RESPONSE TO FI RST SERIES OF QUESTIONS (April 24, 1991).

*

April 24,

QUESTI ON 1
A COWPLETE LI ST OF ALL ENTITIES ASSOC ATED CR

CPERKTrCNS_7Nﬂ57TITST_OFT*E?TFFTCERS__DFRECTORS
TRUSTEES, AND STOCKHOLDERS.

The principal organizations to which this question relates
are described in the Form 1023 Church of Scientol ogy
International ("C3") filed in March 1990, a copy of which is
encl osed as Exhibit 1-1.jL. That appllcatlon i ncl udes an
attacﬁhenSTDT“Gg”pages describing the principal organizations
within the referenced "organi zational structure.” You should |et
our representatives know of any specific questions you nmay have
about any organi zation described there.

CSl's Form 1023 descri bes the churches and m ssions that
mnister the lower |levels of Scientology religious services and
lists the nunber of each within the United States and worl dw de,
but it does not name them Each such church serves the sane role
and operates substantially identically to all other churches;
each mssion likewise is functionally identical to all other
m ssions. You indicated that you were not interested in

receiving a list of all such organizations so we have not
provi ded that information.

There are a few m scel | aneous Scientol ogy organizations that
were not specifically described in the Form 1023 because they are

v

Technlcally there is no single entity known as the "Church
of Scientol ogy", but for convenience, we sonetines refer to the
Sci ent ol ogy international eccl esi asti cal hi erarchy of churches —
including ecclesiastical support and rel ated social betternent
organi zations —as the "Church of Scientology" or the "Church".
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relatively insignificant in light of the overall hierarch
(though many were noted or described in other subm ssions
These organi zations are:

1- MWMSE_Inc., WSE, Inc.,* is a Delaware corporation
used by Religious Technology Center ("RIC') as its interim
nom nee for registering Scientology religious marks in countries
that do not recognize ownership rights of religious corporations
or enforce their contracts. (It was described in the Form 1023
RTC filed on March 15, 1990.) 1In 1985, the Inspector Ceneral
Network ("IGQ\N') was forned to be the registered owner of the .
religious marks in such countries. The process of transferring
registration of the marks fromWSE, Inc., to IGN is ongoing;
hence, WSE, Inc., is still the registered owner of the marks in
a fewcountries, but this is its sole function. Once |G\ becones
the registered owner of all the marks, WSE, Inc., will be
di ssol ved.

WSE, Inc., has filed Federal corporate incone tax returns
on Forms 1120 since its incorporation in 1982. Al of its shares
are owned by IG\. It has never paid any dividends.

2. FSO Q C.  FSO &l ahoma Investnents Corporation is a
whol | y-owned for profit subsidiary of Church of Scientology Flag
Service Organization ("CSFSO'). FSO O C was forned for _
investnent in oil and gas properties and real estate. |t files -
der_mdlléo corporate incone tax returns and has never paid any

i vi dends.

3- NEP subsidiaries. New Era Publications International,
ApS ("NEP'), the Danish corporation which publishes and
distributes the Scientology Scriptures outside of North America,
carries on its activities in countries where it has nmgjor
printing and distributing operations through |ocally-incorporated
entities. (These subsidiaries were noted but not identified in
CSl's Form 1023.) NEPes subsidiaries are:

N. E. Publications Australia Pty. Ltd.
NEW ERA Publications ltalia, S.r.l.
NEW ERA Publ i cations Japan, |nc.

NEW ERA Publ i cati ons Deut schl and, Gtbh
NEW ERA Publ i cati ons France, SARL

NEW ERA Publ i cati ons UK, Ltd.

NEW ERA Publications S A (Spain)

v WSE, Inc., should not be confused with World Institute of

Scientology Enterprises, a fellowship association of Scientol ogy
busi ness nen and busi ness wonen, which has the acronym"WSE" and
is discussed separately in the response to question 8.
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NEW ERA Publications Israel (dormant)

None of these subsidiaries has ever paid a dividend.

4. ERA Dinamca Editores is a Mexican corporation that
publ i shes and distributes the Scientol ogy Scriptures in Mxico
and Central Anerica. Half of its shares are held by the
Feder aci on Mexi cana Di anetica ("the Federation"), a Mexican
menber shi p corporation whose nenbers are |ocal Scientol ogists.
The other half are held by staff of the Federation as nom nees
for the Federation. Since Mexican |aw prohibits churches from
i ncorporating, owning property, and exercising other inportant
legal rights, Scientology's affairs are conducted in that country
t hrough secul ar corporations, as are the affairs of nost other
religions in Mexico. The Federation is the equivalent of a
Sci entol ogy eccl esiastical managenent organi zati on.

5- SCR Services Ltd.. SCR Services Ltd. is a non-U.S.
cor poration which perfornms bookkeepi ng and banki ng services for
three non-U S. Scientology trusts —Trust for Scientol ogists
("TFS'), which holds advance contributions to CSFSO fromits non-
U S parishioners; Sci entol ogy International Reserves Trust
("SIRT"), the principal non-U'S. entity for Church reserves; and
Flag Ship Trust ("FST'), the trust fornmed to help effect the
purchase of the vessel to house the Foundation urch of :
Scientology Flag Ship Crganizatlon ("CSFSSO'). These trusts are
described 1n nore detail in CSI's Form 1023 as well as in
response to questions three, four and five, below SCR Services
files all required annual bal ance sheets and tax returns, as
prepared by its accountants, Gant Thornton. Al of its stock is
owned by SIRT.

6. IAS service corporations. As discussed in CSI's Form
1023, I AS is a voluntary menbership association formed to pronote
and Ereserve the Scientology religion worldw de. [|AS is not part
of the Church of Scientology hierarchy. It has its own separate
board of directors elected annually fromanong its nenbers, and
it functions autononously from CSI and the rest of the hierarchy.
Neverthel ess, information is provided herein about |IAS because
the Service has specifically requested it.

Because I AS is an unincorporated association, it is not a
legal entity capable of holding property or carrying out legally
cogni zabl e activities and thus nust rely on other entities to
conduct its admnistrative and progranmmatic affairs. Thus, there
are three non-U S. corporations that carry out various activities
on behal f of IAS pursuant to contract. One, Theta Managenent
Limted, assists IAS by providing it nenbershlp services
(correspondence other direct nail and dues processing) and
general banki ng and bookkeepi ng services. Another, Menbership
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Services Adm nistration Ltd., functions as a relay point for
incomng and outgoing nail and for dues, donations and other |AS
receipts. It also handl es the paynent of fundraising conm ssions
to nenbership tours and Field D ssem nators which pronote
menbership in and donations to IAS. The third corporation,

| nternati onal Menbership Services Adm nistration, N V. (also
called IAS Adm nistrations), is responsible for nenmbership
conmmuni cations and pronotional activities, including publication
and distribution of the IAS menbers' magazine | MPACT.

Each corporation's shares are held for the benefit of the
| AS. Each corporation pays all required taxes and files al
required tax returns and financial statenents with the
appropriate offices in their countries of incorporation; these
returns and statenments are prepared by their accountants, either
G ant Thornton, or Coopers & Lybrand D jker Van D en.

