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E-meters: CSI produces E-meters which are used in the
ministration of Scientology religious services and made
available to Scientologists throughout the world.

Translated Books and Course Materials: Over the past few
years, a large number of books and course materials
containing the technology of Dianetics and Scientology have
been translated into four languages (German, French, Spanish
and Itallan), i d

Health is now avaxlable in 22 different languages.

Film Trarnslatijons: Films that disseminate basic tenets and
practices of Scientology through a medium anyone can grasp
have been produced by CSI in several languages. For
example, the film Djianetics: The Dvnamics of Life, which
shows the true story of how Mr. Hubbard discovered
Scientology, has been produced in Danish, Dutch, French,
German, Hebrew, Italian, Japanese, Norwegian, Portuguese,
Spanish and Swedish. All of the technical training films
are also being translated into different languages.

Visu a m :
CSI developed these programs for broadscale dissemination of
Scientology through the television and radio. These
programs benefit all Scientology churches because they will
attract new members to the religion.

o e wg: A periodic newsletter that
CSI publishes to inform Scientologists about news and other
current developments at various churches of Scientology
located throughout the world.

What is Scientology?: CSI compiled this 833 page

encyclopedic book which serves as the definitive reference
work on the Scientology and its uses and organizations.
This book has also been translated by CSI into German,
French, Spanish and Italian.

Scientology Handbook: This book compiled by CSI consists of

968 pages and over 800 photos and illustrations that cover
the basic principles of Scientology for direct application
in life. It gives the data necessary for the application of
Scientology and getting it into use. Each of the 19
chapters of this book have also been produced as individual
boocklets for broader dissemination. This book and each of
its 19 booklets have been translated by CSI into German,
French, Spanish and Italian.

Plans and Programg: CSI develops planning and programs for
the international Church hierarchy to carry out to forward
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the Church's goals as well as programs for such areas as
community services and social reform activities and the
Church's missionary activities. CSI gets such programs out
to local Churches or coordinates them with social betterment
organizations, sees that they are implemented and supervises
their execution.

B. The Scientology Religious Hierarchy

To the extent possible under the laws of the country in
which they operate, churches of Scientology are organized as
nonprofit religious corporations. All United States churches are
housed within such corporations, as are churches in countries
such as, for example, France, Germany, Iltaly, Spain, Denmark,
Holland, Sweden, Belgium, Switzerland and the United Kingdom.

The Scientology churches that provide religious services to
parishioners are arranged in a hierarchy that reflects the
gradient nature of the religion's spiritual levels. As discussed . .
below, the lowest levels of religious services are ministered by .~
independent ministers and by missions of Scientology; =
intermediate levels by Class V churches; high levels by Saint
Hill organizations and Advanced Organizations; higher levels by
Church of Scientology Flag Service Organization; and the highest
level by Church of Scientology Flag Ship Service Organization.
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All Scientology churches at the higher levels of the
religious hierarchy are staffed by Scientologists who have joined ‘3
the Sea Organization, the religious order of the Scientology
faith. As discussed in detail further below, Scientciogists who
are members of the Sea Organization have made a total commitment
to the Scientology faith by dedicating their lives to the service
of their religion. Sea Organization personnel are subject to a
strict code of moral conduct, generally live a communal
existence, and receive a nominal weekly allowance and occasional §
modest bonuses for their service.

"‘-!
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1. FPleld Ministers &/ — S=uA Qﬁme..g ~ TRt e v

At the lowest level of the Scientology religious hierarchy -,
are the individual ministers of Scientology who do not serve on =
the regular staff of a church or a mission. Under Scientology 7z
ecclesiastical policy, individual Scientology ministers may -
minister introductory religious services up through New Era
Dianetics. They may not train clergy.

