . it s e st ar et » 25,

ilfi't!jis return is filed iate, enter penalty and interest. (See MSHUCHONS.) | . . . v v v v v v v v s o v vonnesens P25

'TOTAL PAYMENT DUE. Add lines 25 and 26, Make check payabieto "State of Michigan." _ , .. . .........»2%

‘1

e Tax on items Purchased for Business or Personal Use: Use [ines 14 and 15 to report purchases made for uss in your business

“t-  removed from your invenfory for perscnal or business use. Do not repeat the amounts from Column A, lines 1 - 4 here.

"

s0AZ.000
B E

112a

INd £2:8€:€ 6T02/2T/9 DS A0 daAIFD3H



Monthly Returns

2007-2008
Porm 165, Page 2 ' Account Name Account Number
e TOMRA of North America, Inc.
Fype of Business Ownership (check one only)
D Michigan Corporation Trust or Estate {Fiduciary)
Subchapter 8 Joint Stock Club or Jnvestmeni Company|
Professions} Saclal Ciub or Fralemal Organization
[+ ¢ | Registered Partnership, Agreemefit Date; Other (Explain}
Limited Partnership - '
ited Liability Company @ Non-Mich. Corporation
-+ | Domestic (Michigan) Subchapter §
i { Professional

Forelgn {Non-Michigan)

signature (you are required io complete ail information requested below)

declare under penalty of perjury that this refurn is true and complete fo { declare under penally of pequry that this refurn is based
eibest of my knowledge. . on all information of which | have any knowledge.

Horize Treasury to discuss my return with my preparer. Yes D No | Preparer's Signature, Address, Telephone and 1D Number

2q s . e, =
axpider 47 Authorized Representative Signature %ﬁm’ﬂ‘ﬁ*

. KPMG, LLP
b0 0£L S I
axpa\}ér FEIN or Social S’ecurity Number Telephone Number One Financial Plaza
203 447~9738 : '
axguyer or Aulhorized Representaiive Tille Date . 755 Main Street

J\ll'mr)‘ ificer/Member/Managsr/Pariner)
: }kss reaiurts— lish; Hartford, CT 06103

infi Nama of Ccrporata Cfficar Responsible for Relum | Telephone Number

Wd £2:85:€ 6T0Z/ZT/9 DSIN A9 IAFDIY

; 860~-297-5555
: “Ria Hetine |

giAware of Postal Reguilations When Mailing Your Tax Return: The U.S. Post Office calculates postage based on the weight,

B and thickness of an envelope. Consult with the Fost Office befors malling to avold delays in delivery; items with insufficient postage
ibe returned to the sender by the Post Office. :

allmq Instructions:

enc!osmg payment with your Annual Return mail to:

chigan Department of Treasury
partment 78172

D. Box 78000

'trolt Ml 48278- 01 72

}

requestmg a Credlt to your accourt {amount on {ine 23} or a Refund (amount on line 24), mail to-
‘hlgan Department of Treasury

3,-Box 30778

nsing, Ml 48808

her Annual Retums without payment, mail to:

gan Department of Treasury

sing, Mi 48330

- Go to www.michigan.govitaxes to check your Sales, Use and Withholding

3 transactions and ask questions about your account on-line.
25DN 2.000 . .

113a



-2007-2008
TOMRA of North America, Inc.
Refund Calculation Summary
) Year Ending 12/31/2008
Sales Tax Use Tax Total Tax Amount Due
Originaltly Originally Originally Per Amended

Month Remitted . Remitted Remitted Return Refund Due

|Janhuary $ 39,865.41 % 11,264.30 $ 51,129.71 § 51,129.71 $ .
February $ 8,426.22 $ 2,933.69 $  11,359.91 $ 2,933.69 $ 842622
March $ 29,718.03 3 2,361.87 $ 32,079.80 $ 2,361.87 $ 29,718.03
April $  41,978.10 $ 2,210.85 $  44,188.95 $ 2,210.85 $ 41,978.10
May $ 40,755.06° $ 4,246.56 $ 45,001.62 $ 4,246.56 $ 40,755.06
June $ . 4226803t $ 2,880.96 L] 45,148.99 5 2,880.96 $ 4226803
July $ 37.447.26 $ 3,451.82 $ 40,898.88 3 3,451.62 $ 37,447.25
August $ - 30,566.44 $ 4,085.62 $ 34,652.08 $ 4,085.62 $ 30,566.44
September % 48,170.25 3 2455.85 $ 50,626.10 $ 2,455,85 3 48,170.25
October $ 35,618.63 $ 1,963.88 $ 37,582.51 $ 1,963.88 $ 35618.63
November $ 23,298.89 3 4,642.52 $ 27,941.41 $ 464252 $ 23,298.89
December $ 39,56086.39 $ 2,010.98 3 42,007.37 3 2,010.98 $ 39,996.39
Total Refund Due: $378,243.30

114a
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Monthly Returns

2007-2008 r;H
' ' @)
ORIGINAL E
. Please print your rumbers fiks this, Useblueorblackink. | 2 I Y S & 78 94 ¢ m
‘ @ VuaL oo o >
of:Michigan Taxes SalesTax 01 N2k 23 Edimaks 07 ’ g
ifa this returm sven if no fax fs due. Sales Tax . Voucher ’
sg Form 163 for address chamyges. " Discount 02 , . © Payment* gg Z
.- ]
Seoount _ Offio Uss Use Tax* . Penalty & 8
\lumbsr . 22 (Sales/Renfals) 03 9-, 9 33 ] [ g Interest 99
ietum Pericd . Due Date | Use TEX 7 oo ’ Q
FEBRUARY 2008 MAR 20, 2008 Discount 04 ’ . 97 H?SEHVED S
eﬂmpan)* Name Use Tax : ' ~ NI
TOMRA OF NORTH AMERICA ]NC . | Purchases) 05 ) ‘ oy RESERVED - ° 8
a.§payar‘s Signatyra Date L . 2 . ' ({o)
: W / ;1/; 7 Michigan : ,
A 377 Withhoidng 06 . RESFRVED w
f - £/ [Telephone Numbsr - ' . 97 ' ‘ X ) (JO
erior ,4:(“" [;WJ) &/ ¢/ 7-§732¢ | * Thesa are nof sublofal lings. & o
Jaif To Iﬁdlchlg%n Dept. of Treasury : : ' B
v ept . Make check paysble to: “State of Michigan” :
. Detroft, M 48277&0003 and Include your aceount number unguur Total Payment . 1 i 3 59 9 { aY)
check. Z
ee _ '1 D&z & L
' f
z

115a




P e o L L P Monthly Returns

2007-2008 Y
' ' (@)
M
ORIGINAL <
;}%Ritg?éé} of Treasury FPlease print yoqr numbers fike this, Useblueerblzckink. | 2 3 Y S 6 78 9 Q g
W -
ombined RETURN (] 0 3 - SBT - o
S e g - [ T i M
il higan Taxes Sales Tax 01 L ¥.0 3 Esmaes o7 ’ <
'sth  .urn even i no fax Is due. . Sales Tax Youcher <
e Farm 163 for eddress changss. Discount 02 ’ L Payment* gg 8
Cffice Uss . . ’

scount _ Use Tax* 5 s . Penalty &
f;%,gf 22 (Saks/Rentzls) 03 2 ) 3 bk § 7 Inferest 99 ' )]
sfum Pariod Due Data . Uss Tax : ' [ER
%RCH 2008 APR 20, 2008 Dicount 04 1 . gy HFSERVEI? %
impany Nama Uss Tax : 8
TOMRA OF NORTH AMERICA INC Fuchases) 05 , ] 97 RESERVED ©
xpaygr} Signigturs Dats 7 Mickiga s . W
ey 79 n Py
%W&F VA< /eg | Vindng 06 97 RESERVED w
B U Telophens Number . ! o . s . lo's)
Mo ndnt |f2on) oy 773 ¢ | * These are nat sublotal lines. @ S
{0t gﬁicqig%noggpt. of Treasury . w
ept. 5 - Make check payabla to: “State of Mizhigan™ . ' Y]
Detrolt, Mi 48277-0003 and Include your account numbsr on your Total Payment , 3 J-, e 19 ' g 4 <

check,
2 2 [ 5 a0 s

116a




Michigan Dept. of Treasury
150 (Rev. 8-06)

Combined RETURN ]
for Michigan Taxes

File this return svan If no tax Is due.
Usa Form 183 for address changes.

Offica Use
Agcount .
Number — 22
Return Period Due Date
APRIL 2008 MAY 20, 2008
Company Nams

TOMRA OF NORTH AMERICA INC

P
+

/b

77

Wf’a S@&a
%5137/7 s g

B oS
/?Loé¢i ﬁ}fgw--

"Talephone Numbsr 7

g TP T

Mall Tg? Midifgan Dept. of Treasu
{uept.qmcam v
Detroi, .Ml 48277-0003

. fe

e Monﬂily:'R‘e' Urns -
"~ 2007-2008 .

Ploase print your numbers like this. Use bius orblackink. 1 2 3 4 5 &£ 789 O

Sales Tax 01

SaiesThx
Discount 0z
Use Tax*
{Sales/Rentals) 03
Use Tax
Discount 04
Use Tax
{Puchases) 05
Michigan
Withholding 06

e 91¥.1 0

2

* These ars naf subtotd! fines.

Make check payable 1o: “Stata of Michigan”
- and Include your account nurnber on your

check.

117a

SBT
Estimates

Voucher

Payment™*

. .- Penallyd
5 lnterest

Total Payment

07

98

99

97

. 97

97

I

RESERVED

RESERVED

RESERVED

sy

2z 2 [ < o204 2 o

—
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P o P A Monthly Returns |

2007-2008

e . , ORIGINAL
I(f}gq;%?é}nﬁraawry Pleass print your numbers like this. Use blve arbfackink, | 2 2 4 56 782 9 0O
imbined RETURN @ . : SBT
- Mirhigan Taxes SalesTax 01 70 , 7S ( 06 Esimales 07 ,
Lif. iy sved If ng tax Is dus., Sales Tax - Voucher.
) Forn. &3 for eddress changes. .. " Discount - 02 , . Payment* gg
pount _ | MR e Tax ' o Penalty & ’
i 22 | (sdesonta) 03 Y6 Sl st g
wnPericd Due Date Uss Tax , '
4AY . 2008 . JUN 20, 2008 Discount 04 ’ ) g7 RESERVED
npeny Nama - : Use Tax ’ A
TOCMRA OF NORTH AMERICA INC (Furhases) 05 , . 97 RESERVED
T Lilolet 5 e
b //3/0 ok '

N Nelephane Nurhiber J Wifiding 06 ! ' 97 ' R?SEHVE[.)
i %cc. Jo3 v¥7-FTIO0 |+ Thesa are not subtotal lines. S e
iii-fro: Blicl';ig%r}) Egpt. of Treasury
= - Dept. Make check payable to: “State of Michigan”

D? rolt, Mi 48277-0003 and include your account number on yor:xr Totaf Payment . 75 oo ¢z

check.
A 22 2N 5 oeos 9 .
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50 (Rev. 805) .

.ombined RETURN
oF Michigan Taxes

fle fthis refurn even If no fax Is due.
se Form 163 for address changes.

Monthly Returns

.,h;higan Degpt, of Treasury

x::count
\Iumber

Offics Uze

22

_R_a!un; Pericd
JUNE

2008

Dus Date

JUL 20, 2008

-ompany Name

TOMRA CF NORTH AMERICA lNC

Date //7 P’

Talsphona Nurﬁbel’
Jﬂ; g7 - 87 32

- Datmit Ml 4B277-0003

2007_-2008
CRIGINAL
Please print your numbers like this. Uso blueorblackink,. | 2 34 56 7849 G
SBT

SaiesTax Q1 . L . a6 ¥ e > Esimates Q7
Sales Tax Voucher
Discount 02 , ) Payment®  og
Use Tax* ’ Penalty & ,
(Sales/Rentals) 03 J ’B g D . 9 (( [nieretsty 99

4
Use Tax .
Discount 04 , . 97 BESERVED
Use Tax '
{Pucheses) Q5 - , ] 97 RESERVED
Michigan ’ '
Withholding 08 , . 97 .RESERVED
* These are not subtofal lines. : @ Y

Make check payable fo; “State of Michigan”
and Inciude your account number on your
check

Total Payment

22 2 I oo e oL
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Michigan Dapt. of Treasury
180 (Hev. 8-06)

Combined RETURN G
for Michigan Taxes -
File this return even If no tax is due.

Use Farm 163 for address changes.

T B Office Uso
pocornt 22°
Relurn Period Due Date

JULY 2008 AUG 20, 2008
Company Nama ]

TOMRA OF NORTH AMERICA INC
Taxpayers Signature ; Dale
Tils elaphone Mumbar

Mall To:  Michigan Dept. of Treasury
Dept, 77003
Detroit, Ml 48277-0003

Please print your numbers like this. Use blusarblackink. 1 2 3 4 5 & 789 0O

* These ars not subtolal fines.

Make check payable to: “State of Michlgan™
and Include your aecount numibest on youor

check.

A . SET
SalesTax 01 37 4470 2¢  Estmates
Safes Tax Voucher
Discounf 02 3 , Payment*
Uss Tax™* Ly Penalty &
(Salesentals) 03 3 ,."7‘ J( . & Z- Intersst
Use Tax
Discount 04 .
UseTax
{Purchases) 05 s
Michigan
Withholding . 06

@

Total Paymant

07
aB

99

97

97

97

s
RESERVED

RESERVYED

RESERVED

0. 827 88

22 o NENNENNR 4 0807 3 b

Mgnth

v Returns

2007:2008 %
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y Rébis

Ce s e e et AT ORIGINALR FIGERESS:
S SR o 2007-2008

N £2:85:€ 6T02/ZT/9 DSIN AQ AIAIFO3N

E“éﬂ%@ﬂ_%’é"”‘“”"’y Please print your numbars fike this. Use bitre or black ink. | 224567890 _
Combined RETURN ® ' . SBT '
N ISR, &/
for Michigan Taxes SalesTax 01 3 OS5 4 %  Estmales 07 ,
-Fila this return even If ng lax js due. Sales Tax _ Voucher .
iiss Form 153 for address changss. Discount 02 , . . Payment* g9g ,
Offica Uaa} . .
Number 22 (Sales/entzls) 03 v O 8 g tz 2 nfersst  gg ,
Refurn Perlod Due Data . " Use Tax . .
AUGUST 2008 SEP 20,2008 | pRlat , _ 7 RESERVED
Compeny Name Use Tax :
" TOMRA OF NORTH AMERICA INC Puthesss) 05 o N 97 . ‘RESERVED
Taxpayera SIgnatire Dats Michiga !
. o _ _
A Withholding 06 ] : 97 RESERVED
Tit'e elaphone RNumber 2 ' .
* These are not subtolal lines. . @

Mall To:  Michigan Dept. of Treasury

Dept. 77003 : | "
Ds?mlt, Mi 48277-0003 . Maks chack payabie 1o: “State of Michigan

and Include your account number on your To.tal Payment

J¥ 65R 06

check, '
: - =2 2 N 5 oevs o ¢
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PESIRSPIALL o PSRRI U s el L RORIGINALY
: . : 2007-2008

.Q‘é%hzm%fo%"”m”’!‘ ' Ploase print your numbers like this. Use biue orbleckink. | 2 3 4567849 0

Combined RETURN % : G . - SBT

for Michigan Taxes SalesTax 01 ‘f‘d’ f 7 2.3 Estimates 07 ,

Flig this returm even if oo tax is due. Sales Tax Voucher |

Use Form 183 for address changes. Discount 02 , . Payment* qg ,

Offica Use . .

P o 3 oo po D

Nurmber 22 | (SdesRends) 03 A FS s £S5 intenst gg ,

[Ratum Periog Due Dats Usa Tax - o o - ‘
SEPTEMBER 2008 OCT 20, 2008 Discout 04 ’ ] 97 HESEHVED )
omparny Name Usa Tax T . . . - :
TOMRA OF NORTH AMERICA ING (Fuchesed OS5 i ) 91, . RESERVED

T ‘1"5 Slgnau 2 Data Michi . )

g /. - igan . i .
/ "/ 2/27 | Witiiding 06 _ 97 RESERVED
. # /" |Telephone Nuhbar ' ) . 1 '
Lo b | B0i -t ?-P775F . | * Thess are not subtotai lines. @
Mall To: ggtlg;a% OD:BQPL of Treasury ’
epl. g Maka check payable {o: “State of Michigan™ P P
Detrolt, Ml 48277-0003 . and Includs your account number on your Total Payment , Gl & 26, ro

eheek 2z 2 NN = cecq v e -
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Monthly Returns

2007-2008
ORIGINAL

,é%h(‘gaeg g o TRy Pleasa print your numbers like this. Use blus orblsckink. | 2 3 4 56 78 94 0
fombined RETURN ] = ‘ g SBT
‘'or Michigan Taxes sdsTac 01 38 & /¥ 63 Esmats 07 ,
“ffes this return even If no lax Is due. Sales Tax : . - - Voucher .
{se Form 163 for address clianges. Discount 02 L e, Paymeat* gg - ‘

. Office Uss R
Aecount ’ Uss Tax* T Penalty &
‘Qt{rphar . - s 22 (SalsRertds) 03 / ! 7. 3 ' fé’ Inberest 99 . )
Yaturn Perind Due Date Use Tax . ’
OCTOBER 2008 NGV 20, 2008 h

: Discount 04 . . 97 R$SERVED‘

)mpany Nems Use Tax '

TOMRA OF NORTH AMERICA INC (Purchases) 05 . i 97 RESERVED
Ypayers Signaturs Tiate Michigan ' - ’ ’

A i Withholding 06 57 RESERVED
B Telephone Numbsr . ‘ ! ) ' '
e * These are not sublotal lings. (-]

Ao Michigan Dspt of Treasury ’

' Make check payable to: “Stata of Michigan”

Pm“‘ M 48277-0003 and Includs yuur account number an your Total Payment s 3 7 s S £ 2. g / :

check. .
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chigan Dept, of Treasury
0 (Rav. 8-06}

ombined RETURN = &

ir Michigan Taxes

tethis return even if mo fax Is due.
g Form 163 for address changes.

. Otfice Use
scount

Jmber 22
sturn Period Due Data
NOQVEMBER 2008 | DEC 20,2008
ﬁpanane

EOMRA OF NORTH AMERICA INC
?g_ygrs Slgnature Date

Tolephane Number

Dept. 771

" Michigan Dept. of Truasury
, 77003
" Delroft, Mi 48277-0003

L ' ' Monthly Returns
2007-2008

RIGINAL

Please print your numbers like this. Use blue or blackink, | 2 I 4 5 & 78 9 O
SBT

SabsTax 01 &3 AF ¥ §F7  Estraes 07
¥
Sales Tax Voucher
Discount 02 - i i Payment* ggq
Use Tax* o Penalty &
(SdesRentls) 03 L HE ST et g9
se Tax .
Discount 04 , . 97 RESERVED
; :
Usg Tax
Puckeses) 05 , , 57 RESERVED
Michigan
Wthho{ding 08 , ) 97 RESERVED
* Thesa ars noi subfotal lings, &

Make check payabla to: *State of Mlchigaﬁ" '
and include your aceount number on your Total Payment 7 i/

chack '
22 2 _H 131 2 4
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Monthly Returns

2007-2008 -
'\ O
ORIGINAL Ml
‘ <
M
O
@)y
<
<
D
=
R
N
o
=
©
- W |
%{%ﬁﬁ_eé:ﬁt.)ameasuw Pleage print your numbers like this. Use blugorblackink. | 2 3 4 S5 & 7 89 0O B
ombined RETURN @ o ‘ SaT o
+ Michigan Taxes : SdesTex 01 37 T9G. 39 Ednaes o7 . r<
'e this refurn even If no tax s dus. Salas Tax Voucher
&.Form 163 lor address changes. Discount 02 ) . Payment*  gg
uli e Offles Use ’
cart [ Use Tax* . Penally &
imber 22 {Sales/Rents) 03 Ao o 9§ et g
turmPetiod Dus Date Use T, ’ !
JECEMBER 2008 | JAN20,2008 | @ 8% o, , 97 RESERVED
-';.: . * 1S -
Tipany Name Uss Tax .
"OMRA OF NORTH AMERICA INC {(Puthases) 05 . ) 97 BESERVED
Date : ' .
Michigan
L // ‘z’/"f Withholding 06 : ' 97 RESERVED
Blaphone Nimbsr - ’ . i > .
, Lol - ¥/ - 725 | * Thess are nol subtofal lines. . &
lTo Dic?g a;ruggpt of Treasury ’
o popt Maks check payable to: “State of Michlgan” '
. Parot, MI 4827?‘00@ and inciude your account number on your TDta_l Pay men_t , ?501, [ &) 7 _3‘ ’7
R AT check,

E | © 125a



Ronald Kolbig
Dep Tr

STATE OF MICHIGAN

COURT OF CLAIMS

with Docket
No. 14-185-MT

)
TOMRA OF NORTH AMERICA, INC., )
' )
Plaintiff, ) Docket No.
) 14-91-MT

-vs— . ) Judge Talbot
)
DEPARTMENT OF TREASURY, )

STATE OF MICHIGAN, JConsoclidated
}
)

Defendant.

DEPOCSITTOCN
of RONALD C. KOLBIG, a witness called by
Plaintiff, taken before Tamara Staley Heckaman,
Certified Shorthand Reporter and Notary Public, at
525 West Ottawa, Lansing, Michigan, on Wednesday,

January 7, 2014, noticed for the hour of 2:30 a.m.

HECKAMAN & NARDONE, INC.
Certified Shorthand Reporters
P.O. Box 27603
Lansing, Michigan 48909
(517) 345-0847
theckaman@live.com

Pagerlli
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Ronald Kolbig

16

17

18

13

20

121

22

23

25

Dep Tr
| Page 21 |
t C. What's the differerice?
2 A. One is basically a financial lease. Some
3 of the —-- in one case there's a -- I believe
4 there's a —— at the end of the lease term it's --
> there's a dellar valuation given and —-- usually
6 one dollar and then title passes. |
7 Q. In which type of lease arrangement -—-
8 A. I don't recall the difference -- I can't
J recall that at this point.
[ Q. Okay. Do you know if TOMRA used both
i1 operating leases?
| 12 A. Don't know that.
|3 0. You don't know? Do you know if TOMRA did
14 capital leases?
| 10 A I can't tell which -- they -- basically

all I know is they sold and leased their products.

0. Ckavy. |
A That's all I know.
Q. So during the course of your audit you

never differentiated between the operating lease

and the capitzal lease?

A They couldn't. TOMRA could not
differentiate between any sort of —-- because of
their —-— really the records that they maintained.

They weren't even able to separate the sales and
127a
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Ronald Kolbig

Dep Tr
Page 23 |
1 Q. And for those invoices did you see the
2 tax was —--
3 A. Yeah, you saw that there was sales tax:

190

11

12

13

14

15

16

17

18

19

20

21

22

23

25

Actually I had Mary check that and she reportea to

me that she had seen tax on those 1nvoices.

Q. Okay.
A. T did not see it.
Q. So 1s 1t a correct statement to say of

the invoices you did review —-

A. Tax was on the invoices, correct.

Q. Tax was on the invoices. So explain this
to me, when you saw the sales tax on the invoices
what does that mean?

A Well, they couldn't produce them during
the course of the audit, so that's number one.
They only could produce those invoices at a much
later period once you went to hearing, so during
the course of the audit I saw no —-- I saw nothing.
Records were extremely poor. We could not
differentiate between sales and rentals so -- and
we could not —— I can't even tell you beyond that.
You're asking about capital versus —-—- I couldn't
answer thalt question.

Q. So even later, you know --

A Later.
128a
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Ronald Kolbig

Dep Tr
-Page 442
1 again, T den't know the full extent of -- it can 5
2 include machine -- the answer is 1t can include
3 machinery.
! BY MR. QUTNN:
. Q. T am going te refer you tec tab J.
6 A.  Okay.
7 0. Can'you identify that dcocument for me?
8 A Yeah, that's the sales tax audit report
? of findings.
10 Q. And did you author this report?
11 A, Yes, T did.
1z 0. And if you want can you take a look at

14

J 15

1le
17
18
15
20
21
22

23

25

the pages included in tab J and let me know if
this 1s a complete and accurate copy of your audit

report of findings?

A. Yeah, 1t appears to ke, vyes.
Q. And all the accompanying schedules are.
there? |
A Well, let's see what's there. Yup, it

Tooks like it. Table of contents. Yeah, T would
assume Sb.

0. Under the section that's labeled internal
controls, do you see that section?

AL Yup.

0. The first sentence, can you read that to
129a
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Ronald Kolbig
Dep Tr

10
11
12
13
14
15
16
17
18
19
20
21
- 22

23

25

Page 48 %

A. At least if they did they sure as heck
did not give any to me. |

0. Okéy, we'll come back to that. Do you
see the section in Exhibit J on the first page
where it talks about tax reporting reccnciliation?

A. Um—-hum. |

Q. Can you read that first sentence for me?
Juét the first —-- |

A. The auditor determined that the tax
reporting procedures for-the sales tax consisted
merely of reporting the amounts collected from the
Michigan sales tax liability account. It was not
possible for the auditors to tie to the sales tax
prayable account. Taxpayer was unable to provide
the reguisite reconciliation.

Q. Now, nct beling an accountant guy, can you
explain te me what that means?

A. Well, basically what they did was
whatever they -- the tax that was collected was
remitted to the State, however -- again, they
could not -- so basically all I knew is that in
any given month they collected X amount of
dollars. T did not have necessarily any support
that told me beyond who those customers were. All

T knew was that they collected X amount of dollars
130a
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Ronald Kolbig
Dep Tr

10

11

12

13

14

15

16

17

18

19

20

21

22

| 23

25

Page 49 |

and remitted that amount to the State. That's
about what it would be in summation what that's
saying.

0. And then did the amount that they
purportedly collected and remitted toc the State,
aid that match with their monthly —-

A. With what they had collected, yeah.
That's basically what it...

Q. And so what beyonad that did you want to
sea?

Al I wanted to see when -- becausé T
could —-- they —-- 1 wanted to see whether or not

why there were exempt sales, and there obviously

‘were —— the total amounts, the gross sales, are

far greater than what was collected so obviocusly
they are exemptiocons by logical inference from
that. And so they did not repcrt on 100 —-- they

did not pay tax on 100 percent of their sales.

0. And did you bring that -- your concern to
TOMRA? |

A. Oh, yeah.

Q. And what was tThelr response?

A. That's as best they could do with the

records they had.

0. Thank you. If you could can you flip to
131a

INd £2:8€:€ 6T02/2T/9 DS A daA 13D

8188b888-fdad-4a48-8739-4db33{124849




Ronald Kolbig
Dep Tr

10

11

12

13

14

15

16

17

| 1B

19
20
21
22

23

25

Page 52 g

the.gross —-- that should have been —-- like, 1f T
had that then I would know. And then I would

need to —- then 1f they had exemption certificates
those particular customers could have been
eliminated in theory from -- you know, from —-- and
there would have been nco -- they would have been

allowed —— their sales would have bheen allowed as

deductions.

C. Okay. So 1f TOMRA had a blanket

exemption certificate from Meijer, for example —-

A. Okay.

Q. —-— and was able to tie back its sales to
Meijer -—-

A, Correct.

C. -— you wouldn't really need to see the

invoices, correct?

A No.
Q. Just every -—-
AL Because it's -- and they took it in good

faith so the answer 1s, yeah, that's an exempt
sale. 7 |

Q. Okay. So in that situation because we
have the blanket exemption certificate from Meijer
all sales to Meijer are exempt?

A, Yes.
132a
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Ronald Kolbig
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10

11

12

14

15

16

17 -

18

19

20

121

| 22

23

25

Page 72|

anything? I have a couple questions for follow
up. Do you need a break or anything?

THE WITNESS: Yeah, let me grab
something to drink.

(A break was taken.)

MR. DAMICH: Back on the record.

EXAMINATION
BY MR. DAMICH:
Q. Mr. Kolbig, Mr. Quinn and you had
discussed during the course of the —-- that during

Lhe course of the audit that you had reviewed
certain documents and general ledgers of the sort
during this audit, correct?

A Correct.

Q. And after your review of these documents
vou determined that the taxpayer had, in fact,
reported and recorded exempt sales, correct?

A. That's correct.

O. Now, did the taxpayer identify why they
believed the sale was exempl?

AL No, they did not, no.

Q. So they never said this sale i1s exempt
based off of industrial processing?

A. No.

Q. Never based off an exemption for sale for
133a
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Ronald Kolbig

Dep Tr
Page 73
1 resale?
2 A No.
3 0. For no type of exemption. Tt was just
4 iisted as exempt sales, correct?
> A Right. They actually -— they only give

10

11

1z

14
15
16
17
'18

18

-1 .20

21

22

23

25

me the gross amount that I can get from the
Michigan subledgers and the amount of tax that was
coliected, which divided -- when you take that
amount for any given month, you divide by .06,

that backs vou into a taxable amount. So now we

have a discrepancy between the gross per the

ledger and the taxable amount and so there are
exemptions because there 1s this gap, so it's —-
so exempt sales are backed in —-- and this is
pretty standard in the industry, they back -- but

under —- normally they can tell me what these

exemptions are for. They could not.

Q. Cettainly They couldn't -~ so they
couldn't tell you what they were for, correctl?

A. Correct. _

Q. And they could not tell you for sales to
whom they were for, correct? |

A. That's cotrect, they could not tell me
that either. |

Q. At that point did they say they were
134a
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Page 78

Q. Okay. Now we're goling to go back to

these exempt sales that you identified during the

‘audit period.

A Correct.
Q. Now, you had made mention that there is a

six month sample period done, correct?

A Correct.

Q. Did the taxpayer agree with that sample
period?

A Yes, 1t was agreed. The taxpayer agreed

that we would use a six month.
Q. And for this six month sample period what

did you ask? |

AL Well, we asked them basically to provide
us with the gross sales, which would be Irom the
Michigan ledgers, subledgers, and we needed -- we
asked for any exemption certificates and, of
course, none were forthcoming at that time. And
it was very difficult to reconcile numbers because
basically all I could get was what sales tax was
paid from their monthly returns, and, you know, I
knew the gross, T knew the sales —-- the taxable
sales are backing into 1t. That's all 1 could
tell. |

Q. '_Now, you made mention about Michigan
135a
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Ronald Ii(dlbig

Dep Tr
Page 3°
L second.
2 A. Even here Spartan is —-- they're looking

10

i1l

12

14

15

1 16

17

18

1%

20

21

22

23

25

for 402 and yet Spartan was 418. I don't know.

Fven that decesn't match up.

Q. Right.
A. So 1'm having a problem with that.
Q. So would the next step be from here to

mavbe ask for source documentation that would

maybe reconcile with their general ledger to just

try to fix this issue and the numbers?

AL Yeah. T mean, somebody needs to
reconcile the general ledger wversus the sales tax
invoices, why is there a discrepancy.

0. And would looking at specific invoices be

a way to fix that discrepancy?

AL Tt might help but T don't know 1f we're
going to come to -— without looking at everyboedy.

Q. Right.

A —— 1 don't know if we could do that.

That's going to take an awful lot of time. I
mean, there may be & reason. TOMRA may be aware
of why there is this discrepancy, but I can't tell
vou what the discrepancy is.

0. And was that document given to you during

‘audit, during the actual zudit time?

136a '
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Page 94

Q. That's it for me.
A. Okay.
MR. DAMICH: Just give me a second
real gquick.
THE WITNESS: Sure.
RE-EXAMTNATTON
BRY MR. DAMICH:

Q. You said that that would —-- that this
would be fine for this specific month for Walmart
and Meijer, right?

A. One second.

Q. Just vyes or no, would it be fine for this
specific month?

AL No, because I'd need a rec— -- no, I need
the reconciliation of'thé gross. There's
discrepancies between the total sales and what's

in the ledger.

Q. For that specific month?

A. There 1s, yeah.

Q. From March 20087

A. Yeah. Right here the amountlsupposedly

in the sales general ledger is a million one
one - let's try that again, 1,169,888. When the
KPMG did their listing they came up with a greater

amount of 1,248,024, I don't know what that is.
137a '
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Audit Report

Michigan Department of Treasu
TOMRA OF NORTH AMERICA INC /h
Audit Report of Findings

Introduction

A SAL audit was conducted and completed on the above listed taxpayer for the period
10/01/2003 to 12/31/2008. The audit resulted in a determined amount of $516,562.