7. Eur opean Association for Scientol ogy, a Danish
nonprofit menbership corporation forned to facilitate nenbership
functions in European countries that do not recognize
uni ncor porated associ ations, was briefly nentioned in CSI's Form
1023. Its sole nmenbers are four European Churches of Scientol ogy
— Church of Scientology Religious Education College (U K.),
Church of Scientol ogy Advanced Organization Saint H | Europe and
Africa (Denmark), Church of Scientology of Sweden and Church of
Sci entol ogy of Deutschland (Germany and Austria). Its annual .
financial statenents are prepared by Deloitte, Haskins and Sells.

8. Dani sh Associ ation of Scientol ogists is an association
of Danish churches formed to coordinate matters of conmmon
interest anong |ocal churches and to appoint delegates to
represent the Dani sh churches at the annual |AS convention. It
has been ruled tax-exenpt by the Danish authorities. |Its sole
menbers are the four Danish Scientol ogy churches — Church of
Sci ent ol ogy Advanced Organi zation Saint H Il Europe and Afri ca,
Church of Scientology Jylland (Arhus), Church of Scientol ogy of
Denmark and Church of Scientol ogy of CbPenhagen. Its annua
financial statenents are prepared by Deloitte, Haskins and Sells.

9. Mastertech is a California for-profit corporation which
is wholly-owed by the Wrld Institute of Scientology Enterprises
("WSE"). It is licensed by CSI (through WSE) to produce and
sell the "How to Qperate a Conputer Course" which is an
application of M. Hubbard s study technologY to using a
conputer. Mastertech files Form 1120 Federal incone tax returns
and has never paid a dividend.

_ 10. California Association of D anetic Auditors ("CADA")
is a nonprofit corporation created by CSI in 1987 to reserve that
corporate name in order to protect the integrity of the religious

-4 -
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mark "Dianetics."” it was and has remai ned a wholly dornmant
corporation.

11* RIC Australia - in 1986, RIC contenpl ated the
establ i shnent of continental level offices in California, the
United Kingdom FEurope and Australia. RTC Australia was
incorporated to be the Australian continental office and was
recogni'zed in Australia as tax exenpt. RITC subsequently deci ded
not to establish these continental offices. RIC Australia
remains in existence although it is wholly dormant. It has
m ni'mal assets, has never received any incone and has never Daid
a di vi dend. *

. These el even entities, together with the entities discussed
m CSI's Form 1023, constitute all of the entities presently in
exi stence which can be considered as "affiliated" wth

Scientol ogy. Attached as Exhibit 1-2 is a list of the officers
directors, trustees and sharehol ders of each of the existing
entities identified here or in CSI's Form 1023 which are part of
the Church of Scientology ecclesiastical hierarchy as of

April 24, 1991. A summary description of each of these

organi zations and the extent of its operations is provided in
response to question 2.

A large nunber of Scientology organizations thus are no
| onger in existence. A question cane up at the March 7 neeting
with respect to sonme of these entities that no longer are in
exi stence. Specifically discussed was | MJ Services, Inc. *' as
well as certain entities about which the Service had raiséd
guestions late in the course of CSlI's first exenption proceeding.
The princi'pal reason for these changes involved the consolidation
of US. and non-U S. Church reserve entities. Prior to 1989
there were a nunber of separate U. S. and non-U S. reserve
entities, primarily trusts, each for a specific reserve function.
Most of these were dissolved before the end of 1988, |eaving two
US. entities —Building Managenent Services, Inc., and Church
of Scientology Religious Trust ("CSRI") -- and two non-U.S.
entities — Scientology International Reserves Trust ("SRI") and

’

¥

. At the March 7 neetin%, M. Onens suggested that the
Servi ce knew absol utely nothing about | MJ Services, Inc. As our
representatives di scussed, however, |MJ Services filed Form 1120
corporate incone tax returns for all the years it existed — 1985
t hrough 1983 —and recently had undergone an audit of its 1986-
1988 taxable years by the Service's Jacksonville, Florida

Exam nation Dvision. |MJ Services has filed an action in the
Tax Court to challenge the only adjustnent proposed by the

exam ning agents. See |IMJ Services. Inc. v. Conm ssinner Tax
Court No. 27695-90. -~ -
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Flag Ship Trust. These four reserve entities are described in
detail below in response to questions three, four and five. The
various Scientology entities about which the Service has
previously inquired which are no longer in existence, and the
(erPani zations receiving their assets on dissolution, are as

0

| ows:
Dissolved Entity Reci pi ent
| MJ Services, 1nc. | MU Adm ni strations ApS'
| nt ernati onal Sci ent ol ogy SI RT
Filnms Trust
I nt ernati onal Scientol ogy CSRT
Rel i gi ous Trust
I nternational SCOR Trust SIRT
Scientol ogy International M ssions Sci ent ol ogy M ssi ons
Trust I nt ernati onal
SCR Managenent Services, Ltd. C of S Religious Education
: Col l ege, Inc. ("CSREC')*
U. S. Churches of Scientol ogy CSRT
Trust ®
f’_. LIMJ Adm ni strations ApS itself was dissolved and its assets
distributed to the Danish Association of Scientologists '
descri bed above. il '
é’_ CSREC is. the corporation housing the Advanced and Sai nt
H'l I dOr gani zations and other Church organizations in the United
ngdom

* As stated in its trust instrument, USCST was formed for the
def ense, propagation and di ssem nation of the religion. These
are sone of the many purposes for which central U S reserves are
kept by CSRT. CSRT recently underwent an EP/EO exam nation in
whi ch the agent recommended no change in CSRT' s section 501(\(/:\21(3
exenpt status. That exam nation included 1988, the year in whic
USCST was di ssolved and its assets transferred to CSRT; the

exam' nation specifically looked at all of CSRT's receipts as well
as its di sbursenents. -
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QUESTION 2
AN ORGANI ZATlI ONAL CHART SHON NG THE PLACE AND
RELATTONSHI P P EACH ENTTTY TN THE STRUCTURE..

A singl e organizational chart is inpracticable because of
the nunber of different entities and the nunerous and disFarate
rel ati onshi ps anong them Scientology is an internationa ,
religion, enconpassing nmany different functions and operating in
69 countries around the world. |Instead, we have prepared and
included four separate organizational charts, attached as
Exhibits 1-3 to 1-6, one for each mgjor function. Each separate
chart shows, as requested, the place and rel ationship of each of
the various entities in the ecclesiastical and corporate
structure. Attached to each organi zational chart, for your
convenience, is a brief description of each organi zati on shown on
the charts. As you requested in question 1, these also include
descriptions of the extent of each organization's operations
through references to the size of the organization's staff and

the size of its budget.

Exhibit 1-3 is an organi zational chart showing the entities
directly involved in the mnistry of religious services to
i ndi vidual parishioners, and their ecclesiastical supervisory
bodies. This chart represents the heart of the religion —nore

than 700 churches, m ssions and groups operating in 69 countries
around the worl d.