CSI interacts with individual field ministers through an
intervening ecclesiastical management entity, International
Hubbard Ecclesiastical League of Pastors ("IHELP"). IHELP 1s a
nonprofit religious corporation that was formed in November 1982
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to serve as an integrated auxiliary of CSI by functioning as the -
Mother Church of field ministers. IHELP's purpose is to

propagate the Scientology religion throughout the world by
assisting individual ministers of the faith. IHELP accomplishes
its purpose by encouraging Scientology laity to become ministers
and by ensuring that their ministries are orthodox and comport
with Scientology Scriptures.

CSI furnishes IHELP with ecclesiastical advice, programs and
guidance, staff training and general coordination of activities ¢t
with other organizations and churches in the hierarchy. IHELP,
in turn, provides similar assistance and support to independent
Scientology ministers who do not serve on the staff of a
Scientology church or mission. ,

€2 € pinpoph  on fOuvCapa to CS 1N
. The IRS has issued a ruling Tetter recognizing that IHELP is « =
a tax-exempt religious organization under section 501(c) (3). C s

2. Missions
Fé&
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At the next level of the Scientology religious hierarchy are
the missions of Scientology. A Scientology mission is a
regularly-organized church and congregation that is authorized to
minister introductory Scientology religious services. Missions
are primarily a dissemination activity to attract new members to
the religion and do not have the authority to train or ordain
Scientology ministers. - . .
o peee foefihas S res codoly  He :\.‘7\3&": s - ber V e ey P o My Sowzai 1"7'}5'

Often missions are formed in parts of the world that are new .
to Scientology. When a mission grows to sufficient size, it .
usually becomes a Class V church. At present there are 170 —» ' 253 ¢
missions located throughout the world. ’ ;

CSI interacts with missions through an intervening %
ecclesiastical management entity, Scientology Missions
International ("SMI"), a California nonprofit religious
corporation that serves as the Mother Church for missions. SMI's
specific ecclesiastical responsibility is to proselytize the
religion by helping to form new missions and by assisting
existing missions to grow. SMI's religious program of activities
is very similar to IHELP's -- it encourages Scientology ministers
to form new missions and then ensures that their ministries are

orthodox and comport with Scientology Scripture.
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CSI provides SMI with ecclesiastical advice, programs and
guidance, staff training, and general coordination with respect
to the activities of other churches and organizations in the

. hierarchy. SMI, in turn, provides similar support to Scientology
( missions throughout the world and assists existing and
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newly-formed missions to expand their congregations and to
maintain orthodoxy.

_ In recent years SMI has actively sought to bring Sc1entoloqyr e
to developing countrles, including many where western-style
religions are in the minority. SMI's efforts have been
extraordinarily successful, and missions are forming or operating
in such disparate countries as Russia, Hungary, Brazil, Pakistan,
Ghana, India, Turkey and Malaysia. - SMI often encourages a
missionary to visit such developing areas for the purpose of
either torming a mission or finding someone else to do so.

roas 'x"bv’"‘m cs

The IRS H;s 1ssued a ruling letter recognizing that SMI is a
tax-exempt church under section 501(c) (3). In addition to SMI's
own exemption ruling, the IRS has issued SMI a "group exemption
ruling® under section 501(c)(3). This ruling authorizes SMI to
extend its tax-exempt status to all Missions subject to its
supervision. At present, approximately 50 U.S. Missions have
tax-exempt status under SMI's group ruling.

PEg,

3. Class V cChurches
g3

At the next level of the Scientology hierarchy are Class V
churches, which provide religious services at the lower and
intermediate levels (through Clear Certainty Rundown and Sunshine
Rundown). Class V churches also have the authority to train and
ordain ministers (the "Class V" designation relates to the
highest level of ‘auditor training provided by such churches).

o m—

" class V churches do not minister Scientology's advanced

technology. At present, there are 155 Class V churchos
throughout the world. Yia { y= =~ osa”

CSI provides Class V churches with ecclesiastical advice,
programs and guidance, staff training and general coordination of
activities with other organizations and churches in the
hierarchy. CSI provides Class V churches these ecclesiastical
support services either directly or indirectly through its
"Continental Liaison Offices," which are ecclesiastical