Audit Objectives

o Determine any differences between the correct tax and the reported tax liability.
e Affect the collection or refund of those taxes deterniined reported in error,

Cause of Adjustment
Primary: ST - Other Deductions

Secondary:
Third:

Audit Procedures and Steps Performed

Sales Tax Audit Program ‘

Internal Controls

The taxpayer is a major distributor in the United States, and its general accounting
procedures are excellent. Hs CPA firm conducts an independent annual financial audit
and prepares the Annual Report for the shareholders, The taxpayer employs KPMG,
one of the largest CPA firms in the world, to oversee their accounting procedures.

Tax Reporting Reconciliation.

The auditor determined that the tax reporting procedures for sales tax consisted merely
of reporting the amounts collected from the Michigan sales tax liability account. it was
not possible for the auditors to tie to the sales tax payable account. Taxpayer was
unable to provide the requisite reconciliation.

Sales Reporting Procedures

The taxpayer does not report any gross sales or deductions. The only amounts that
the taxpayer reports are taxable sales which are grossed up per the Michigan sales
tax payable account and reported on a monthly basis.

139a
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Sales Tax Accrual Procedures

The taxpayer reporis the monthly amount in its Michigan sales tax payable subledger
account. ' .

Detail Sample Procedure’

Originally, the auditor and taxpayer had selected a six month block sample for testing
the accuracy of taxpayer's exempt sales. The taxpayer had downloaded its annual and
period sales tax Michigan population from the general ledger but is unable to identify
specifically which invoices are being taxed. Therefore, the taxpayer is unable to
separate taxable from exempt sales. It was determined that the taxpayer is reporting
taxable sales based on the gross up of its sales tax liability as determined per its sales
tax payable account is not reporting gross sales or deductions on either the backup to
the monthly returns or on its Annual Retums for Sales, Use & Withholding Tax. The
taxpayer filed Annual Returns for years 2003-2006. 1t did not file 2007 or 2008 Annual
Retums. Thus, since an audft of sample deductions could not be verified, the auditors
obtaihed the amount of gross sales from the gross sales of the Michigan sub-ledger for
each audit period and subtracted the amount of the taxable sales as reported by the
taxpayer using the gross up of sales tax liability methodology. The auditors then
separated the income by income type {installation income, parts income, service
income, sales of equipment and products, leased equipment, freight revenug and
Canadian income. Thereafter, the auditors separated the income by determined taxable
and non-taxable income, allowing installation income, freight income, service income
and Canadian income as deductions. Only, parts income, sales of equipment and
products and leased income equipment were determined to be taxable income in
Michigan. These non-taxable items were subtracted from previously determined gross
income to amive at the balance of the taxable receipts for each audit period. The
adjustments to taxable sales in all audit pericds were as follows: 2003-$181,158, 2004-
$1,277,328, 2005-9$849,746, 2006- i8|027I182, 2007-$(744,985), and 2008~
$(464,511).Sales Tax Workbook Is.B_Determined Gross Sales$C$11

The auditor had requested the data from the taxpayer on numerous occasions to obtain
the exempt sales; however, on each occasion the taxpayer's representative, Robin
Hettrick, was unable to comply with the request. See the original IDR request dated
5/1712011, item #5 which was requested and never complied with and in which the
auditor stated, "In connection with the sales tax audit | will need the detail of the total
sales population from 10/1/2003-12/31/2008 by month. [ need the monthly amount of
exempt sales for each month during the audit period.”

Thué, the auditors were directed to use the best available information, and the
methodology in paragraph one was followed.

Verify Gross Sales

The auditor verified the gross sales by obtaining the period Michigan sales per the
Michigan sub-ledger accounts for sales. The amount was obtained for each audit
period per the information as supplied by the taxpayer.

TOMRA OF NORTH AMERICA INC SAL
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Deductions of Sales/Rentals

As the taxpayer does not report the amount of gross sales nor deductions on its
monthly or annual retums, it was not know what the taxpayer was exempting. Cn
audit, the auditors allowed the following types of income as deductions: installation
income, service income, freight revenue and Canadian income.

Verify Inclusion of Proper Figures

The auditors verified the latest transcripts, which were used for the reported
amounts, Tax calculations were additionally verified and deemed to be correct.

Compuie Interest/Penalty

Interest was computed through August 20, 2011. A negligence penalty is
recommended as the taxpayer has no corrected its reporting methodology. The
taxpayer is Unable to determine which invoices it was taxing and which wére exempt.
Therefore, Tomra was unable to identify and support any deductions. As a result,
the auditors were unable to verify whether the taxpayer is properly reporting its sales
tax liability.

Records Examined

Records examined included the following: CRT printouts, Annual Sales, Use &
Withholding retums, monthly returns, generat ledger sales accounts, and sales tax
payable accountinformation,

Primary Cause of Adjustment

The primary cause of the adjustment was due to the understatement of sales and
dental of all deductions. The taxpayer reporfed only the taxable sales as the amount
of gross sales by dividing the sales tax reported by the 6% tax rate. Taxpayer was
unable to support any deductions other than tax in gross because it does notknow
which invoices are taxable versus nontaxable.

Closing Conference

A closing conference was held at the Tomra location in Shelton, Connecticut, The
meeting was attended by auditors Mary Connolly, Ron Kolbig, Supervisor Joyce
McCain and the taxpayer's representative, Robin Hettrick on August 17, 2011.

TOMRA OF NORTH AMERICA INC SAL
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Contested Issues

To date, it is not known whether the taxpayer will be contesting the audit results or
not.

Other Taxes/Spegial Circumstances

Auditor Ron Kolbig completed an SBT audit in October 2008. Withholding taxes were
reviewed and taxes calculated were found to have been paid: A use tax audit
" accompanies this sales tax audit.

Audit Completien

The auditor completed the notes that were needed to complete the Audit Report of
Findings as well as the Auditor Evaluation.

Scanned Documentis

Scanned documents include the following: Pricr audit report of findings, waiver
through 12/20/2011, power of attorney and IDR request dated 5/17/2011.

Conclusion

As this taxpayer is unable to determine what its deductions are since it cannot
distinguish between taxable sales and exempt ones, the auditors were forced to use
the methodology which entailed constructing the gross receipts from the Michigan
sub-ledger for sales. The auditors were able to discern the types. of income that
comprised the gross amount. Accordingly, various types of income were allowed as
deductions, on audit, from gross sales for installation income, service income, freight
revenue and Canadian revenue, These types of income were subfracted from the
gross revenue to arrive at the audit amount of taxable sales. The faxable sales per
the audit were found to be greater than amounts reported by the taxpayer as taxable
sales hased on grossing up the saies tax payable by 6%. Said period differences
are being taxed in this audit. As the reporting procedures are no different from the
prior period, the audifors have imposed a negligence penalty of 10% because the
auditors are unable to review the exemptions based on the taxpayer's reporting
methodology or choose a sample-for review. The taxpayer was unable to comply
with requests for information regarding its exempt sales in the various verbal and
written IDR reguests.

TOMEBA OF NORTH AMERICA INC | ] SAL
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Audit Instruction Findings
No specific audit instructions were presented to the auditors for response.
Audit Prepayment
To date no audit prepayments have been made.
Additional Auditors
Auditor Mary Connoily assisted in the review of the audit data as submitted by the
taxpayer. '
Audit Results
Net Tax Due/(Net Credit)/Other adjustment $ 516,562
Penalty § 58,502
. Interest § 184,955
Amount Due/(Net Refund or Credit)/Cther $ 770,019
adjustment
Primary Auditor: Ronald Koibfg
TOMRA OF NORTH AMERICA INC . | ] SAL

Page 5 of § 143 a 572014

Nd €2'8€€ 6T02/CT/9 OSW AQ AIAIZOTA -



Audit Report
of Findings

Stat.  /ichigan - Department of Treasury .

Date: 8/, 11
Taxpayer Name: TOMRA OF NORTH AMERICA iN

Account No: (NN

Farthe Period

o 10/01/2003 1 01/0%/2004 01J61/2008 01/01/2008 01/04/2007 ! 01/04/2008
[f”d’t Summary Ref | 12r34m2003 1231/2004 1213172005 1203172006 12131/2907 ? 12/3§/2005
Determined Tax Due Al 40,254 72,302 48,089 454,369 T (42,169) (26,293)
Less Credit Offsets:
Use Tax Audit 0 0 0 y s} 0
SBT Audit o 0 0 0 0 a
Qther Tax Audits 0 0 0 Q o} 0
Prapayments 0 0 0 0 0 0
Total Credit Offsets _ 0 0 0 0 Q : .0
Tax After Cradlts 10,254 72,302 45,099 454,369 (42,169) | (26,293)
Interest Due Az 2,470 T 21,830 : 19,337 131318 _ - 0
Penalty Due A2 1,025 7,230 4,810 45437 | 0 0
Net Payment Due 15,749 | 101,362 72,245 851,124 {42,168} : {28,293)
Schedule A
- Sales Tax Audit Summary Page 1 of 2
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Stat  fichigan - Department of Treasury
Taxpayer Name; TOMRA OF NORTH AMERICA INC

Sales Tax

For the Period

1 Audit Summary Ref Total
Determined :I'ax Due Al 516,562
Less Gredit Dffsets;

Use Tax Audit 0
3BT Audi a
Other Tax Audits 0
Prepayments ]
Total Credit Offsets 0
Tax After Credits 515,562
Interest Due A2 194,955
Penalty Due a2 58,502
Net Payment Dus 770,019

Audit Summary

145a
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~ of Findings

State . Ichigan- Depar‘rmént of Treasury

]  Date: 8/ 11
Taxpayer Name: TOMRA OF NORTH AMERICA INC

146a

’ Acgount No:
] For the Period
i 16/01/2003 G1/01/2004 01/01/2005 01/01/2008 0t/o1/2n07 ] ol/et/2008
Determination of Ref 12/34/2003 12/3172004 - 12/31/2005 12031/2006 1213112007 12/31/2008
Deflciency 8% 8% 6% 8% 6% 4
. Gross Sales B 1,804,758 8,755,631 8,381,831 15,868,064 9,825,208 8,622,075
Total Deductions o - 102,158 852,204 A74,442 898,247 556,143 391,815
Taxable Sales 1,702,602 9,203,427 7,907,389 14,970,817 8,269,062 £,530,260
Taxabie Bajance 1,702,602 9,203,427 7,907,389 14,970,817 8,269,062 6,530,264
Tax On Balance 102,156 552,206 474,443 898,249 558,144 381,818
Tax In Excess - Total W 0 0 0 0 Q 0
Defermined Tax 102,186 852,206 474,443 898,243 555,144 391,816
Reported Tax X 91,802 478,904 426,344 44% 884 598,313 418,108
Tax Due 10,254 72,302 48,099 454,369 (42,169) {26,283)
Other Adjustments
Net Tax Due 10,254 72,302 48,088 454,389 {42,189} (26,293
License Fee
Interest A2 2470 21,830 18,337 151,318 Q 0
Fenalty A2 1,025 7,230 4,810 45437 0 Q
Total Amount Due 13,748 101,362 72,248 651,124 {(42,169) {26,285
Explanation of Tax Deficlency lanation of Tax Deflci
Sales l \
Bales Adjustments 181,186 1,277,328 849,746 8,027,182 (744,985)
Deduction Exceptions v v 0 0 0
Tax In Gross Ad o] (10,284) {72,300] (48,097) (454,368) 42171 :
Taxable Adjustments 170,202 1,205,028 soi,s49 : 7,572,816 {702,824} (438,218)
Tax * 10,2584 72,302 48,099 454,369 (42,169} (26,293)
Errars & Ad|
Tetal 10,284 72,302 48,069 454,369 (42,169) (26,293)
Tax [n Excess-Unreported D 0 0 ) 0 0
Other Adjustments o 0 0 a 0 0
Net Tax Due 18,254 72,302 L 48,089 454,369 (42,16%) (26,293)
- Schedule A1
Saies Tax Determination Page 1 of2
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Sfate  ‘chigan- Départment of Treasury
Taxpa, . Name: TOMRA OF NORTH AMERICA INC

Sales Tax

For the Period
Datermination of Ref Total
Deficiency 6%
Gross Sales B 52,558,564
Total Deductions < 2,875,007
Taxable Sales L 48,583,557
' Taxable Balance 48,583,557
~ Tax On Baiance © 2,975,014
Tax In Bxcess - Total W g
Determined Tax 2,975,014
Reported Tax X 2,458,452
Tax Due 516,562
Other Adjustments s
Met Tax Due 516,562
License Fse ¢
Interast sz 194,955
Penaity AZ 58,602
Total Amount Due 770,018
Sales J
Sales Adjustments B 8,125,807
Deductlon Exceptions c Q
Fax In Gress Adj c {516,554}
Taxable Adjustments 8,608,353
Tax 516,562
Errors & Adj 0
Total 546,562
Tax In Excess-Unreported Q
Other Adjustments 0
Net TaxD[.xe 518,562

Determination

147a
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Audit Report

148a

of Findings
Slate of Mishigsn - Deparmment of Treasury Omba: B2402011
Texpayer Name: TOMRA OF NORTH AFERICA INC AscountiNo: _
Forthe Parod
{Persity & merestC wiake 2RAEe | oAl ranins | oirelotasins ] vintkeho onie | oskam o vty i
Due Date 121648 RN CRIDGKNS 0B/08IDG O8REIGT 08K5/08
Tax Bafore Camylorvierd or Carryback 10,254 72,302 48,089 454368 {42,163} (26,293}
Less; Credit Camylorward 9 4 0 ] a 0
Tax Bafoss Caryback 0254 12302 48099 454369 (424 (25.293)
Interest Datly Rate #of Pays Tax  Interest] Tax  TInferest Tax  interest . Tax  [nferesi Tax Tnlerest Tax
(21003 123103 D.01475% 18 10,254 pra. . .
01R1M4 030104  D.OI365% 182 %55
D7/05/04  DADFD4  0.01386% 34 48
pamdiod 123104 001366% . 18D 10,254 210 72,302 1,481
D045 DAROEE  (QL0I428% 181 265 1,869
OIS TRONI0D DRSS 37 b A5
0BITMS  $UBINS  C.O16YEH 147] 10254 256 72302 1,805 48,099 4,201
Diplps  PREOES DDIgTI i85 266 25RD ERsT]
OZOII0E  ORDGDE  0.02245% 37 ES 243] Floe]
OROING 23108 0.92245% Az 0254 334 12,302, 2385 48 099 1587 434,359 14995
10107  0G3007  0,02493% 18§ 463 3,253 2470 20,503
O7/O1I07  ORIDEMT 0025243 37 S5 78 451 4,250
CRIOTIO7 123107 0.02534% 147! 0 o 43,8682 1,635 48,029 1792 <454, 289 16825 [¢] a
010408 OBROTE  0.02514% 182 a b} 2,21 20,750 1]
OT/0408  OBADSH8  0.02151% 37 0 345 37e 3567 Q
oRI0608 123108 0.02159% 148 a a 17,589 559 40,029 1528 454,369 14,416 [s] Q a
DIOIA0 DALY 0016443 181 o 57 1431 13,520 Q
070303 123103 0.0{288% 184 a 417 1140 10,768 a
-DTRI40  05RAYIA  D.DTIE4% 131 o] 3rt 1013 8513 g
o7niMe 1230 0.01164% 134 a ar7 1,030 9731 0
GU01 DeBW1T 0.01164% j84 0 art. 1,013 9573 0
VIR DAY DOYRAS =4 o 04 2 2 59F s
Interest Celeulaled Thru: 0820153 2470 21,830 18,337 151,318 3}
“Tax Subfect (3 Pepaly 16,254 2302 44,081 454509 2,169 —
Penpally Rate 0% 10% 10%: 136 0%
Papalty 1025 7,230 4,810 46,437 0
areah Dirh Brloye T edh ComryRack RN 09,30 TS S RVTA 42 A8
055 Credit Carrybark 13,748 54743 i} o/ 42,169
Balance after Application of Credit . L
Tae ) 17.589 28,005 454,959 o
Inlerest it 7,820 18,337 151,518 0
Penaity ] 0,220 4810 A5A437) D
Total Amount. Cua a 46448 72245 851124 o]
Safes Tax Intarest Calevlation S;:;:“;Zfs
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Stale of Michigan - Depariment of Treasury

‘Taxpayer Name: TOMRA OF NORTH AMERICA lNG

Sales Tax

For the Periog”
{Panany & Interest Callabor o 12048
Duie Drale
Tax Before Camyforward or Canyback
Less; Credt Carrylonvard
Tax Before Carryback
Tferest Dally Rate gofays |  Infesest]
121603 123103 R0147T9% 16
pis o6Eu0d LO13S5E 82
07104 0RO 0.01386% 2
08404 123404 0.01266% 1501
ol/nis  DE/305  D.D1428% 181
DRSS ARG5S LOisaM 37
(OB/DTHS  12/35/05  0.01689% 147
DMpiLE  DROGDE G.01573% 181
O7ROHDE  0RI0GI0G  0.07245% 37
QAAOTIOE  fZAUCE O07245% 147
007 D307 0.02493% 18f
aDi0T  OBAOEOT  0.02534% 37
DAOTRT  1XRIT  0.025345% 147
008 OS30M08 0025143 182
o708 GOS0 0.02I51% 37
& 1273108  0.02151% 148 -a
G010 DGRANDS  D.O1644% 181 0
07f0INS  1A3I0E 0.01285% 184 0
offa{fd C8B0/10 J.07164% 181 o
o7miHa 123110 DDY164% 184 o
i1 osRtl  0.01164% 181 ]
AT RRTiTt  DAntesk oY o
interest Cakztiated Thnn Lip-eih 0
Tax Sutject (0 Puraky 76,265
Penzalty Rala 159
Penalty 1
Aometh Dnve Defure Credh TamyBadi DrpLC)
Less Credil Canyback -28,283
Balance affer Appifcation of Crad)t
Tax D
Interest 0
Penalty 0
Totsl Amount Mua 4]

Intocest Calcutation
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Audit Report
of Findings

Date; 8/2
Account No;

State . - chigan~ Départmént of Treasury
Taxpayer Name: TOMRA OF NCRTH AMERICA INC

I

Wd €2:8€:€ 6T0Z/CT/9 OSIN Ad IAIFOIY

For the Period
1010172003 01/01/2004 81/01/2005 01/01/20086 /0172007 T 014/07/2008
Sales Tax Gross ‘ fef 123112003 123112004 12/31/2005 1213172006 12/31/2007 12/31/2008
Sales Summary 6% 6% 6% &% 6% 8%
Gross Sales H
. 1,623,802 8,478,303 7,532,085 7,841,882 10,670,200 } 7,388,565
Additional taxable sales-peraudit 181,156 1,277,328 848,748 8,027,182 (744.,995) (484,511}
Defermined Gross Sales 1,804,758 9,755,531 8,381,831 15,669,064 ' 9,825,205 6,022,075
Contested Gross Sales B2 0 1] 0 v 0 g
Net Determined Sales 1,804,758 9,755,831 8,381,831 15,869,064 9,825,205 6,822,075
Reported Gross Sales X 1,623,602 8,478,303 7,532,085 | 7,841,882 10,670,200 7,386,586
Adjustment 184,158 1,277,328 848,746 8,027,182 {744,885) (464,517}
Determined Schedule B
Sales Tax Gross Sajes Page 1 of2
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State schigan - Depariment of Treasury .
" Taxpayer Name: TOMRA OF NORTH AMERICA INC

Sales Tax

. Forthe Period

Sales Tax Gross Ret Total Clta
Szles Summary &% Ref #
Gross Sales
. 43,432,658
Additional taxable sales-par audit 9,125,907 1
Q
.0
0
0
! 0
)
a
0.
0
Determined Gross Sales 52,558,564
Contasted Gross Sales B2 0
Net Determifed Sales 52,558,564
Reported Gross Sales X 43,432,658
Adjustment 9,125,907
Determined
Gross Sales

151a
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Jpoz ped't TARABLE JEE‘CE/?@
} -

Incomne Tvoa
Intallation income

Servicg Income

Paris income
Sales of Eaqulp & Produet

Leased eclio

{reioht reventie

- Canada
|atal income
tolal aress reselnis renorled an Annual refims
Dilference in aross taxable incame:

£% Tax rale
Tax Lishilitv

{olals

§60,116.85
$08,517,963.32
$493,093.24
$737.487.81
$574.177.03
$6,211.50

_ $362,000,00
$100,761,049.75

152a

laxable

{

$493,683.24
§737487.81
$574,177.03

31,804,758.08

$1/623.602.06)

$181:156.084
" B%

10,869 36

non faxable
$60,116.85
$98B,577,963.32

$6,211.50
$392,000.00
$98,976,291.87
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oo A3 Tripss Recsps

Revenue type total {axable. non-iaxable
[ntatlation income 36748714 36748714
Service income 10,159,320,64 10,159,320.64
Paris Incomie 403,678.27 403,678.27
sales ofequip & preducts 7,174,614.67 7,174,614.57
Leased equirt 2.477,33822 2,177338.22
Frelght revenus 30,068.96 30,069.06
Canada . £63,435.06 53,435.06
Total income 20,375,843.86 §,756,631.06 10,620,312,80
Reporled laxable income oh annual refurn 8,478,303.00
difference In laxabls income - R o882

{ax rate 0.06

liability 76,639.68

153a
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Income Type

intaftafion Income

Service income

Parts Inchme

Salés of Equip & Product
{.eased equip

Frelght RevenLe

Canada

Total Income

Reporied income on Annual Refurn
Difference in reported income -

6% Tax rafe
Tax Liability

Audit Report
of Findings

ool ﬁz)fL T AE K f'

Tofal Taxable ner-Taxahie
$140,914.35 $140,914.35 .
$6,142,274.18 ERERER ] .

$194,147.96 $194,147 .96
$6,653,480.08  $B,653,488.08
$1534194.16  §1,524,184.16

$30.329.55 $30,329.55
$0.00 20.00
$13695348.20  $B,381831.20 A
_ $7.532,085.00 :
o GREN T 40200
6.00%
$50,984.77

B>
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Insome Type

Infaliafion income

Service come

Parts Income

Sales of equip & Prodyuct
Leased Eguip

Freight Revune

Canada

Toial lncome

Reported income on Arniial Retuin
Difference in faxable income

Total
$251,424.79
$5,142,857.95
$221,424 86
$14,405,236.53
$4,242,404.56

B% .

Tax LiaBIITY

Audit Répoft
of Findings

O?@OQ) AT - BB RECEPTS

{axable non taxable

$251,424.78

$5,142 867,85

$221,424.86
$14,405 235,53
31,242 403 56

315,860,064,05
$7.641,862.00

98.027.182)05 1
5.00%
$481,630,92

$47.870.14
$0,00
$5,442,152.88

155a
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200 [ fo'e spvtas i

Incvna Typs lotels | faxable ron faxable
Inlabfabien incoma 5247 135.63 §247,1a5.83
Servis Income $5,153,028.64 £5,153,825.54
Pars income; 5209,73828 $269,728.23

Sates ol Equip & Prodixct $6,627, 659,00 8,627, 658.0%

Leased equip $677,B08.08 $627,808.08

frelght revenue 5$67,763.40 §67,783.40
Canada plakve] 5000
Iotatincoma $15,203,834.12 QXIS 25  SEAGRT2ETT
1ols! gross secaipls reporied on Annual zefuns {510,579,260,00)

Difierenca In gross laxsbla ncome IS ISTHE G0 GGy,

4% Taxratn . 5%

Tax Llabiity 5415.824,45

156a‘ '“J:fA
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of Findings

0 10 ¥ 7%292 TR TEES P

%0.00 30,00
$4,463,334.75 %4,483,434.75
$352,648,03 $352,649,03
$5840,195.20  $5,B40,199.20
$725,226.88 5720226 .88
$90,166,70 $90,168.70
$0.00 . $0.00
$11,495576.56 §6,02207511 5457350145
7,3BB,586.00)
{$464,510.89)}
8%
(§27.870.65)
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of Findings
State of Michigan - Deépariment of Treasury . Dafe: B24/20
Taxpayer Name: TOMRA OF NORTH AMERICA INC Account No: _

Cite References

Reference Number

Cite

1

SAL Gross Sales Adjustment, MCL 205.51(L)(b}e)(d)(e)()

:

1544444444444444“4{444'4'4494

K

Sales Tax

Schedule Z
Page 1 of 1
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Chuck Riegle

Dep Tr A
P m
@)
m
<
W,
Page 6&_7
1 A. City of Norwalk, Connecticut. L
=
2 Q. What did you do for the City of Norwalk? %g
3 A. I worked there for about ten years as the city's EE
|._\
4 reecycling and solid waste manager. Eg
5 Q. Okay. And before that, before that job, did Eg
¢
6 you -- do
a
7 A. I was in college. Eg
8 0. You were in college? 53
P
9 A. Yeah. +
10 Q. Where did you go to college?
11 A. Vanderbilt University.
12 Q. Very nice. Did you receive a degree from
13 Vanderbilt?
14 A. Yes.
15 Q. What was your degree in?
16 A. Bachelor of Arts., I majored in history and
17  psychology.
18 Q. Very nice. Did you go on to any further
19 education?
20 A. Yes,
21 Q. What did you do?
22 A. I have a master's in science degree from Southern
23 Connecticut State University in environmental science.
24 0. Okay.
25 A. Environmental studies.
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Q. Fair enough. And any further education from

that?

A. No.

Q. Okay. Do you have any certifications of any

sort?

A. Nothing recent.

Q. We're going to go back to your current employer,

Tomra of North America.

any other entity?

Is there -- is Tomra owned by

A. Well, Tomra North America is a wholly owned

subsidiary of Tomra Systems ASA.

Q. Okay. And Tomra Systems ASA, where are they

located?

A. That's headquartered in Asker, A~-s-k-e-xr, Norway.

Q. Did you ever get to go there?

Yes.

Nice?

> o

Yeah, beautiful
Q. Now, does Tomra
or sister entities?
MS. HAAS:
you mean by brother or

that Mr. Riegle is not

country.

of North America have any brother

Could I ask you to define 'what
sister entities, understanding

an attorney and may not be

familiar with those terms?

MR. DAMICH:

Certainly.

Page
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BY MR. DAMICH:

Q. So you previously had said that Tomra, the Tomra

located out of the country, owns Tomra of North America.

Does the Tomra located out of the country also own any
other entities?

A. Tomra North America we have partnerships, yes.
Do you want me to list them?

Q. Are there a lot of them?

A. There are -- I don't know the exact number.

Q. Is it more than five?

A. I'd say it's about five.

Q. So I don't want you to list them off right now,
we might get into that a little later into my
questioning. Okay, Tomra of North America, where are
they located?

A. Headquartered in Shelton, Connecticut.

Q. And what is your position with Tomra of North
Bmerica?

A. I'm the senior vice-president for government
affairs.

Q. And do you supervise anybody?

A. Not in the employment of Tomra North America.
have =-- most of my people that work for me are

contractors.

Q. Who do you report to?

Page 8
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1 A. The president/CEO Harald Henriksen. :;
2 Q. What are your job duties? Ea
3 A. I'm responsible for the implementation of the 2]
Iy
4 government affairs and state holder relations strategy E%
5 for Tomra North America in all states and Canadian Eg
6 provinces and Mexico that concern our business. V)
7 Q. Now, Tomra North America, what do they do? §§
B A. So == all zight., We're a —- I'll say, I don't E*U’
9 know, we work in the bottle -- or used beverage =
10 container recycling space. Predominantly we provide
11 technologies and services that facilitate the recycling
12 of used beverage containers. Our core customer groups
13 are the beverage retailers and the beverage wholesalers,
14 distributors in various markets.
15 Q. Do you have any customers in the State of
16 Michigan?
17 A. Yes,
18 Q. What type of customers do you have in the State
19 of Michigan?
20 A. Those that I mentioned, beverage retailers and
21 beverage wholesalers and distributors,
22 Q. Does Tomra manufacture any product?
23 A. Yes, Tomra manufactures the container recycling
24 pmachines technology, we invented that technology over 40
25 years ago and have production facilities in Eurocpe.
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Q. Now, does Tomra of North America make these
products or is it another entity that makes these
products?

A. It's Tomra Systems ASA.

Q. 8o just to clarify, it's not actually Tomra of
North America that makes what you have labeled as
container recycling machines?

A. Correct.

Q. Just for clarification purposes, container
recycling machines, is it also proper to call them
reverse vending machines?

A. Yes,

Q. ©Now, what does Tomra of North America do for
distribution wholesale -- for beverage wholesalers and
distribution companies?

A. So in Michigan Tomra has a couple services.
First of all, with regards to the machines, recycling
machines at the beverage retailers, we coordinate the,
I'll say, the registration of their universal product
codes. So in easier terms we make sure that their
brands are accepted or programmed into the machines and
accepted for the purposes of recycling, accounting, et
cetera, and there's a billing function that's provided.

Tomra also has a joint venture with Schupan

Recycling and a company called UBCR, Used Beverage

Page 10
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1 container is accepted by the machine the retailer -- I'm Eé
2 sorry, the consumer is owed the deposit, in this case in EQ
3 Michigan it's ten cents. The retailer is going to pay fg
4 that transaction at that -- at that property but the Eg
5 retailer is now owed that deposit wvalue. And we need to EE
6 keep track of how much they are owed as well as who w
7 specifically from. So we need -- the machines are Eé
8 recognizing each container by brand and those brands are &8
9 assigned to a distributor, wholesaler. That dime =-- and =
10 then when I refer to billing is the retailer has an
11  uynderstanding of how much they are owed through reports
12  and the bottler distributor or deposit initiator is
13 given billing documentation explaining how much they owe
14  to the retailer.
15 Q0. Okay. Are you familiar with Michigan's bottle
16 law?
17 A. Yes,
18 Q. Do you know whether or not a supermarket that
19 collected a deposit from a consumer, are they required
20 to refund that deposit to a consumer if the consumer
21 prings the can back?
22 A. Yes.
23 0. Now, would the retailer -- the supermarket in
24 this example, would they be able to do so without the
25 use of Tomra?
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1 A. Yeah. The old system which -- I should say the
2 original system based on -- let's step back. Refundable
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containers have been in the marketplace for 100 years.
And retailers have a history of -- before the technology
was invented of manually accepting these containers and
then having to do the presorting at that point. The
technology allows —-- allowed for the -- was an
innovation in that process allowing both the

retailer -- allowing the process to be hands free ox
more direct at first by the consumer and taking care of
that accounting as well as initiating the recycling
process.

Q. So Tomra has replaced the manual labor involved
with deposit returns?

A, Yup.

Q. I'm going to walk through -- I think what I'd
like to do is do individual cans, glass bottles, and
plastic bottles, okay. And we're going to pretend that
I'm the consumer, okay, I went -- for example, I go to
Meijer's last night and I buy a six pack of Pepsi. When
I take that Pepsi to the register at Meijer what happens
for deposit purposes?

MS. HAAS: Okay, I'm just going to ask for
clarification here because this lawsuit deals with 2003

to 2008. I assume you're asking for, you know, the time

N €Z:88:€6T0Z2T/99SIN A AaA 1303
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periods at issue, correct?

MR. DAMICH: Certainly.

MS. HAAS: So that it's relevant.
BY MR. DAMICH:

Q. Certainly, yes, I'm asking for the time periods
at issue and also just the general process of the bottle
deposit, bottle return situation.

A, Okay.

Q. So back to the proposed hypothetical. I buy -- I
take a six pack of Pepsi to the register at Meijer.

What happens?

A. So you'll pay the purchase price plus the deposit
value.

Q. Okay. At that point who does the deposit go to?

A. The retailer had already paid a deposit, been
charged a deposit by the deposit initiator or the

beverage wholesaler distributor, so the retailer is now

made whole,

Q. Okay. So the retailer pays a bulk deposit to the
person, to the actual wholesaler who buys bulk Pepsi?

A, Right. Every time it's delivered, yup.

Q. Okay. At that point do I now own that individual
can?

A. You as an individual?

Y¥es.