/  Exhibit 1-4 is an organi zational chart show ng the various

entities involved in the support, defense and expansion of the
Scientology religion; included are those entities that exist
solely for reserve purposes, and certain entities which, in the
course of their activities, use their funds and property in a
manner that acconplishes reserve purposes.

N

Exhibit 1-5 is an organizational chart show ng the various
entities which are responsible for the production, publication

and distribution of religious materials, including the Scriptures
and E- Meters.

Exhibit 1-6 is an organizational chart show ng the various
Scientol ogy entities that are involved in social betternent and
ot her public benefit activities. This chart, however, does not

i nclude individual churches of Scientol ogy, which thenselves
engage in social betternent and other community outreach
activities such as anti-drug canpai gns, environnmental i nprovenent
and assistance to children, senior citizens, the honel ess and

ot her negl ected individuals.

\\“7
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Exhibit 1-7 is a summary description of the Scientol ogy
menber ship system .i.e.. the | AS, various regional and national
menber shi p organi zati ons and vari ous nenbershi p service and

support organi zations, which are not part of the ecclesiastical
hi er ar chy.

-

) Exhibit 1-8 |lists various other Scientol ogy organizations
J ich, while not part of the ecclesiastical hierarchy, were

J described to the Service in CSI's Form 1023 or herein or about
J ich the Service has expressed concerns.

\\_-

AN EXPLANATI ON CF HON CPERATI ONAL AND FI NANCI AL
AUTHORTY TS EXEROSED TN THE ORGANT ZATTONAL

STROCTURE. TNCLUDI NG A COVPLETE DESCHR PITON OF THE
AUTHOR TY ORGANI ZATTONS AT THE H GIEST LCEVEL HAVE ™
OVER M D-CEVEL AND LOVER- CEVEL  ORGANI ZATT ONS,

. D.—
TH'S SHOOLD ALSO TNCLUDE A DESCRITPITON O THE FLAG
BANTT NG OFFICE B8YSTEM AND THE AMOONT OF CONTROL A~
FCAG BANTTNG O-FTCER HAS W TH RESPECT TO HS OR
HER ASSI GNED  ORGANN ZATT ON

QUESTI ON 4.

AN EXPLANATI ON G- WHO EXERCI SES CONTROL OVER THE
ENIT TT ES. SPECTFTCALLY, WHAT TNDI VIDUAL OR
TND VI'DUALS HAVE DECT STON VAKTNG AUTHORI TY

FOR
ECCLESIASTT CAL, CORPORATE,  LEGAL. OR FI'NANCI AL

MATTERS AFFECTTNG ALL OR SOVE ENITTTES TN THE

IHE 11T Ve HE CONIRULLED THE (J-IUR(,:H.
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QUESTION S
A DESCRI PTION OF THE FLON G FUNDS CR OTHER ASSETS

PHYSI CALLY OR ELECTRONI CALLY.

At the March 7, 1991 neeting, you determ ned that these
guestions were closely related and shoul d be answered together.
You also indicated that you were interested in decision-naking
authority involving the flow of funds and financial matters and
not those relating to actual conduct of religious services or
nonfinanci al adm ni strative or operational matters. Qur
representatives pointed out that detailed and extensive
information on this authority had been provided to you in the
exenption determ nation proceedi ngs involving CSI, RTC and CST
and 1n the church audit inquiry proceedings involving the
Foundi ng Church of Scientology of Washington, D.C., Church of
Scientology Flag Service Og, Inc. ("CSFSO'), Church of

Sci ent ol ogy of Boston, Inc., and Church of Scientol ogy Western
United States ("CSWS').

What follows is a conpilation of the information contained
in these prior presentations, updated to reflect a few m nor
changes that have occurred since. First, we describe the general
flow of funds, for both churches and non-church Scientol ogy
organi zations, including how funds come in and how funds are then
di sbursed or placed in reserves. Second, we explain the
aut hori zation process for disbursenents, including the
di sbursenment of reserve funds.

Needl ess to say, the Church's ecclesiastical structure is
too conplex to portray the flow of funds to, among and fromthe
various churches and their related organi zations through any
pictorial representation. After a great deal of experinentation
we have concluded that the best way to depict this flowis on an
organi zation by organi zati on basis. Consequently, attached as
Exhibit 1-9 is a table for each distinct church and nonchurch
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organi zation within the hierarchy’ that identifies the nature

and source of each significant receipt, the nature and recipient
of each significant disbursenent, and the relative percentage of —
each*' for. the nost recent year for which an annual financial "
st at enent |s avallable for the organlzatlon (generally 1989)

T e e s o e e

The primary source of fundlng for the SC|entoIogK
eccl esi asti cal hierarchy is its congregation —the thousands and
t housands of individual  Scientol ogists throughout the world who
contribute to their mssions or churches in order to receive
Scientol ogy religious services, books and materials.
Eccl esi ast1 ¢ managenent organlzatlons i ke CSI, Scientol ogy
M'ssions International ("SM") and International Hubbard --
Eccl esi asti'c League of Pastors ("IHELP') are supported by the
churches, nissions, and field ministers that they manage- (by
tithes in the case of SM and | HELP and by nanagenent* -and film
i cense paynents in the case of CSI).

u

B . 7/ You previsouly indicated that you were not interested in
specific information about (ass V churches and m ssions-
accordingly, we are including in Exhibit 1-9 a sanple dass V
organi zation and a sanple mssion. Because the four Advanced and
sant H |l organizations —housed in CSWJS, CSREC, Church of

Sci ent ol ogy Advanced and Saint H |l O ganization Europe and
Africa and Church of Scientology, Inc. —are oEerationaIIy

| dent i cal organi zations, we have included in Exhibit 1-9 only one
such organization — CSWJS — as an exanpl e. The information

i ncl uded on Exhi'bi't 1-9 with respect to CSWS is for the entire
corporation, which also includes an intermedi ate |eve

eccl esi asti cal managenent organi zation (the Continental Liasion
O fice western Uni'ted States), a separate division which provides
accommodat ifons for Church staff at the Church's main Los Angeles
conplex, and a dass V church organizati on.

8' W have conpiled the attached tables from financia
information for the various organizations in our possession. W
however, do not have detailed financial information with respect
to nost of these entities and, therefore, all percentages are
approxi mations and not every source of receipts or recipient of

di sbursenents can be identified. Nonetheless, we believe these
tabl es present an accurate picture of the flow of funds. For
conveni ence, any category of receipt or expenditure that nakes up
| ess than one percent of the total has been omtted.