-management bodies located in local churches in key continental

areas. These Continental Liaison Offices function as local
representation of CSI with respect to routine ecclesiastical
matters. At present, Continental Liaison Organizations in Europe
are located in Denmark, Italy, and the United Kingdom, as

follows:

Continental Liaison Office Europe, The Church of Scientology
Advanced Organization Saint Hill Europe and Africa,
Copenhagen
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Continental Liaison Office Italy, National Church of
Scientology of Italy, Milan

Continental Liaison Office United Kingdom, Church of
Scientology Religious Education College, Inc.

Class V churches are required to adopt organizational
documents that dedicate their activities and assets exclusively
to Scientology religious purposes. To the extent permitted by
local law, each Class V church is governed by a board of
directors elected by a board of trustees, and both directors and
trustees must be ministers of Scientology in good standing with
CSI in order to be eligible to continue to serve as director or

trustee.

In addition to CSI's own exemption ruling, the IRS has
issued CSI a group exemption ruling under section 501(c) (3).
This ruling authorizes CSI to extend its tax-exempt status to all
Class V churches subject to its supervision. At present, 30 U.S.
Class V churches have tax-exempt status under CSI's group ruling.
Another 14 have individual exemption letters, most of which date
back to the 1970s, wholly separate from CSI's group ruling
letter.

4. Celebrity Centres

Certain Class V churches called "Celebrity Centres"
specialize in proselytizing and disseminating Scientology among
artists, professionals, businessmen and other community leaders,
though they also are open to all members of the public.

f%ﬁ%§

Each Celebrity Centre is organized and operated either as a
Class V church or as a local parish under the guidance of Church
of Scientology Celebrity Centre International, a California
nonprofit religious corporation that oversees the activities and
development of Celebrity Centres throughout the world. Celebrity
Centres operate just like other Scientoloqgy churches except that
their congregations include many local community leaders, artists
and other celebrities. At present, there are fifteen Celebrity -~
Centres, 6 of which are local parishes and 9 of which are Class V
churches. There are six Celebrity Centres in Europe. Those
located in London and Munich are parishes, while those located in
Vienna, Paris, Dusseldorf and Hamburg are Class V churches.

Church of Scientology Celebrity Centre International is :
recognized as a tax-exempt church under CSI's group exemption

ruling.

- 5. Saint Hill and Advanced Organizations ,-'-o? ‘
. | | G
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At the higher levels of the Scientology religious hierarchy
are Saint Hill Organizations and Advanced Organizations.

Saint Hill churches are so named because the oric¢inal Saint
Hill church was located at Mr. Hubbard's home, Saint Hill Manor
in East Grinstead, Sussex, England, where Mr. Hubbard delivered
the original Saint Hill Special Briefing Course, the most
extensive auditor training course in all of Scientoloc¢ry. Saint
Hill churches specialize in advanced auditor training and are
located in central locations so they can minister to parishioners
from wide geographic areas. '

The Advanced Organizations offer advanced auditing and
training, with an emphasis on auditing through the Operating
Thetan levels to the completion of New OT Section V. Like the
Saint Hill churches, the Advanced Organizations minister to
parishioners from a wide geographic area as they becone more
spiritually advanced and therefore are centrally located.

At present, there are four Saint Hill and Advanced
organizations throughout the world. They are located in the . </
United Kingdom (Church of Scientology Religious Educai:ion *J
College), Denmark (Church of Scientology Advanced organization
Saint Hill Europe and Africa), Australia (Church of Scientology,
Inc.), and the United States (Church of Scientology Wastern

United States). )
FPNeerS e ST - BT a® :
The IRS has issued a ruling letter recognizing that the
Saint Hill and Advanced Organizations located in the linited Lo

States, which are both housed within the corporation Church of
Scientology Western United States, are tax-exempt churches under

section 501(c) (3).