Page 14
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MS. HAAS: I'm going to object only to the
extent that it calls for a legal conclusion because
Mr. Riegle is not an attorney. If you'd like to ask for
his common understanding he can give that to you.
MR. DAMICH: Certainly.
THE WITNESS: I'd say you possess it.
BY MR. DAMICH:
Q. Does Tomra own the can?
: Na.
Does Meijer own the can?

No.

Does the wholesaler own the can?

o VG e,

No.

Q. So now I take the can home with me. The can's
home with me and I manage to drink six Pepsis in one
night.

A. RlLl xzight.

Q0. I wake up the next morning and I want to take
that back to Meijer. How do I go about getting my
deposit back?

A. At the Meijer stores you'd have the option of
using the reverse vending machines or the containex
recycling machines that are located in their bottle

rooms. They have designated bottle rooms for this

purpose.

Page 15
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1 Q. Okay. =
<
2 A. And you'd simply identify -- well, with the cans g%
3 that you've got you'd go to the machines that are marked o)
4 for can or there may be a combination machine of can and Eg
5 plastic bottle machine. And you'd insert the container E§
6 4into the machine and after the process is performed w
7 you'll receive a receipt. §§
B8 Q. Okay. You said a can and bottle combined g;
9 machine -- I'm sorry, a can and plastic bottle combined =
10 machine. 1Is there a separate machine for glass bottles?
11 A. It depends on the customer and it depends on the
12 gset up. We have -- in our portfolio we have machines
13 that are capable of handling one, two, or three material
14  +types.
13 Q. For the period between 2003 and 2008, is that
16 also true, that you had technology --
17 A. Yes, that technology existed.
18 Q. So there were separate machines?
19 A. It's a design -- it depends on the design and
20 vyolume. So, for example, if a store has enough -- our
21 salespeople when they lay out the designs in the bottle
22 yoom with the retailers they consider certain things
23  such as the container types that are sold and,
24 therefore, we expect to be redeemed, the volumes,
25 historiecal volumes, and, therefore, you know, latest
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Page 17

technology, et cetera, so what makes for a convenient
redemption process for the consumer.

Q. Okay. So for Michigan customers, and by Michigan
customers I'm talking about the supermarkets, for the
period 2003 to 2008 there were multiple versions of

products you could have sold to Michigan customers,

INd €2 8E € 6102/2T/9 DSINAGaanIZD3

right?
A. Yup.
Q Okay. Now, back to my six pack of Pepsi.
A. Pepsi®?
Q Okay, yes. So I take -- I as an individual take

the can, right?

A. Yup.

Q. And put it into the machine. At the moment that
the can is in my hand would you consider that a raw
material?

A. We talked -- we refer to them as used beverage
containers. I don't know. We don't -- we don't
typically use that term calling it a raw material.

Q. Okay. At the moment that it's in my hand as a
consumer and the can in its current shape, assuming it's
not crushed.

A. Right.
Q. Could that can in its current form become a

component part in another product that Tomra would sell?
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1 not recognizing the mark is that it's another material ?;
2 type, meaning you -- for example, you've put a glass or g%
3 plastic container into a can machine and because of )]
4 material quality controls the machines provide for the Eg
5 purpose of recycling that's an essential function. E2
6 Q. Now, you said material quality control for 23
7 recycling purposes. Is it also true that it's material §§
8 control to make sure that the bottle, in fact, can be g;
9 refunded upon? <
10 A. Right, so that's -- that's sort of the other part
11 +t+here. So as we recognize the container to see whether
12 it's covered by the law and has been -- we've been
13 granted authorization by the deposit initiators fox it
14 +o be included in through the machines, that's what it's
15 doing is determining, in simple terms, whether it's an
16 acceptable container for refund.
17 0. So it helps modern facilitate its bottle deposit
18 return obligations?
19 A, Xes.
20 Q. Okay. Assuming that the can is accepted, what
21  happens next?
22 A. So now the can is accepted and information is
23 collected from -- because we've recognized, again, the
24 UPC we're able to assign that container, its deposit
25 vyalue, to a deposit initiator.
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Q. Now, a deposit initiator, what is that?

A. Okay. A deposit initiator is another texm. 1It's
probably a more specific term referring to the beverage
wholesalers, distributors, bottlers that have sold a
product, container, a beverage that's mandated by the
law. We call them deposit initiators just because in
some cases they may be -- the product may be warehoused
and may come in from outside the state.

0. So would Coca-Cola be considered a deposit
initiator?

A. Yes.

. And Pepsi?
. And Pepsi is a deposit initiator.
.  And all of the energy drinks now?

Q

A

Q

A, Exactly.
Q Beer companies?
A

. You've got private label as well so if -- Meijer
has its own cola.

Q. Okay.

A. For example, then they would be a deposit
initiator as well even though they are selling their own
product. So it helps define it. So for the purposes of
that billing function we now can assign it. The UPC --
the information that's already also preprogrammed when

we program the UPC is information relevant to the
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1 THE WITNESS: I think too you've got -- I'm X
2 sorry, you asked the question about converting. gg
3 It's -- we're changing the -- compaction is a part of E;
4 most recycling processes, it just -- it's part of the Eg
5 ability to more easily transport material from one point Eg
6 to the other. But it's not -- well, I don't know what @
7 you mean exactly by conversion so.... §§
8 BY MR. DAMICH: 58
9 Q. Certainly. Now, at the point that it's compacted =
10 could I go back behind the scenes, wherever it's
11 compacted, and pull apart the individual cans still?
12 A. Yeah, they are -- in the Meijer, for example,
13 we're consolidating, I use the word consolidate, we're
14 storing the containers, the compacted beverage
15 containers, in what we call a Michigan Gaylord, which is
16 a large == in this case a corrugated plastic bin that
17 ean store 15,000 containers, compacted containers. Yes,
18 if you went behind the machines you could grab one as a
19 single item.
20 Q. 8o you'd still be able to identify it as a can,
21 correct, as an aluminum can?
22 A. Sure,
23 Q. Now, after the -- now, imagine one of these bins
24 that you've said you didn't know the exact amount, but
25 you said that you could f£ill it up with cans, what do
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1 Q0. So they don't buy them as a commodity? -;
=
2 A. Correct. (
8
3 Q. Does anybody -- does Meijer offer for sale these O]
I._\
4 Gaylord bins to another third party for the sale of a Eg
q
5 commodity? t
(5
(
¢
I
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A. Not in Michigan. And the Michigan law requires
the deposit initiator to remove the containers off

sight.

Q. So now the containers are -- does Tomra ever pick
up these containers?

A. Well, through our joint venture so Tomra has the
joint venture with Schupan Recycling in the form of
UBCR, LLC.

Q. Now, where do these cans go now?

A. So in Michigan there are two primary options,
One is Wixom, Michigan, UBCR has a facility -- UBCR and
Schupan Recycling have a facility there. Tomra is also
located there and there's a facility in Grand Rapids.

O. The facility in Grand Rapids, whose facility is
that?

A. I want to say I think both properties are
actually owned by Schupan, but the UBCR operations are
performed there.

0. Are there any locations within Michigan that are

wholly owned by Tomra?
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A. No.

Q. What happens at these locations?

A. I have to -- I want to make a point,.

Q. Uh-huh.

A. What is the time period we're referring to?
MS. HAAS: 2003 through 2008.
THE WITNESS: So to be -- on your last

question.

BY MR. DAMICH:

@, Sure:

A. We owned a facility in Howell, Michigan, and it
might have been during that time period.

Q. Okay. Now, let's focus on that facility in
Howell, Michigan.

A. The same operations happened in Howell, and then
simply we moved out, Schupan bought their own building,
we moved the operations there.

Q0. So the joint venture came into play after --

A. The joint venture actually has been in play since
the mid '90s.

Q. ©Oh, okay. Now what happens at these facilities?

A. So the one example we're going to talk about here
with Meijer, Meijer qualifies for third party pick up,
that's probably what I'm describing. There are some

other activities or ways of doing this but I'll describe

Page 26
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1 cans?
2 A. Yes.
3 0. All rdght. 8o if you can geniinus.
4 A. So upon -- I explained what happened upon arrival
5 at the UBCR facility. The Gaylords are then tipped or
6 dumped, the contents are dumped and put on to a conveyor %g
¢
7 belt and transferred into a -- in the case of cans, sg
D
8 transferred into a baler. 0
=

10

i |

12

13

14

15

16

15

18

18

20

il

22

23

24

25

Q. What is a baler?

A. So a baler is going to do the same -- the baler
is going to compact material. So you could use a
baler -- it's a large compression chamber that is able

to take loose material and consolidate it further for

the purposes of another step of transportation.

Q. Okay. Now, after it's compacted further, do the
cans -- does it form like a cube of cans in a sense?

A. Yes.

Q. And does that cube of cans sit in storage
anywhere?

A. It will sit in the warehouse or facility until
enough of the bales -- we call them bales, are available
to load up another tractor-trailer.

Q. At that point third parties come in and buy a
bale of aluminum cans?

A. Not a bale. The way the activity -- not a single
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bale. Our operations, let's say Schupan Recycling's
operations have contracts with beneficiatexs or the end
users directly for the purpose of using that material in
their remanufacturing process. So in the -- with the
example of aluminum cans and these contracts, it should
be known, are typically -- well, could be spot or they
could be long-term agreements, annual agreements. So
you've got a major aluminum manufacturer like Novelis ox
Alcoa and they will buy the bales for the conversion
into their rolled sheet or other ingot production?

Q. Do they buy these bales from Tomra?

A. In Michigan they are buying them from -- in
Michigan in this example they are buying them from
Schupan Recycling. And Schupan Recycling is acting as

the marketing agent for the deposit initiators.

Q Okay.
A So that's cleax?
Q. Yeah.
A Okay .

Q. So correct me if I'm wrong on this, but it sounds
like what Tomra does for its Michigan customers is not
only facilitates, they refund the bottle deposits to
consumers like me, but it also facilitates the
transportation of cans to people like Schupan, right?

MS. HAAS: Well, I'm going to object because

Page 29
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I believe that misstates his testimony because I think
you're confusing Tomra with a joint venture and I
believe they are different entities, but, Mr. Riegle,
you can clarify.

THE WITNESS: Right. June makes a good
point about the transportation. The reverse or the
container recycling machine is -- the beauty of it or
the purpose of it is that, and the reason we've been
able to place it in the marketplace, is that it actually

has value to the beverage retailers and the deposit

initiators.

So I want to make a note here. Remember
this is a -- we have to get authorization from the
deposit initiators to put their products -- to register

their products into the machines. So for us to be able
to do that before you show up with your container we
actually have to get their permission.

So they've got to see a value in
participating in this versus another method of
redemption. The value that they receive from it, and,
therefore, I think to answer your question more
specifically about what Tomra provides through this
technology is there's the redemption function but it's
initiating the recycling process. To go through quality

control, material separation and compaction for those

Page 3
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materials on-site reduces costs and ensures 100 percent
recyclability through the process.

Q. Now, you said that -- you talked about
inspection., And you previously testified that it
inspects UPC codes to see if there's, in fact, a can
that can't be returned.

A. Right,

Q. Now, imagine that I bring a can that is the same
material but does not have a UPC code, it has the same
material as a can does, is it true that Tomra won't
accept that can because it doesn't have a UPC code
despite the fact that it's the same material?

A. By law the retailers are not allowed to redeem
containers that are not mandated by the law.

Q. So Tomra's machine would reject it, right?

A. And what I mean by containers I sort of mean
little C, it's the brand, so it's not that we really
have a choice, first, of identifying it by material
type -- or, sorry, as to whether or not it's a deposit
container, it has to be a carbonated soft drink or a
beer or malt beverage.

Q. So kind of the gatekeeper is the UPC code?

A. The UPC code is an identifier that's used by the
beverage and retail trade for a lot of purposes. We

have technology in the machines that can -- it's the
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same technology you might see at a grocery scanner.

Q. Right.

A. So linking in on that common feature we use --
when we program the UPCs into the machines we're adding
additional information, information such like I said of
the brand owner and who that is locally, the material
type, and the weight of the product. And those last two
parts are there strictly for recycling purposes.

Q. And the last two being?

A. BSo the depos- -- understanding the brand owner,
the deposit initiator clarifies the redemption
responsibility fees, it's covered by the program, it's
been -- and that there's a -- the deposit initiator will
authorize the payment, the exchange of deposit funds for
it, but the material type and the weight information is
essential to the first part of the recycling process
which the machines perform.

Q. Okay. The first part of the recycling process
the machines perform. Are you saying the crushing of
the cans is the recycling process?

A, Yeah. What you see and I explained that there
are different -- there's a point of collection and
there's a point -- that consolidation point at the UBCR
facility. With the deposit system the RBMs play the

role of -- the reason the RBMs are key to it is not just
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because of the identification, we're able to help reduce
the cost of recycling because that recycling function is
actually happening at that point of collection so that
the functions of compaction and sorting -- let's reverse
that order, sorting of the material and then compaction
are key components to any recycling process, and the
machines are performing that function at the point of
collection.

Q0. Doesn't the sorting kind of begin from the
consumer's end too, though? For example, you identify
that there's different machines that accept, for
example, cans or glass bottles. So don't I as a
consumer begin the sorting process?

A. In that case the consumer will identify the
container and mark it up -- or line it up with the right
machine. With the combination machines they'll
identify -- they'll identify the container, like I
explained, and compact it and sort it specifically.

But the machine when it recognizes the UPC
is actually making a determination as to whether it's an
acceptable container or not. You don't have that in a
blue bin, for example, where you simply throw everything
in mixed. The machine is determining what is
acceptable, not just from a deposit return function but

from a recycling perspective. You put a coffee cup in
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material not only designated as glass only but sorting
it by color because the end users, the bottle
manufacturers of which glass in Michigan is being used
by, companies like Owens-Illinois or Ardaugh, they

can -—- their factory or their production facilities can
only use color sorted glass. Clear bottles go back into
clear bottles, brown bottles go back into brown bottles.

Q. That makes sense. Now, do the reverse vending

machines, do they crush glass bottles?

A. In Michigan, no. We're not -- that service is

not being provided.

Q. Just by chance sometimes if I put a bottle in the
machine, for example, I hear it shatter.

A. They can break, right.

Q. But that's after it's been sorted into a specific

glass colored bin?

A, Correct.

Q. Now, let's move over to plastic bottles, the
Aquafina bottles or bottled water.

A. Yeah.

Q. What happens if the machine accepts a plastic
bottle?

A. All right. So I'm going to answer your question
and then you'll see why. With an Aquafina bottle the

machines would actually reject it because it's not
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1 covered by the law, okay. So a Pepsi or Coke bottle.
2 Q. OQkay, got you.
3 A. The same process, we're going to identify the bar
4 code for that information as far as acceptable container
9 so the consumer can have the redemption transaction, we
6 can assign the billing for those purposes, and then
7 we're going to look at that as -- plastic uses colors as N>
8 well. So there could be clear plastic and green is the E;
9 other popular one, so think of Mountain Dew, 7-Up, those ES
10 colors need to be separated as well. So the machine
11 will make the determination again of what brand it is
12 and then sort it out into the appropriate Gaylord bin,
13 Q. Okay.
14 A. I think I probably missed a step before
15 the -- once it's identified the container for that
16 purpose it will compact it and then put it into the
17  appropriate bin.
18 0 For the same reasons as the cans, is it for like
19 efficiency in transportation reasons?
20 A. Yes.
21 Q. Is there any shredding of plastic bottles?
22 A. I don't believe there's shredding in Michigan,
23 not at the point of collection.
24 Q. Do you know if there was shredding in Michigan
25 between the tax years -- tax years, sorry, between 2003
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1 and 20087 z
2 A. I don't believe there was. The only reason you %g
3 would need shredding is to facilitate the storage or the Eg
4 compaction of the containers. The machines in Michigan Eg
5 have always been the -- to use a bad phrase, top of the Eg
6 line, we've always had more of the technolegy. And the 23
7 focus because of the high volume of containers in Eg
8 Michigan, because of the high deposit, is we've focused 58
9 a lot on compaction. So the compactors, the ability to =
10 flatten the containers the way we have hasn't
11 necessitated shredding.
12 0. And that's for cost saving reasons, correct, for
13 compacting for storage and transportation?
14 A. Yeah.
15 Q. The same could be said for the cans as well,
16 right?
17 A. Yes. Right. I mean the cost saving reasons are
18 storage compaction, but I was going to say the othex
19 part is the fact that we don't need to then do it at
20 another facility.
21 Q. Now, when you say we do it, you say Tomra do it
22 or another company do it?
23 A. Sorry, I meant —--
24 Q. That's okay.
25 A. -- the material doesn't require that further
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sorting, it's ready to go right into a baler for --
basically again for consolidation purposes foxr
transportation. In a typical curbside recycling
operation you would have those functions performed there
because you're delivering mixed material to a curbside
facility, it has to be sorted and then consolidated. 1In
this case we're doing all that on-site at the point of
collection.

0. Let's go back to the point in the process when we
were talking about the balers. And correct me if I'm
wrong, the balers receive cans or plastic bottles after
the Gaylord bins are dumped, right?

A, Right.

Q0. And then the balers create big aluminum can
cubes?

A. Yup.

Q. TIs it at that point that you can sell aluminum as
a commodity?

A. Well, you could sell aluminum as a commodity
hypothetically anywhere, so it's an open ended question.
But in that case the material that is prepared for sale.

Q. So for purposes of our discussion today --

A. Yes.

Q. -- and in the entities that not only you work for

but also deal with, and be it a joint venture or not, do
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you know whether or not you sell or the other entities
sell aluminum as a commodity when it's in that cube?

A. Yes. Once the containers are baled then the
deposit initiators want to move those containers out of
the market and selling is the preferred option.

Q. Who would they -- and selling is the preferred
option for the beverage distributors?

A. Yes, because they are going to -- right, that's
the point when they can now move it on to another
interested party.

Q. Okay. And then would you say at that point it's

raw material?

MS. HAAS: I'm going to object to the extent
that you're calling for a legal conclusion or an opinion
that relates to the definition of industrial processing.

THE WITNESS: Yeah, again, we don't use that
term raw material so I don't really understand.

BY MR. DAMICH:

Q. DOkay. 'Is it —-

A. We started referring to it as a commodity for
sale.

Q. That's the first point you considered it a
commodity for sale?

A. Right. That's the first -- typically with any

recycling, that's the point where you would -- any

IALL OZ7"
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Q. Okay. So the company that has bought -- the
company that bought the material is a glass commodity?

A. I want to give you -- yes.

Q. And then what do those companies usually do with
that glass?

A. Glass requires another step,; it's called
beneficiating, and that's where the -- we mentioned
before where we've got whole bottles oxr bottles by now
which are broken into shards, have to be further reduced
to a common size or let's say a consistent size. And
then there's another ~- another step of including
delabeling or removing of caps, and then that material
is mill ready and goes right into the furnaces for glass
manufacturing -- glass bottle manufacturing.

Q. As a consumer where could I go and buy certain
units of glass after it's been crushed?

A. As a consumer?

Q. Yes,

A. As a consumer who drank those three bottles of

beer?

0. Just a general consumer, I'm interested in buying
some shards of glass.

A. Shards of glass?

0. Yes.

A. I don't know if that exists in Michigan.

Page 41
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Q. How about if I'm a consumer interested in buying
a certain amount of units of aluminum?

A. If you wanted to act like any of the other
commodity brokers or buyers, there is a process =-- let's
say this again. In Michigan Schupan Recycling controls
the -- or provides the service of marketing on behalf of
deposit initiators, or you could speak directly with the
deposit initiators about buying their material.

Q. Do you know if deposit initiators carry an
inventory of aluminum cans?

A. The purpose of the third party system is that
they've outsocurced that service to Schupan Recycling.

Q. Okay.

A. So the inventory -- from a practical prospective
the inventory is what's currently on a warehouse floor
at any time.

Q. Does Tomra carry an inventory of aluminum cans?

A. In Michigan Tomra doesn't do commodity brokerage.

Q. And Tomra doesn't buy aluminum cans either in
Michigan, right?

A. Correct.

Q And is the same true for glass and glass bottles?

A Correct.

Q. And plastic as well?
A

Yes.
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Q. Have you reviewed any discovery requests from the
Michigan Department of Treasury?

A. No.

Q. Have you reviewed the Michigan Department of
Treasury's responses to any of plaintiff's discovery
requests, plaintiff being Tomra of North America?

A. No.

Q. What's your familiarity with the case?

ANd-£2:88:6- 6T02/2T9-9SIW-AG-daNIF0TY

A. I don't know. I was going to say it's probably
general in the sense of the discussions I had with June
and her team explaining --

MS. HAAS: So we'll just stop at this point
because any conversations you had with me are
attorney-client privileged.

THE WITNESS: Okay.

MS. HAAS: And so that is an appropriate
answer.

THE WITNESS: Okay.

MR. DAMICH: Got it.

BY MR. DAMICH:

Q. Outside of your conversations with Ms. Haas and
her legal team or any of your legal representation in
this case, do you understand the claims that have been

made against the Michigan Department of Treasury?

A. No.

202a



Chuck Riegle
Dep Tr

JAIF03d

10

il

12

E s

14

15

16

iy

18

19

20

21

22

23

24

25

Q. Do you know that there has been a sales tax
refund claim made in this case?

A. I haven't had any conversations with anyone
outside of June or her team.

Q. Do you know whether or not your employer, Tomra
of North America, collected sales tax for sales made to
Michigan customers?

A. I don't know,

Q. Are you aware that your employer, Tomra of North
America, remitted sales tax to the State of Michigan for
sales made to Michigan customers?

A, I don't know.

Q. You don't know?

A. I haven't had those discussions.

Q. Are you aware that the Michigan Department of
Treasury audited Tomra of North America?

A. No.

Q. Are you familiar at all with an informal
conference recommendation in this case; does that sound
familiar?

A. No.

Q. Have you reviewed the complaint filed in this
case?

A. No.

Q. Have you reviewed any pleadings in this case?
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1 A. In Michigan they are buying it baled. :;
-
2 Q. Baled? %0
>
3 A. Yup. (0]
I._\
4 Q. When the plastic -- when plastic is baled, can Eg
5 you still separate out individual plastic bottles? Eg
q
6 A. Yeah. What happens is they -- so we've taken the @
w
7 bottles that are sorted by color and they are just P-E-T Eg
B plastic bottles, so that's a —-- there's at least seven Eg
g
9 grades of plasties. P-E-T bottle refers to the soft -
10 drink bottle that's pretty common. So we're looking at
11  the plastics buyers, in that case we're going to call
12 them reclaimers, will buy the material and they'll
13 gonvert it into a granule and solid state it.
14 Q. When they are buying --
15 A. When they are buying it, yes, they take the bale
16 and they break the bales apart, so having again the
17 flattened bottles sorted by color is important to their
18 process.
19 Q. So you can still separate out each individual
20 bottle?
21 A. Yes.
22 MR. DAMICH: I have no further questions.
23 MS. HAAS: We're done.
24 (Whereupon Deposition concluded at 10:45 a.m.)
25
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STATE OF MICHIGAN )
J. 188
COUNTY OF INGHAM )

I, Melinda Nardone, Certified Shorthand
Reporter and Notary Public in and for the County of
Ingham, State of Michigan, do hereby certify that the
foregoing Deposition was taken before me at the time and
place hereinbefore set forth.

I further certify that said witness was
by me duly sworn in said cause; that the testimony then
given was reported by me stenographically; subsequently
with computer-aided transcription, produced under my
direction and supervision; and that the foregoing is a
full, true, and correct transcript of my original
shorthand notes.

IN WITNESS WHEREOQOF, I have hereunto set

my hand and seal this 22nd day of January, 2015.

Melinda Sue Nardone, CSR-1311,
Certified Shorthand Reporter,
Registered Professional Reporter,
Certified Proficient,

and Notary Public,

County of Ingham, State of
Michigan.

My Commission Expires: 10-24-18
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dollar value, you know, factor to it that more clear
glass is worth more than more colored glass, but in
general, weight is going to drive -- you know,
aluminum is worth more than PET, but the weight 1is
the unit of measure.

Q Okay. And it's usually done by

individual cans.

Right?
A Yeah.
0 Or individual plastic bottles?
A The individual item that you are putting

through the machine.

Q Okay. Could you read the last sentence?

A "In addition, the container recycling
machine counts the number of containers of each
color and the raw material amount in value of the
containers within each bin."

Q Okay. Now, it speaks of a raw material
amount, and then it says "and value." What's the
difference between raw material amount and the raw
material wvalue?

A I mean —-- yeah —-- to me, that's -- the
sentence is saying that it's going to give you a
count of the containers that went through of each

color, and then it's going to tell you the deposit.

www.DelVecchioReporting.com
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You know, it will ask you for the deposit wvalue as
well of the amount of raw material that would be
going through the machine.

Q Ba is 1t krue to say that it's Just &
tracking device?

A It's going to kKeep ktragk —— y&ah == @t
the number and weight of when -- what went through
the machine.

Q Are those numbers important for people
like Schupan?

A Well, they are also important to —-- we
have -- for the billing mechanism of the deposit
that was paid back to you now has to get billed to

the distributor.

Q Okay.
A And so we need to say, hey, you know, you
owe -- Kroeger or Meijer or whoever -- this deposit

that they paid to the customers on your behalf.
That's got to be tracked, so all that's important
for the billing.

For the Schupan part or the material

processing part, you would —-- wyeah, to know the --
the weight, how much glass did you -- did you
take —-- did you cellect, I mean.

0 Okay. Now, before these reverse vending

www.DelVecchioReporting.com
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KPMG Letter

04/13/2015
KPMG LLP Tolephone +1 860 522 3200
One Finencial Plaza Fax +1 860 297 5555
755 Main Straet Internet www.us.kpmg.com

Hartford, CT 06103

Aprit 13,2015

VIA CERTIFIED MAIL,

Customer Contact Division
Michigan Department of Treasury
Lansing, MI 48930

RE: TOM. erica, Inc.
Acct #:

Tax Period: March 2011 — December 2011
Request for Claim of Refund of Michigan Saies and Use Taxes

Dear Sir or Madam;

TOMRA of Notth America, Ine. (*TOMRA™) hercby requests a refund of sales tax paid in the
amount of $673,511.65 and use tax in the amount of $24,992.95 for a total refund of $698,504.60
for the periods of March 2011 through December 2011, This refund request includes all sales and
use taxes reported and paid to the Michigan Department of the Treasury on TOMRA’s monthly
return filed for the period of March 2011 through December 2011,

TOMRA Acknowledges Its Duty to Repay Erroneously Collected Sales Tax to Its Customers
As explained comprehensively below, sales tax collected from TOMRA’s customers during the
period was collected in error because TOMRA’s sales of Container Recycling Machines in
Michigan are exempt pursuant to the industrial processing exemption. Therefore, TOMRA should
not have collected sales tax from its Michigan customers. TOMRA acknowledges that all Michigan
sales taxes refunded by the Department must be paid to the relevant customers from whom the tax
was collected, TOMRA will provide documentary evidence to the Department within 30 days of
receiving the refunds from the Department proving that 100% of the sales tax refund received by
TOMRA was in turn refunded to TOMRA’s custoiners,

TOMRA’s Container Recycling Machines Are Exempt Under Michigan Tax Law

TOMRA'’s Container Recycling Machines are used to collect and then crush used beverage bottles
and cans and reconstitute them into raw materials that are used by manufacturers to create a variety
of recycled products, Sales and leases of these machines in Michigan are exempt based on the
industrial processing exemption. Michigan provides an exemption from sales tax for certain items
sold that are used in industrial processing, including machines and equipment used in industrial
processing activities,! where “industrial processing” expressly encompasses the “[rlecycling of used
materials for ultimate sale at retail or reuse.” The Container Recycling Machines sold by TOMRA
fit the machinery definition provided in the industrial processing exemption statute squarely, as the

! Mich, Comp. Laws Ann, § 205.54t(4)(b) {where exempt equipment includes “[m]achinery, equipment,
tools, dies, patterns, foundations for tnachinery ot equipment or other processing equipment used in an
industrial processing ectivity and in their repair and maintenance).

2 Mich, Comp. Laws Ann. § 205.54t{3) and (3)(i).

XPuAG LLP is & Delav ara limted fiabilit; partnar. hip,
sha U5, meniber firm of KPEIG htarnetiondl Conparati 4

{"KPMG Intemational' §, a & -iaéagltl
a
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KPMG Letter
04/13/2015

-

Customer Contact Division
Michigan Department of Treasury
April 13, 2015

Page 2

machines are used in the recycling of used materials for ultimate sale or reuse. TOMRA’s customers
additionally fit the “industrial processor™ description, because they convert and condition the cans
and bottles placed in their machines into the processed material sold to manufacturers producing
new products from the recycled materials. The spare parts on which TOMRA self-assessed and
reported use tax in March 2011 through December 2011 are also exempt pursuant to the Michigan
industrial processing exemption. These parts are only used for the repair and maintenance of the
exempt machines, therefore the use of these parts in Michigan is also exempt.

Enclosed is a copy of each monthly Michigan sales and use tax return for the periods March 2011
through December 2011 along with supporting documentation. Also enclosed are copies of checks
in which the remittance was made by TOMRA to the Michigan Department of the Treasuary for ten
months.

In addition, cnclosed are copies of our power of attorney should further discussion be required.

If you have any questions regarding the content or methodology used in computing the amounts
presented on the returns, please call me at (860) 297-5033.

Very truly yours,

KPMG, LLP

Andrew Koutroumanis
Manager, State and Local Tax

AK:emd
Enclosures

cC: Andy Hollyer, TOMRA of North America, Inc.
Jeff Matto, TOMRA of North Ainerica, Inc.
Rick Hill, KPMG LLP

* Mich. Comp. Laws Ann, § 205.54t(7)(b) (“’Industrial processor’ meuns a person who performs the activity
of converting or conditioning tangible personal property for uitimate sale at retail or use in the
manufacturing of a preduct to be ultimately sold at retail.”).
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Tomra North Amerlcg, Inc.
Michigan Sales and Use Tax Refund Claim
Periods: March - December, 2011

KPMG Letter
04/13/2015

Sales Tax Refund  Use Tax Refund
Period Sales Tax Paid  Use Tax Pald Claimed Claimed Refund Amount
March 71,390.14 2,172.16 71,390.14 2,172.16 73,562.30
April 84,640.51 1,849.43 84,640.51 1,849.43 86,489.94
May 54,195.85 2,534.27 54,195.85 2,534.27 56,730.12
June 43,182.56 3,126.43 43,182.56 3,126.43 46,308.99
July 45,440.41 2,897.86 45,440.41 2,897.86 48,338.27
wst 151,170.61 3,243.29 151,170.61 3,243.29 154,413.90
September 128,051.01 2,359.44 128,051.01 2,3559.44 130,410.45
October 30,196.40 1,482.33 30,196.40 1,482.33 31,678.73
November 30,556.53 2,618.81 30,596.53 2,618.81 33,215.34
December 34,647.63 2,708,93 34,647.63 2,708.93 37,356.,56
Total 673,511.65 24,592.95 673,511.65 24,992.95 698,504.60
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UBCR Website

117772016 UBCR | Driving the Successful Michigan Deposit System | Retailers

Driving the Successful Michigan Deposit System Employment | ContactUBCR | Map

Home How the Sysiem Works Beverage Distibuiors Reteilers Help & Support

Cleaner. Safer. Simpler.

There are many benefits of the Third-party Pickup Program ta retailers:

Video: The UBCR Advantage

See why the UBCR system is the superior

methed of handiing used beverage containers. « Simplify the storage of used beverage containers in your retail back room by

using large-velume, stackabie gaylord bins, provided FREE by UBCR.
+ Create a safer work environment by eliminating glass sorting.

* Regularly scheduled pickup of full gaylords by UBCR trucks means that stores
need cnly devote a minimum of back roem space for UBC storage.

The program was designed by a collaboration of retailers, wholesalers and
recyeling pracessots in the 1980s to Improve effidency of pickup, materiat
processing and accounting, Taday, almost 30 years later, the program is
waorking successtutly for more than 600 Michigan retailers.

To qualify for the Third-Party pickup program, retaif stores must:

T. Have RVM redemption technology capable of providing UPC detail on aijl
containers serviced by the program for downicading into the UBCR accounting
Request parts or service here, and Infarmatlon system.