9 The amount of managenent fees paid to CSI is determned
weekly by each church's Flag Banking Oficer in light of the
amount owed CSI and the local church's own needs. The paynent
generally averages five to ten percent of |ocal church's weekly
recei pts. Larger churches pay proportionately nore. -

- 10 -

CSProd 11493 151256



The Church of Scientology's nore secular-oriented
organi zations also rely on the general public for their financia
support. The social betternment executive and nmanagenent
organi zations derive their financial support from contributions
and grants fromthe general public and from paynents from | oca
social betternent organizations for services or books. Loca
soci al betternent organizations and sonme national organizations
are funded primarily by contributions and grants from the general
public and grants from Sci entol ogy organi zati ons. The church's
publ i shing organi zations — New Era Publications Internationa
ApS and Bridge Publications, Inc. —are supported primarily by
sal es of books, tapes and materials to Scientol ogy churches and
othgr organi zations and, to a nmuch lesser extent, sales to the
t rade.

Once funds are received by a church or other organization
they becone subject to Scientology ecclesiastical admnistrative
policy and are adm ni stered through the Church's "Finance
Network." The Finance Network is one of seven "networks" in the
Scientology religion that perform specific functions necessary
for expansion such as program devel opnent, execution and
managenent and finance. Like the other networks, the Finance
Network is admnistered by CSI's staff.

The Finance Network is responsible for all matters rel ating.
to the financial affairs of the hierarchical church, including
budgeting and reserves. It coordinates the needs of the Church
t hrough weekly, nonthly and annual budgets and financial planning
t hroughout the entire network. The operation of the Finance
Network is described in detail below by describing the flow of
funds to a typical Scientology organization and by tracing the
flow of funds to the higher level organizations and to the
organi zati ons which receive and expend reserves. This is
followed by a description of the functions, activities and
authority of CSI in relation to the finance and reserves systens.

The Flag Banking Oficer ("FBO) is the ecclesiastica
equi valent of a "Treasurer” or "chief financial officer” in the
secular world and nost often holds that corporate position. (The
sane position in a Scientology non-Church organization is called
the "Finance Director.") The FBO is responsible for assuring
that the church remai ns sol vent and abi des by Scient ol ogy
admnistrative policy with respect to the expenditure of funds.
The FBO has executive ecclesiastical authority and is at the sane
| evel as the church's senior executive officer. As chief
financial officer, the FBO has final authority to approve or
di sapprove the church's weekly financial planning.

As discussed in nore detail in CSl's protest, the financia
staff personnel in the various churches have higher authority

11
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than the other staff nenbers of the church with respect to the
matters under their authority. Each FBO therefore has superiors
in the ecclesiastical hierarchy up through the F nance Network
and ending with the CSI staff position of FBO International

M ssi ons, nonchurch organi zations, and churches deposit the
funds they receive directly in their bank accounts even though,
in the cases of churches and m ssions, the services for which the
funds were contributed may not be provided until far in the
future. Two higher-level churches (CSWS and CSFSO forward
their advance contributions to trusts established for the benefit
of the contributors to hold until the contributor actually
receives the services for which the contributions are made. This
system ensures that the funds will be available in the event the
pari shioner desires that the contributions be refunded or applied
to anot her purpose before the contributor actually receives the
service. Two trusts have been established to adm ni ster these
advance contri butions.

One trust, United States Parishioners Trust ("USPT"),
recei ves advance contributions of United States parishioners to
both CSWS and CSFSO and holds themin trust subject to
appropriate instructions fromcontributors. USPT pays the
advance contribution to CSWJS or CSFSO at the tine the
contributing parishioner receives the religious service in
question unless the contributor directs that the contribution be
transferred to another church of Scientology (so the contributor-
may obtain services there) or be refunded. USPT al so hol ds bonds
i ssued by CSFSO and BMB that are secured by nortgages on their
properties, and it receives nnrtgage paynents (including
Interest) fromthem As required by USPT's trust instrunent, it
distributes any incone earned on its corpus (including nortgage
interest) for purposes of the Scientology faith that are
consi stent with section 501(c)(3).

The second trust, Trust for Scientologists ("TFS'), receives
advance contributions from non-United States Barishioners for
religious services at CSFSO and hol ds them subject to the
contributors' instructions. Like USPT, TFS will either pay the
advance contribution to CSFSO when the contributor receives the
religious service, or requests that the contribution either be
transferred to another church or refunded. TFS al so nust
distribute its incone for purposes of the Scientology faith that
are consistent with section 501(c)(3).

Each church initially banks receipts in one of several bank
accounts the church maintains, called its "FO [Finance CfflceL
No. 1 Account."” The funds will stay in this account until e
begi nning of the follow ng week, at which tine ther are
transferred to other accounts according to Scientol og

12
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adm ni strative policy. (These accounts are described bel ow,)
This policy requires that funds be allocated in a way that
assures that the needs of both the specific church and the
religion as a whole are net. Under this system anounts are
automatically allocated to certain expenditures pursuant to a
weekly report form (CS provided you a copy of a typical weekly
report formwth its protest in the adm nistrative proceeding for
its first Form 1023.) This allocation includes recurring
paynments to other Scientology churches (such as filmlicensing
fees to CSI, etc.) and the organization's own budget (called its
"financial planning"), which is prepared on a weekly basis.

A church prepares its weekly financial planning (or "FP") at
the close of each week on the basis of its receipts for that
week. The FP is initiated at the "divisional level" Each
Sci entol ogy church (and secul ar organi zation that follows
Scientology admnistrative policy) is divided into seven
Di visions, one for each facet of an effective program of
religious activities (or charitable or educational activitices in
t he case of nonchurch organizations?. As the initial step, each
of the church's seven divisions will prepare a budget for the
anticiFated expendi tures of the division during the next week.
Wen all these budgets are conbined they constitute the church's
proposed FP for the week. The proposed FP is reviewed by two
staff commttees —the Advisory Council, which is conposed of
t he heads of the church's seven Divisions, and the Executive
Council, which is conposed of the church's nobst senior staff
menbers. The FP is accepted, revised or rejected on a line item
basis, and the resulting FP becones the authorization for church
expenditures for the foll ow ng week, subject to final approval by
t he FBO The FBO is responsible for assuring that the
church's receipts for the week are actually disbursed as required
by the allocation form and the approved FP.

v The precedi ng di scussion assunmes that the church

corporation in question houses only one ecclesiastical

"organi zation," as is the case for nost churches. However, nany
church corporations higher in the ecclesiastical hierarchy house
nore than one ecclesiastical church organization within its
corporate form For exanple, CSFSO houses the Flag Service Og,
whi ch mnisters services to parishioners, and the F ag Estates
Org, which operates and mai ntains the physical facilities used b
the Flag Service Org. Wen there is nore than one ecclesiastica
organi zation within a corporation, each organization wll often
have its own Treasury Division, Flag Banking O ficer, bank
accounts, etc, which often results In transfers of funds between
accounts within the sanme corporation.

13 -
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At the beginning of each week, the FBOw || disburse funds
fromthe church's FO No. 1 account to the appropriate recipient
or other account in accordance with the FP approved for the week.
The principal account receiving transfers fromthe FO No. 1
account is the church's "Main Account,"” fromwhich funds are
di sbursed for the paynent of its day-to-day costs and expenses in
accordance with the FP. Another principal recipient account is
t he Book Account, which receives all funds derived fromthe sale
of books, E-Meters and other itens by the church bookstore that
were deposited in the FO account. The only di sbursenents
permtted fromthe Book Account are for the purchase of books and
E-neters, the paynent of book commssions and for a limted
nunber of other church expenses. Qher recurring principal
di sbursenents include filmlicensing fees and managenent paynents
to CSI by all churches, tithes to SM in the case of m ssions or
to IHELP in the case of field mnisters, and licensing fees to
RTC for the use of the Advanced Technol ogy, in the case of higher
IexeL churghes. Such di sbursenments are identified in
Exhi bit 1-9.