. church of Scientology Flag Service 0Orgd.
6 , }O?

At the next higher level of the Scientology religious \f
hierarchy is Church of Scientology Flag Service Organization,
Inc., ("CSFSO%"), a Florida nonprofit corporation loca:ed in
Clearwvater, Florida. CSFSO ministers the highest levals of
auditor training through Class XII and auditing through New oT

VII.

CSFSO serves as the spiritual headquarters for
Scientologists from all over the world who travel there to
receive the religious services it ministers; approximitely one-
half of CSFSO's parishioners come from outside of the Western
Hemisphere. CSFSO has approximately 750 staff, many >f whom are
fluent in several lanquages in order to minister to C3FSO's

international congregation.
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The IRS has issued a ruling letter recognizing trat CSFSO is _
a tax-exempt church under section 501(c)(3).

7. Foundation Church of Scientology ED
Flag Ship Service Organjzation QZAQ

At the next level is Foundation Church of Scientclogy Flag
Ship Service Organization ("CSFSSO"), a Netherlands Antilles
religious foundation. CSFSSO ministers the highest level of
Scientology auditing (New OT VIII) as well as special Scientology
religious courses unavailable elsewhere.

CSFSSO is unique among Scientology churches in that it
conducts its services aboard the M.V. Freewinds, a 705é~ton,

440-foot ship based in the Caribbean. The Freewinds serves as an
ideal religious retreat where parishioners can devote their full
attention to spiritual advancement.

Chpe . He Flacsmep “Thest (g 2 )

Although CSFSSO is organized outside the United States, the
IRS has issued a ruling letter recognizing that it is exempt from
United States taxation as a church under section 501(c¢)(3).

Ay

. . ST~ Fress fra
C. Publications and Film Organizations , .. ts> /aﬂf’_};
The Scientology religion is based on the researct, writinqs,3
and recorded lectures of L. Ron Hubbard, which collectively ﬁ<p
constitute the Scripture of. the religion. An international '
network of publishing organizations operated exclusively for D
Scientology religious purposes ensures that the Scripture and ‘
E-Meters used in the ministration of Scientology reliciious

services always are available to Scientologists throuchout the
world.

£
-

The three primary organizations performing this :eligious
function are Bridge Publications, Inc. ("Bridge®"), a California
corporation which publishes books and other written Scriptural
materials in the United States and Canada; New Era Publications o
ApS ("New Era®), a Danish corporation which publishes books and r°
other written Scriptural materials in other countries; and an
internal division of CSI called Golden Era Productions ("Gold"),
which produces Scriptural tape recordings, motion pictures and
E-Meters for dissemination worldwide as well as various
translations of the Scripture.

Gold also produces booklets, brochures and posters,
including still photography and artwork for the religion. It
produces radio and television spots and feature-length programs
for use in proselytizing the faith. Musicians on Golcd's staff
compose, arrange, record and mix hymns for the religion and
provide music soundtracks for films, videos, and radio programs.

10
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Gold also provides the technical personnel, videos and music to
stage internationally televised events on major Scientology

holidays.

The IRS has issued ruling letters to New Era and to Bridge
recognizing that they are tax-exempt religious organizations
under section 501(c)(3). Gold, as a division of CSI, is tax
exempt under CSI's exemption ruling. :

As noted above, Church of Spiritual Technology ("CST"), a
tax-exempt California corporation, owns all the Scientology
Scripture and religious material, including books, audio
recordings, film and E-Meters. CST also owns all of Mr.
Hubbard's non-religious work. CST received these properties from
Mr. Hubbard, who bequeathed them to CST along with the bulk of

his estatae.

CST permits the hierarchical Church of Scientology to
publish and produce the Scientology Scripture and religious
materials through licensing arrangements it has with New Era,
Bridge and Gold. CST also licenses the right to publish Mr.
Hubbard's non-religious writings to New Era and Bridge.