2. Redeem over 750,000 contalners annually.
Video: Haundling Deposit Containers

3, Be located within 200 miles of the UBCR Wixom or Grand Raplds processing
The video s intended to help retailers maximize facllities,
their storage space and handle deposit material

in the most efficient way possible, 4, Have secure nsige storage space capable of storing a minimum of 20 Gayiord

bins,
5. Provide a dock or recelving door access during scheduled pickup times,

6, Provide a dedlcated data fine {or make arrangements for weekly electronic
transfer of necessary data) to the accounting system,

7, Have signed accepiance of these guidelines.

os:rﬂ[

For more infarmation, contact Nick Kronsbein, General Manager at
248-529-2600 or send Nick an emall. Thank you,

hitp:iuberlic.comfrefailers 234a
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UBCR | Driving the Suceessful Michigan Deposit System | Retallers

copyright 2074, UBCR, LLC

4820 Holtz Drive | Wirom MI 48393 | Otfice: 248-529-2600 | Dispatch & Customer Service; 888-422-7404

hitp#ubcrlic.com/retailers
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III.I House

Legislative

ﬂﬁ Analysis
Section

Romney Building, 10th Floor
Lansing, Michigan 48909
Phone: 517/373-6466

THE APPARENT PROBLEM:

Single Business Tax. Governor Engler has proposed
a 23-year phase-out of the state’s single business tax
(SBT), along with a number of related business tax
proposals. The SBT, in effect since 1975, is a unique
value-added tax based on business activity rather than,
say, corporate income (profits) or gross receipts.
Reportedly, no other state has a tax like it. (See
Background Information.) It brings in about two-and-
one-half billion dollars in revenue each year from some
90,000 taxpayers (out of an estimated 250,000
businesses in the state). Critics charge that it is a
complicated, confusing, onerous, anticompetitive,
burdensome tax that penalizes job creation and
discourages economic development. Business
representatives are offended that companies must pay
taxes even when they do not make a profit; owners of
smaller businesses complain that compliance costs,
including accounting fees, can outstrip tax liability.
Some others, including defenders of the tax, say that
the SBT has been amended too often in ways that
contradict its underlying theories, in particular by
narrowing the base of the tax and reducing the number
of businesses with tax liability. Critics also point out
that it has been subject to a great deal of litigation --
"a lawsuit magnet", one business spokesman has called
it -- and some people fear that the current capital
acquisition deduction (CAD) in the SBT act will not
stand up to a constitutional challenge. In announcing
his proposal to phase out the SBT, Governor Engler
said, "This will be a major new incentive for
investment. We will make Michigan more competitive
and attract thousands of new, high paying jobs to
Michigan instead of other states or countries."

Analysis available @ http://www.michiganlegislature.org

1999 HLA 4744
BUSINESS TAXES: GOV.’S PROPOSAL

House Bills 4744 and 4745 as enrolled
Public Acts 117 and 115 of 1999
Sponsor: Rep. Nancy Cassis

Senate Bill 544 as enrolled
Public Act 116 of 1999
Sponsor: Sen. Mike Rogers

House Committee: Tax Policy
Senate Committee: Finance
First Analysis (7-16-99)

Apportionment/Industrial Processing. In Michigan
Bell v Department of Treasury, a 1998 Michigan Court
of Appeals case, the court ruled that the treasury
department had no statutory authority for its practice of
apportioning the exemption for telecommunications
equipment based on exempt and non-exempt uses of
the equipment. It supported the reasoning of the
Michigan Tax Tribunal, which had said the equipment
should be entirely exempt because "the equipment is
used from the very outset and constantly thereafter for
exempt purposes and the exempt use is substantial."
State tax officials have expressed concern about the
effect of this reasoning, especially if it is applied
beyond telecommunications equipment to the industrial
processing exemption generally. Equipment used in
industrial processing is exempt from the sales and use
taxes. Some equipment is used for both exempt and
non-exempt purposes, and the Department of
Treasury’s longstanding practice has been to apportion
the exemption for that equipment based on its use.
The state could be faced not only with a significant loss
of future revenue from this decision, but also would
have to pay large amounts of refunds immediately for
the years covered by the decision. Further, the
industrial processing exemption provisions in the two
acts are themselves in need of revision.

Bad Debts. The same appeals court decision said that
the Use Tax Act should be read to include a bad debt
deduction just like the one found in the General Sales
Tax Act, which does not require taxes to be paid by
businesses when bills are uncollectible. That issue
needs to be addressed statutorily.

Page 1 of 12 Pages
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Business Restructuring. Tax specialists say that
businesses that restructure or spin off part of the firm
in order to compete more effectively sometimes face
higher SBT liabilities as a result. The governor’s tax
proposal addresses that problem.

Rolling Stock Exemptions. Amendments to both the
sales tax and use tax in 1996 provided exemptions to
interstate truckers for purchases of "rolling stock"
(i.e., large trucks, trailers and parts). The exemptions
carried a sunset date of May 1, 1999. Legislation was
subsequently introduced to remove that sunset,
extending the exemptions indefinitely and expanding
them somewhat. A discussion of this issue can be
found in the analysis of House Bill 4586 (dated 5-12-
99), and an earlier discussion of the same topic can be
found in the analysis of House Bill 5506 of the 1995-
96 session (dated 2-3-97).

Hospital Construction Exemption. Typically,
nonprofit entities enjoy exemptions from the sales and
use taxes when making purchases but contractors
carrying out construction work for nonprofits have not
been exempt since 1970, with the exception of
contractors working on nonprofit hospitals and certain
nonprofit housing. There was no statutory definition
of the term "hospital” for many years, with the
department depending on a promulgated rule. This led
to disputes, and legislation enacted in 1998 put a
definition in statute that only applied for exemptions
after 1990 and before 1996. This issue needs to be
addressed again to clarify the institutions that qualify
for the contractor exemption.

THE CONTENT OF THE BILLS:

House Bill 4745 would amend the Single Business Tax
Act (MCL 208.3 et al.) in order to:

** Phase out the SBT by reducing the rate from the
current 2.3 percent by one-tenth of one percent per
year. The rate would be reduced to 2.2 percent
effective January 1, 1999. The rate would reach zero
on January 1, 2021 and the act would be repealed.
However, the rate reduction would be halted in any
year in which the amount in the counter cyclical budget
and economic stabilization fund (rainy day fund) was
at $250 million or less.

** Replace the apportioned capital acquisition
deduction with an unapportioned investment tax credit,
effective after December 31, 1999.
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** Beginning on January 1, 2000, apply the SBT to
certain "foreign persons" based on business activity in
the United States, including sales and services in the
country and compensation paid to employees, officers,
and directors for services performed in the United
States, whether or not the individual or business entity
was subject to taxation under the federal Internal
Revenue Code.

** Reduce the tax base of "spun off" companies by
excluding sales for five or seven years between
companies that had been members of an affiliated
group until a restructuring, in cases where such a
restructuring would otherwise result in an increased tax
liability.

House Bill 4744 and Senate Bill 544 would amend the
Use Tax Act and the General Sales Tax Act,
respectively, to:

** Place into statute the Department of Treasury’s
practice (following a rule) of apportioning industrial
processing exemptions based on exempt and non-
exempt uses of equipment, with the provision to apply
retroactively. However, such apportionment would be
only prospective for certain specified
telecommunications equipment.

** Provide an "irrebuttable presumption™ that for the
abovementioned telecommunications equipment, 90
percent of the total use is provided for exempt
purposes. The presumption would be in effect until
April 1, 2006, at which time it would be reviewed and
redetermined by the Department of Treasury. The
department would use non-exempt and exempt user
information for the previous 12-month period in
making the redetermination, which would be in effect
for seven years. The irrebuttable presumption would
be reviewed and redetermined every seven years
thereafter.

[The telecommunications equipment is that already
specified in the act as exempt: machinery and
equipment for use or consumption in the rendition of
services taxable under the Use Tax Act, but limited to
property located on the premises of the subscriber and
to central office equipment or wireless equipment,
directly used or consumed in transmitting, receiving,
or switching, or in the monitoring of switching of a
two-way interactive communication. The equipment
does not include distribution equipment including cable
or wire facilities.]
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** Rewrite, in order to clarify and expand, the
industrial processing exemptions in each act.

** Allow a bad debt deduction for the use tax parallel
to that which exists for the sales tax.

** Rewrite the exemption for property purchased by a
person engaged in constructing, altering, repairing, or
improving real estate for others when the property was
affixed to and made a structural part of a nonprofit
hospital.

** Exempt "rolling stock" (certain large trucks,
trailers, and parts) from the sales tax when purchased
by an interstate motor carrier or for rental or lease to
an interstate motor carrier and used in interstate
commerce. (A similar use tax provision is found in
House Bill 4586.)

The three bills are tie-barred to one another. They are
described in more detail separately below.

Single Business Tax (House Bill 4745)

SBT Rate Reduction. The bill would provide that
beginning January 1, 1999 and each January 1
thereafter, the SBT tax rate would be reduced by one-
tenth of one percent if the comprehensive annual
financial report of the state published under the
Management and Budget Act reported an ending
balance of more than $250 million in the counter
cyclical budget and economic stabilization fund. The
Department of Treasury would annualize the rate as
necessary. The SBT act would be repealed on the
January 1 of the year in which the rate was reduced to
zero percent.

Investment Tax Credit/Capital Acquisition Deduction.
The bill would provide a new investment tax credit
(ITC) against the SBT for tax years beginning after
December 31, 1999. The current capital acquisition
deduction (CAD) would apply for tax years before
January 1, 2000. The bill contains a formula for
determining the allowable costs of tangible assets to be
used in calculating the credit, and requires that the
assets be physically located in the state for use in a
business activity in this state. It refers to the cost,
including fabrication and installation, paid or accrued
in the taxable year of tangible assets of a type that are,
or under the federal Internal Revenue Code will
become, eligible for depreciation, amortization, or
accelerated capital cost recovery for federal income tax
purposes. (There are separate provisions for mobile
tangible assets, which would be subject to
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apportionment in the same manner as the tax base; and
for assets purchased or acquired for use outside the
state and then moved into the state.) Once the costs
have been calculated, they would be multiplied by a
percentage determined by dividing the tax rate for the
tax year in which the credit was being claimed by 2.3
and multiplying that result by 0.85.

If the credit for a tax year and any unused carry
forward exceeded the taxpayer’s tax liability, the
excess would not be refunded but would be carried
forward as an offset to tax liability for nine taxable
years or until used up, whichever occurred first. The
credit would have to be taken before any other credit
under the act. For a year in which the amount
calculated by using the formula and multiplying by the
appropriate percentage was negative, the absolute value
of that amount would be added to the taxpayer’s
liability for the tax year. A taxpayer that used the
gross receipts deduction to calculate its tax base could
not claim the investment tax credit. A taxpayer that
reduced its adjusted tax base using the excess
compensation deduction would reduce the investment
tax credit by a percentage determined by dividing the
SBT rate by the ITC rate.

[The current CAD is a deduction from the tax base and
is subject to the same apportionment formula as the
SBT tax base; that is, 5 percent payroll, 5 percent
property, and 90 percent sales. The new ITC would
not be apportioned; it would be a credit subtracted
from tax liability.]

Foreign Taxpayers. The bill would provide that for
tax years beginning January 1, 2000, the tax base of a
"foreign person" would include the sum of business
income and certain specified adjustments related to
U.S. business activity, whether or not the foreign
person was subject to taxation under the federal
Internal Revenue Code. (This section would not apply
to insurance companies.) A foreign person would
have to calculate compensation by reporting total
compensation paid to employees, officers, and
directors for services performed in the U.S.

The term "foreign person" would mean either 1) an
individual who was not a U.S. resident, whether or not
the individual was subject to taxation under the federal
Internal Revenue Code; or 2) a person formed under
the laws of a foreign country or a political subdivision
of a foreign country, whether or not the person was
subject to taxation under the federal Internal Revenue
Code. The term "business income" would refer to
gross income attributable to the
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taxpayer’s U.S. business activity and gross income
derived from sources within the U.S. minus the
deductions allowed under the federal Internal Revenue
Code related to that gross income. Gross income
includes the proceeds from sales shipped or delivered
to any purchaser within the U.S. and for which title
transfers within the U.S.; proceeds from services
performed within the U.S.; and a pro rata proportion
of the proceeds from services performed both inside
and outside the U.S. based on cost of performance.
The terms "United States corporation” and "United
States person" are found in the federal Internal
Revenue Code.

Industrial Restructuring Deduction. The bill would
allow certain taxpayers to exclude certain sales when
calculating the sales factor that is used to determine the
SBT base for either five or seven years. The provision
would apply to a "'spun off corporation" that had been
included in a combined or consolidated return in the
immediately preceding tax year; ceased to be included
in the combined or consolidated return as a result of a
restructuring transaction that occurred after January 1,
1999; and whose SBT liability would otherwise have
been increased as a result of the restructuring
transaction. Such companies could exclude sales to a
purchaser that had been a member of the same
affiliated group that had included the seller in the filing
of a combined or consolidated annual return but ceased
to include the seller as a result of a restructuring
transaction.  (This means sales by a spun off
corporation to an entity that had been a member of the
same affiliated group until a restructuring would be
excluded from the tax base.)

To qualify for this deduction for five years, the spun
off corporation would have to request approval in
writing from the state treasurer and commit to an
investment of at least $500 million of capital
investment within the state within five years. The five-
year period would begin with the first tax year
following the tax year in which the restructuring was
completed. The deduction would be available for an
additional two years if the corporation made a similar
request prior to the end of the sixth year following the
restructuring committing to invest at least $200 million
of capital investment during the next two years. If a
corporation failed to make the required capital
investment (in either case), it would be required to file
amended returns, regardless of the expiration of the
four-year statute of limitations, and pay any additional
tax due, plus interest. With each request, the spun off
corporation would have to provide the state treasurer
with a list of all corporations, limited liability
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companies, and any other business entities that the
spun off corporation controlled at the time of the
restructuring transaction.

The term "spun off corporation" would be defined in
the bill as an entity treated as a controlled corporation
under Section 355 of the federal Internal Revenue
Code. A controlled corporation includes a corporate
subsidy created for the purpose of a restructuring
transaction, a limited liability company, or an
operational unit or division with business activities that
were previously carried out as a part of the distributing
corporation. The term ‘restructuring transaction"
would mean a tax free distribution under Section 355,
including transactions commonly referred to as spin
offs, split ups, split offs, or type D reorganizations.

Sales and Use Taxes
(Senate Bill 544/House Bill 4744)

Apportionment. The bills would specify that property
granted an exemption in either the sales tax or the use
tax statute is exempt only to the extent that the property
was used for exempt purposes. The bills also would
specify that they intended to clarify that existing law as
originally intended provides a prorated exemption.
However, in the case of the exemption for certain
telecommunications equipment (that taxed under
Section 3a of the Use Tax Act), the provision that
property would be exempt only to the extent it was
used for exempt purposes would be effective beginning
April 1, 1999. Prior to that there would be no
apportionment.

Industrial Processing. The industrial processing
exemption would be rewritten and expanded for
property sold after March 30, 1999. The bills would
provide a definition of the term "industrial processing"
and a new definition of "industrial processor".
Industrial processing would refer to the activity of
converting or conditioning tangible personal property
by changing the form, composition, quality,
combination, or character of the property for ultimate
sale at retail or for use in the manufacturing of a
product to be ultimately sold at retail. The bill would
specify that industrial processing begins when tangible
personal property begins movement from raw materials
storage to begin industrial processing and ends when
finished goods first come to rest in finished goods
inventory storage. The term “industrial processor"
would refer to a person who performs the activity of
converting or conditioning tangible personal property
for ultimate sale at retail or use in the
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manufacturing of a product to be ultimately sold at
retail.

The bills would exempt sales of tangible personal
property not only to an industrial processor but also to
a person, whether or not an industrial processor, if the
property was intended for ultimate use in and was used
in industrial processing by an industrial processor and
to a person who used the property to perform an
industrial processing activity for or on behalf of an
industrial processor.

The bill would specify that industrial processing would
include production or assembly; research or
experimental activities; engineering related to industrial
processing; inspection, quality control, or testing at
any time before materials or products first come to rest
in finished goods inventory storage; planning,
scheduling, supervision, or control of production or
other exempt activities; design, construction, or
maintenance of production or other exempt machinery,
equipment and tooling; remanufacturing (overhauling,
retrofitting, fabricating, or repairing a product or its
component parts for ultimate sale at retail); processing
of production scrap and waste up to the point it is
stored for removal of the plant of origin; recycling of
used materials for ultimate sale at retail or reuse;
production material handling; and storage of in-process
materials. Research or experimental activities would
not include ordinary testing or inspection of materials
or products for quality control; efficiency surveys;
management surveys; market or consumer surveys;
advertising or promotions; and research in connection
with literacy, historical, or similar projects.

Also exempt would be a computer used in operating
industrial processing equipment; equipment used in a
computer-assisted manufacturing system; equipment
used in a computer-assisted design or engineering
system integral to an industrial process; a subunit or
electronic assembly constituting a component in a
computer-integrated industrial processing system;
computer equipment used in connection with the
computer-assisted  production,  storage, and
transmission of data if the equipment would have been
exempt had the data transfer been made using tapes,
disks, CD-ROMS, or similar media by a company
whose business includes publishing doctoral
dissertations and information archiving, and that sells
the majority of the company’s products to exempt
nonprofit organizations; and equipment used in the
production of computer software that is offered for
general sale to the public or software modified or
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adapted to the user’s needs or equipment by the seller,
only if the software is available for sale from a seller of
software on an as-is basis or as an end product without
modification or adaption. (Only the last item is not
found in current statutes.)

Industrial processing would not include purchasing,
receiving, or storage of raw materials; sales,
distribution, warehousing, shipping, or advertising
activities; administrative, accounting or personnel
services; design, engineering, construction, or
maintenance of real property and nonprocessing
equipment; and plant security, fire prevention, or
medical or hospital services.

Property eligible for an industrial processing
exemption would include property that becomes an
ingredient or component part of the finished product to
be sold ultimately at retail; machinery, equipment,
tools, dies, patterns, foundations for machinery or
equipment, or other processing equipment used in an
industrial processing activity and in their repair and
maintenance; property consumed or destroyed or that
loses its identity in an industrial processing activity;
tangible personal property, not permanently affixed
and not becoming a structural part of real estate, that
becomes part of, or is used and consumed in
installation and maintenance of, systems used for an
industrial processing activity; fuel or energy used or
consumed for an industrial processing activity;
machinery, equipment, or materials used within a plant
site or between plant sites operated by the same person
for movement of tangible personal property in the
process of production; and office equipment, including
data processing equipment used for an industrial
processing activity.

Property not eligible for an industrial processing
exemption includes tangible personal property
permanently affixed and becoming a structural part of
real estate including building utility systems such as
heating, air conditioning, ventilating, plumbing,
lighting, and electrical distribution, to the point of the
last transformer, switch, valve, or other device at
which point usable power, water, gas, steam, or air is
diverted from distribution circuits for use in industrial
processing; office equipment, including data
processing equipment used for nonindustrial processing
purposes; office furniture or office supplies; and the
industrial processor’s own product or finished good
that it uses or consumes for purposes other than
industrial processing; tangible personal property used
for receiving and storage of materials, supplies, parts,
or components purchased by the user
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or consumer; tangible personal property used for
receiving or storage of natural resources extracted by
the user or consumer; vehicles, including special
bodies or attachments, required to display a vehicle
permit or license plate to operate on public highways,
except for a vehicle bearing a manufacturer’s plate or
a specially designed vehicle, together with parts, used
to mix and agitate materials at a plant or job site in the
concrete manufacturing process; tangible personal
property used for the preparation of food or beverages
by a retailer for ultimate sale at retail through its own
locations; tangible personal property used or consumed
for the preservation or maintenance of a finished good
once it first comes to rest in finished goods inventory
storage; returnable shipping containers or materials
(with some exceptions); and tangible personal property
used in the production of computer software originally
designed for the exclusive use and special needs of the
purchaser.

Extractive Operation Exemption. The bills would
provide an exemption for the sale of tangible personal
property to an extractive operator for use or
consumption in extractive operations. Extractive
operations would include the actual production of oil,
gas, brine, or other natural resources. Eligible
property would include casing pipe or drive pipe;
tubing;  well-pumping  equipment;  chemicals;
explosives or acids used in fracturing, acidizing, or
shooting wells; Christmas trees, derricks, or other
wellhead equipment; treatment tanks; piping, valves,
or pumps used before movement or transportation of
the natural resource from the production area;
chemicals or acids used in the treatment of crude oil,
gas, brine, or other natural resources; and tangible
personal property used or consumed in extracting the
lithologic units necessary to process iron ore.

Property not eligible for an exemption would include
tangible personal property consumed or used in the
construction, alteration, improvement, or repair of
buildings, storage tanks, and storage and housing
facilities; tangible personal property consumed or used
in transporting the product from the place of
extraction, except for tangible personal property
consumed or used in transporting extracted materials
from the extraction site to the place where the extracted
materials first come to rest in finished goods inventory
storage; tangible personal property that is a product the
extractive operator produces and that is consumed or
used by the extractive operator for a purpose other
than the manufacturing or producing of a product for
ultimate sale; equipment, materials, and supplies used
in exploring, prospecting, or drilling for
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oil, gas, brine, or other natural resources; equipment,
materials, and supplies used in the storing,
withdrawing, or distribution of oil, gas, or brine from
a storage facility; and vehicles required to display a
vehicle permit or license plate to operate on public
highways.

The term "extractive operations™ would refer to the
activity of taking or extracting for resale ore, oil, gas,
coal, timber, stone, gravel, clay, minerals, or other
natural resource material. An extractive operation
begins when contact is made with the actual type of
natural raw product being recovered. Extractive
operation includes all necessary processing operations
before shipment from the place of extraction.
Extractive operations includes all necessary processing
operations and movement of the natural resource
material until the point at which the natural raw
product being recovered first comes to rest in finished
goods inventory storage at the extraction site.

Rolling Stock. Senate Bill 544 would exempt a sale of
rolling stock purchased by an interstate motor carrier
or for rental or lease to an interstate motor carrier and
used in interstate commerce. Until May 1, 1999, the
General Sales Tax Act contained a partial exemption
based on the amount of out-of-state usage of the rolling
stock. The new exemption would be effective April
30, 1999. The term "rolling stock" refers to a
qualified truck, a trailer designed to be drawn behind
a qualified truck, and parts affixed to either a qualified
truck or a trailer designed to be drawn behind a
qualified truck. A ™"qualified truck" means a
commercial motor vehicle power unit that has two
axles and a gross vehicle weight rating in excess of
10,000 pounds or a commercial motor vehicle power
unit that has three or more axles.

Bad Debt Deduction. House Bill 4744 would place a
bad debt deduction into the Use Tax Act similar to that
which already exists for the sales tax. (A recent court
decision has already put such a bad debt deduction into
the statute.) The bad debt deduction would be
effective beginning March 30, 1995.

Hospital Property. Both bills would rewrite an
exemption for contractors working on nonprofit
hospitals for taxes levied after June 30, 1999. A
longstanding exemption applies to the sale of tangible
personal property to a person directly engaged in the
business of constructing, altering, repairing, or
improving real estate for others to the extent that the
property is affixed to and made a structural part of a
nonprofit hospital or a nonprofit housing entity
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qualified as exempt under Section 15a of the State
Housing Development Authority Act of 1966. The
bills provide a new definition of "nonprofit hospital".
It would refer to that portion of a building owned or
operated by an entity licensed as a hospital under Part
215 of the Public Health Code and exempt under
Section 501(c)(3) of the federal Internal Revenue
Code; owned or operated by a governmental unit in
which medical attention is provided; or owned or
operated by an entity or entities exempt under Section
501(c)(2) or 501(c)(3) of the Internal Revenue Code in
which medical attention is provided. The term would
also apply to that portion of real property necessary
and related to a building described above in which
medical attention is provided and a county long-term
medical care facility built after December 31, 1995.
The term "nonprofit hospital" does not include a
freestanding building or other real property of a
nursing home or skilled nursing facility; a hospice; or
a home for the aged. The term "medical attention™
means that level of medical care in which a physician
provides acute care or active treatment of medical,
surgical, obstetrical, psychiatric, chronic, or
rehabilitative conditions that require observation,
diagnosis, and daily treatment by a physician.

For taxes levied after December 31, 1990 and before
July 1, 1999, the sales and use taxes would not apply
to a claimed exemption of tangible personal property
used in the construction, alteration, repair, or
improvement of the real estate for others to the extent
the property was affixed to and made a structural part
of a building of a nonprofit hospital, provided the
facility in question was a portion of a building that was
licensed under the health code and exempt under
Section 501(c)(3) of the Internal Revenue Code; was
owned or operated by a governmental unit and in
which medical attention was provided; or was owned
or operated by an entity or entities exempt under
Section 501(c)(2) or (3) of the Internal Revenue Code
and in which medical attention was provided. Other
criteria would also have to be met. The claimed
exemption would have to have been made in good
faith; a binding contract would have to have been
entered into for the construction, alteration, repair, or
improvement of the real estate or the affixation to the
building before July 1, 1999; and a claim for a refund
would have to be filed no later than July 15, 1999.
Also, the new provisions could not be applied to affect
any final decision of a court.
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BACKGROUND INFORMATION:

SBT Origins and Theory. The Single Business Tax
Act was adopted as Public Act 228 of 1975 and took
effect January 1, 1976. The SBT replaced the
corporate income tax, the local property tax on
business inventory, the corporate franchise tax, and
several other smaller taxes, including the business
intangibles tax and separate privilege fees on financial
institutions, savings and loan companies, and domestic
insurance companies. The new tax was proposed and
enacted while the state was, according to one observer,
"in the throes of one of its periodic fiscal crises, and .
. . desperately in need of additional revenue." It was
intended to be revenue neutral, except that the
transition from the old set of taxes to a new single tax
was scheduled so as to produce a one-time $180
million windfall to the state treasury for 1975-76. The
SBT was also expected to be a more stable source of
revenue than the corporate income tax.  Although
intended to be revenue neutral overall, the change to
the tax system was expected to distribute the tax
burden differently among different kinds of businesses.
A November 1975 booklet from what was then the
Michigan Department of Commerce said, "Utilities and
other capital intensive firms and highly profitable
businesses will generally have a lighter tax burden
under the new law while professionals, less profitable
firms and unincorporated businesses may find their tax
burden somewhat increased." In the years since then,
however, the tax has been greatly modified, often in
response to complaints from those claiming to be
disadvantaged or unduly burdened by the SBT.

(It should be noted that Michigan had another form of
value-added tax, called the business activities tax or
BAT from 1953 to 1967. It was repealed and replaced
by the corporate income tax at about the same time the
state’s personal income tax was adopted.)

The single business tax was designed to be a value-
added tax or business activity tax, and its architects
described it as a tax paid by businesses for "benefits
received"” from government services rather than a tax
based mainly on "ability to pay" like the corporate
income tax. A value-added tax is typically described
as a levy on the value a firm adds to goods and
services purchased from other firms, with the value
added by the handling or processing of the purchases

Page 7 of 12 Pages

(66-9T-2) ¥¥S 1119 818USS PUE Sh/ PUR vy SINRHSSTIRE '€ 6T0Z/ZT/9 OSIN A9 AIAIFDTY



through the use of labor, machinery, buildings, and
capital. A recent Department of Treasury publication
notes that value added can be measured in two ways:
1) by measuring the difference between a firm’s sales
receipts and its purchases of materials and supplies
from other firms, called the subtraction method; or 2)
by adding together profits, compensation costs, interest
paid, and depreciation, including direct taxes levied on
these costs, referred to as the addition method. The
Michigan SBT uses the second method. The SBT is
also typically described as being a consumption-type
value-added tax because it permits the cost of capital
expenditures to be deducted from the tax base in the
year that they are made. It is termed a "modified"
consumption tax because it contains many variations
from a pure consumption value-added tax, including
exemptions, credits, and alternative methods of
calculation. Some of these offer eligible firms the
ability to pay taxes based on profits or on gross
receipts (contrary to the theory of the value-added tax).

According to commentaries at the time and since,
advocates emphasized the following advantages of the
SBT over the old system: revenue stability, compared
with the erratic corporate income tax; the promotion of
capital investment and creation of new jobs; the
simplification of administration; the fairer, more equal
treatment of businesses; and the improved image of the
state with multinational corporations. [These
"advantages' appear somewhat ironic given that today,
critics of the SBT indict the tax for lacking all of these
qualities, except revenue stability.]

Computing the Tax. The SBT rate was lowered from
the original 2.35 percent to 2.30 percent by Public Act
247 of 1994. The tax rate is applied to a firm’s tax
base, which generally speaking is composed of labor
and other compensation costs, profits, depreciation,
and interest paid. For multi-state firms, the tax base is
apportioned using a three-factor formula, involving the
proportion of payroll in the state to total payroll, the
proportion of property in the state to total property,
and the proportion of sales in the state to total sales.
When the SBT was first enacted, each factor was
treated equally. Over time, the sales factor increased
to 40 percent for 1991 and 1992; 50 percent for 1993-
1996; 80 percent for 1997 and 1998; and sales are
currently weighted 90 percent with property and
payroll weighted 5 percent each. Obviously, the
increased reliance on sales provides an advantage to
firms that sell outside of Michigan.

A deduction from the tax base, known as the capital
acquisition deduction or CAD, is allowed for 100
percent of capital investments made in Michigan. For
multi-state companies, the CAD is apportioned using
the same formula (now 5-5-90) used in apportioning
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the tax base. Special provisions for certain retailers
(notably the Michigan-based Meijer and K-Mart
companies) allow them to use the CAD in effect prior
to 1996, which permitted the deduction of investments
made in any state multiplied by the apportionment
factor.

In addition, the Single Business Tax Act has a number
of exemptions, exclusions, credits, and alternative
calculations. These include the following.

-- Farms are exempt from the tax.

-- Insurance companies use a tax base that is 25 percent
of "adjusted receipts" as that term is defined in the act.

-- Firms with adjusted gross receipts below $250,000
do not have to file a return or pay the tax.

-- The statutory exemption permits the deduction of
$45,000 from the tax base with an additional $12,000
per shareholder available (up to $48,000). The
exemption is reduced by $2 for each $1 of modified
business income over $45,000. Modified business
income is adjusted business income plus compensation
and director fees of shareholders, plus any loss
carryovers. (This is also explained as allowing the
deduction to any firm whose total of business income
and shareholder compensation is below $67,500.)

-- The small business credit is available, up to 100
percent of tax liability, to firms whose gross receipts
do not exceed $10 million and whose adjusted business
income does not exceed $475,000, as long as no
officer or owner receives more than $115,000 as
compensation or as a share of business income.
Businesses that qualify can use one of two methods of
computing their SBT liability: 1) by claiming a credit
derived by dividing adjusted business income by 45
percent of the tax base; or 2) by using as their tax
liability 2 percent of adjusted business income.

-- An excess compensation deduction allows businesses
whose compensation or labor costs are a high
proportion of their tax base (in excess of 63 percent)
reduce their tax base by up to 37 percent. For
example, a firm whose compensation costs constituted
80 percent of the SBT base could reduce the base by
17 percent (80 minus 63).

-- The gross receipts reduction specifies that the tax
base cannot exceed 50 percent of gross receipts.
(Firms can calculate their tax based on 1.15 percent of
gross receipts.)

-- Unincorporated businesses can claim a credit varying
from 10 percent to 20 percent of SBT liability based on
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business income: 20 percent if business income is
$20,000 or less; 15 percent if business income is
between $20,000 and $40,000; and 10 percent if
business income is over $40,000.

-- A number of other credits are available, including
credits granted by the Michigan Economic Growth
Authority (MEGA), credits for firms in enterprise
zones and similar programs, as well as credits for
certain specified charitable contributions and for
historical preservation expenditures.

Tax Payments. SBT revenues for fiscal year 1999-
2000 were estimated at $2.48 billion. (Another $202
million is anticipated from insurance company
retaliatory taxes and those revenues are sometimes
added to the SBT, producing a business tax total of
$2.682 billion.) All SBT revenue goes to the general
fund. SBT revenues are expected to constitute 11.66
percent of all state taxes and account for about 27.4
percent of general fund revenues. The SBT
contributes about 7.5 percent of total state revenues
from all sources, including federal aid. (See the
booklet State of Michigan Revenue Source and
Distribution issued March 1999 by the House Fiscal
Agency.) These estimates precede the enactment of the
rate cut and other changes.