Scientology admnistrative policy requires that each church
mai ntain the follow ng additional accounts:

1. Local ("Qg") Reserves. An account for reserves of the
church for Tocal purposes (such as the expansion of church
facilities). This account is not the sanme as the centra
Le?erves system of the hierarchical church, which is discussed

el ow.

2. CGeneral Liability Fund. An account for reserves for
unanticipated TrabiTities, such as attorneys fees or other costs
and expenses arising fromlitigation. Funds in the G.F account
are intended for the particular purposes of the |ocal church,
rather than for the general purposes of the religion.

3. FSM Account. An account for the paynent of Field Staff
Menber comm ssions for their assistance in fundraising.

4. SCA Account. It is the policy of the Church that
pari shioners who conplete a religious service should receive a
"Service Conpletion Award."” Awards are disbursed fromthis
account .

5. CVvB Account. Anounts are deposited in a "Oains
Verification Board™ account whenever a parishioner requests the
return of a fixed donation and are kept until the request is
abandoned or net.
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6. Reserved Paynent Account. This account is used to set
aside funds for paynment of billTs which are not yet due or which
have been questioned as to anmount or liability.

7. FO No. 2 Account. Anmounts are deposited in this
account to Bay anticipated | ocal expenses of mssionaries sent to
the church by a higher-level organization and for |ocal expenses
of higher level ecclesiastical organizations.

8 FO No. 3 Account. Amounts received by the church which
do not fit 1n any of the usual categories of receipts of a
Sci entol ogy church, or which nmust be held in suspense for any
reason, are kept in this account.

Li ke other hierarchical churches, the Scientol ogy
eccl esiastical hierarchy maintains a central reserves systemto
fund inportant |ong-term and extraordinary projects that benefit
the entire faith such as capital devel opnent, dissem nation and
def ense. These central reserves are managed within the
eccl esiastical hierarchy's Finance Network by individuals serving
on CSlI's staff. -

Reserves accounts are funded through different procedures,
depending on the church or trust that owns the particular account
in question. Mst churches and | HELP participate in the reserve.
systemindirectly through their weekly paynments to CSI (which are
credited against CSI's billings for ecclesiastical nanagenent
services). CSI deposits these funds directly in its centralized
reserves accounts and uses the funds for purposes that benefit
the religion as a whole rather than for its own routine operating
expenses. SM and hi gher churches of the hierarchy — CSWJS
CSFSO and Church of Scientology Flag Ship Service Organization
("CSFSSO') —also fund their own reserves accounts directly.
Each week, CSWJS, CSFSO and CSFSSO al | ocate their receipts anong
their operating expenses, including their Iicensin? fees to RTC
for use of the Advanced Technol ogy and their filmlicensing and
managenent fees to CSI, and any required paynents to advance
paynment trusts (for CSWJS and CSFSO). These represent all of
their recurring expenditures; any excess of receipts over these
expenses is transferred directly to their reserves accounts.
Nonchur ch organi zations |ike ABLE and WSE also directly fund
their own reserves accounts, if they have one, with any excess
funds they may have.

Sci entol ogy ecclesiastical policy would have all Scientol ogy
churches and organi zations participate in the central reserves
system In practice, however, the primary contributors to
Sci entol ogy reserves are CSI, CSFSSO CSFSO CSWJS, SM, and
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WSE.Y In addition, three Scientology religious trusts and one
corporation participate in the reserves system by functioning

i ke special endowrent and grant-meking entities or by hol ding,
managi ng or financing real estate. These four reserves entities
are:

1. Church of Scientology Religious Trust ("CSRT'). CSRT
hol ds the nortgages on several buildings owed by various
chur ches of Sblentolo%y (Churches of Scientology of Austin,
Buffal o, Las Vegas, Philadel phia, Sacranento, San Franci sco and
Sant a Barbara) for which it receives nortgage paynents (including
interest incone). CSRT also receives contributions from
i ndi vidual Scientologists. CSRT nmakes grants to individua
churches (including CSI), finances long-termor extraordinary
real estate projects, and generally uses its funds to further the
religion. As noted above, CSRT has been recogni zed as exenpt
under section 501(c)(3) and has successfully conpleted an
exam nation of its tax status with the recomendati on by the
exam ni ng agent that there be "no change" in its status or
oper ati ons.

2. Scientol ogy International Reserves Trust ("SIRT").
SIRT essentially perfornms the sane function as CSRT except that
it serves non-U S. entities. For exanple, SIRT holds nortgage
| oans to Scientol ogy churches in Canada, Europe and Australi a,
whi ch now pay SIRT on their debt as they can. SIRT uses its
funds for the defense and dissemnation of the religion and for
real estate projects. Mst of its disbursenents have been to pay
the legal defense costs of churches and church staff located in
foreign countries.

3. Flag Ship Trust ("FST"). FST holds funds dedicated to
the furtherance of the SC|ento|og¥ faith contributed by
Sci ent ol ogi sts throughout the world FST al so effected the
purchase of the Scientol ogy ship, the Freewi nds, and is the sole
shar ehol der of three corporations that performthe secul ar
functions necessary to support an on-vessel church. FST now uses
its endowent to fund grants to Scientology churches to finance
real estate projects and general operations.

v While the reserves of nonchurch entities such as WSE and
ABLE are under the ecclesiastical supervision of the Reserves
Committee, their reserves are used only for their own secul ar
pur poses.
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4, Building Managenent Services ("BW5'). BM is an
integrated auxiliary of CS and holds title to buildings in
Southern California leased by CSI, BPI, CSWS, CCI, CSLA SM
W SE, ABLE and CSC. It pays USPT interest on bonds that‘thesé
properties secure.

I n general, each of the churches, trusts and ot her
organi zations identified above maintains reserves in at |east two
separate U.S. dollar bank accounts: one local account (usually
in Los Angeles) and one in Luxenbourg. Sone churches and
nonchurch organi zati ons mai ntain separate reserve accounts for
the foreign currencies they hold. Lower churches generally
mai ntain only local accounts, although occasionally they also may
mai ntain an account in Luxenbourg (none do currently). The two
trusts for advance contributions, USPT and TFS, while not
technically reserves entities, also maintain accounts in
Luxenbour g.