For the most part, New Era and Bridge contract out the
actual manufacture of their books as well as cassette tapes for
their "books on tape," though they do publish some religious
training material in-house for use by churches. Gold produces
its own films, audio tapes and E-Meters but contracts out the
manufacture of its video-cassettes.

All staff of the Scientology publishing organizations who
work on the publication or production of Scientology Scripture
and religious material do so under the direct supervision of CSI ¢)-
staff personnel responsible for disseminating the Scripture
throughout the world. CSI closely supervises all aspects of
their work including content, form and pricing. For example,
pricing for Scriptural material and E-Meters is set by CSI to
ensure prices are affordable to a broad segment of the general
public yet are sufficient to enable the church (or publisher) to
remain operational so it can continue to perform its particular

role within the ecclesiastical hierarchy.

CSI and its staff do not supervise any activity of New Era
or Bridge concerning the publication of Mr. Hubbard's
non-religious writings. Rather, CST performs these activities
indirectly through its wholly-owned subsidiary, Author Services
Inc. 1In this way all activities concerning the publication of

. non-religious material are carried on outside of the hierarchical
(‘ church. (Churches do not carry Mr. Hubbard's non-religious

11
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writings in their bookstores.) This permits the churches to
focus exclusively on their religious ministry.

As a general rule New Era, Bridge and Gold sell the g °F
Scripture and other religious material they publish and produce ~
directly to Scientology churches and missions throughout the
world. 1Individual churches and missions of Scientology maintain
bookstores where their parishioners can obtain copies of the
Scripture and E-Meters. All three publishing organizations sell
their material to members of the general public who call or write
for specific items, but these sales are minimal.

New Era and Bridge supply commercial retailers introductory
Scriptural texts such as

Health and &mwmmmmm and a limited

number of audio and video cassettes on religious topics to more
broadly disseminate the Scripture to the general public. New Era
and Bridge also sell Mr. Hubbard's non-religious texts to
commercial bookdealers. As noted above, churches do not carry
any non-religious material in their bookstores. _
- My Ylobtasd & TR Mmoo 1e= + fn—l—i‘_},\q:b,:,—.q_l mu ‘0-‘5"}“' v oo
= New Era has formed subsidiaries in several countries so its
activities there can be conducted by local corporations. These

subsidiaries are:

New Era Publications UK, Ltd. (United Kingdom);

New Era Publications Italia, S.r.l (Italy);

New Era Publications Deutschland, Gmbh (Germany);

New Era Publications France;

SARL New Era Publications Japan, Inc.;

New Era Publications Espana S.A. (Spain);

New Era Publications Australia Pty. Ltd.;

New Era Publications Group (Russia);

Era Dinamica Editores S.A. de C.V. (Mexico);

Importaciones y Exportaciones Nueva Civilizacion S.A. de
C.V. (Mexico);

Continental Publications (Pty) Ltd. (South Africa); and

New Era Publications Israel.

With the exception of the Mexican and South African
organizations, each of these subsidiaries is a wholly-owned
subsidiary of New Era. Due to local legal requirements, all
stock in the Mexican and South African corporations are held for
the exclusive benefit of New Era. New Era Publications Israel is

dormant.
A

- ¥ génd

<" Though Mr. Hubbard is best known for founding the religion
of Scientology, he also authored very effective technologies for

~n ‘\ ((c&,}\aws Cies)
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handling society's ills and bettering the lot of mankind as a
whole. Over time, these technologies have developed into four
general social-betterment programs, each addressing a specific
area of current social concern: Narconon, a drug rehabilitation
program; Applied Scholastics, an educational program; Criminon, a
criminal rehabilitation program; and a program for improving
public morality in general based on a nonreligious moral code
called "The Way To Happiness." The public has come to associate
the four names Narconon, Applied Scholastics, Criminon and The
Way To Happiness with highly effective and successful programs to
better society.