The Department of Treasury estimates that of the
approximately 250,000 businesses in Michigan, fewer
than 160,000 must file SBT returns and of those only
90,000 have any SBT liability. Figures from 1994-95
indicate that nearly 90 percent of total revenues came
from fewer than 12 percent of taxpayers. In 1996, the
largest 200 or so firms in the state paid over 30 percent
of total SBT revenues.

Useful sources on the Single Business Tax Act include
two booklets analyzing the tax from the Department of
Treasury, dated August 1994 and March 1998; the
Michigan Taxpayer’s Guide, produced by the
Legislative Service Bureau; and three papers produced
for the Fiscal 101 seminars sponsored by the two
legislative fiscal agencies and Wayne State University
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by Robert Kleine of Public Sector Consultants;
Howard Heideman of the Office of Revenue and Tax
Analysis in the Department of Treasury; and James H.
Novis of Honigman Miller Schwartz and Cohn. There
are also many useful older documents, including a
chapter by Robin Barlow and Jack S. Connell, Jr. in
Michigan’s Fiscal and Economic Structure, edited by
Harvey Brazer and published in 1982; a 1978 report
by Kleine from the Advisory Commission on
Intergovernmental Relations; and 1984 report to the
House of Representatives by Douglas Drake.

FISCAL IMPLICATIONS:

According to Department of Treasury estimates of 6-3-
99 provided by the House Fiscal Agency, the package
of bills would produce in fiscal year 1998-99 a $49.3
million increase to the general fund and a $94.1
million increase to the school aid fund. In fiscal year
1999-2000, the bills would result in a reduction in
general fund revenue of $194.6 million and an increase
in school aid fund revenues of $7.4 million. These
figures represent the effect the bills would have on the
consensus revenue estimates made prior to the tax
package being proposed. Those estimates anticipated
the state losing revenue as a result of the Michigan Bell
case (described earlier). The tax proposal would, in a
sense, "fix" the problem resulting from the court
decision and offset the anticipated lost revenues. This
explains the revenue increases from the package.

The effects of the various tax changes are as follows,
according to information from the Office of Revenue
and Tax Analysis dated 6-3-99.

» 1998-99 General Fund/General Purpose revenues: A
loss of $87.6 million from the SBT rate cut; a loss of
$1.9 million from the change of treatment of rolling
stock in the sale and use taxes; and a gain of $137.9
million from the so-called Michigan Bell fix
(apportionment  of the industrial processing
exemption).

» 1999-2000 General Fund/General Purpose revenues:
A loss of $213.8 million from the SBT rate cut; a loss
of $13.5 million from the expanded industrial
processing exemption in the sales and use tax acts; and
a loss of $2.5 million from the rolling stock
exemptions.

« 1998-99 School Aid Fund revenues: A loss of $3.1
million from rolling stock exemption in the sales tax
and a gain of $97.2 million from the Michigan Bell
fix.
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» 1999-2000 School Aid Fund revenues: A loss of
$9.5 million from industrial processing changes; a loss
of $7.9 million from rolling stock exemptions; and a
gain of $24.8 million from the Michigan Bell fix.

ARGUMENTS:

For:

The gradual phaseout of the SBT promises businesses
their taxes will be reduced year after year. It promises
that at least some portion of future state revenue
growth will go towards business tax relief. (Just as
other recently enacted legislation will ensure that some
portion of future revenue growth will go towards
reduced personal income tax rates.) This will make
Michigan and Michigan businesses more competitive
and will maintain and attract high paying jobs. Cutting
business taxes means cutting the cost of doing business
and providing jobs. Phasing out and eventually
eliminating the SBT will reduce a barrier to attracting
new investment in the state. Michigan is the only state
with this kind of tax. For years, public policy analysts
thought other states would follow Michigan’s lead and
adopt value-added taxes, but they have not. Economic
development strategists say the very uniqueness and
unfamiliarity of the tax can be an impediment in selling
the state to new investors.

The tax has been modified many times since its
introduction, typically in response to requests from
businesses seeking special treatment due to special
circumstances, to complaints from businesses who felt
they were being treated unfairly, or to court decisions
in cases brought by disgruntled businesses. But
changes to the tax have made it more complex. Some
would say the tax is becoming evermore incoherent
and arbitrary as it departs bit by bit from the original
underlying theories. In announcing the SBT phaseout,
Governor Engler said, "We will no longer try to fix
what can’t be fixed." This proposal ends the tinkering
with an unpopular, unpalatable tax, a tax under
constant threat of litigation, and simply phases it out
over time.

The phaseout is a responsible approach that protects
the state budget from the sudden shock of instant
repeal or the prolonged uncertainty that would
accompany continual debate over how to modify or
replace the SBT. Further, it contains a safety valve
provision that would halt rate decreases during serious
budget difficulties.
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When businesses are taxed, those taxes either go into
the cost of goods and services to consumers, come out
of the wage packets of workers, or reduce profits that
otherwise could be distributed to shareholders or
reinvested, for example in research and development
activities. This is what is meant by the claim that
"businesses don’t pay taxes but just collect them."
Cutting taxes for businesses that now face SBT liability
will have a positive overall effect on business activity
and the state economy. As a result, all will eventually
benefit, including consumers, workers, and the smaller
non-SBT paying businesses, whose fortunes are often
tied to those of larger companies.

Moreover, it is not fair to say the proposal will
eliminate business taxes. Besides the fact that the SBT
is to be phased out over many years (and not
eliminated immediately), businesses in the state pay
substantial amounts in real property taxes (not having
received cuts under Proposal A as large as individuals
received), personal property taxes (which only
businesses pay), and sales and use taxes, as well as a
wide variety of fees. This will be just one of many tax
cuts initiated in the 1990's. Individuals, as opposed
to businesses, have been the beneficiaries of over
three-quarters of the cumulative tax cuts this decade,
according to administration figures.

Response:
If the SBT is such an odious, onerous tax, why leave
it in place for 20-plus years? Why not speed up the
phaseout and/or find some suitable alternative source
of revenue?

For:

In addition to the SBT rate reduction and phaseout, the
package contains a number of other beneficial business
tax changes. These include the following.

** The capital acquisition deduction has a checkered,
litigious history. Under this proposal, it will be
replaced by an investment tax credit, similar to the
kind of credit found in many other states. The credit
will be for investments made in the state. Some tax
specialists doubt the current apportioned CAD can
withstand a lawsuit on constitutional grounds because
of its different treatment of investments inside and
outside the state by multistate companies. Rather than
face the uncertainty and confusion that accompanies the
CAD, it is better to replace it with the more
commonplace investment tax credit. This will provide
strong incentives for businesses to invest in Michigan
and greater certainty in tax planning.
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** New provisions will make foreign companies doing
business in Michigan subject to the SBT for some of
their activities even if they do not file a federal
corporate income tax return. The principle behind this
is to prevent foreign firms from enjoying an unfair
advantage over Michigan-based or out-of-state U.S.
firms doing business in the state.

** Equipment used in industrial processing is exempt
from the sales and use taxes. Some equipment is used
both for industrial processing and for other purposes
and the Department of Treasury’s longstanding
practice has been to apportion the exemption for
equipment used for exempt and non-exempt purposes.
A recent court decision on the treatment of
telecommunications equipment said there was no
statutory basis for the practice of apportioning
exemptions and prohibited it. Instead, the court
allowed a full exemption when equipment was first
used for a tax-exempt purpose and continued to be
used substantially for tax exempt purposes. The
decision has the potential effect, generally speaking, of
expanding the industrial processing exemption for all
kinds of businesses. This proposal reinstates the
practice retroactively, thus relieving the state from
having to pay large amounts of sales and use tax
refunds and avoiding the loss of future revenue. (The
proposal applies only prospectively  to
telecommunications companies, however.)

** The proposal would clarify and broaden the
industrial processing exemption. Proponents of the
package say it would re-define when industrial
processing begins and ends; extend the exemption to
certain third parties working on behalf of industrial
processors, including those engaged in research and
experimental activities and product quality activities;
and expand the kind of waste removal and recycling
activities that qualify for the exemption.

**  The SBT contains a disincentive now for
companies to engage in restructuring or spin-offs
because such organizational changes can result in
higher taxes. The industrial restructuring deduction
provides for a "hold harmless" period of up to seven
years for such changes by excluding from the tax base
calculation sales by the spun off company to a
company it had previously been affiliated with. This
deduction will only be available to companies making
sizeable future investments in the state.

** A recent court decision said the Use Tax Act
should be read as if it contained a bad debt deduction
parallel to that which has long existed in the General
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Sales Tax Act. House Bill 4744 ratifies that decision
and puts such a provision in the statute.

** Two issues that have previously been part of other
legislation are incorporated into this package, one that
would extend and expand the sales and use tax
exemption for large trucks, trailers, parts (known as
rolling stock) used in interstate commerce; and one that
would clarify the term "hospital" for purpose of
administering an existing exemption for contractors
doing construction work for nonprofit hospitals.

Against:

This proposal benefits large, wealthy corporations at
the expense of the rest of the state’s taxpayers. Only
about 35 percent of the state’s businesses pay the SBT.
This means about 65 percent of the state’s businesses
get no direct relief from this proposal. Critics say that
about 75 percent of SBT revenues come from 5 percent
of the state’s firms. It is this 5 percent that will gain
the greatest benefit from this proposal. All businesses
pay the personal property tax, another complicated
onerous tax. Why not concentrate relief there? Or,
why not target relief at small business by increasing the
gross receipts threshold to, say, one million dollars, so
that more businesses are exempt from taxation
altogether? Or, why not remove health care costs from
the compensation portion of the SBT tax base as an
incentive for companies to provide or retain or expand
health care coverage for employees? There are a
number of proposals preferable to the straight 23-year
phaseout of the SBT. It is unfortunate that the
legislature did not take the time to evaluate the various
proposals one against another.

Furthermore, it should be noted that the SBT proposal
will actually increase the tax liability of some
companies over the short run because of the switch
from an apportioned capital acquisitions deduction to
a non-apportioned investment tax credit. This will
work to the disadvantage, generally speaking, of firms
that operate entirely or mostly in the state of Michigan.
The proposal will also increase taxes for large retailers
(notably Meijer and K-Mart) who have only recently
begun to enjoy special treatment under the SBT for
capital investments. With the switch from a CAD to
an ITC, these special provisions will be lost.
Telecommunications companies have also complained
about their treatment, arguing that their taxes will
increase due to the apportionment of exemptions for
central office equipment and the replacement of the
CAD with the ITC. Reductions in the SBT rate will
take several years to offset the increases, they say.
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There is also concern about the impact of the
provisions taxing foreign companies. The original
proposal  outraged Canadian  manufacturers,
particularly auto parts manufacturers, and some critics
warned of a trade war. While the provisions relating
to foreign companies have been modified as a result,
their effects still will bear watching.

Against:

With the large surpluses anticipated for state
government, tax relief should be targeted towards
individuals not businesses. Michigan’s economic
development record in recent years appears to be
outstanding; the state’s tax structure does not appear to
be having a negative effect on Michigan’s ability to
compete with other states for new business and job
growth. On the other hand, many of the state’s
families are financially squeezed. Eliminating the SBT
will mean that a disproportionate amount of the tax
burden will fall on individual taxpayers. There are
many alternative ways of addressing the current budget
surpluses. House Democrats, for example, have
proposed a $50 per person rebate, which would benefit
all individuals equally. Some people advocate the
creation of a state credit to piggyback on the federal
earned income tax credit; that would benefit the
working poor. But however tax relief is provided, it
should be aimed at working families and not at the
state’s largest and wealthiest corporations.

Against:

Defenders of the SBT would say that the concept of the
value-added tax is a good one and that the tax ought to
be preserved and reformed. While the tax has become
extremely complicated, that is in part because of the
many changes made in response to its critics. Many of
these changes (and criticisms) were unwarranted and
based on a misunderstanding of the theory behind the
tax. It is exasperating that attempts to placate SBT
critics and improve public perceptions of the tax lead
inevitably to complaints that the subsequent
modifications have made the tax too complicated. A
return to a simpler, widely applied value-added tax
with a low rate and few exceptions and exclusions
would be preferable to a phaseout and repeal. After
all, businesses ought to help pay for the government
services from which they, along with others, benefit.
Business benefits from spending on transportation,
education, and the legal system, among many other
services, and ought to contribute to their support.

Against:

Analysis available @ http://www.michiganlegislature.org
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Is it wise to project tax cuts so far into the future?
What happens when there is an economic downturn,
when tax revenues are not so robust? Will the state be
able to meet its obligations and the needs of its
residents if it forgoes billions of dollars of revenue
over the next two decades? Wouldn’t it be better to
give today’s tax cuts a shorter horizon and let future
legislatures determine how much revenue is needed
based on assessments made at the time? It is difficult
to imagine that the state can eliminate one of its major
revenue sources, even if gradually, and still be able to
fully fund state government operations.

Response:

This proposal, like the earlier income tax cuts,
represents a statement of priorities and locks in a
policy of returning a portion of future revenue growth
to taxpayers. It represents a commitment to ongoing
tax relief. Nothing in the proposal prevents future
legislatures from taking the actions they determine
necessary regarding taxing and spending.

Analyst: C. Couch

mThis analysis was prepared by nonpartisan House staff for use by
House members in their deliberations, and does not constitute an
official statement of legislative intent.
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Disclosure

This manual is not intended as a statement of law, Department policy, or of the
Treasurer’s official position. The information contained in this manual has been
prepared as instructional text. The purpose of this manual is to explain key provisions
of the General Sales Tax Act and Use Tax Act.

Any references in this manual to Rules, Revenue Administrative Bulletins (RABs),
Internal Policy Directives (IPDs) and Letter Rulings are based on the most recent
versions available as of the date of this edition. The materials will be reviewed regularly
and revised as needed. Where changes in the law supersede and conflict with anything
in this document then the new law shall control.
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Chapter 1 — Introduction and Overview

The State of Michigan allows an industrial processing (IP) exemption from sales and
use tax. The industrial processing exemption is limited to specific property and
activities.

The General Sales Tax Act defines industrial processing as “the activity of converting
or conditioning tangible personal property by changing the form, composition, quality,
combination, or character of the property for ultimate sale at retail or for use in the
manufacturing of a product to be ultimately sold at retail. Industrial processing begins
when tangible personal property begins movement from raw materials storage to begin
industrial processing and ends when finished goods first come to rest in finished goods
inventory storage.” The General Sales Tax Act defines industrial processor as “a
person who performs the activity of converting or conditioning tangible personal
property for ultimate sale at retail or use in the manufacturing of a product to be
ultimately sold at retail.”

The Use Tax Act’s definition of both industrial processing and industrial processor
is more expansive than the General Sales Tax Act definition by including property that is
“affixed to and made a structural part of real estate located in another state.”

Additionally, “the consumption or use of the tangible personal property rather than the
kind or character of the property sold is the determining factor as to whether or not such
a sale is taxable.”

The exemption applies to sales to:
e An industrial processor for use in industrial processing

« A person, even if the person is not an industrial processor, if the tangible
personal property is used in industrial processing

Example 1:

Parent Corp. is a California-based distributor of automobiles. It does no actual
manufacturing itself as all production is farmed out to Subsidiary Corp., a wholly
owned subsidiary located in Detroit, Michigan. Parent Corp. has purchased dies
for $10,000,000 that will be used by Subsidiary Corp. in the actual manufacturing
of automobiles. Is Parent Corp. liable for sales or use tax on the purchase of the
dies delivered to it in Michigan?

Answer:

No. The dies are exempt because they are used by an industrial processor
(Subsidiary Corp.) in an industrial processing activity

Michigan Department of Treasury
Tax Compliance Bureau
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A person, even if the person is not an industrial processor, if the tangible
personal property is used by that person to perform an industrial processing
activity for or on behalf of an industrial processor

A person, even if the person is not an industrial processor, if the tangible
personal property is one of the following:

A computer used in operating industrial processing equipment
Equipment used in a computer assisted manufacturing system

Equipment used in a computer assisted design or engineering system
integral to an industrial process.

A subunit or electronic assembly comprising a component in a computer
integrated industrial processing system

Computer equipment used in connection with the computer assisted
production, storage, and transmission of data if the equipment would have
been exempt had the data transfer been made using tapes, disks, CD-
ROMs, or similar media by a company whose business includes
publishing doctoral dissertations and information archiving, and that sells
the majority of the company’s products to nonprofit organizations exempt
under section 4(1)(w) of the Use Tax Act

Equipment used in the production of prewritten computer software

Common and statutory meaning of certain industrial processing terms:

Convert or Condition: To change the form, composition, quality, combination,
or character of property

Quality: The essential character of something
Combination: Something resulting from the combining of two or more things

Form: The contour and structure of something as distinguished from its
substance
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Composition: A putting together of parts or elements to form a whole; a
combining; the manner in which such parts are combined or related; constitution
or make-up; the result or product of composing or mixture; compound

Character: The combination of qualities or features that distinguishes one thing
from another

Product: As used in the context of research or experimental activity, means
prototype, pilot model, process, formula, invention, technique, patent, or similar
property, whether intended to be used in a business or to be sold, transferred,
leased or licensed

Remanufacturing: The activity of overhauling, retrofitting, fabricating, or
repairing a product or its component parts for ultimate sale at retail

Research or experimental activity: Activity incident to the development,
discovery, or modification of a product or a product related process. Research or
experimental activity also includes activity necessary for a product to satisfy a
government standard or to receive government approval. Research or
experimental activity does not include the following:

« Ordinary testing or inspection of materials or products for quality control
purposes

« Efficiency surveys

« Management surveys

« Market or consumer surveys
« Advertising or promotions

« Research in connection with literacy, historical, or similar projects

Industrial processing includes the following activities:

Production or assembly

Remanufacturing

Recycling of used material for ultimate sale at retail
Research or experimental activities

Engineering related to industrial processing
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Inspection, quality control or testing to determine whether the materials, products
or processes conform to specified parameters at any time before the materials or
products first come to rest in finished goods inventory storage

Planning, scheduling, supervision or control of production or other exempt
activities

Design, construction, or maintenance of production or other exempt machinery,
equipment and tooling

Processing of production scrap and waste up to the point it is stored for removal
from the plant of origin

Production material handling

Storage of in-process materials

Property that qualifies for the industrial processing exemption includes:

Property that becomes an ingredient or component part of the finished product
that is ultimately sold at retail or affixed to real estate located in another state

Machinery, equipment, tools, dies, patterns, foundations for machinery or
equipment, or other processing equipment used in an industrial processing
activity and in their repair and maintenance

Property that is consumed, destroyed or loses its identity in an industrial
processing activity

Tangible personal property, not permanently affixed and not becoming a
structural part of realty that becomes a part of, or is used and consumed in
installation and maintenance of systems used for an industrial processing activity

Fuel or energy used or consumed for an industrial process

Machinery, equipment and materials used within a plant site or between plant
sites (of the same entity) for movement of tangible personal property in the
process of production This includes front end loaders, forklifts, pettibone lifts,
skidsters, multipurpose loaders, knuckle-boom log loaders, tractors, and log
loaders used to unload logs from trucks at a saw mill site for the purpose of
processing at the site and to load lumber onto trucks at a saw mill site for
purposes of transportation from the site

Office equipment or data processing equipment used for industrial processing
activities
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Vehicles bearing a manufacturer’s plate or vehicles specifically designed,
together with parts, used to mix and agitate materials at a plant or job site in the
concrete manufacturing process

The following activities are not exempt:

Purchasing, receiving or storage of raw materials
Sales, distribution, warehousing, shipping or advertising activities
Administrative, accounting or personnel services

Design, engineering, construction or maintenance of real property and non-
processing equipment

Plant security, fire prevention, medical or hospital services

The following types of property do not qualify for the industrial processing exemption:

Tangible personal property permanently affixed and becoming a structural part of
real estate including building utility systems to the point of the last transformer,
switch, valve, or other device at which point usable power, water, gas, steam, or
air is diverted from distribution circuits for use in industrial processing

Office equipment, including data processing equipment not used for industrial
processing purposes

All office furniture or office supplies, regardless of use

Inventory withdrawals that the manufacturer uses or consumes for purposes
other than industrial processing

Tangible personal property used for receiving and storage of materials, supplies,
parts, or components purchased by the user or consumer, or natural resources
extracted by the user or consumer

Vehicles, including special bodies or attachments, required to display a vehicle
permit or license plate to operate on public highways (except for vehicles bearing
a manufacturer’s plate or vehicles used in the concrete manufacturing process as
noted above)

Tangible personal property used for the preparation of food or beverages by a
retailer for ultimate sale at retail through its own locations

Michigan Department of Treasury
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« Tangible personal property used for the preservation or maintenance of a
finished good once it first comes to rest in finished goods storage. Returnable
shipping containers or materials, except those used within a plant site or between
plant sites operated by the same entity for movement of in-process materials

« Tangible personal property used in the production of custom software

References pertaining to this information can be found in the index under Chapter 1
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Chapter 2 — Activities of Processors that May Not Qualify for Exemption

A person may be engaged in non-industrial processing activities in addition to its
industrial processing activities. Many services, such as engineering, inspection, design,
planning, scheduling, material handling, and research, constitute industrial processing.
However, if those same services are sold or used separately from the industrial
processing activity that portion of the service is subject to tax.

The taxability of selected activities is listed below.

No. Activity Taxability
1 A printer prints on stock furnished by the customer. Taxable
See the “Printers” section of this text for exceptions
5 A printer binds books furnished by another printer. See Exempt
the “Printers” section of this text for exceptions
3 A printer binds books furnished by a non-processor. Taxable
See the “Printers” section of this text for exceptions
Photographs are returned to a photographer to color or
4 tint the photographs and the coloring or tinting is Taxable
included in a quoted price.
5 A sign_manufacturer paints signs owned by an Taxable
advertising agency
A tire company purchases old tires and retreads them
6 for sale to others. See the “Reconditioning/ Exempt
Remanufacturing” section of this text
Taxable (materials
- A tire company retreads or vulcanizes tires supplied by S;:grgglg’bﬁzgr
a trucking company
separately are not
taxable)
A pallet manufacturer repairs pallets owned by a soap
8 manufacturer that used the pallets in their in-process Exempt
storage area
9 A heat-treat company hardens steel to be used by an E
) . xempt
automobile manufacturer as parts for an automobile
A heat-treat company heat-treats dies owned by an
automobile manufacturer that are used in an industrial
10 Exempt

processing activity

Michigan Department of Treasury
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A gravel mining and crushing operation has portable
equipment that crushes and refines product under
four scenarios:
11 o For other mining operations Exempt
« Atits own pits (for resale) Exempt
« For contractors (not for resale) Taxable
« For county road commissions (not for resale) Taxable
A company manufactures spiral stairways and
handrails. The stairways, etc. are custom made to
12 specific customer requirements and affixed to realty. Taxable
The company does not maintain an inventory or
price list or make sales at retail.
A company manufactures spiral stairways and
13 handrails. The stairways, etc. are custom made to Exempt
specific customer requirements and sold at retail.
A conveyor manufacturer has employees fabricate,
14 assemble and install the conveyor parts at the Exempt
customer’s (an industrial processor’s) plant for use
in industrial processing
A window manufacturer maintains a price list. The
15 manufacturer used tools at the job site to install the Taxable

windows.

References pertaining to this information can be found in the index under Chapter 2
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Chapter 3 — Industrial Processing Beginning and End

For determining where the industrial processing exemption begins and ends we need to
look at the statute, supporting rules and binding case law.

The language in the General Sales Tax Act and in the Use Tax Act provides that
“‘industrial processing begins when tangible personal property begins movement from
raw materials storage to begin industrial processing and ends when finished goods first
come to rest in finished goods inventory.”

Therefore, any property used to receive raw materials, prior to being placed in raw
materials storage, is subject to tax. Likewise, any property used to move materials after
they have come to rest in finished goods inventory is taxable. The movement of raw
material from raw materials inventory is exempt whether it goes directly to the
production machinery or to a staging area near the production process. The movement
of the material is exempt if the production process drives the movement of the material
from raw materials storage.

The exemption ends when the manufactured goods come to rest in finished goods
inventory. The movement to or from boxing, bagging, shrink-wrapping or other
packaging operations is exempt if it is done before the finished goods come to rest in
finished goods inventory.

References pertaining to this information can be found in the index under Chapter 3
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Chapter 4 — Cement Trucks

A specially designed vehicle used to mix cement and agitate materials is eligible for an
industrial processing exemption. The material may be added at a plant or job site. The
truck, tires and repair parts attached to the cement delivery truck body or to the mixer
are exempt. This exemption is available only for a concrete manufacturer. Consumable
supplies such as gasoline, oil, antifreeze, windshield washer solvent, transmission fluid,
brake fluid, etc. are subject to tax.

Note: Global Positioning Systems (GPS) and after-market communication
equipment are subject to tax.

Note: Boom trucks, conveyors, gravel trains and trailers, and other types
of apparatus at the job site owned by a separate company or
contractor that do not mix or agitate the product are subject to tax.

If a concrete manufacturer does not make retail sales but instead consumes all the
concrete on its own jobs, it would not be entitled to an exemption for its cement trucks,
equipment or supplies. If the concrete manufacturer makes retail sales in addition to
consuming concrete on its own jobs, the exemption should be apportioned.

Note: Tires and repair parts used on gravel trains, trailers, etc. are not
eligible for the industrial processing exemption. A repair facility
usually does work on cement trucks, loaders, highway tractors and
trailers. Invoices must show that repair parts were attached to a
cement mixer or truck.

References pertaining to this information can be found in the index under Chapter 4
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Chapter 5 — Computer Software Manufacturing

The classification of computer software as “prewritten” or “custom” determines whether
the act of producing the software qualifies as industrial processing.

Definitions:

1. Computer software means a set of coded instructions designed to cause a
computer or automatic data processing equipment to perform a task

2. Prewritten computer software means computer software, including prewritten
upgrades, that is delivered by any means and that is not designed and developed
by the author or other creator to the specifications of a specific purchaser [e.g.
custom software]

3. Custom Software is designed for the exclusive use and special needs of a
customer

Prewritten Computer Software: Equipment, supplies, utilities, etc. used to produce
prewritten computer software are eligible for the industrial processing exemption.

Equipment, supplies, utilities, etc. used to modify prewritten computer software, whether
separately itemized for sales tax purposes or not, are also eligible for the industrial
processing exemption.

An industrial processor cannot claim the exemption for equipment used to modify a
prewritten accounting software package for its own use because the software will not be
used in industrial processing and there is no ultimate sale at retail. However, equipment
used in the production of prewritten computer software that is available for ultimate sale
at retail on an as-is basis without modification or adaptation qualifies for the industrial
processing exemption.

Custom Software: The sale of custom software is a tax-exempt retail sale, but the
equipment, supplies, and utilities used are not eligible for the industrial processing
exemption.

References pertaining to this information can be found in the index under Chapter 5
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Chapter 6 — Computer Studies

Computers purchased or leased by industrial processors can be used in both taxable
and exempt functions. The property is exempt only to the extent that it is used for the
purpose stated in the applicable sales or use tax act. The exemption is limited to the
percentage of exempt use to total use determined by a reasonable formula or method
approved by the Department.

Computers and equipment used in CAD/CAM may not be used only to design or
develop products and parts. Care should be taken when reviewing both servicers and
industrial processors to determine if the equipment is used in a taxable function.

Example 1:

A computer program used to design real property floor plans is taxable, but the same
computer program used to design a floor plan for an industrial processor's exempt
machinery is exempt.

Example 2:

A computer program used in a post-production function is not exempt. A post
production function is any function performed after the product first comes to rest in
finished goods inventory storage.

Prewritten computer software may be taxable at a different percentage than the
computer equipment it is used on. If the usage of the software can be specifically
identified, tax should be applied on that basis. Otherwise, perform a computer study. It
does not matter if the software is purchased, leased, or downloaded.

Computers or computer servers located in Michigan that perform industrial processing
functions for both in-state and out-of-state manufacturing divisions are exempt to the
extent used in performing industrial processing functions.

Computer cables, servers, printers and monitors used in inter-plant or intra-plant
transmissions within the same legal entity are taxed on the determined computer
equipment percentages, not as communication devices. Routers, and network
hookups, etc. are not just communications devices and thus would not always be 100%
taxable. A separate study for routers, switches, and network hookups should be
performed if the amounts are material.

In general, the following functions would be considered taxable:
« Billing
o Order entry

Michigan Department of Treasury
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Communication including plant to plant (within the same entity), plant to
customer; plant to vendor, EDI, e-mail, etc.

Payroll
Accounting
Sales/Marketing
Shipping

Raw material receiving and finished goods inventory control

The following computer activities would generally be considered exempt:

Order summary by product (for production scheduling)
Production control forecasting

In-process product testing

Product design

Production machinery operation

Michigan Department of Treasury
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Taxability Chart - Computer Functions for Industrial Processors
No. Description of Function e Reason
Status
1 Accounts payable Taxable Accounting
2 Capital asset system Taxable Accounting
3 Comp_uters used to operate exempt Exempt Machinery used in
machines IP
4 Comp_uters used to operate taxable Taxable Operatgs taxable
machines equipment
5 Daily prpductlon report for production Exempt Product!on
scheduling scheduling
6 Daily _productlon report for raw material Taxable Purchasing
ordering
v Danypwqducnonreponusedforcost Taxable Accounting
accounting
8 Defective work-in-process inventory Exempt Quality control
exception report used to improve process
9 Design of manufacturing machine layout Exempt | Production control
10 Design of real property floor plan Taxable Administrative
11 Dlrec’g computer orc_ierlng from mfg. to Taxable Purchasing
supplier (EDI ordering)
12 Direct labor variance report Taxable Accounting
13 EDAP auditing Taxable Accounting
14 Financial analysis & forecasting Taxable Accounting
15 General ledger Taxable Accounting
In-state production scheduling for outstate Production
16 g Exempt :
division scheduling
17 Inventory exception report for defective
raw material used to adjust payment to Taxable Administrative
vendor (if necessary)
18 Inventory management for finished goods | Taxable | Accounting/ admin.
19 Inventory management for raw material Taxable Receiving
20 Inventory management for work in process Taxable Accounting
for cost accounting
21 Inventory managemen.t for work in process Exempt Product!on
for production scheduling scheduling
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No. Description of Function Tax Reason
Status
Labels directly placed on the final product
or product container before it is placed in
22 finished goods inventory Exempt Resale
(bar code labels, UPC labels,
mailing/shipping labels, advertising labels)
23 Order report printed t_)y product e_md Exempt Product!on
customer for production scheduling scheduling
24 Personnel/admin/payroll Taxable | Accounting/admin.
Printed materials-bills of lading, packing Administrative/
25 slips, product surveys, advertising Taxable shiopin
brochures, product catalogs, etc. bpIng
Forecast of orders by product for Production
26 i . Exempt :
production scheduling scheduling
27 Forecast of potential sales by product Taxable Sales
o8 Production perspnnel §c_hedullng—ovenlme Taxable Administrative
for non-production activities
29 Production pe_rsonnel scheduling-overtime Taxable Administrative
-to track overtime hours
Production personnel scheduling-overtime- .
: . Production
30 -to determine manpower requirements for Exempt :
: ; scheduling
continued production
31 Production p(_arsonnel scheduling-vacation Taxable Administrative
to track overtime hours
Production personnel scheduling-vacation- ,
: . Production
32 -to determine manpower requirements for Exempt .
. . scheduling
continued production
Production report detailing causes of work ,
. : Production
33 stoppages used to improve the production | Exempt :
scheduling
process
Production report detailing frequency of Production
34 defective in-process material used to Exempt | scheduling/ quality
improve production process control
35 Production scheduling Exempt | Prod. Scheduling
36 Purchase order entry Taxable Purchasing
37 Purchasing Taxable Purchasing
38 Quality control inspection report of raw Taxable Administrative
materials
39 Quality control of in-process material Exempt Inspection/ quality
control
40 Raw material usage report Taxable Purchasing
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No. Description of Function Tax Reason
Status
Raw materials report used to determine
41 amount to pay vendor or to decide to keep | Taxable Accounting
or replace vendor
Rescheduling ongoing production to .
42 accommodate installation of production Exempt Product!on
: scheduling
equipment
43 Safety manual Taxable | Safety and training
44 Sales analysis Taxable Sales
45 Sales history report Taxable Sales
46 Sales invoice generation Taxable Accounting
47 Sales order entry Taxable Sales
48 Sales report printed by product & customer | Taxable | Accounting/ sales
Scheduling of employees involved in
49 installation qf productlon equment. Taxable Administrative
(not to be misinterpreted as production
scheduling)
: . . Processing
50 Scr_\edullng of produc_tlon machine Exempt machine
maintenance or repair .
maintenance
51 Schgdullng removal of existing production Taxable | Production ceased
equipment
52 Scrap report Taxable Cost accounting
53 Summary of completed orders by product | Taxable Sales
54 Summa!'y of pending orders for production Exempt Product!on
scheduling scheduling
55 Warranty information & administration Taxable Administrative

References pertaining to this information can be found in the index under Chapter 6
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Chapter 7 — Computers Used in Industrial Processing by Servicers

A servicer is a person who is regularly and exclusively engaged in the business of
repairing, improving, or altering tangible personal property owned by others when the
value of the material used is incidental or negligible. Sales of equipment, materials, and
supplies to such persons are generally taxable unless the servicer is performing
industrial processing services.