~The specific such accounts (which nay not necessarily have
credit bal ances) naintained by the principal church corporations
and trusts are:

Local Account Luxembourg Account
& her G her -
Dollars Qurrencies Dollars CQurrencies'
CSl Yes No Yes Yes
SIRT _ No No Yes No
CSRT Yes No Yes Yes
FSSO Yes Yes Yes Yes
FSO Yes No Yes Yes
CSWIS Yes NO Yes No
SM Yes NO Yes Yes
W SE Yes No Yes Yes
ABLE Yes No Yes No
USPT No No Yes No
TFS No No Yes No
BVB Yes No Yes No
FST , No No Yes No
Maj esti c Yes Yes Yes Yes
| PT No No Yes No
San Donat o No No Yes No
Transcorp No No Yes No
SOR Servi ces Yes Yes Yes No

The ecclesiastical body within the hierarchical church's
Finance Network with primary responsibility for nanaging centra
reserves is the Reserves Commttee. At present, each nenber of
the Reserves Commttee is a full-tinme staff menber of CSI hol ding
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a high ecclesiastical position. The purpose of the Reserves
Commttee is to ensure that central reserves are kept safe,
expended only for purposes of the religion, and are increased to
assure continued expansion of the church and broader defense and
dissemnation of the religion. A principal function of the
Reserves Commttee is to approve or reject on a line item basis
weekly proposals for expenditures fromcentral reserves. This
weekly budget is conpiled fromall requests fromall churches for
any funding from central reserves.

A proposal for an expenditure fromcentral reserves
generally 1s prepared by a staff nenber responsible for the
activity or purchase for which funding is being requested and
sets forth conplete details of the proposed expenditure
(including how it will further the goals of the religion and the
church). The proposal is initially reviewed by the I nmredi ate
seniors of the staff nenber who prepared it and eventually by the
organi zation's Advisory Council and Executive Council. The
proposal then is sent to the Reserves Commttee along wth any
ot her proposals fromthat church

The Reserves Committee itself consists of five CSI staff
ersonnel —WDC Chai rman, WDC Reserves, International Finance
i rector, SOR Chief, and Reserves Board Finance Oficer. The
specific responsibilities and functions of each of these nenbers
ar e:

1- WDC Chai rman.  WDC Chairman, CSI's nost senior
ecclesiastical official, chairs the Watchdog Commttee §"VWCO
whi ch oversees the ecclesiastical nanagenent structure of the
&ggrch. WDC Chai rman serves as the chief executive officer of

2. WDC Reserves. WDC Reserves is CSI's highest
ecclesiastical authority with respect to central reserves. WC
Reserves is the nenber of WDC who oversees the finance network
and reserves systemof the religion. WX Reserves has the
responsibility of keeping WDC informed as to all financial
matters of the Church

3. International Finance Director. The Internationa
Finance Director is the senior ecclesiastical official of the
I nternational Finance Ofice. The International Finance Director
oversees operation of the International Finance Network, which
supervises all financial planning and financial operations for
the hierarchical church and has ultinmate responsibility for
managi ng t he receiﬁts, expenditures and reserves for the
hi erarchi cal church. The functions and activities of the various
conponents of the International Finance Ofice are explained in
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Exhibit 1-io0, which had been included with the protest CSI filed
inits initial proceeding.

4. Sea Pro _Reserves Chief. The Sea Org Reserves Chief
("SR Chief") is responsible for supervising the use of funds in
central reserves. Since a major use of central reserves is to
purchase or renovate real estate, one of SCOR Chief's nost
I nportant duties concerns the status of the church's needs wth
respect to land and buildings. The SOR Chief directly supervises
starf wth responsibility to coordinate the real estate needs of
the various churches. The SCR Chief also assures that sufficient
funds in the reserves budget are allocated for broad
di ssem nati on

. Reserves Flag Banking O ficer. The Reserves Flag
Banking Oficer ("RBO') (formerly called Reserves Board Finance
CIficer? is responsible for collecting all separate budgetary
proposals into a single budget and for overseei ng actual
expenditures fromreserves. The RFBO prepares the weekly: budget
for approval and presents it first to the full Watchdog Comm ttee
nmeeting as a Financial Planning Commttee. Once the Commttee
approves the budget, with or wthout changes, the RFBO presents
It to the Reserves Commttee for final approval. One of the
RFBO s inportant duties is to nonitor projects that depend or
wi'll depend on reserves for financing, including those in the
earliest stages of planning. This function benefits both the
Reserves Committee ~ by keeping it informed of anticipated needs
-- as well as the organi zation preparing the proposal — by
giving its personnel realistic guidance on financial matters
early on in the planning process.

) | deal | y, proposals for expenditures fromcentral reserves
will be prepared |ong before the expenditure is necessary so they
can be incorporated Into the Finance Network's annual budget
projections for |large, known expenses and into proposed projects
for the upcomng year. These |ong-term budget projections are
used to establish a stable base agai nst which nore detailed
budgets are devel oped for each nonth and week of the ensuing
year, as well as for coordinating with managenent on pl anning and
execution. However, since the need for funding fromcentra
reserves can arise at any tine during the year, organizations
often submt their proposals for reserves expenditures when the
need arises. Regardless of when submtted, all proposals are
processed by the Reserves Commttee under the sanme procedure as
outlined above. - !

The Reserves Comm ttee does not have unfettered control over
reserves accounts, however, if a proposal involves any |arge,
unusual expenditure for a particular church or trust, it nust be
approved by the Board of Drectors or Trustees of the church or
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trust concerned, but only after ecclesiastical approval by
managenent and fi nanci al approval by WDC and the Reserves
Commttee.

Once the Reserves Commttee has approved the weekly reserves
budget, staff are authorized to activate their plans, incur the
expenses, and nonitor expenditures to ensure they are kept within
t he approved budgeted anmobunt. Bills incurred against previously
approved weekly reserves budget are sent to the Reserves
D sbursenents O ficer, who coordinates disbursenents from
reserves accounts and arranges for their paynment pursuant to
Scientology admnistrative policy.

Rel i gi ous Technol ogy Center ("RTC'), being the owner of the
Scientology religious marks, is vested with ultimate
ecclesiastical authority and responsibility to preserve, maintain
and protect the religion. RTC does not participate directly in
the Scientology central reserves system However, RTC approves
any major planning by CSI that affects the use of the Scientol ogy
mar ks, which would include projects affecting the marks requiring
maj or di sbursenments from Reserves for funding.

The nmethod of funding very large expenditures varies
depending on the facts of the particular proposal. Sone
proposal s include requests to set aside funds towards a |arge
purchase or programthat will not be inplenented until the :
future, usually within six nonths. Funds approved for set asides
towards a future expenditure may be retained in a separate bank
account called the "Reserve Paynent Account."” \Wen a very |large
di sbursenent is anticipated for the future, such as the purchase
of a multi-mllion dollar building, but the exact property,
Baynent date or purchase price is not yet determned, funds wll

e built-up in reserves for the large purchase even though not
necessarily placed in a segregated account. Simlarly, if the
expenditure will be made in stages over a long period of tinme, as
with the renovation of a building or certain dissem nation
prograns, funds also will be built-up in reserves, though not
necessarily placed in a separate account. Here, amounts will be
drawn down regularly as approved in the weekly disbursenents.

