Amnesty — Protective Claims

As a result of the recent Tax Amnesty Program, about 2,000 protective claims
totaling $3.5 billion were filed. Taxpayers made advance payments to avoid post
amnesty-related penalties based on estimates of amounts that may be owed for
additional tax liabilities due to ongoing or anticipated audits, protests, appeals, or
settlements. To date, we closed about 160 protective claims and refunded about
$10 million.

We took significant steps to expedite the resolution of protective claims, as

follows:

1.

The completion of protective claim audits will be accelerated with the
taxpayers’ cooperation by reducing audit timeframes from 24 to 12
months, with completion of protective claim audits by May 2006. To
expedite resolution of protective claims, we are pursuing closing
agreements during the audits. Audit technical specialists or legal staff are
partnering with auditors on closing agreements or other technical issues.

The completion of protests filed November 2005 or later that are
associated with a protective claim will be accelerated with the taxpayers’
cooperation by reducing Legal processing timeframes from 33 to 20
months. The goal for completion of protests filed prior to November 2005
that are associated with a protective claim is the later of 20 months from
the date the protest was filed or November 2006.

Although appeals before the State Board of Equalization (SBE) are
based upon SBE briefing schedules and determinations, we will advise
the SBE when an appeal is related to a protective claim. Our goal is to
expedite filing of our appeal briefs with the SBE.

Settlements are resolved within 9 months of the taxpayer requesting
settlement. If settlement agreement is not reached, a protective claim
reverts back to its original status where protest or appeal timeframes

apply.

Protective claims involving ongoing IRS examinations, abusive tax
shelters audits, pending bankruptcy, litigation and SBE matters, or
taxpayers requesting additional time may not be expedited. After audits
are completed, taxpayers may subsequently pursue protests,
settlements, or appeals.

We continue to seek ways to improve upon the timeliness of our resolution of the
protective claims.
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