Both the General Sales Tax Act and Use Tax Act grant the exemption to servicers who
purchase or lease:

1. Computers used in operating industrial processing equipment
2. Equipment used in a computer assisted manufacturing system

3. Equipment used in a computer assisted design or engineering system integral to
an industrial process

4. A subunit or electronic assembly comprising a component in a computer
integrated industrial processing system

5. Computer equipment used in connection with the computer assisted production,
storage, and transmission of data if the equipment would have been exempt had
the data transfer been made using tapes, disks, CD-ROMs, or similar media by a
company whose business includes publishing doctoral dissertations and
information archiving, and that sells the majority of the company's products to
nonprofit organizations exempt under MCL 205.94q

6. Equipment used in the production of prewritten computer software

The above exemptions are based on the use of the equipment rather than the nature
of the purchaser’s business.

Computers or computer main frames owned by servicers and located in Michigan that
perform any of the above activities for an out-of-state company are exempt or partially
exempt from tax, based on the amount of time used in the above activities.

Examples of exemptions are:

« Computers programmed to operate robotics on an assembly line
» Robotics on the assembly line owned by the servicer operating the equipment

« Computers that design the final product and/or any component part of the final
manufactured product
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Servicer-owned circuit boards in computers used to operate paint application
systems

Experimental research (R & D)
Research and development for or on behalf of an industrial processor

Items used or consumed in the CAD/CAM process that would be exempt for the
industrial processor

Examples of taxable usage of computers and CAD software:

Designing buildings by engineering firms

Designing the layout of a home or kitchen by lumber yard companies or
specialized kitchen designers

Determining the stress loads for floor joists on load-bearing walls by lumber
wholesalers or lumber yard companies

A finished goods inventory retrieval system or stores account

Engineering design and development not directly related to the manufacturing
design process including any post-finished goods inventory storage activities

Testing products for defects for an industrial processor (exempt if performed prior
to the product coming to rest in finished goods inventory storage)

References pertaining to this information can be found in the index under Chapter 7
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Chapter 8 — Conversion of Tangible Personal Property from an Exempt Use to a
Taxable Use

Beginning 10/02/2007, the Use Tax Act defines convert to mean putting a service or
tangible personal property acquired for a use exempt from the tax levied under this act
at the time of acquisition to a use that is not exempt from the tax levied under this act,
whether the use is in whole or in part, or permanent or not permanent. A motor vehicle
purchased for resale by a new vehicle dealer licensed under section 248(8)(a) of the
Michigan vehicle code, and not titled in the name of the dealer shall not be considered
to be converted prior to sale or lease by that dealer. This act is retroactive and is
effective beginning September 20, 2002, and also applies for all tax years (even for
periods prior to September 20, 2002) that are open under the Revenue Act’s Statute of
Limitations.

In addition, the definition of purchase under the Use Tax Act includes converting
tangible personal property acquired for a use exempt from the tax levied under this act
to a use not exempt from the tax levied under this act. The Use Tax Act also states, as
part of the definition of use, that converting tangible personal property acquired for a
use exempt from the tax levied under this act to a use not exempt from the tax levied
under this act is a taxable use.

Application for all Taxpayer and Business Types
The following items should be considered in relation to the definition of convert:

1. With the exception of certain motor vehicles (discussed below) all tangible
personal property and all services can be converted from an exempt use to a
taxable use

2. Conversion under the statute is a 1-way scenario and will only result in a tax. No
credits or refunds are available when tangible personal property or services are
converted from a taxable use to an exempt use

3. With the exception of new vehicle dealers, the act does not specify a different tax
base upon which use tax is calculated when property or services are converted;
therefore, the tax base is the original purchase price

4. Strict and rigid application of the conversion language should not be used for
industrial processing

a. Items that are obsolete or whose useful life has been exhausted for their
intended purpose may have only immaterial or salvage value. Such items are
not converted when used for other purposes and may be disregarded in the
course of an IP audit

Michigan Department of Treasury
Tax Compliance Bureau
June 2015
Page 24 of 96

271a

INd £2:8€:€ 6T02/2T/9 DS A daA 13D



IP Manual

b. Items that are not obsolete but instead have been converted to another use
because of a change in business operations should not be disregarded by
auditors

References pertaining to this information can be found in the index under Chapter 8
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Chapter 9 — Delivery — Just in Time

The just in time delivery system is a highly interactive system of delivering products to
the customer based on the customer’s production requirements. The system usually
involves the exchange of electronic data between the customer and the supplier.

No matter how coordinated the activities of the supplier's production and the customer’s
manufacturing schedule, the industrial processing activities of the supplier and the
customer stand on their own separate merits.

From the delivery standpoint, there is a completed product that needs to be shipped to
the customer. There is still a point where the product is complete prior to the shipping
activity. The accumulation point or short term holding area would be considered
finished goods inventory, therefore the shipping functions are taxable.

From the receiving standpoint, there is still a receiving function even though the product
may go to a production staging area or directly into the production area to start the
production process. The receiving functions are taxable when the items are received
from an outside supplier (not part of the same legal entity). The movement of the
purchased products to a raw material inventory location is a taxable use of equipment.
The exempt uses of automated equipment begin when raw materials are removed from
storage.

Automated equipment used for shipping or receiving is often the same equipment used
to take the products to, from, or through the production areas.

Several uses for the same automated equipment will create the need to compute
taxable and nontaxable percentages for the equipment. This can be accomplished by
measuring the time spent on each activity or by counting the taxable and nontaxable
movements or using some other method of generating a reasonable taxable
percentage.

Industrial processing begins when eligible property is removed from raw materials
storage. This is easily identified when there is clear and identifiable raw material
storage, but it becomes more difficult to identify receiving from exempt material handling
activities when the purchaser’s operations are highly automated.

The taxable and nontaxable areas of just in time inventory scheduling can be
demonstrated with examples. The following examples assume the customer uses just
in time delivery scheduling with its suppliers. The examples start with a low degree of
automation and progress to a higher level of automation.
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Example 1:

The purchased parts are received at the receiving dock via truck. A forklift unloads the
parts and puts them in a raw material inventory to be taken to the production area later.
All equipment used to unload and handle raw material is taxable.

Example 2:

The purchased parts are received at the receiving dock via truck. A forklift unloads the
parts and puts them in an open area in the receiving department. After the truck is
unloaded, the parts are taken to the production area. The equipment used to unload
the truck is taxable. The equipment used to move the parts to the production area is
exempt.

Example 3:

The purchased parts are received at the receiving dock via truck. A visual inspection
and manual inventory count are performed on the truck. The receiving area uses a
conveyor to unload the truck. The parts are put in an open area in the receiving
department. The parts are immediately taken to the production area by a different
conveyor. The equipment used to unload the truck is taxable. The equipment used to
move the parts to the production area is exempt.

Example 4:

The purchased parts are received at the receiving dock via truck. On the truck a visual
inspection and manual inventory count is performed. The trucks are designed with a
track that allows the parts to roll out of the truck. The truck receiving area is designed
with a slope toward the building. The parts are unloaded directly onto a conveyor via
use of the track and gravity. After leaving the truck, the parts are moved by conveyor to
the production area. In this example, there is no taxable material handling activity as
the movement of the purchased parts is to the production area, being driven by the
production process. There is a receiving activity, but no equipment is used for that
purpose.

Example 5:

The purchased parts are received at the receiving dock via truck. The trucks are
designed with a track that allows the parts to roll out of the truck. The truck receiving
area is designed with a slope toward the building. The parts are unloaded directly onto
a conveyor via use of the track and gravity. At the midpoint of this conveyor a visual
inspection and manual inventory count is performed. The conveyor then moves the
parts to the production area. In this example, the conveyor is 50% taxable as a
receiving function occurs at the mid-point of the conveyor system.
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Example 6:

The purchased parts are received at the receiving dock via truck. The trucks are
designed with a track that allows the parts to roll out of the truck. The truck receiving
area is designed with a slope toward the building. The parts are unloaded directly onto
a conveyor via use of the track and gravity. As parts move on a conveyor through the
receiving area, electronic equipment reads UPC bar codes or Radio Frequency
Identifications (RFID’s) to record the type and amount of items received. The parts
continue to move via conveyor to an auxiliary feed line to the production area. The
parts will be used in production in 12 hours. In this example, the conveyor is taxable up
to the point of the bar code equipment or RFIDs, as this is a taxable receiving function.
The fact that the parts will not be used in production for 12 hours does not impact the
decision. The electronic equipment used to read the bar codes or RFIDs are
taxable for accounting and inventory control purposes.

The above examples demonstrate that the first event that takes place is receipt of the
purchased material. The next event may be to raw material storage, even though this
phase may be brief. The examples also show that the material may move directly to the
production area. Review the receiving area carefully in your plant tour to determine if
there is a change in activity with a 12 hour delay between the receipt of the purchased
material and the movement to the production area.

References pertaining to this information can be found in the index under Chapter 9
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Chapter 10 — Direct Pay

Direct pay is a process whereby the Michigan Department of Treasury authorizes
taxpayers to assume the obligation to self-accrue and remit their sales and use tax
liability directly to the Department.

Direct pay authorization is limited to the purchase or lease of tangible personal property
or services for which the purchaser or lessee cannot practicably determine, at the time
of acquisition, the manner in which the property or services will be used. The
authorization must also facilitate improved tax compliance. The Department has the
authority to determine which items are not eligible for direct pay.

The direct pay authorization does not include the following transactions:

« Materials furnished by, or supplied to, construction contractors in the
performance of a contract to construct, alter, repair or improve real estate

« Vehicles purchased, leased or rented for highway use and requiring a license
and title

o Aircraft

o Watercraft

« Services subject to use tax including communication services and motel rentals
« Petty cash purchases made by company employees on behalf of the company
« Prepayment of sales tax on gasoline

« Tangible personal property consumed by a person performing any service
activity for your company

Some contractors have a limited direct pay account. These usually cover specific
construction projects. The limited permits pertain only to materials and equipment
directly incorporated into the project. They do not include consumable materials and
equipment used by the contractor (tools, torches, gases, cleaning solvents, etc.).

For an industrial processor, the direct pay permit or the limited direct pay permit covers
the purchases of tangible personal property only, not materials attached to real estate
by a contractor.

Corporate purchasing cards, procurement cards, or credit cards are covered under the
direct pay permit.

Michigan Department of Treasury
Tax Compliance Bureau
June 2015
Page 29 of 96
276a

INd £2:8€:€ 6T02/2T/9 DS A daA 13D



IP Manual

Auditors should review current direct pay listings as taxpayers are added and removed
periodically. A copy of a standard direct pay permit is shown on the next page.
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STATE OF MICHIGAN

RICK SNYDER DEPARTMENT OF TREASURY
GOVERNOR LANSING
Date

Taxpayer Name and Title
Business Name

Address

City, State Zip

Dear Taxpayer:

This is in response to your request for a direct pay letter. The Michigan Department of Treasury
(“Department”) hereby authorizes “Business Name” to operate under a direct pay permit for Michigan
sales and use taxes. Your effective date is “Month/Day/Year”.

This letter is your "direct pay" permit. This represents your authority to report sales and use tax liabilities
directly to the Department and is limited to purchases of tangible personal property. In addition, the
following are excluded from your direct pay authorization:

1. Materials furnished by, or supplied to, construction contractors in the performance of a contract to
construct, alter, repair or improve real estate.

Vehicles purchased, leased or rented for highway use and requiring a license and title.

Aircraft.

Watercraft.

Services subject to use tax including communication services and hotel rentals.

Petty cash purchases made by company employees on behalf of the company.

Prepayment of sales tax on gasoline.

Tangible personal property consumed by a person performing any service activity for your company.

N>R WN

The purchase of power, steam, gas, etc. and capital appropriation items may be included under your
direct pay procedure.

When claiming exemption from sales and use taxes on purchases of tangible personal property, other
than those transactions stated above, on Box 10, Other (explain) of form 3372, Michigan Sales and Use
Tax Certificate of Exemption, available on the Department’s Web site, www.michigan.gov/treasury, you
should state this notation: “Authorized to pay sales or use taxes on purchases of tangible personal
property directly to the State of Michigan under Account Number “Taxpayer FEIN.”

In addition, a copy of this letter must be furnished to the vendor when claiming direct pay authority.

If you have any questions, please contact the Technical Services Section at the address or telephone
number below.

Sincerely,
Tax Policy Division

References pertaining to this information can be found in the index under Chapter 10

Michigan Department of Treasury
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IP Manual

Chapter 11 — Electrical Distribution Systems

This section discusses the industrial processing exemption as it applies to tangible
personal property used in electrical distribution systems. The following examples are
based on the assumption that the property is not permanently affixed to real estate.

Example 1

POWER INPUT FROM
COMMERCIAL SUPPLIER
SUBSTATION (taxable)

PRIMARY SWITCHGEAR
(100% exempt)

SECONDARY SUBSTATION # 1 (100% exempt)
(This transformer converts from 13,800 to 480 volts)

FIRST SWITCHGEAR SECOND SWITCHGEAR

(part of substation) (part of substation)
A4
TRANSFORMER #1 TRANSFORMER #2
(100% exempt) (100% exempt)
(Converts from 480 volts (Converts from 480 volts to
to 220 volts) 220 volts)
PRESS #1 PRESS #2 PRESS #3 POST PRODUCTION
(IP) (IP) (IP) SHRINK WRAP MACHINE
(taxable)

Based on the Court of Appeals holding in Detroit Edison Co v Dep'’t of Treasury, 303
Mich App 612 (2014), equipment not permanently affixed and becoming a structural part
of real estate that changes the voltage level of electricity prior to use is exempt under
the industrial processing exemption.

Michigan Department of Treasury
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IP Manual

POWER INPUT FROM

‘ COMMERCIAL SUPPLIER

SUBSTATION (taxable)

PRIMARY SWITCHGEAR
(100% exempt)

SECONDARY SUBSTATION # 2 (100% exempt)
(This transformer converts from 13,800 to 480 volts)

FIRST SWITCHGEAR
(part of substation)

SECOND SWITCHGEAR
(part of substation)

TRANSFORMER # 1
(100% exempt)
(converts from 480
volts to 220 volts)

BUS DU

CT (a device)

(100% taxable)

y

A

PRESS #1
(IP)

OFFICE
(taxable)

PRESS #2
(IP)

PRESS #3
(IP)

Based on the Court of Appeals holding in Detroit Edison Co v Dep'’t of Treasury, 303
Mich App 612 (2014), equipment not permanently affixed and becoming a structural part
of real estate that changes the voltage level of electricity prior to use is exempt under
the industrial processing exemption. The bus duct is 100% taxable because it is used
for distribution after industrial processing of the electricity has ended according to
Detroit Edison Company.

Michigan Department of Treasury

Tax Compliance Bureau
June 2015
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POWER INPUT FROM
COMMERCIAL SUPPLIER
SUBSTATION (taxable)

PRIMARY SWITCHGEAR

(100% exempt)

A

SECONDARY SUBSTATION # 3 (100% exempt)
(This transformer converts from 13,800 to 480 volts)

FIRST SWITCHGEAR
(part of substation)

SECOND SWITCHGEAR
(part of substation)

BUS DUCT (a device) (100% taxable)

l

\ 4

PRESS #1
(1P)

PRESS #2
(IP)

POST PRODUCTION
SHRINKWRAP
MACH. (taxable)

GENERAL
OFFICE
AREA
(taxable)

Based on the Court of Appeals holding in Detroit Edison Co v Dep't of Treasury, 303
Mich App 612 (2014), equipment not permanently affixed and becoming a structural part
of real estate that changes the voltage level of electricity prior to use is exempt under
the industrial processing exemption. The bus duct is 100% taxable because it is used
for distribution after industrial processing of the electricity has ended according to
Detroit Edison Company.

References pertaining to this information can be found in the index under Chapter 11
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Chapter 12 — Grain Elevators

Equipment used to dry grain for or by a manufacturer may qualify for an industrial
processing exemption. The following drawing shows a typical grain elevator and the
areas that are normally taxable (T) or exempt (E).

SCALES Py
Y . N Y e
(T
BLDG DRY

(M SToW_FEATGE STORAGE
TRUCK SLOAR AIR SYSTEM
UNLOADER KEEPS GRAIN

_— SYSTEM
(T FROM OVER-
PULLS (E)|DRYER |(E)| HEATING BY
HUMIDITY MOVING
ouT COOL AIR
(E) THRU
(E)
BUCKET ELEVATOR LEGS
(E)
(E)
LOADING SORTER CLEANER
BIN (E) (E) (E) (E)
(T)
Notes:

1. The electrical wiring of equipment is personal property and is taxable or

w N

exempt depending on where used
The actual silo is real property and is taxable
IP would not be allowed when drying is performed for farmers, as
farmers are not manufacturers
Cleaning equipment used to remove clay from grain is exempt industrial
processing equipment. This is also true if this equipment is located at a
secondary location (not in close proximity to the primary elevator site)

References pertaining to this information can be found in the index under Chapter 12

Michigan Department of Treasury
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Chapter 13 — Inventory Withdrawals/Consumed Goods

The use tax base of self-produced or purchased products placed into an
inventory to be withdrawn for internal use or to be given away at no cost to an
outside party is material cost. See the “Samples” section of this text.

Michigan Withdrawals

The below items withdrawn from a Michigan inventory are taxable on material cost
regardless of where the item is shipped (see exceptions below). The items are
considered to be used or consumed in Michigan. If the taxpayer erroneously remits
tax to another state, a refund must be requested from the other state.

« ltems consumed in the performance of optional maintenance contracts or service
agreements are considered to be used internally and subject to use tax on
material cost

« If anitem is given away with a minimal charge that is designated as a shipping
charge, tax is due on material cost. A shipping charge on a giveaway is not
considered to be a sale at retail

« Ifanitem is sold to a customer for a nominal charge that may be less than cost
and does not represent a shipping charge, no use tax is due. The nominal
charge is considered to be gross proceeds of a sale at retail with sales tax due

Example 1:

A company purchases a catalog and charges $5.00 to its customers for the catalog.
The $5.00 charge is less than the cost of a catalog. Any catalogs shipped out-of-state
are in interstate commerce and exempt from tax under the Commerce Clause. Sales
tax is due on the $5.00 charge for any catalogs shipped to Michigan customers.

If a company sells 1,000 items of its product to a customer and gives the customer an
additional 10 items of the product free, the additional 10 items are not considered
taxable giveaway items. There is one gross selling price on the 1,010 items. The gross
proceeds would be the amount charged for the 1,000 items.

A tie-in sale requires someone to first buy tangible personal property in order to receive
a different item free. There is an advertisement that an item will be received free at the
time of purchase. The advertised item given away with the tie-in sale is not subject to
use tax. A portion of the gross proceeds received from the sale is attributed to the free
item.

Michigan Department of Treasury
Tax Compliance Bureau
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Example 2:

A gas station advertises in the newspaper or at the pump island that a customer
receives a free glass if they purchase 8 gallons of gas. The glass would not be subject
to use tax by the gas station owner, since this is an exempt tie-in sale.

If a customer purchases a product and receives a free item without expecting to receive
a free item, the person giving away the free item must pay use tax on the material cost
of the free item. This is not considered a tie-in sale.

Example 3:

A furniture manufacturer with a retail outlet sells a coffee table. The customer is given a
can of furniture polish when they buy the coffee table. There was no advertisement that
the furniture polish would be given to the customer. The customer was not expecting to
receive anything when purchasing the coffee table. The seller owes use tax on the
furniture polish given away on the taxable cost.

Exceptions

« Inventory withdrawals for the fulfillment of a contract affixing to realty by a
manufacturer/contractor are taxable on finished goods inventory value

« Items that remain under control or possession of an owner of Michigan inventory,
when transferred to out-of-state inventory to give away or for promotional
purposes are not taxable because use does not occur in Michigan

« Rebate checks issued to promotional program recipients are taxable at cost. The
checks do not meet the definition of promotional materials. The envelope used
to mail the check would be exempt if mailed to a person out-of-state, since the
envelope meets the packaging material definition

Note: Since the tax base of inventory withdrawals is material cost, the
percentage of equipment (with materiality considered) used to
produce inventory items that are withdrawn would also be taxable.

Non-Michigan Withdrawals

Items withdrawn from an inventory not located in Michigan and shipped into Michigan
may be taxable on material cost with an appropriate credit for any sales or use tax,
including local taxes, which had been legally due and paid in another state. If the tax
paid was less than the tax imposed by Michigan, the difference in the tax is due.

Michigan Department of Treasury
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The following conditions must be met for an inventory withdrawal outside of Michigan to
be exempt from tax

o The distribution is made by mail or common carrier
« The distribution originated from out-of-state

« The taxpayer has no control in Michigan over the distributed items. Control can
be actual physical possession or other control as noted in Examples 2-4 below

This exemption would extend beyond catalogs to include promotional literature,
samples, giveaways, etc.

Example 1:

ABC Company gives away brochures to its customers in Michigan. An out-of-state
company prints the brochures. The out-of-state printer ships the brochures by mail to
ABC Company’s customers in Michigan. ABC Company never received physical
possession of or title to the brochures nor did it have any control over the brochures in
Michigan. The brochures are not subject to tax.

Example 2:

ABC Company gives away brochures to its customers in Michigan. An out-of-state
company prints the brochures. The out-of-state printer ships the brochures by mail to
ABC Company’s customers in Michigan. The mailing package is marked “return to
sender.” ABC Company never received physical possession of or title to the brochures.
Specific mailing instructions, (e.g., “return to sender” or “address correction requested”),
do not constitute control over the brochures in Michigan. The brochures are not subject
to tax.

Example 3:

ABC Company hires an out-of-state printer to print advertising supplements. The out-
of-state printer ships the supplements to a distributor located in Michigan for further
distribution based on guidelines or instructions provided by ABC Company (number of
inserts to be distributed at any given time, date of distribution, etc.). ABC Company has
sufficient control over the supplements in Michigan. Therefore, the supplements are
taxable on material cost.

Michigan Department of Treasury
Tax Compliance Bureau
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Example 4:

National Corporation, an out-of-state corporation, has nexus in Michigan through
various distributors. The distributors give away products of National Corporation as
promotional material. National Corporation gives specific instructions to the distributor
as to where the product is to be located and what records to maintain relative to the
distribution. The distributor has to sign a distribution agreement with National
Corporation. National Corporation is subject to use tax on the material cost of the items
given away in Michigan since it has sufficient control over the distributed product (this
example assumes there is no sale of products between National Corporation and the
distributors).

References pertaining to this information can be found in the index under Chapter 13

Michigan Department of Treasury
Tax Compliance Bureau
June 2015
Page 39 of 96

286a

INd £2:8€:€ 6T02/2T/9 DS A daA 13D



IP Manual

Chapter 14 — Material Handling

The beginning of the industrial process is when the tangible personal property begins
movement from raw material storage to begin the industrial process. The end is when
the finished goods first come to rest in finished goods inventory.

Material handling equipment used by an industrial processor to move the production
material from one process to the next process is exempt, within the same facility or
same legal entity. This includes the material handling equipment used in shipping and
receiving in-process material to a separate location of the same legal entity for sub-
processing. Subsidiaries are considered unrelated entities when evaluating the tax
status of material handling equipment. There is also a specific exemption available for
front end loaders, forklifts, pettibone lifts, skidsters, multipurpose loaders, knuckle-boom
log loaders, tractors, and log loaders used to unload logs from trucks at a saw mill site
for the purpose of processing at the site and to load lumber onto trucks at a saw mill site
for purposes of transportation from the site. Vehicles required to be licensed and titled
for use on public highways are not eligible for the industrial processing exemption.

Receiving departments are taxable areas when receiving purchased materials. The
shipping and receiving activity for in-process materials would be an exempt activity
when conducted within the same legal entity. The in-process materials may come from
another plant location or division of the taxpayer. The same shipping and receiving
activity conducted with a different legal entity is considered taxable. This dual shipping
and receiving activity will require treating the same equipment as partially taxable and
partially nontaxable.

The movements from raw material inventory to a staging area or an area adjacent to the
processing equipment would be an exempt movement of the material.

Types of material handling equipment and parts:
o Fork lift trucks
o Overhead cranes
o Low boy skid trucks
« Conveyors
« Electronic guided tracking systems
o Pallet jacks
o Tuggers

« Repairs (parts) and maintenance
Michigan Department of Treasury
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Batteries, battery chargers, charger stands

Utilities

General types of material handling movements:

Receiving purchased raw materials is taxable

Movement of the purchased raw materials to raw materials inventory storage is
taxable

Movement of the raw materials to an area adjacent to the production machinery
is exempt

Movement of the raw materials from an area adjacent to the production
machinery, or from inventory, to the production machinery is exempt

Movement of in-process materials from one machine or production process to
another machine or process is exempt

Movement of the completed product to finished goods inventory is exempt

Movement of the completed product from finished goods inventory to the
shipping area is taxable

Material handling equipment used in the shipping functions of finished goods is
taxable

Within the same legal entity, the material handling equipment used by a
manufacturer in the shipping and receiving functions of in-process
materials/goods is exempt when the materials are sent out and returned for sub-
processing

Between different legal entities, subsidiaries or unrelated companies, the material
handling equipment used by a manufacturer in the shipping and receiving
functions of in-process materials/goods is taxable when the materials are sent
out and returned for sub-processing

The shipping and receiving functions of the different legal entity sub-processor
are taxable, as these functions are not considered exempt in-process material
handling movements. It is raw material when received by the sub-processor and
a finished product of the sub-processor when shipped out

Michigan Department of Treasury
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Material handling equipment used for shipping from one plant (division) to a
second manufacturing facility (division) of the same company (legal entity) is
considered exempt as long as the product is still going through the process of
production and has not reached the completed product that is marketed by the
company

Usually, in industrial processing audits the material handling equipment will be used in
both the taxable and nontaxable areas. The audit solution is to determine a
taxable/nontaxable percentage of use.

Methods that can be employed to determine the taxable/nontaxable percentages:

Number of taxable movements compared to the total number of movements

Amount of time used in the taxable movements to the total time for all
movements

Specific allocation - number of pieces of equipment in the taxable areas
compared to the total number of pieces of equipment

Specific identification with a taxable area or department

Any other reasonable method as discussed

Actual costs associated with taxable and/or exempt areas or activities are quite often
available through cost accounting records. If available, the actual costs should be used
for audit purposes.

References pertaining to this information can be found in the index under Chapter 14
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Chapter 15 — Miscellaneous

Situations may occur during audits where the availability of an industrial processing
exemption may be in question. Below are some examples:

o A road builder entered into a contract to build an asphalt highway. The
contractor sets up a batch plant at the job site to manufacture the asphalt. The
batch plant is taxable. The form, composition, quality, combination, or character
of the tangible personal property is being changed or converted in this instance.
However, there is no ultimate sale at retail. The contractor is the consumer of
the material.

o A magazine distributor picks up, shreds, and bales unsold magazines. The
shredded magazines are sold to a paper mill. There is a sale at retail that takes
place here, and the shredding machine is exempt for industrial processing. See
“Scrap Dealers and Recyclers” Section of this text.

In the following examples, a roto mill is used to break up existing road surface, so it
can be removed from the site. The site is then prepared for a new road surface.

« A road contractor is hired to replace a section of a highway. The contractor sells
the crushed road surface material to a purchaser who will use it to make new
road surface material

« An asphalt manufacturer/contractor uses a roto mill at the job site to crush the
asphalt. The crushed asphalt is taken to their manufacturing plant and recycled
into new asphalt that is to be used for a future contract job

« An asphalt manufacturer/contractor uses a roto mill at the job site to crush the
asphalt. The crushed asphalt is taken to their manufacturing plant and recycled
into new asphalt to be resold to a road contractor

« ABC Company is hired by an asphalt manufacturer to remove asphalt from the
highway. The asphalt manufacturer provides the company with a roto mill that
crushes the asphalt so it can be recycled

« An asphalt manufacturer-contractor removes asphalt from a highway and uses a
roto mill at the job site to crush the asphalt. The crushed asphalt is taken to their
manufacturing plant and recycled into new asphalt

In the above situations the roto mill is taxable. The companies are using the roto mill to
alter real property and the crushing of the asphalt facilitates transportation of the
product. The fact that the form, composition, or character is changed is incidental to the
service of removing the asphalt from the existing road surface.

An entity can get the IP exemption if the property is intended for and actually used by an
industrial processor in industrial processing. This effectively gives an exemption for
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those who purchase tooling and other similar property that is subsequently given to
another entity for actual use in industrial processing activities.

The following examples illustrate this concept:

Example 1:

ABC Corporation is a book publisher located in Michigan. It performs composition work,
artwork, and graphics in conjunction with the books it sells. However, all the actual
printing of the books is done by a printer located in Ohio. Is ABC Corp. liable for sales
or use tax on equipment or supplies used in performing the artwork, graphics, and
composition?

Answer:

No, these items would be exempt for IP. ABC Corp. is an industrial processor as its
activities are part of transforming, altering or modifying the form, composition, or
character of property that will ultimately be sold at retail.

Example 2:

XYZ Corporation is a distributor of kitchen cabinets located in Michigan. It does no
actual manufacturing itself as all production is farmed out to a separate controlled group
member, ZYX Corporation, also located in Michigan. XYZ Corp. has employees
(engineers) permanently on site at ZYX Corporation performing quality control functions
and product inspection. Is XYZ Corp. liable for sales and use tax on the tools and
supplies purchased for its engineers?

Answer:

The tools and supplies purchased for this engineering function would be exempt. Any
entity is entitled to the industrial processing exemption if the property is used to perform
an industrial processing activity for or on behalf of an industrial processor.

References pertaining to this information can be found in the index under Chapter 15
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Chapter 16 — Packaging Equipment

Packaging equipment used before the product first comes to rest in finished goods
inventory is exempt. Packaging equipment used after the product comes to rest in
finished goods inventory is taxable. The following are examples of packaging
equipment:

« Staple guns

Tape dispensers

« Equipment for boxing completed products
e Shrink wrappers

o Palletizers

« Banding machines

Industrial processing ends “when finished goods first come to rest in finished goods
inventory storage.” This means that all the equipment the processor uses for the
preservation or maintenance of a finished good before it first comes to rest in finished
goods inventory storage will be exempt.

Example 1:

A sale of paper towels to a drug store will involve the packaging of the towels in
individual rolls. If the towels are shrink-wrapped and boxed before placement in
finished goods storage, the equipment will be exempt.

Any equipment used to further package or move the product after it is placed in finished
goods inventory is taxable. If the paper towels are taken from finished goods storage
and shrink wrapped or boxed prior to shipment, that equipment is taxable.

Example 2:

A manufacturer of tulip bulbs sells its product in small plastic bags at retail outlets. It is
also engaged in mail order sales where it is required that these plastic bags of tulip
bulbs be boxed for further shipment. The equipment that moves the plastic bags of tulip
bulbs from the finished goods storage to the boxing process would be taxable.

The above examples illustrate that the same equipment may be used in both taxable
and exempt packaging operations. Methods to determine taxable/nontaxable
percentages of use are discussed in the “Materials Handling” and “Percentage
Application" sections of this text and can also be applied to determine the taxable
portion of packaging equipment.
Michigan Department of Treasury
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The packaging function is illustrated in the “Packaging Function” section of this text.