For many years, CSI and other churches of Scientology have
conducted highly-successful social reform programs based on Mr.
Hubbard's technologies. They conducted these programs either
directly or in close conjunction with charitable and educational
organizations formed to help them bring Mr. Hubbard's
technologies to the secular world. In addition, churches of
Scientology support and work closely with several other
charitable organizations that are active in various fields of
public interest, particularly combating psychiatric abuse and
' governmental corruption.

1. Association for Better Living and Education F)Qﬁ

The bulk of CSI's social betterment program is carried out
under the supervision and direction of Association for Better
Living and Education ("ABLE"), a California nonprofit public
benefit corporation.

ABLE's sole purpose is to improve society through the
application of Mr. Hubbard's social betterment technolcgies. In
general, ABLE promotes, funds and provides assistance to
organizations that use L. Ron Hubbard's technologies in
education, in rehabilitating drug abusers and criminals, and in
raising public morality in general.

ABLE accomplishes its goals primarily by providing technical
and financial assistance and general promotional support to the
international social-betterment organizations that work in ABLE's
four areas of concern: Narconon International (drug
rehabilitation); Applied Scholastics (education); The Way To
Happiness Foundation (public morality); and, though not yet
incorporated, Criminon (criminal rehabilitation). These four
international organizations, in turn, assist organizations that
work in their respective fields at the local level.

ABLE is responsible for ensuring that the progranms that use
the names referring to Mr. Hubbard's social-betterment
technologies -~ Narconon, Applied Scholastics, The Way To

13




Happiness and Criminon -- meet the high standards of quality with
which they have come to be associated. ABLE discharges this
responsibility by permitting the international social-betterment
organizations and local organizations to use the names subject to
ABLE's ultimate supervision.

ABLE assists social-betterment organizations in other ways.
It provides technical assistance when necessary to help them to
better achieve their program goals. It helps raise funding to
support their charitable programs. It promotes their programs
throughout society through the printed media as well as radio and
television. It also will provide social-betterment organizations
the physical facilities necessary to house their charitable and
educational programs.

The IRS has issued a ruling letter recognizing that ABLE is - -
a tax-exempt charitable organization under section 501(c)(3).

a. Narconhon International P
P

Narconon =-- meaning "non-narcosis®™ or "no drugs" -- started
in the mid-1960s when a prisoner in the Arizona State
Penitentiary applied principles expounded in one of Mr. Hubbard's
books to solve his drug problem as well as the drug problems of
many of his fellow inmates. This one-man crusade flourished into
a grassroots movement that eventually moved from penal
institutions out into society as a whole.

Today, the Narconon program has developed into a two-pronged
assault on the world's drug problem: it encompasses an
extraordinarily effective residential rehabilitation program as
well as an objective, hardhitting public education program. At
present, there are 33 residential Narconon centers in various
countries, including the United States, Canada, Spain, Italy,
Switzerland, France, Germany, Holland, Sweden, Denmark, and the
United Kingdom. Current plans are to establish a Narconon center
near each of the 100 largest cities in the world.

Narconon International is a nonprofit California charitable <«
corporation formed in 1970 to formalize what was then a loose,
grassroots movement, to give overall guidance and technical
assistance and support to local organizations that use NMr.
Hubbard's technology to rehabilitate drug users. Narconon helps
establish Narconon programs throughout the world, and provides
local centers the same sort of quidance and technical assistance
and support that ABLE provides it. Narconon International also
permits local centers to use the name Narconon.

