





iImposed under Sec. 4251 of Title 26 of the United States Code [the FET], as
such Section existed on November 1, 1967." The City Iis reviewing the
Department of Treasury's May 25, 2006 announcement, as well as IRS Notice
2006-50, 2006-25 |.R.B. 1141, issued in connection with this announcement, to
determine the effect of these changes on the application of the City's telephone
users’ tax ordinance, if any.

The City has received one request for the cessation of the collection of the
telephone users tax on long-distance service where the charge varies only by
time and on charges for services where long-distance and local services are
bundled. This request was filed on behalf of a single resident of the City, and “all
similarly situated taxpayers in the City of Los Angeles,” and also seeks a one- or
two-year refund. The City Attorney is considering the appropriate response to this
request, including whether to treat the request as an administrative claim as a
precursor to a class action lawsuit.

In addition, a portion of the City’s telephone users’ tax (that on wireless
telephone service) has been challenged under a Superior Court action entitled
AT&T Wireless et al. v. City of Los Angeles. Specifically, the case challenged the
City’s request — as a result of other changes in federal law — that, effective March
2003, all wireless carriers collect utility users’ tax on the calling portion of
wireless telephone bills regardless of whether they had previously collected the
tax on that portion of the bill. The suit alleges that the City’s actions represented
a change in the taxing methodology for wireless phone calls, representing a tax
iIncrease that required voter approval under Proposition 218. The judge in this
Superior Court case issued a writ of mandate and judgment requiring the City to
withdraw its request as to two cellular service providers and revert to prior
collection practices as to those carriers. The City has appealed, and the writ of
mandate has been stayed pending the appeal. Also, pending the appeal, the City
continues to collect these taxes as it has since 2003. The portion of the utility
users’ tax that is derived from wireless telephone service is estimated to be $162
million (of the $270 million total telephone tax revenues) in the Fiscal Year 2007-
08.

Based on all of the above, the City is unable to establish a reliable
estimate of the potential revenue loss resulting from an adverse final judgment in
the AT&T Wireless case and current and pending changes in federal excise tax
practices. However, the City believes that a significant portion of the $270 million
telephone users' tax may be at risk. In addition, the City could be exposed to the
risk of having to make refunds of prior collections for a limited number of years.
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