References pertaining to this information can be found in the index under Chapter 16
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Chapter 17 — Packaging Function

Depending on when packaging occurs, an industrial processor’s packaging activities
may be taxable or may qualify for exemption as part of the industrial process. This
example uses a baseball card manufacturer and outlines the activities that are normally
taxable (T) or exempt (E), but the general principles would be applicable to any

manufacturer.

STEP A
WRAPPING

12 baseball
cardsin a
packet

(E)

STEP B

E) PACKAGING E)

\ 4
\ 4

30 packets in a box

(E)

STEPC

CASING OR
BOXING

of 27 display boxe
(E)

(2]

(E)

\ 4

STEP D

Palletizing and/or shrink wrapping
prior to finished goods storage

(E)

(E) | (Movement to Finished Goods Storage)

STEP E

Any additional rewrapping, repackaging, recasing,
breakdown, reboxing

(T)

NOTE: The movement for repackaging would be taxable

References pertaining to this information can be found in the index under Chapter 17
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Chapter 18 — Packaging Materials

Non-returnable containers used to ship and deliver manufactured products are exempt.
One-time-use shipping containers, packaging materials, shrink wrap, bags, tags, labels,
tape, staples, steel banding and similar shipping materials are exempt from tax for
resale, as they accompany the item manufactured and sold. However, any shipping
products used after the property has come to rest in finished goods inventory is taxable.

Returnable containers are taxable unless they are used for:

« In-process storage
e In-process movement within the plant

« In-process movement between divisions (of the same legal entity)

Non-returnable containers and other shipping supplies used to ship and deliver products
to a sub-processor that is a separate legal entity are taxable. Machinery and equipment
used for this function are also taxable.

Non-returnable containers and other shipping supplies used to ship and deliver products
to a sub-processor that is the same legal entity (e.g. division) are nontaxable because
they are in-process material handling. Machinery and equipment used for this function
are also exempt.

If the same containers are used in both taxable and exempt movements, an evaluation
should be made based on any of the methods described in the “Materials Handling” and
“Percentage Application” sections of this text.

Dunnage

Materials used to aid the shipping or transportation function are taxable. Any materials
used to prevent containers from slipping or shifting during transportation such as
bracing, padding or wedges (also known as dunnage) which are thrown away when the
containers reach their destination are taxable. Dunnage is normally used in railcars and
the trucking industry.

The word dunnage is also used to describe shipping containers and racks in the
automotive industry. These would only be exempt for movement within the same legal
entity.

Dunnage is taxable if used exclusively on trucks or railcars transporting in-process
materials to a sub-processor that is a separate legal entity. Dunnage is exempt if used
for in-process storage or movement within or between plants operated by the same
legal entity.

Michigan Department of Treasury
Tax Compliance Bureau
June 2015
Page 48 of 96

295a

INd £2:8€:€ 6T02/2T/9 DS A daA 13D



IP Manual

Caution: One time use of packaging material (e.g., popcorn, Styrofoam, peanuts)
is not considered dunnage.

See the “Packaging Equipment” section of this text for taxability of packaging
equipment.

References pertaining to this information can be found in the index under Chapter 18
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Chapter 19 — Percentage Application

There are many instances where an industrial processor uses equipment, fuel, repair
parts or utilities in both a taxable and non-taxable manner.

The industrial processing exemption is only available to the extent that the property is
used for the exempt purpose stated in the exemption. The exemption is limited to the
percentage of exempt use to total use determined by a reasonable formula or method
approved by the department.

Some of the areas that are commonly apportioned between taxable and exempt
consumption are:

Material Handling - Forklifts, Cranes, Pallet Jacks, Conveyors, etc., including
Propane and Repair Parts

Utilities — Gas, Electricity, Steam and Propane

Computer Usage — Administrative, CAM, Design, Engineering, Communication,
etc.

Methods that can be employed to determine the taxable/nontaxable percentages:

Number of taxable movements compared to the total number of movements

Amount of time used in the taxable movements to the total time for all
movements

Specific allocation - number of pieces of equipment in the taxable areas
compared to the total number of pieces of equipment

Specific identification with a taxable area or department. If specific use can be
determined, it would not be allocated

Square/Cubic footage — Taxable area to total area. Applicable to Heat (Propane,
Gas, Steam)

Head count — Taxable users to total users

Any other reasonable method as discussed and approved by the Department

References pertaining to this information can be found in the index under Chapter 19
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Chapter 20 — Policy (Or Goodwill) Adjustment

A policy (or goodwill) adjustment is usually performed by a manufacturer to maintain
customer satisfaction and market share. These adjustments may also be known as
goodwill service or a secret warranty.

Description

A policy adjustment occurs when a manufacturer (or its third party representative)
repairs or replaces tangible personal property for a customer under the following
conditions:

« The repair is free of charge to the customer

« The repair is made after the original manufacturer warranty period has
expired

Taxability of Parts Replaced Under Policy Adjustment

This type of adjustment is part of the original selling price of the vehicle and its original
warranty. Therefore, parts provided to customers under a policy (or goodwill)
adjustment are not subject to additional sales or use tax.

References pertaining to this information can be found in the index under Chapter 20
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Chapter 21 — Printers

A printer qualifies as an industrial processor when printing most products sold (books,
advertising supplements, business cards, invitations, brochures, etc.). However, there
are exceptions to this general rule listed below.

Newspapers and Periodicals Published More Than 14 Times Per Year

The production of a newspaper or periodical that is published more than 14 times per
year is an activity that does not qualify for the industrial processing exemption. For a
printer of newspapers and periodicals published more than 14 times per year, items that
become a component part of the newspaper or periodical are exempt, but the capital
assets, utilities, and other consumable supplies used to produce the newspapers or
periodicals are taxable.

Example:

A printer printing a daily newspaper or a weekly magazine

Exempt:
o Paper
o Ink
« Tangible personal property becoming a component part of the newspaper
or periodical
Taxable:

o Capital assets
o Utilities
o Other consumable supplies

« Tangible personal property not becoming a component part of the
newspaper or periodical

Personal Use of Manufactured Products

Many printers print letterhead, envelopes, business cards, calendars, promotional
materials, etc., for their own use. The use tax base for these items is raw material cost.
No industrial processing exemption would exist for utilities, capital assets, etc., used to
manufacture these self-consumed items.
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See the “Inventory Withdrawals/Consumed Goods” section of this text for further
discussion.

Printing Service

When a customer provides their own paper/stock, the printer is providing a service.
Thus, the industrial processing exemption is not available to the printer. When “a
customer furnishes his own printing stock which was acquired from another source and
the printer imprints thereon the name, address and telephone number, this constitutes
the rendition of a service.” Therefore, there is no ultimate sale at retail and the
purchase of ink, paper, capital assets, utilities, consumable supplies, and any other
items used by the printer to provide the service are taxable.

References pertaining to this information can be found in the index under Chapter 21
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Chapter 22 — Prototypes

A prototype is an original model on which something is patterned. Product as defined
in the industrial processing exemption, when referring to research and experimental
activities, “includes, but... is not limited to a prototype, pilot model, process, formula,
invention, technique, patent, or similar property, whether intended to be used in a trade
or business or to be sold, transferred, leased, or licensed.”

The development, design and manufacture of a prototype by an industrial processor is
exempt. For example, if one of the automotive companies developed their own auto-
related prototype, this activity would be industrial processing.

This exemption also applies to a person who will use the property to perform an
industrial processing activity for or on behalf of an industrial processor. For example, a
servicer builds a prototype for a manufacturer, who will use the prototype to test, design
and develop his or her own product.

References pertaining to this information can be found in the index under Chapter 22
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Chapter 23 — Quality Control / Research or Experimental / Engineering
Industrial processing includes the following activities:

« Research or experimental activities

« Engineering related to industrial processing

« Inspection, quality control or testing to determine whether particular units
of materials or products or processes conform to specified parameters at
any time before materials or products first come to rest in finished goods
inventory storage

If the taxpayer is an industrial processor engaged in industrial processing, as those
terms are statutorily defined, equipment and supplies used directly for any of the above
activities are exempt.

Example 1:

An industrial processor receives notice from its customers that unacceptable levels of its
finished goods inventory have burrs on them that prevent the inventory from being used
in the machinery being built for resale. The taxpayer hires an outside firm to come in
and sort through the inventory in finished goods storage. This outside servicer would
not qualify as an industrial processor in this instance and any equipment or supplies
they use to do the sorting would be taxable.

If this same servicer were to sort all of the inventory that are in in-process storage they
would qualify as an industrial processor, as they are performing quality control work,
and all of their equipment and supplies used in this sorting would be exempt.

Research or Experimental

Research or experimental activities are defined, for purposes of the industrial
processing exemption, as “activity incident to the development, discovery, or
modification of a product or a product related process.” It also includes activity
necessary for a product to satisfy a government standard or receive governmental
approval.

Some examples of activities that are not research or experimental activities:
« Efficiency surveys

« Ordinary testing or inspection of materials or products for quality control
purposes

Michigan Department of Treasury
Tax Compliance Bureau
June 2015
Page 55 of 96
302a

INd £2:8€:€ 6T02/2T/9 DS A daA 13D



IP Manual

« Management surveys

o Market or consumer surveys

o Advertising or promotions

« Research in connection with literacy, historical, or similar projects

« Supplies and equipment used in research and development not by or for
an industrial processor (may be prorated if at least one of the customers is
an industrial processor).

« Qualification for ISO9000 Certification is not exempt as Research and
Experimental Activity

Quality Control

All equipment and supplies used in the testing of raw materials and the inspection of the
product or the process at any point are exempt up to the time the product is put into
finished goods inventory storage, whether the testing or inspection is done by the
processor or a third party servicer. Once the product is placed in finished goods
storage any quality control testing functions are taxable. By definition, industrial
processing begins when tangible personal property begins movement from raw
materials storage, and ends when the tangible personal property is placed in finished
goods inventory storage.

Storage facilities are taxable if used to store raw materials or finished goods inventory;
they are exempt if used for in-process storage. Racks used to store test tubes, dies or
any other equipment/material would be taxable unless it is in-process storage.
Refrigerators in the quality control department used to store raw material testing
compounds are taxable, but not if they are in-process storage.

Engineering
Engineering activities related to industrial processing are exempt.

CAUTION: Not all engineering costs are related to industrial processing; for
example, building maintenance, receiving, equipment removal, etc.,
are not eligible for the exemption.

Blueprint storage cabinets (file cabinets or on-line storage cabinets) are taxable.

References pertaining to this information can be found in the index under Chapter 23
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Chapter 24 — Real vs. Personal Property

Real property is generally not eligible for the industrial processing exemption. To
determine whether property remains tangible or is made a structural part of realty, we
look to three general tests:

« Annexation to realty, either actual or constructive

« Adaptation or application to the use or purpose to which that part of the realty to
which it is connected is appropriated

« Intention to make the article a permanent accession to the freehold

Annexation to Realty, either Actual or Constructive

If property is actually or constructively annexed to the realty it is real property. If the
item is attached in such a manner that its removal would destroy the building, do
substantial injury to the building or impairs the property’s value or the value of the realty,
the item is usually held to be real property.

The doctrine of constructive annexation has frequently been applied in the case of
property which is not itself actually or directly annexed to the realty, but is part of, or
accessory to, property which is annexed. The property, if removed, would leave the
property to which it is annexed unfit for use and the part or accessory is not capable of
general use elsewhere.

Certain equipment remains personal property even though it may appear to be part of
real property. Since some items can have the appearance of being real property, it is
important to ascertain all the facts before making a final decision.

If the object is not attached to the land or to some structure or appliance which is
attached to the land, it will retain its character or personality even though intended for
permanent use on the premises.

Generally, if property depends on a building’s utility for operation and use, and it is
connected to a building’s utilities (e.g., gas, electric, plumbing), it would be deemed to
be affixed to realty.

Adaptation or Application to the Use or Purpose to which that Part of the Realty
to which it is Connected is Appropriated

If property functions as part of a particular building, or if it carries out part of a function of
the real property, that item is likely real property. An example of this type of real
property would be screens which are built to fit the windows of a particular building.
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Another indicator property is real property is that it cannot be used unless affixed to the
building or land.

In simple terms, if the tangible personal property serves a function of realty or the
building and it is attached and permanently affixed to realty, it is likely that it is real
property.

Intention to make the Article a Permanent Accession to the Freehold

Objective visible facts are used to determine whether intention to make the property a
permanent accession to the realty exists.

The permanence required is not equated with perpetuity. It is sufficient if the item is
intended to remain where affixed until worn out, until the purpose to which the realty is
devoted is accomplished, or until the item is superseded by another item more suitable
for the purpose.

Intent may be inferred from the nature of the article affixed, the purpose for which it was
affixed, and the manner of annexation. Whatever is affixed to a building by an owner in
complement, to facilitate its use and occupation in general, becomes a part of realty,
though capable of removal without injury to the building.
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Taxability Chart — Real vs. Personal Property Tax Status for Industrial Processors

Real or Personal

Sales & Use Tax

A e for Sales/Use Status for IP
Acoustlc_:al_ celllnlg.s. _ Real Taxable
1 « Building ceiling construction P
. , ersonal Exempt
« |P equipment sound attenuation
Air compressor:
2 « For specific IP machinery Personal Exempt
o Part of central system Real % Based on Use
3 Air conditioning systems for general Real Taxable
building
Air conditioning units:
« Window type units Personal TorE*
4 e Floor or cabinet type — no
ductwork Personal TorE~*
e Process — central system Real Taxable
o Evaporators Real Taxable
Air makeup unit:
5 « For specific IP function Personal Exempt
« For general building Real Taxable
Alarm/security systems:
e Built-in components Real Taxable
6 e Free-standing or wall-mounted
components Personal Taxable
Annealing furnaces Personal Exempt
7
(small furnace to heat up parts)
8 Awnings — canopies/marquees Real Taxable
9 Berms Real Taxable
Bins:
10 « Portable Personal TorE~*
o Built-in Real TorE~
Boilers:
o One boiler (bldg function) Real Taxable
11 « Replacement boiler (bldg
function) Real Taxable
« Boiler for specific IP machine Personal Exempt
« Multiple boilers R or P* % Based on Use
12 Booths:
« |P equipment type Personal Exempt
« Building type - room like Real Taxable
Bridges:
13 « Specific to IP equipment Personal Exempt
« Specific to building Real Taxable
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Real or Personal

Sales & Use Tax

A e for Sales/Use Status for IP
14 Bunkers and silos Real Taxable
Bus ducts (also see “electrical
distribution systems” section of this
text):
15 ,
« For general electrical
distribution Real Taxable
« For specific IP equipment Personal Taxable
Catwalks:
16 « Attached to IP equipment Personal Exempt
« Attached to building Real Taxable
Central control systems:
« Direct control for specific IP
17 equip Personal Exempt
« General control power wiring Real Taxable
« Control building Real Taxable
18 Clocks:
« Payroll and watchman clocks Personal Taxable
Communications systems --
19 permanent:
o Phone Personal Taxable
« Pneumatic tubes Personal Taxable
20 Compressor for general building air Real Taxable
conditioners
21 Conveyor or carrier enclosures (see Personal Exempt
enclosures below)
22 Conveyors Personal % Based on Use
23 Cooling towers Real Taxable
. . Personal % Based on
24 Crane tracking or rails (craneways) Use (1)
Personal % Based on
25 Cranes Use (1)
26 Decks and drains (process) Real Taxable
Dehumidifiers:
27 o Portable Personal % Based on Use
« Part of heating/air conditioning Real Taxable
Dikes or levees:
28 « Surrounding storage tanks Real Taxable
« River or lake control Real Taxable
29 Dock bumpers and seals Real Taxable
30 Dock levelers Real Taxable
31 Docks, ramps (built-in) Real Taxable
32 Door operators Real Taxable
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Real or Personal

Sales & Use Tax

A e for Sales/Use Status for IP
Doors (garage and pass doors) Real Taxable
33 (plastic strips that separate rooms,
though not real property, would be
taxable.)
34 Dryers - processing Personal Exempt
Ductwork:
35 e Building Real Taxable
o For IP equipment Personal Exempt
36 Dumbwaiters Real Taxable
37 Dust collectors Personal TorE~
38 Dust or spray collection equipment Personal Exempt
for specific IP machines
39 Dynamometer testing cells (bldg Real Taxable
function)
Electrical distribution materials &
equipment:
o Up to last transformer & up to Real Taxable (2)
the secondary substation (this
does not apply to a
40 -
manufacturer of electricity.)
o Electrical distribution materials Personal Exempt (2)
& equipment installed after
usable power is provided to be
used for IP functions
41 Electrical substation enclosures Real Taxable
42 Elevators Real Taxable
43 Emergency lights Real Taxable
Enclosures:
44 o Building Real Taxable
« Freestanding for IP equipment Personal Exempt
Energy monitors:
45 e General building Real Taxable
« For specific IP equipment Personal Exempt
46 Escalators — building Real Taxable
Exhaust systems:
47 e Ducted from IP equipment Personal Exempt
» Building ventilation Real Taxable
Fans:
48 « Freestanding, for employee
comfort in IP area Personal Taxable
« Building ventilation - built-in Real Taxable
49 Fencing Real Taxable
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Real or Personal

Sales & Use Tax

A e for Sales/Use Status for IP
Fire protection systems:
o Building sprinklers Real Taxable
o Building CO5, halon, hi-ex foam Real Taxable
systems
e COg, halon, hi-ex foam system Personal Taxable
for equipment only
« Supplemental water system to Real Taxable
50 assist bldg.
« Supplemental water system for Personal Taxable
equipment only
« Fire extinguisher cabinets, Real Taxable
reels, valves
« Fire extinguishers (canister or Personal Taxable
tanks)
« Fire escapes Real Taxable
51 Flag poles, in-ground or on building Real Taxable
Floor finishes:
o Special coverings (wood block,
52 steel tile) Real Taxable
« Standard coverings (carpet,
linoleum, tile) Real Taxable
Floor grates:
« Not adjacent to machinery Real Taxable
53 . )
« Adjacent to machinery
(both are a function of realty) Real Taxable
54 Flooring, raised or computer room Personal Taxable
55 Fou_ndations for specific IP Personal Exempt
equipment
Freezers:
« Building type construction-
56 walk-in Real Taxable
« Portable — freestanding Personal % Based on Use
(e.g., In Process
Storage)
Furnaces:
« One —new Real Taxable
57 e One -replacement Real Taxable
o For IP use — replacement Personal Exempt
« Multiple R or P* % Based on Use
Gas distributions systems:
58 o Gas lines to process system Personal Exempt (2)
« Gas lines to building systems Real Taxable

Michigan Department of Treasury
Tax Compliance Bureau

June 2015

309a

Page 62 of 96

INd £2:8€:€ 6T02/2T/9 DS A daA 13D



IP Manual

Real or Personal

Sales & Use Tax

A e for Sales/Use Status for IP
Gate operators:
59 « Part of fence - land
improvements Real Taxable
Generator:
60 « One which services the facility
(bldg function) Real Taxable
« Used for specific IP machine Personal Exempt
Guard rails and posts:
o Protect IP equipment
(attached to building) Real Taxable
61 o Protect IP equipment
(attached to equipment) Personal Exempt
e Protect inventory Real Taxable
» Roads, parking, building Real Taxable
Heaters:
« Unit heaters - hanging Real Taxable
62 )
« Manufacturing process Personal Exempt
« Portable (employee comfort) Personal Taxable
63 Heating & venting systems (general Real Taxable
building type)
Hoists:
64 e Built-in Real Taxable
o Portable Personal % Based on Use
Humidifiers:
65 « Portable, IP functions Personal Exempt
o Built-in Real Taxable
66 Incinerators Real Taxable
67 Insulation & piping in wall for Real Taxable
refrigerated rooms
Kilns, ceramic and lumber:
68 « Freestanding, for IP functions Personal Exempt
o Built-in Real Taxable
Landfill cells - layers of waste
separated from land by an
impermeable barrier:
69 o Piping/horizontal wells (in
landfill cells) Personal Exempt (3)
« Tire chips (over piping in landfill
cells) Personal Exempt (3)
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Real or Personal

Sales & Use Tax

A e for Sales/Use Status for IP
Lighting - electrical:
e General building Real Taxable
e Land improvements Real Taxable
o Supplemental — building system Real Taxable
(fixtures extended down from
70 s
general building)
o Supplemental - equipment Personal Exempt
(fixtures hard-wired and
extended down to a specific IP
machine)
71 Lightning arresters Real Taxable
72 Loading dock Real Taxable
Locker room facilities:
o Plumbing fixtures - showers Real Taxable
73 o Permanent partitions Real Taxable
o Toilet partitions Real Taxable
« Lockers, freestanding Personal Taxable
« Lockers, recessed into wall Real Taxable
74 Office — portable foreman’s Personal Taxable
75 Operators, doors & windows Real Taxable
76 Parking control systems Real Taxable
Partitions:
27 « Portable, in manufacturing area
(bldg function) Personal Taxable
« Permanently attached Real Taxable
78 Pipe rack supports Real Taxable
Piping:
« From wall to specific IP
79 ,
machinery Personal Exempt
« Ultility piping, gas, water, etc. Real Taxable
80 Plastic door strips (air guard strips) to Real Taxable
separate areas (general building)
Plumbing:
81 e General building Real Taxable
« To specific IP equipment Personal Exempt
82 Press pit (machine foundation) Personal Exempt
83 Pump houses Real Taxable
Ramps:
84 « Portable Personal Taxable
o Built-in Real Taxable
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Real or Personal

Sales & Use Tax

A e for Sales/Use Status for IP
Rooms within a plant, not a structural
part of realty and used for IP
85 functions (includes clean rooms and Personal Exempt (4)
quality labs, but does not include a
foreman’s office)
86 Scale houses Real Taxable
Scales:
87 « Portable Personal TorE~*
e Built-in Real Taxable
e Truck, built-in Real Taxable
Sheds:
88 « Bolted to concrete slab Real Taxable (5)
« Portable for storage Personal Taxable
Signs:
89 « Affixed to building/real property Real Taxable
« Integral part of IP equipment Personal Exempt
« Non-equipment related Personal Taxable
90 Silo — raw material storage Real Taxable (5)
Spray booths:
« Permanently attached to
91 building Real Taxable
« Freestanding, for welding,
painting, etc. Personal Exempt
92 Stainless steel wall panels for food Real Taxable
industry
Tanks:
o Portable — in-process storage Personal Exempt
« Portable — mixing IP material Personal Exempt
93 o Portable — raw material storage Personal Taxable
o Built-in (attached to a building or
foundation), raw material and in-
process storage Real Taxable
94 Telephone wiring in wall Real Taxable
Toilet facilities:
95 e Plumbing fixtures, showers Real Taxable
o Partitions Real Taxable
« Portable Personal Taxable
96 Vats for mixing (manufacturing Personal Exempt
process)
97 Wash fountains and drinking Real Taxable
fountains
98 Welding booth - portable Personal Exempt
99 Wood blocking for floor in press room Real Taxable (6)
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*Depending on Use

1.

2.

Considered personal property for sales/use tax purposes

Per 1979, AC, R 205.90 (Rule 40), Industrial Processing and RAB 2000-4, Sales
and Use Tax - Industrial Processing

In Granger Land Development Company and Granger Waste Management
Company v Dep’t of Treasury, 286 Mich App 601 (2009), the court determined
that property situated on real estate is not necessarily considered attached to
land. In this case, the equipment and materials within the impermeable barrier
(cell) were separated from the underlying real property. Therefore, the landfill
cell and its contents were not considered to be affixed to the land. Additionally,
the court found that the landfill cells were not erected to facilitate the use of the
land. Rather, the land was adapted to facilitate the erection of the landfill cells.
The lone fact that an article may remain in place indefinitely and beyond its
commercial life is not adequate evidence that it is intended to be a permanent
accession to the real estate.

Rooms within a plant usually represent rooms assembled by portable partitions
(panels). The partitions can extend from floor to ceiling and, in most instances,
are not bolted to the floor or attached in any other way. The partitions do not
support any part of the realty, nor are they weight bearing. The partitions are for
interior wall use within the facility. The rooms are used for sanitation purposes
or other similar functions related to the processing function.

RAB 1990-2, Sales and Use Taxes - Storage Facilities

Wood blocking usually covers a large area. It absorbs oil and provides a non-
slippery surface.

References pertaining to this information can be found in the index under Chapter 24
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Chapter 25 — Reconditioning / Remanufacturing

A reconditioner/remanufacturer is a company that purchases used products (e.g.,
engines, carburetors, batteries, furniture), reconditions the product by repairing, re-
machining, or reshaping it and sells the reconditioned product.

Remanufacturing is an exempt activity under the industrial processing exemption. It is
defined as “overhauling, retrofitting, fabricating, or repairing a product or its component
parts for ultimate sale at retail.”

Disassembly, inspecting, sorting, cleaning and reassembly are exempt. Disassembly
and subsequent reassembly merely to clean are not exempt.

The following examples illustrate this concept:

Example 1:

A company purchases used car hoods, doors and fenders to be sold to automobile body
shops. The company only cleans these used car parts and then sells them. Would the
equipment and supplies consumed in the cleaning of these used car parts qualify for the
industrial processing exemption?

Answer:

No. Cleaning of purchased inventory without modifying or repairing does not meet the
definition of industrial processing.

Example 2:

A company purchases used car hoods, doors and fenders to be sold to automobile body
shops. Not only are the used car parts cleaned, but they are also disassembled,
repaired, painted and reassembled. Would the company qualify for industrial
processing on all of the equipment and supplies used to restore the used car parts?

Answer:

Yes. All of the equipment and supplies would be exempt for IP. Remanufacturing
includes the activities of disassembly and reassembly as well as repairing and painting.
IP starts when property is removed from raw material storage to begin processing.
Therefore, the washing equipment and supplies would be exempt.

Equipment can be partially taxable depending on its taxable and exempt uses.

References pertaining to this information can be found in the index under Chapter 25
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Chapter 26 — Refrigeration & Freezers

Product preservation and storage do not qualify for the industrial processing exemption
if they are functions of raw materials or finished goods inventory storage. In-process
product preservation and storage are exempt.

Tangible personal property acquired for storing and delivery of ice is taxable.

References pertaining to this information can be found in the index under Chapter 26
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Chapter 27 — Repackaging

The following examples illustrate the concept of repackaging and the industrial
processing treatment of the packaging equipment.

Example 1:

A nail manufacturer places nails in a 2-pound box prior to placing the product in finished
goods inventory; the product will ultimately be sold at retail or affixed to real estate
located in another state. The product is ultimately purchased at the retail level in this
same 2-pound box.

Answer:
The packaging operation of putting the nails in the 2-pound boxes is exempt.

Example 2:

The same nail manufacturer contracts with a separate company to package certain
types of nails in 2-pound boxes before they are placed in finished goods inventory.
Again, the product is purchased at the retail level in the same 2-pound box.

Answer:

This packaging servicer would be entitled to the IP exemption, even if the nail
manufacturer provided the 2-pound boxes.

Example 3:

A wholesale distributor of nails inserts the nails into 2-pound boxes prior to placing the
product in finished goods inventory; the product will ultimately be sold at retail or affixed
to real estate located in another state.

Answer:

The wholesaler would be entitled to the IP exemption on the packaging equipment.

References pertaining to this information can be found in the index under Chapter 27
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Chapter 28 — Retail Preparation of Food

The industrial processing exemption excludes tangible personal property used for the
preparation of food and beverages by a retailer for ultimate sale at retail through its own
locations.

Therefore, kitchen equipment used in restaurants and similar facilities is not exempt as
industrial processing.

Equipment may be taxable or exempt as illustrated in the following examples.

A wholesale distributor of produce has a banana ripening room that hastens the
ripening of bananas. The banana room and equipment, if not considered real
property, would qualify for the industrial processing exemption.

A chain of grocery stores has a produce warehouse used only for distribution to
its own stores. The warehouse has a banana ripening room. The banana
ripening room and equipment would not qualify for the industrial processing
exemption because it is a retailer that is preparing food for ultimate sale through
its own retail locations.

A bakery sells its products to wholesalers in addition to making retail sales at its
own location. Property and equipment used to prepare products for sale to the
wholesaler are exempt; the property and equipment used to prepare products for
sale at its own retail location are taxable. Equipment used for both purposes
would have to be allocated.

References pertaining to this information can be found in the index under Chapter 28
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Chapter 29 — Retailers and the Industrial Processing Exemption

Occasionally, industrial processing may take place in a retail setting.

Examples of exempt activities:

The local hardware store sells duplicate keys. The key grinder would qualify for
the exemption.

The local auto parts store sells custom hoses that are produced by buying bulk
rubber hose and using on-site equipment to pressure fit metal ends onto the
rubber hose. The equipment and supplies would qualify for the industrial
processing exemption.

A local jewelry store makes custom jewelry it sells at retail in its own store. The
equipment/tools/supplies used would qualify for the industrial processing
exemption.

The local optician buys eyeglass frames and uncut lenses. The lenses are
ground to fit the frames and are ultimately sold at retail. The
equipment/tools/supplies used to grind the lens and insert them into the frames
qualify for the industrial processing exemption.

The local paint or hardware store customizes paint colors for its customers. The
paint mixing machines would qualify for the industrial processing exemption.

The local trophy store uses engraving machines to engrave trophies prior to the
time of sale. The machines used to engrave the trophies would qualify for the
industrial processing exemption.

Used vehicle/heavy equipment dealers recondition the vehicles/heavy equipment
prior to selling their products. The tools, equipment and utilities used for this
portion of their business operation are exempt to the extent the items are used to
repair and recondition the items prior to sale. This includes automobiles, farm
equipment, snowmobiles, ATVs and boats.

A prosthetic clinic uses equipment to make artificial limbs; the equipment
qualifies for the industrial processing exemption.
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Examples of some taxable activities:

A lumberyard cuts a sheet of plywood to a size requested by its customer. No
exemption is allowed for the cutting equipment because the lumberyard is cutting
the plywood to size for its customer. If the customer is charged for this service, it
would be part of the gross proceeds subject to sales tax. If the lumberyard was
cutting plywood on a repeated basis and putting it into inventory for subsequent
sale, the lumberyard would be entitled to the IP exemption for the saw on a
percentage basis.

A steel wholesaler used a saw to cut a special order for a specific customer. No
other processing functions were done to the steel such as boring or grooving.
The saw is 100% taxable. Banding the cut steel would not make the saw
exempt. If the saw was used to cut inventory to stockpile for future sales in
addition to special orders, the exemption would be prorated.

Machines used to collect and sort glass bottles returned to a supermarket or
other retail establishment on which a deposit was originally collected

Tools, supplies and equipment used by dental labs to make dentures prescribed
by a dentist

Coin operated coffee and soft drink vending machines

References pertaining to this information can be found in the index under Chapter 29
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Chapter 30 — Scrap Dealers & Recyclers

A variety of factors determine whether equipment used for managing or processing
scrap material is exempt for industrial processing. The following equipment (or areas
when conducting a utility study) is generally treated as outlined below.

Roll-offs (Dumpsters)

A scrap dealer places its roll-offs on the site of an industrial processor. The
industrial processor stores its production waste in these containers for removal
by the scrap dealer.

Tax Treatment: These containers are taxable to the scrap dealer. The purpose
for the scrap dealer is receiving, collection, and transportation of raw materials
prior to be placed in raw materials storage. It is taxable to the industrial
processor because processing of scrap is not exempt after it has come to rest in
storage for removal from the plant of origin.

A recycler has roll-offs at its location to receive recyclable materials (plastic
bottles, aluminum cans, newspapers, etc.). Individuals trying to conserve
resources place their recyclable materials into these containers.

Tax Treatment: These containers are taxable to the recycler. The purpose for
the recycler is receipt and storage of raw materials.

Hoppers

A scrap dealer provides self-dumping portable hoppers to an industrial processor
to aid in its movement of production scrap. Scrap from the line is put into these
hoppers and subsequently transported to the dumpsters for removal from the
plant site.

Tax Treatment: Containers used to accumulate production waste are exempt if
they are not the final container used to store production waste for removal from
the plant. Use of the container in processing (not ownership) determines the
exemption.

Freon Recovery Machines

These machines extract cooling gases from air conditioners, freezers, etc.,
before the actual shredding of the appliance. These gases are then usually sold.

Tax Treatment: The recovery equipment is exempt as industrial processing.
Recycling of used materials for ultimate sale at retail is a valid industrial
processing activity.
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Loading and Unloading Equipment

Tax Treatment: Loading and unloading equipment is exempt if it is moving in-
process materials within a plant site or between plant sites operated by the same
legal entity.