- 5 %% f‘:ﬁ.gjf,-wa‘}.b [GREA! \,'
s The IRS has issued a ruling letter recognizing that Narconon
(é» International is a tax-exempt charitable organization described
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in section 501(c)(3). .In addition to Narconon International's
own exemption ruling, the IRS has issued a group exemption letter
authorizing it to extend its tax exemption to all local Narconon
organizations that are subject to its supervision. At present,
there are 6 local Narconon centers in the U.S. that are
tax-exempt under Narconon's group ruling.

b. i cholasti . ¥7‘]ii

Applied Scholastics has overall responsibility for
furthering the application of Mr. Hubbard's educational
technology throughout society as a whole. This technology
consists of a number of very basic yet powerful principles of
learning that Mr. Hubbard developed into a methodology for
grasping any subject of study. This technology already is
bringing about remarkable results throughout the world in
improving the ability of individuals to learn and to apply what
they learn. The technology is in use in schools and by tutors in
the United States, Canada, Russia, China, Pakistan, Australia,
South Africa, Latin America and much of Europe. More than 30
schools ranging from pre-school to high school are using this
tiphnology in the United States.

- ® . ,‘~'u.:'-v':."' {’“24

{Z: The IRS has issued a ruling letter recognizing that Applied

s Scholastics is a tax-exempt educational organization under

section 501(c)(3). The IRS also has issued a group exemption
ruling authorizing Applied Scholastics to extend its exemption to
local schools subject to its supervision. At present, 3 schools
are exempt under Applied Scholastic's group exemption letter.
More than 20 other schools are exempt with separate rulings.

c. The Wav to Happiness Foundation ' /13

The Way To Happiness Foundation takes its name from Mr.
Hubbard's book, The Way To Happiness, a very basic, non-religious

moral code of fundamental principles and values for living an
ethical and happy life. Since it was first published in 1981,

tens of millions of copies of The Way To Happiness have been
distributed throughout the world, and it has served as the
genesis of thousands of community and school programs to combat
moral decline and juvenile delinquency.

The IRS has issued a ruling letter recognizing that the
Foundation is a tax-exempt charitable organization under

501(c) (3) . }9
d. criminon ”Lf

Criminon (meaning "no crime®) is a social betterment progranm
using Mr. Hubbard's technologies to rehabilitate criminals in the
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penal system. It currently consists of a system of several
independent and supervised courses and drills, including an
extension course based on The Way To Happiness, that have been
carried out as special projects between Narconon International
and interested volunteers. As Criminon programs become better
established, they will work within the penal system to provide
needed assistance and help bring about necessary reforms and also
will work closely with Narconon programs to address drug use in
prisons, a major problem in criminal rehabilitation. However, no
separate Criminon organization has been formed as of this date.

2. citizen's Commission on Human Rights [JIp

Citizen's Commission on Human Rights ("CCHR") is a research
and educational organization dedicated to investigating,
publicizing and eradicating violations of human rights committed
through the guise of psychiatric "treatments" and to recommending
viable alternatives to such practices through an extensive
program of objective educational and outreach activities. It
works in close liaison with a social reform program sponsored by
Scientology churches and serves as a clearinghouse and.
coordinating body for the many local CCHR chapters that are
forming throughout the world.

The IRS has issued a ruling letter recognizing that CCHR is
a tax-exempt charitable organization under section 501(c)(3).
The IRS also has issued a group exemption ruling that authorizes

" CCHR to extend its exemption to its subordinate CCHR chapters. At

present, 4 local CCHR chapters in the U.S. are exempt under
CCHR's group ruling letter.

3. National Commission on Law Enforcement kD)/g

and Social Justijce

National Commission on Law Enforcement and Social Justice
("NCLE") .is a nonprofit corporation that operates exclusively for
the purpose of guarding against and correcting abuses resulting
from corruption in law enforcement and other governmental
agencies that violate the United States Constitution or the
Universal Declaration of Human Rights. NCLE accomplishes its
purpose by conducting research, investigating potential instances
of corruption and publishing its findings. ;

The IRS has issued a ruling letter recognizing that NCLE isg-

a tax-exempt charitable organization under section 501(c) (3).