Thus, disbursenents froma church's reserves account
generally go directly toward a particular project or program
Di sbursenents from CSFSO s reserves accounts, for exanple, nay
fund a dissem nation project by purchasing air tine on television
stations in the United States to broadcast a program or spot on
the classic introduction to the religion —the book Dianetics:
The Mbdern Science of Mental Health. O CSFSO nay use
disbursenents fromits reserves account to finance the
acquisition of a church building in dearwater, Florida.
What ever the particul ar purpose, any disbursenent froma church's
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reserves account also wll be reflected on the church's own
financial statenents. &

QUESTI ON 6
AN EXPLANATI ON OF THE DI STRI BUTI ON OF THE ASSETS
OF THE UNI TED STATES CHORCHES OF SOTENTOLOGSY

OG- SA ENTALOGY TRUST. o

See response to question 1 and n.6, supra.

QUESTI ON_7Z
AN EXPLANATI ON G- ANY COWM SSI ON COVPENSATI ON

‘ ) TES. HOULD
I'NCLUDE A DESCRIPTTON OF TNTERNAL CONTRAOLS. TF

REQUIREMENTS ARE MET FOR COW SSTONS PAID.

The conmm ssion conpensation systens used by Scientol ogy
organi zati ons have been described to the Service in detail on a
nunber of occasions. Two types of comm ssions are paid.

First, church staff whose duties involve themin such
matters are entitled to receive small comm ssions on their sales
to parishioners of religious literature and materials; such
comm ssions are paid fromchurch payroll accounts and are
reported to the IRS as part of such individuals' W2
conpensati on.

Second, individual Scientologists called Field Staff Menbers
("FSMs"), nost of whomare not on staff of any church
organi zation, proselytize the public and direct those interested
to the nearest church. For these services, churches conpensate
their FSMs ten percent of anounts such parishioners contribute
for religions service and 15 percent of anounts contributed for

w Accordingly, reserves disbursenents are reflected in the

vari ous disbursenent line itemcategories listed in the cash flow
tabl es included herein.
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religious (mnisterial) training. ** FSMs are conpensated only
when the individual begins receiving services, not when the -
donations actually are made. in addition to placing the

conm ssions systemin its appropriate context,”" this also

serves to assure that comm ssions are paid only to those who
truly earn them FSM comm ssions paid to individuals are
reported on Form 1099s when required; no reporting of conmm ssions
pard to Churches and church corporations is required.

There are adequate financial controls to assure that
comm ssions are properly reported to the IRS. FSM comm ssi ons
are ﬁald from segregated bank accounts solely for these purposes,
whi ch serves to assure that such paynents are properly reported.’
The individuals with signatory responsibility for such accounts'
also are corporately and ecclesiastically responsible for the
preparation and filing of the required tax returns. Their
superiors within their own churches oversee their work to assure
that returns are prepared, and CSI occasionally queries
sugordinate churches to assure that all such filings have been
made. -

Addi tional financial controls are currently being
i mpl emented. Miuch of the financial record keeping for church
organi zati ons has now been conputerized, and revisions to current
prograns are underway that will allow for the automatic transfer
of payroll and FSM conm ssion data for preparation of the
required returns, including automatic remnders of filing
requirenents. In the FCDC church tax exam nation and the 1988
on-site review of RTC and CST financial records, the agents
reviewed the churches' enploynent tax conpliance, |ooking at both
the reporting of staff conpensation and comm ssions to third
parties. In no case did the agents find anything requiring
adj ustnent, nuch less anything reflecting on these churches’
qualification for tax exenption under section 501(c)(3).

= Where the individual who performed FSM services is on

staff at another church or church organization, the conmm ssion
for those services is paid not to the individual actually
rendering such services but to his or her enploying church and is
used for welfare of all of that church's stafrf.

W The event which triggers paynment of an FSM comm ssion is
the receipt of religious services by the individual, not nerely

t he paynent of noney. Thus, FSMs are notivated to follow through
to see that individuals nmaki ng advance donations actually receive
religious services. This also directly contradicts the assertion
often made by the Service that the conmm ssion system evidences a
purpose to nake noney for its own sake, w thout regard to whether
rel 1 gious services ever are taken.
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If you have any other questions about conm ssions pl ease |et
us know.

QUESTI ON 8

SERVICE 1S O-FERED.

During the neeting on March 7 you stated that you did not
wi sh to receive additional copies of information about courses,
publications and prices that already had been provided to the
Service. Nevertheless, CSI has submtted substantial information
in the past that satisfied Service representatives as to the
noncommerci al character of Scientology operations. In CSl's
first exenption determnation proceeding it filed a separate
subm ssion (the "Conmmercialism Subm ssion") specifically
addressing, inter alia, donation rate and pricing policies for
Scientology religious services and materials; the material facts
and legal principles regarding the issue of "commercialism have
not changed since then. Thus, we are including as Exhibit 1-11"
anot her copy of that subm ssion. g

The Conmmerci al i sm Subm ssion shows that the policy for
setting contribution rates and prices is very sinple —al
prices and fixed contribution rates are set to enable churches to
continue to provide their religious services, Scriptures and
other materials of the religion to nore and nore nenbers of the
general public. In short, Scientology, like all other religions,
sinply seeks to raise sufficient funding to support an ever
growng mnistry and ﬁrogran1of religious and comrunity services.
Li ke the Mornon Church, the Church of Scientol ogy has decided
that a mandatory system of fixed contributions is the nost
appropriate way to fund its program

This policy manifests in the basic criteria that the fixed
price or contribution anmount be affordable to a broad segnent of
the general public and that it produce a sufficient return to
enabl e the church to continue to carry out its religious program
and mnister to an ever-grow ng congregation. These anobunts are
not unreasonable. CSI's Comercial 1 sm Subm ssi on incl uded
affidavits from prom nent experts that rates for religious
materials and Scriptures were reasonable and in nmany cases
substantially less than what could be justified were the purpose
to maximze profits, and that the rates for royalties payable to
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M. Hubbard during his lifetine for sales of his books and ot her
properties were reasonable. &

It appears from statenents at the March 7 neeting that the
Service's present concerns involve the Wrld Institute of
Sci ent ol ogy Enterﬁrises ("WSE') and the Service's erroneous
belief that churches of Scientology provide nonreligious business
courses. Both concerns appear to reflect a fundanenta
m sconception of the nature and applicability of Scientol ogy
religious beliefs and practices.

Scientology is not sonething that its adherents practice for
an hour or two one day a week. Rather, it is a body of know edge
and system of beliefs which translate into a way of life for
every nonent of a human's experience. Scientologists put into
practice their beliefs in everything they do in their lives.
| ndeed Scientol ogists by Scriptural definition, are individuals
who apply principles of Scientology to better thenselves and to
better conditions for others.

The Church mnisters religious services to its parishioners
to raise their spiritual awareness and abilities and advance them
to higher states of being. These services do not, however,
address the individual in isolation fromthe world in which he
lives. In the Scientology religion, man is perceived as a
spiritual being, existing and interacting across eight dynam cs:
self, famly and sex, his group, nankind, the universe of plants -
and ani mal s, the physical universe, the spiritual universe and
the Suprene Being. An individual's existence and survival wth
respect to the groups he is part of (including his or her job or
busi ness) constitutes the individual's third dynam c.