Sorting Equipment Such as Cranes, Loaders, and Lift Trucks

Tax Treatment: Sorting equipment is exempt if it is removing materials from raw
material storage, or at any point after processing has begun. For example, the
trash heap located at the recycler’s site is considered the recycler’s raw
materials; therefore its sorting equipment is exempt. However, sorting equipment
used after the materials have come to rest in finished goods inventory is taxable
on an apportioned basis if it is also used for an exempt purpose.

Equipment Used to Cut, Break, and Crush (After Disassembly)

Tax Treatment: Recycling equipment used in industrial processing is exempt if
the recycled materials will eventually be sold at retail. Conveyers connected to
this type of machinery are also exempt unless they are used to receive raw
materials.

Paper Shredding Equipment

Tax Treatment: This type of equipment is exempt for IP if the shredded property
is eventually sold at retail.

Banding and Baling Equipment

Tax Treatment: If the banding and baling process takes place prior to the
product coming to rest in finished goods inventory storage, the equipment is
exempt. However, if this process takes place after removal from finished goods
inventories it is taxable.

References pertaining to this information can be found in the index under Chapter 30
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Chapter 31 — Servicers

There are two basic types of servicers; those that act as industrial processors and those
that do not. The servicers that act as industrial processors (heat treating, plating,
machinery repair, engineering and design, CAD/CAM, etc.) are allowed the industrial
processing exemption as it pertains to their operations. Servicers that do not act as an
industrial processor (landscapers, exterminators, security guards, etc.) do not qualify for
the industrial processing exemption.

Servicers are eligible for the industrial processing exemption for equipment, tools and
supplies used in a repair or service activity when providing the service or repair to an
industrial processor if the property being repaired or serviced qualifies for the industrial
processing exemption.

This exemption would include tools, equipment and supplies used by a repair company
on exempt machinery or equipment used by a manufacturer.

Example 1:

An electrical contractor repairing controls or wiring of a piece of industrial processing
equipment is eligible for the exemption for tangible personal property used in making
the repair. Material consumed by the same contractor in repairing the shipping office air
conditioning unit would be taxable.

Example 2:

A mechanical contractor repairing the chillers for an injection molding machine can
claim an industrial processing exemption on the material it consumes in making the
repair. Material consumed by that same repairer in servicing the HVAC unit for the
plant would be taxable.

References pertaining to this information can be found in the index under Chapter 31
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Chapter 32 —Storage Tanks and Mixing Tanks

All storage is taxable except for in-process storage. If a storage tank or mixing tank is
determined to be real property rather than tangible personal property, it is taxable to the
contractor and not subject to any type of industrial processing exemption. Buried or
built-in tanks are real property. See the “Real vs. Personal Property” section of this text.

Storage tanks that store in-process materials are exempt. Storage tanks that store raw
materials or finished products are taxable.

Grain bins are usually exempt under industrial processing or agricultural producing.
This is covered under the “Grain Elevators" section of this text.

Gas Cylinders

Steel cylinders used only to distribute gas (there is no mixing system inside the tank)
are taxable because no industrial processing occurs inside the tanks. However, the
tanks can be purchased tax-free for leasing purposes if the tanks are rented and the
lessor elects to pay use tax on its rental stream rather than sales tax upon the initial
purchase. An industrial processor can make a claim of exemption for IP on the rental
charge gas, but the charge for the cylinder is taxable.

Tanks with a mixing system inside used to mix different gases uniformly and remix the
gas when released are exempt as industrial processing.

Portable tanks to store gas used to repair exempt equipment are exempt.

Mixing silos and bins where actual mixing occurs are eligible for the industrial
processing exemption.

References pertaining to this information can be found in the index under Chapter 32
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Chapter 33 — Stores Accounts (Non-Production Inventory)

Some companies purchase non-production inventory or non-inventory items tax free
that have an account classification as stores or general supplies. The end use of
these items usually is not known until the item is withdrawn from “stores.” The taxpayer
incurs use tax on taxable items at the time of withdrawal.

Items that may be included in a stores account include small tools, screws/fasteners,
belts, maintenance supplies, janitorial supplies, etc. The taxability of these items is
determined when they are withdrawn from stores (requisitioned). At that point the
expense is booked to an expense account within a specific department or cost center.
It is at this point that use tax would be due based on the use of the item.

The area where these items are stored is taxable. It is not considered in-process
storage. Utilities, shelving, equipment (including automatic retrieval systems) and
supplies used in this area are taxable regardless of the tax status of items withdrawn
from stores.

Some manufacturers have outsourced the stores activity to a third party. This does not
change the taxability of the items or of any storage of the items on the manufacturer’s
premises. Use tax would be due on the cost of withdrawals used in a taxable manner.
The area used for storage at any site (manufacturer or outsourced suppliers location)
does not qualify for exemption on the storage or utilities used.
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IP Manual

Receiving, etc.

.. Tax
Item Description of Item Status
Air make-up unit:
1 « One unit for general heating/cooling/ventilation purposes Taxable
o To exhaust production fumes Exempt
2 Aspirin or salt tablets Taxable
3 Automatic spooling devices, even though they help eliminate carpal Exempt
tunnel
4 Ballast for overhead lighting fixtures Taxable
5 Bins used to collect raw materials packaging scrap next to production | Exempt
line
6 Blueprint storage cabinet Taxable
Books or manuals:
« Containing data detailing formulas, etc. for specific production Exempt
7 requirements
« Containing general engineering, quality control, etc. information | Taxable
for engineering, production, & quality control
3 Brochures and posters — OSHA mandated “safety in the workplace” Taxable
brochures and posters
9 Broom and mops for cleaning floors Taxable
Cameras & film:
10 o Used in R&D to film product or on production line to film parts Exempt
« For security or personnel use Taxable
11 Catwalks or platforms around IP machines (attached to machine or Exempt
bolted to floor)
12 | Cleaners and degreasers used to clean IP equipment Exempt
13 | Cleaning tissue for safety glasses Taxable
14 | Computer used to monitor production control Exempt
15 Computer and software used in engineering department for Taxable
administrative purposes
16 | Containers for the storage of work-in-process materials Exempt
Copy machine:
17 « Used in engineering for development of product Exempt
« Used to exclusively reproduce drafting documents Exempt
Coveralls, uniforms, aprons, etc.:
o For general attire purposes Taxable
18 « To protect employee clothing Taxable
« For sanitation purposes in food processing plants Exempt
« Protective clothing that enables an employee to perform a Exempt
specific exempt job (welding)
Desk, chair, modular furniture:
19 « In engineering department Taxable
« Holding a computer used for IP Taxable
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Item Description of Item e
Status
20 | Dust or fume respirator used in paint booth or for machine repair Exempt
21 E-mail/internet software for communications between production Taxable
departments or between supplier or customer and manufacturer
22 | Ear plugs, hearing protection devices Exempt
Emergency back-up generator:
23 « For general building Taxable
« For specific IP machinery Exempt
24 | Eye wash and hand washing stations Taxable
Fans:
25 « Portable units Taxable
« Ceiling Taxable
26 Fax machine used to transmit production run documents between Taxable
areas
27 | Finger tip pads Exempt
Fire extinguishers and fire hoses:
28 o Attached to the wall or portable Taxable
« Attached to production machine Exempt
29 First aid and plant hospital supplies and equipment (bandages, Taxable
ointments, defibrillators, etc.),
30 | Flashlights used by production equipment service workers Exempt
31 | Floor markings (paint or tape) Taxable
Floor oil absorbent (oil dry):
« For cleaning floors Taxable
32 « For spills on floor around specific IP machines Taxable
« Placed in a container on or under a machine to catch oil that
spills from the machine Exempt
33 Floor sweeper to clean around machines, clean aisle ways and Taxable
building
34 | Foreman’s desk, chair, file cabinet, etc. Taxable
Forms:
35 « For scheduling employees’ hours Taxable
« For cost control purposes Taxable
« For scheduling production runs Exempt
Clothing, gloves, boots, etc.:
36 e Used by truck drivers Taxable
« Warehouse and administrative personnel Taxable
37 | Golf cart (used as a personnel carrier) Taxable
Guard rail:
38 e Around IP machine Taxable
« Attached to IP machine as part of the original purchase Exempt
39 | Hair nets (for sanitation purposes) in food processing plants Exempt
40 | Hand soap or cream Taxable
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Item Description of Item e
Status
Hard hat or helmets:
41 « Worn by assembly line workers Exempt
« Worn by warehouse and construction personnel Taxable
Headbands or sweatbands:
42 « Worn by assembly line workers (product integrity not in Taxable
jeopardy), non-food industry
« Worn by assembly line workers — food industry Exempt
43 | Height - adjustable platforms Exempt
44 | Lab coats worn by quality control lab technicians (protects clothes) Taxable
45 | Ladder for production machinery repair Exempt
46 | Light fixtures attached to the ceiling Taxable
47 Lights (fluorescent lamps) for ceiling fixtures for specific IP functions Exempt
(not affixed to real estate)
48 | Literature (promotional) and parts order forms that go with the product | Taxable
49 | Loudspeaker systems Taxable
50 Manuals for operating the taxpayer’s new press (purchased Taxable
separately, not replacement manuals)
Printed material - installation or assembly instructions that go with the | Exempt
51 . : ) .
product, including parts list, operating manuals and safety brochures
Printed materials-bills of lading, packing slips, product surveys, Taxable
52 | advertising brochures, product catalogs, etc. whether they accompany
the product or not
Rags (cloth or paper towel):
53 « For removing oil from production machinery Exempt
« Torid oil from workers’ hands (product integrity not in jeopardy) | Taxable
Safety glasses purchased by the industrial processor:
54 « Nonprescription for production employees Exempt
« Nonprescription for visitors Taxable
55 Safety shoes:
« Only worn in IP area (provided by employer) Exempt
Shelving:
56 « For the tool crib or stores location Taxable
« In quality control department to store raw materials Taxable
Shrink wrap material (used before goods come to rest in finished Exempt
o7 goods inventory)
Signs:
58 « OSHA-required signs attached to production machinery when Taxable
not part of the original purchase
« OSHA-required signs, posters, etc., attached to the wall Taxable
59 | Space heaters, fans, portable air conditioners Taxable
60 | Stool (for the employee to sit at while operating production equipment) | Taxable
61 | Table next to machine to hold tools for making machine adjustments Exempt
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Item Description of item e
Status
Tags:
o (ok to use) in quality control Exempt
62 « To indicate the performance of a quality control function Exempt
« To check off production steps in the plant Exempt
« For raw material or finished goods inventory purposes Taxable
Tanks:
63 « Soft drink mix canisters Taxable
o Cylinders to distribute gases Taxable
» Propane with a mixing system to mix gases Exempt
Telephones and 2-way radios:
« At printing facility, used solely to instruct personnel of machinery | Taxable
64 to immediately start or stop production
o Used for communication between various production Taxable
departments
Tool and die racks:
« Attached to a machine Exempt
65 e In a separate storage area Taxable
« Mounted on a wall Taxable
« Next to a machine Taxable
66 | Portable tool boxes/pouches (for production machine repair workers) Exempt
Tools
67 « Purchased by the manufacturer to perform IP functions Exempt
« Purchased by employees to perform IP functions for or on Exempt
behalf of an industrial processor
68 Trade books or reference material - for engineering or other Taxable
production departments
69 Training materials whether printed, computer software downloaded, Taxable
textbooks, classroom supplies
TV, VCR, VCR tapes, cameras, software, film, DVD'’s, etc.:
70 « Used for security or training, audio visual equipment and
supplies Taxable
« Used to view product design, R&D Exempt
71 | Warranty statements that go with the manufactured product Exempt
72 | Warranty registration certificate to be returned to the manufacturer Taxable
Waste bins:
73 e For production scrap Exempt
« For collection of paper to be shredded/recycled, owned by Taxable
manufacturer
Wrist brace:
74 o To assistin lifting heavy production materials Exempt
« To prevent carpal tunnel Taxable

References pertaining to this information can be found in the index under Chapter 33
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Chapter 34 — Taxidermists

Taxidermists mount or reproduce dead animals for display (e.g., as hunting trophies) or
study. A taxidermist removes the skin to be tanned and treated for later use. A
mannequin is molded from plaster or clay using the remaining muscle fibers and bones,
measured and posed, or purchased in stock form. Glass eyes are added, along with
artificial teeth, feet, etc. depending on the subject's original condition. The remaining
carcass is discarded.

A taxidermist converts or conditions tangible personal property for ultimate sale at retail
and therefore qualifies for exemption as an industrial processor on purchases of
tangible personal property used or consumed in the process of mounting or reproducing
their product.

Sales of a taxidermist’s finished products are retail sales and subject to sales tax,
unless specifically exempted.

References pertaining to this information can be found in the index under Chapter 34
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Chapter 35 — Utilities

Manufacturers primarily use the following types of utilities:

« Electricity
« Gas

o Steam

e Propane

Electricity, gas, steam and propane used in non-industrial processing functions are
taxable. Electricity, gas, steam, and propane used in industrial processing functions or
to operate industrial processing equipment/machinery are exempt. A lessor may claim
partial exemption from the utility company for the portion of the utilities used by a lessee
industrial processor to perform industrial processing functions.

Heating and Cooling

Electricity, gas, steam, or propane used for heating and cooling is generally taxable;
however, utilities used to heat or light areas while industrial processing is occurring are
exempt. Consumption of a by-product of an industrial processing function (e.g., excess
heat from an exempt IP operation that is used to heat office space) is not taxable.
However, if tangible personal property (e.g., steam tunnels, heat ducts, blowers, etc.) is
used to facilitate the use of the by-product, such materials would be taxable.

Idle Time

The industrial processing exemption for eligible property is limited to the extent that the
property is used for a valid industrial processing activity. Utilities consumed by
industrial processing machinery and equipment are only exempt when the machinery
and equipment are performing functions that meet the industrial processing exemption.
Similarly, general lighting and heating of processing areas is only exempt when
industrial processing is occurring. Sometimes a manufacturer will reduce operating
hours or have shifts that the plant is not operating, resulting in idle time. “Idle” as
defined by the Merriam-Webster Dictionary means “not working, active, or being used.”

In contrast, maintenance and repairs of machinery and equipment used for exempt IP
purposes are exempt functions. RAB 2000-4(v) states that materials used in the repairs
and maintenance of exempt machinery and equipment qualify for the industrial
processing exemption. Therefore, utilities consumed in the repairs and maintenance of
exempt equipment and machinery and utilities used to heat and light the area while
repairs are in progress are exempt.
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Example 1:

ABC Inc. manufactures widgets. When demand for widgets decreases, ABC cuts one
of its shifts. The plant is idle at all times during the cut shift.

Answer:

Utilities consumed by the exempt equipment and machinery during idle time are taxable
because they are not being used in industrial processing. Utilities used in
heating/cooling and lighting the production area are also taxable when industrial
processing activity is not occurring.

Example 2:

ABC Inc. manufactures custom boats. ABC’s manufacturing facility has the capacity to
manufacture 4 boats at one time. However, business slows and ABC is only producing
2 boats at a time, leaving two bays of its facility unused for any purpose.

Answer:

The utilities used for heating/cooling and lighting the vacant bays are not eligible for the
industrial processing exemption because these bays are no longer used for industrial
processing.

Example 3:

ABC Inc. manufactures automobile parts and operates several production lines.
Periodically, ABC will shut one line down to conduct routine maintenance on the
machinery. These temporary shut-downs generally last for about one week.

Answer:

Utilities consumed by the exempt equipment and machinery that is part of the line
undergoing maintenance are still exempt. The utilities used to heat/cool and light the
area where the line is located will be exempt while maintenance and repair activities are
occurring, as repair of equipment and machinery qualifies as industrial processing.

Example 4:

ABC Inc. manufactures a variety of very popular widgets and must increase its
manufacturing capacity. To accomplish this, production is reduced to a single line for
two weeks while new machinery is installed, old machinery is replaced, and lines are re-
configured throughout the production area.
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Answer:

The utilities consumed by the exempt equipment and machinery remain exempt during
the installation, replacement, and re-configuration process. Similarly, the utilities used
to heat/cool and light the production area are exempt while these activities take place
because installing and moving exempt machinery and equipment qualifies as industrial
processing.

Example 5:

ABC Inc. manufactures custom boats. Since business tends to be slow during the
winter and the employees want to enjoy the holidays, the manufacturing facility is closed
for two weeks at the end of December.

Answer:

Utilities consumed by equipment and machinery and for heating/cooling and lighting
during the plant closure will be taxable. During this time, industrial processing is not
occurring. Therefore, no exemption is available.

Example 6:

XYZ Manufacturing is an aluminum extrusion company that uses natural gas in its
process. The company utilizes residual heat in its production areas and does not have
HVAC ductwork in the facility. The extrusion equipment remains on at all times unless
maintenance or repair requires that it be shut down. The extrusion equipment must
maintain a production-ready temperature including when no production activity is taking
place.

Answer:

Utilities consumed by manufacturing equipment and machinery are exempt while the
equipment and machinery are being used for exempt purposes. Utilities used to
heat/cool and light the area where the machinery is located are also exempt during the
time in which the machines are engaged in an exempt function. Maintenance of
industrial processing equipment qualifies as an exempt function. The necessity of
sustaining a production ready temperature constitutes maintenance of the equipment
and qualifies as industrial processing. Therefore, utilities used to sustain this
temperature are exempt. Residual heat generated as a by-product of this exempt use
would be exempt as well.
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Taxability of Areas for Utility Studies
No. Description Of Area Tax Status
1 | Administrative Areas Taxable
Aisles:
2 o Between a Taxable Area and an Exempt Area 50% T
o Between Exempt Areas Exempt
o Between Taxable Areas Taxable
Boiler Room Areas
3 e One Boiler % Based on
e Multiple Boilers (Referring to Area) Use
4 | Die Storage Areas Taxable
5 | Engineering Areas Exempt
6 | Foreman’s Office Taxable
7 | Inspection Supervisor’s Office Taxable
8 | Machine Shop Repair Area (Exempt Machines) Exempt
9 | Market Research Areas Taxable
Production Areas During Periods of New Machine Installation or
10 . . Exempt
Machine Repair
Production Areas:
e During Reconfiguration of Production Lines Exempt
11 e During Plant Vacation Closure Periods Taxable
o During Machine Removal for Conversion to Non-Production Taxable
Use
12 | Production Areas During Production Period Exempt
13 | Production Areas During Shifts with No Production Taxable
14 | Purchasing Department Areas Taxable
Quality Control Areas:
15 e In Production Area Exempt
e In Receiving Area Taxable
16 | Receiving Areas for Raw Materials Taxable
17 | Research and Development Areas Exempt
18 | Restrooms Taxable
19 | Shipping Areas Taxable
20 | “Stores” Areas Taxable
21 | Tool Crib Areas Taxable
22 | Vending Areas, Breakrooms, Lunchrooms Taxable
23 | Warehouse Areas/Non-Production Taxable

References pertaining to this information can be found in the index under Chapter 35
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Chapter 36 — Waste Removal / Pollution Control Facilities

Industrial processing includes the processing of production scrap and waste up to the
point it is stored for removal from the plant of origin.

The plant of origin includes a contiguous manufacturing complex. It does not include
facilities in separate locations. For example, an entire manufacturing complex, including
numerous buildings on the same site, is a plant of origin, but separate buildings located
on different sites are separate locations, even though they are part of the same
company and/or division.

Piping of Waste to another Location

The same analysis described above would apply to production waste which may be
piped to another location. If the waste is piped to a different location or industrial
complex for treatment or removal, the exemption would not apply to the piping after it
has left the plant of origin. However, if it is piped to another location for further
processing prior to being placed in finished goods inventory it is exempt. Piping to a
contiguous location (such as across the street) would meet the plant of origin exemption
requirement.

Production scrap and/or waste can include:
« Material spoilage

« Damaged material

e Chips

« Shavings
o Sludge

o Residue
o Dust

« Sand

o Grit

o Fly

o Ash
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- Slag

« It would also include the containers (e.g., cardboard boxes, plastic bags,
drums) that held processing materials.

Examples of production waste include:

« Cardboard boxes discarded after the removal of production parts in the
raw materials inventory area

« Cardboard boxes discarded after the removal of production parts in the
production area

« Materials that are scrapped because they do not pass final inspection, as
long as they have not already been placed in finished goods inventory

The exemption would be allowable for machinery, equipment and parts used to collect
and move the production waste to where it is stored for final removal from the plant of
origin. This includes:

« The initial collection point
« Any movement to the final resting point prior to removal
o Any processing for further use

« Any processing for sale to another if performed by a servicer or industrial
processor

Example:

The cardboard boxes discarded after the removal of production parts either in the raw
materials inventory area or the production area are collected in a bin. A forklift moves
the bin to the back of the plant. The collection bin is dumped into a cardboard
compactor and compacted. The exemption is allowed up to the point that the
compacted cardboard is stored for removal from the plant. This would include an
exemption for the compactor.

Shipping costs to dispose of production waste materials off site would not qualify for the
exemption whether incurred by the industrial processor or servicer.

The exemption would not be available to a servicer providing the waste disposal service
for the industrial processor, when their activity is hauling the waste. See the “Servicers”
section of this text.
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Some items may be considered by-products of the industrial process. When by-
products are sold, equipment and supplies used during shipment is taxable.

Disposal of non-production scrap and waste is not eligible for the exemption. Non-
production waste would include the disposal of accounting or sales records, old
production reports, and general housekeeping.

The cost of the equipment, materials, supplies and utilities used to neutralize or treat
waste materials and/or water prior to their disposal are exempt up to the point it is
stored for removal from the plant of origin. If the waste is not removed from the plant of
origin, but disposed of on site, the exemption extends to that point of disposal. Some
examples are:

« A heat treat company purchases chemicals to neutralize water
contaminated in the heat treating process. The cost of the equipment,
supplies and utilities qualify for the industrial processing exemption.

« A metal plating company neutralizes production chemicals and scrap at
the plant of origin prior to disposal off site. The cost of equipment and
supplies to analyze and neutralize the liquid and solid waste is not subject
to tax up to the point it is stored for removal from the plant site. This
activity (to analyze and neutralize) is also exempt for a servicer if
performed at the manufacturer’s plant of origin.

« A metal plating company neutralizes production chemicals and scrap at
the plant of origin prior to disposal on site. The cost to process the liquid
and solid waste is not subject to tax. This activity is also exempt for a
servicer if performed at the manufacturer’s plant of origin.

If, in the above metal plating example, the analyzing and neutralizing is not done at the
plant of origin, the cost of the equipment and supplies used would be taxable to
whoever performs the service at the offsite location because they have been removed
from the plant of origin.

Air and Water Pollution Controls

Pollution problems have resulted in the acquisition of elaborate facilities to dispose of
various wastes. The General Sales Tax and Use Tax Acts have been amended to
exempt anything that becomes part of a qualifying air or water pollution control facility,
regardless of whether it is tangible personal property that may be exempt for industrial
processing or real property. These facilities are exempt if the taxpayer obtains the
proper pollution control certificate through the State Tax Commission.
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CAUTION: The air and water pollution control certificates issued by the State Tax
Commission have an itemization of applicable equipment and a stated dollar amount
being exempted. The final cost of material in the pollution control facility may exceed
this amount. Amounts exceeding this limitation are subject to tax. Replacement
equipment and repair parts acquired in subsequent years may be taxable items if their
additional costs would cause the project to exceed the stated exempt value in the
original exemption certificate. The utility costs associated with the operation of these
facilities do not qualify for the exemption given to the facilities and would be included as
taxable usage for utility studies.

Environmental Clean Up

Tangible personal property purchased by or sold to an industrial processor and used to
clean up toxic spills or other environmental contaminants may qualify for exemption
under the waste removal provisions of MCL 205.54t(3)(h). If the clean-up is required
due to contamination by in-process materials or supplies, then the exemption would
apply. The exemption would not apply if the contamination is caused by raw materials
or finished goods generating the need for the environmental clean-up.

Many items are purchased by industry to protect the environment from potential
environmental hazards. Purchases used for this purpose are taxable. For example, a
pit liner used for a containment area by an oil producing company to protect ground
water in the event of an oil spill would be taxable.

The exemption would not apply to equipment used by a servicer doing the
environmental clean-up for the industrial processor.

References pertaining to this information can be found in the index under Chapter 36
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Index of References

Chapter 1 — Introduction and Overview:

MCL 205.54t

MCL 205.54y

MCL 205.940

MCL 205.94(1)(o)

MCL 205.54r

RAB 2000-4, Sales and Use Tax - Industrial Processing
1979 AC R 205.90 (Rule 40), Industrial Processing

Chapter 2 — Activities of Processors that May Not Qualify for Exemption:

e o o o o o

MCL 205.940(6)(c)

MCL 205.93a(1)(f) and (g)

1979 AC R 205.109 (Rule 59), Photographers and Photo Finishers)

1979 AC R 205.119 (Rule 69), Sign Painting

1979 AC R 205.130 (Rule 80), Tire Retreading and Vulcanizing

RAB 1993-05, Use Tax Base of Tangible Personal Property Affixed to Real
Estate by a Manufacturer/Contractor

Chapter 3 — Industrial Processing Beginning and End:

MCL 205.54t(7)(a)
MCL 205.940(7)(a)
1979 AC R 205.90 (Rule 40), Industrial Processing

Chapter 4 — Cement Trucks:

*

MCL 205.54t(5)(g)
MCL 205.940(5)(g)

Chapter 5 — Computer Software Manufacturing:

MCL 205.54t(1)(d)(vi)

MCL 205.940(1)(d)(vi)

MCL 205.54t(5)(k)

MCL 205.940(5)(k)

MCL 205.54d(g)

RAB 1999-5, Sales and Use Taxation of Computer Software

RAB 2000-4, Sales and Use Tax - Industrial Processing, Conclusion VII (6)
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Chapter 6 — Computer Studies:

o See “Computers Used in Industrial Processing by Servicers” section of this text

Chapter 7 — Computers Used in Industrial Processing by Servicers:

MCL 205.54t(1)(d)

MCL 205.940(1)(d)

1979 AC R 205.90 (Rule 40), Industrial Processing

1979 AC R 205.117 (Rule 67), Repairs and Servicers

RAB 1999-5, Sales and Use Taxation of Computer Software
RAB 2000-4, Sales and Use Tax - Industrial Processing

Chapter 8 — Conversion of Tangible Personal Property from an Exempt Use to a
Taxable Use:

« None

Chapter 9 — Delivery — Just in Time:

« None

Chapter 10 — Direct Pay:

« MCL 205.54a(1)(n)
« MCL 205.98
« RAB 2000-3, Sales and Use Tax Direct Payment Requirements

Chapter 11 — Electrical Distribution Systems:

« MCL 205.54t(5)(a)

« RAB 2000-4, Sales and Use Tax — Industrial Processing, VI (1) Examples 26 &
27

« 1979 AC R 205.90(3)(a) (Rule 40), Industrial Processing

« Detroit Edison Co v Dep't of Treasury, 303 Mich App 612 (2014)

Chapter 12 — Grain Elevators:

« LR 86-10, Refund Claim- Exempt Fuel Energy Purchases
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Chapter 13 — Inventory Withdrawals/Consumed Goods:

« MCL 205.94

« 1979 AC R 205.90 (Rule 40), Industrial Processing
« 1979 AC R 205.112 (Rule 62), Premiums and Gifts
« LR 73-7, Reciprocity

Chapter 14 — Material Handling:

o MCL 205.54t(3)(j)
o MCL 205.94(y)(vi)
« RAB 2000-4, Sales and Use Tax - Industrial Processing

Chapter 15 — Miscellaneous:

« None

Chapter 16 — Packaging Equipment:

o MCL 205.541(7)(a)
« MCL 205.940(7)(a)
« 1979 AC R 205.90(6)(b) (Rule 40), Industrial Processing

Chapter 17 — Packaging Function:

« None

Chapter 18 — Packaging Materials:

« 1979 AC R 205.68 (Rule 18), Containers, Cartons, and Wrapping Materials
« RAB 2000-4, Sales and Use Tax - Industrial Processing, Conclusion VI (10)
« LR 86-13, Returnable Drum Containers

« LR 82-3, Shipping Containers

Chapter 19 — Percentage Application:

MCL 205.54t(2)

MCL 205.940(2)

1979 AC R 205.90 (Rule 40), Industrial Processing

RAB 2000-4, Sales and Use Tax — Industrial Processing

Chapter 20 — Policy (or Goodwill) Adjustment:

« None
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Chapter 21 — Printers:

MCL 205.54a(1)(f)

MCL 205.54t

MCL 205.94(1)(1)

MCL 205.940

1979 AC R 205.113 (Rule 63), Printers, Lithographers, Photostaters,
Typographers, and Blueprinters

« 1979 AC R 205.90(3)(b) (Rule 40), Industrial Processing

« RAB 1988-33, Sales and Use Tax - Newspaper Supplements

« LR 80-6, Newspapers, Magazines, & Other Publications

Chapter 22 — Prototypes:

o MCL 205.54(7)(c)
o MCL 205.940(7)(c)
« RAB 2000-4, Sales and Use Tax - Industrial Processing, Conclusion Il (2)

Chapter 23 — Quality Control/Research or Experimental/Engineering:

o MCL 205.54t(3)(b-d)
o MCL 205.940(3)(b-d)
« 1979 AC R 205.90(5)(b) (Rule 40), Industrial Processing

Chapter 24 — Real vs Personal Property:

« None

Chapter 25 — Reconditioning/Remanufacturing:

« MCL 205.54t(3)(g) & (7)(d)
o MCL 205.940(3)(g) & (7)(d)
« RAB 2000-4, Sales and Use Tax - Industrial Processing

Chapter 26 — Refrigeration & Freezers:

« MCL 205.54t
« MCL 205.940
« 1979 AC R 205.89 (Rule 39), Ice Producing

Chapter 27 — Repackaging:

« None
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Chapter 28 — Retail Preparation of Food:

o MCL 205.54t(5)(h)
o« MCL 205.940(5)(h)

« MCL 205.54(2)

« RAB 2000-4, Sales and Use Tax - Industrial Processing

Chapter 29 — Retailers and the Industrial Processing Exemption:

« 1979 AC R 205.104 (Rule 54), Optometrists, Ophthalmologists, Opticians, and
Optical Supply Houses.

« LR 85-20, Sale of Dental Ceramics

« LR 87-52, Medical Equipment and Supplies

Chapter 30 — Scrap Dealers & Recyclers:

MCL 205.54t(3)(h)

MCL 205.54t(3)(i)

MCL 205.54t(4)(f)

MCL 205.940(3)(h)

MCL 205.940(3)(i)

MCL 205.940(4)(f)

MCL 205.92(1)

LR 86-25, Processing and Sales of Shredded Paper

Chapter 31 — Servicers:

« None

Chapter 32 — Storage — Storage Tanks and Mixing Tanks:

o MCL 205.54t
« MCL 205.940
« LR 88-16, Rental of Gas Cylinders

Chapter 33 — Store Accounts (Non-Production Inventory):

MCL 205.54t

MCL 205.940

1979 AC R 205.90 (Rule 40), Industrial Processing
RAB 2000-4, Sales and Use Tax - Industrial Processing
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Chapter 34 — Taxidermists:

MCL 205.54t
MCL 205.940
1979 AC R 205.90 (Rule 40), Industrial Processing

Chapter 35 — Utilities:

MCL 205.54t(4)(e) and (5)(a)

MCL 205.940(4)(e) and (5)(a)

RAB 2000-4, Sales and Use Tax - Industrial Processing
1979 AC R 205.90(3)(a) (Rule 40), Industrial Processing
LR 87-53, Utility Service Charge

LR 90-16, Refund on Utilities Used for Industrial Processing

Chapter 36 — Waste Removal/Pollution Control Facilities:

MCL 205.541(3)(h)

MCL 205.940(3)(h)

MCL 205.54a(1)(l)

MCL 205.94(1)(s)

1979 AC R 205.90(5)(e) (Rule 40), Industrial Processing
1979 AC R 205.137 (Rule 87), Air and Water Pollution
RAB 1990-2, Sales and Use Taxes - Storage Facilities

IP Manual

RAB 2000-4, Sales and Use Tax - Industrial Processing, Examples 12 & 15
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