A substantial body of Scriptural materials within the
Scientology faith establishes detailed principles and techni ques
for interacting with and being a nenber or |eader of a group.

W No expert approached felt qualified to give an opinion on

t he reasonabl eness of the fixed contribution anmounts set for
religious services. This is not surprising, since parishioner
tithing is one of those purely ecclesiastical matters that the
est abl I shnment cl ause insulates from governnmental interference;

i ndeed, the suggestion that donation |levels for Scientology
services are set to "maximze profits" inplicitly questions the
religious character of the services. You m ght note, however,
that CSI's Commerciali sm Subm ssion (at pages G561 to G64) showed
that the fixed amounts set for religious services from 1980 to
1987 decreased by an average of 66 percent (adjusted for
inflation) rather than substantially increased, as the Service
had cont ended.
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These principles largely derive fromM. Hubbard s research and
codification of policies and techniques for the admnistration
and nmanagi ng of churches. The material is applicable, however,
to any group, large or small, including one's job, club, nation
circle of friends and any other activity that involves nore than
one person.

Many staff menbers of ScientologY organi zations attend
courses on this admnistrative technology to learn these
principles so they can apply themin carrying out their duties.

Al though the material in these courses was witten by M. Hubbard
specifically for the nmanagenent of churches, the principles it
enbodies are equally applicable to any third dynamc (group)
activity.

For exampl e, the Organization Executive Course, which is
of fered at sone churches, consists of eight separate courses:
one for each division of the Scientol ogy organizing board, plus
one course covering the basics of serving at any position wthin
a Scientol ogy organi zation. (CS described the Scientol ogy
organi zing board in its July 3, 1986 protest at page B24 and has
supplied the Service with exanples of organizing boards in prior
proceedi ngs. Exanples were included in the booklet Your Guide to
Managenent provided as Exhibit B5 of the July 3, 1986 protest,
and again during the on-site revieM/Eroceedings and nore recently
in the Command Channel s Bookl et which was provided with CSlI's
1023 application filTed in March 1990.) The O gani zation
Executive Course includes principles of adm nistratiom,
conmmuni cation, production, Personnel, ethics and justice,
finance, staff training, delivery of services, personnel
enhancenent and correction, dissemnation, executive actions and
duties, etc, which, if applied, would help each of us achieve
ethical and orderly admnistration in all of our group
activities. It is only natural that an individual would like to
attend courses on such topics and use the know edge and
principles they learn in their own endeavors. The use of
Scientology principles in this manner directly advances CSl's
exenpt religious purpose of inproving life in a troubled world.

This is not an unusual practice —many, many churches
around the country provide simlar services to their
pari shioners. The First Presbyterian Church of Evanston for
exanple, offers a conference for a fee for "Leaders in Training,
to help "inProve their skills in decision-nmaking, teamwrk and
notivational |eadership.” Exhibit 1-12. The United Mt hodi st
Church hel ps sponsor workshops for teachers on "Skil
Devel opnent," "Setting Goals, Recruiting, Evaluating"” and
"Adm ni strative Evaluation, Use of Conputers."” Exhibit 1-13.
The Oregon Conference of Seventh-Day Adventists offers a "'Love
Takes Tinme' Marriage Retreat” to help nurture its parishioners’
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love lives. Exhibit 1-14. And the Valley Presbyterian Church in
Scottsdal e has a course on "Famly Conmuni cations,”™ covering such
topics as "How to Get Your Needs Met Through Communi cation,”
"Techni ques for Better Communication” and "Sol ving |ndividua
Problens."” Exhibit 1-15.

WSE is a nonprofit religious corporation that perforns
several functions inportant to the furtherance of the Scientol ogy
religion*¥ WSE is a religious fellowship association of
Sci ent ol ogy busi nessnen and busi nesswonen. W SE serves to assure
that its nenbers do not interfere with activities of their |oca
churches by encouraging themnot to have any busi ness presence on
church premses. It instills a nore ethical influence to the
resol ution of business disputes by providing nmenbers chaplain and
arbitration services in accordance with Scientol ogy religious
principles. It insulates churches fromthe business activities
of Scientol ogi st-owned busi nesses by serving as the responsible
entity for licensing marks related to the religion to certain
busi nesses (such as manufacturers of Scientology religious
jewelry), and by licensing marks associated with L. Ron Hubbard's
name to nenbers who use these marks in their businesses,
Brinarily in consulting with other businesses in the area of

usi ness managenent, adm nistration and finance.

W SE does not offer courses on the adm nistrative principles
and techni ques devel oped by M. Hubbard, though it has 1n the
past. WSE is in the process of transferring the educationa
activities it previously conducted to a new y-organi zed nonprofit
corporation, Hubbard College of Admnistration, which will offer
courses, workshops and semnars on M. Hubbard' s organizati onal
managenent technology to the general public. (VW understand that
the College will be applying for tax exenption under section
501(c)(3) in the near future.) As aresult of this transfer,
WSE s functions now are exclusively religious rather than both
religious and educational.

18 Al t hough organi zed as a nonprofit corporation, WSE has

filed a corporate tax return on Form 1120 every year it has
exi st ed.
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QUESTI ON 9

AN EXPLANATI ON O THE FI NANCI AL REPORTI NG 8YSB8TEM U3ED
TO VA NTATN CONTROC AND PREVENT PRI VATE BENEFTT OR™

During the March 7 neeting, you agreed to defer this
guestion pending your review of the responses to the other
guestions. Nevertheless, in light of the Service's often-
expressed concerns about the integrity of Scientolo%y
organi zations' financial records, we attach as Exhibit 1-16 a
statenent from G-ant Thornton which describes the extent to which
they have becone famliar with the recordkeeping systens required
by Scientology admnistrative policy and the extent to which they
have used those records in preparing tax and financial statenents
for specific U S. Scientology organizations (including CSI'). It
al so should be enphasized that overseas offices of Gant Thornton
prepare the tax returns and financial statements required by |aw
of a nunber of non-U. S. Scientol ogy organizations.® & ant
Thornton personnel have expressed to the Service on a nunber of «-
occasions their high level of confidence in the accuracy and
verifiability of the financial records of Scientol ogy
or gani zati ons.

QUESTI ON 10.

1IN RESPONDI NG TO THE QUESTI ONS HEREI N.  AND PARTI CULARLY
QUESITON &, PLEASE PROVI DE YUR BESI ESITIVAIE A 1O
ACITUAL DOLLAR AMOUNIS. |

Attached as Exhibit 1-17 is a supplenent to Exhibit 1-9
converted to dollar amounts.

12 In addition, other accounting firms, including Deloitte,

Haskins & Sells, Mazars, and Coopers & Lybrand (DO jker Van Di en),
prepare annual financial statenents and/or tax returns of many
other non-U. S. Scientology entities, as required by the |aws of
the various countries.
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