4. Churches of Scientology Y!!¢{

In addition to the social-betterment activities carried out
under the auspices of ABLE, CCHR and other organizations formed

. 16
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for this purpose, as described above, Scientology churches and
individual Scientologists also conduct community projects and
social reform actions directly. For example, CSI publishes a
periodical magazine in order to bring to public attention areas

of society in need of reform. Scientology churches have united )
other groups in their communities in "Say No To Drugs" campaigns, !'7
promoting anti-drug slogans through concerts, marches and
distribution of promotional materials. Other community outreach
activities in which Scientologists and Scientology churches are
active include campaigns to improve the environment and to assist
children, the elderly and other neglected individuals.

E. Membership Organizations Y |\4

Over the years, the religion of Scientology has had several
different membership programs. At present, there are two. One,
the Sea Organization, is a Scientology religious order and is
composed of Scientologists who have dedicated their lives to the
religion. The other, International Association of
Scientologists, is a membership program open to clergy and laity
alike, serving as an expression of its members' desire to

propagate the faith.
1.  The Sea Organization Y '2©/13!

The Sea Organization (or "Sea Org") is a religious order of
the Scientology faith. It is made up of men and women who have
pledged their lives to the Scientology religion. Members of the
Sea Organization also generally serve on the staff of Scientology
churches and related organizations. There are approximately
5,000 Sea Org members around the world who serve on staff of

Scientology churches.

Initially, the Sea Organization consisted of a small group
of Scientologists who were accompanying Mr. Hubbard in the mid-
1960s while he researched the upper levels of spiritual awareness
aboard a sea-going ship. In 1969, members of the Sea
Oorganization left the ship and established Scientology churches
in the United Kingdom and the United States to minister the
higher levels of Scientology religious services. At present, all
churches of Scientology that minister religious services above
the level of a Class V church are staffed primarily, if not
entirely, by members of the Sea Organization.

In order to join the Sea Organization, Scientologists must
sign a Sea Organization contract dedicating their lives to the
Scientology religion for the next billion years. They then must
activate that contract by successfully completing a vigorous

(’ training program.
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There are marked differences between church staff who are
members of the Sea Organization and staff who are not members.
In addition to their eternal commitment to the religion, Sea Org
members share tradition and lifestyle. They wear maritime
uniforms when on duty and have a merit-based maritime rank and
rating system and etiquette. Sea Org members live communally in
church-provided berthing and eat in common dining halls. They
generally receive a small weekly allowance (currently $50 per
week) and occasional small performance bonuses plus uniforms and
medical, dental and child care and education for their children.
In some instances, Sea Org members serving in secular
corporations receive minimum wage as required by law -- in which
case they pay for their own living expenses.

The Sea Org has no organizational existence apart from the
corporate and ecclesiastical hierarchy of the Scientology
religion. While rank is an honor and is accorded prestige and
respect with the Sea Organization, it is separate and distinct
from the level of authority one has in the Church hierarchy.
Relationships where a person holding a lower rank is in a senior
capacity to one holding a higher rank are not uncommon in the
Church hierarchy.

2. mmwmmﬂmm P‘Qfg

Since 1984, CSI has recognized International Association of
Scientologists ("IAS") as the membership organization for all
individual Scientologists. IAS is an unincorporated religious
membership association composed of individuals, churches of
Scientology and national associations of Scientolegy. Its
purposes are to assure the continued practice and expansion of
Scientology throughout the world, to assist churches of
Scientology when needed, and to maintain communication with
Scientologists on matters of common concern. It is supported
entirely by contributions from Scientologists throughout the

world.

The IRS has issued a ruling letter recognizing that IAS is a
tax-exempt religious organization under section 501(c)(3).
However, since IAS is not organized in the United States,
contributions to it do not qualify for the charitable
contribution deduction against federal income taxes even though
it is exempt from tax on its income from United States sources.
In order to secure tax deductible funding from United States
residents, IAS has established a separate charitable trust in the
United States, United States Member's Trust, to raise such
funding. The IRS has issued a ruling letter recognizing that
United States Member's Trust is a tax-exempt religious
organization under section 501(c) (3) and qualified to receive
tax-deductible charitable contributions.
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F. Miscellaneous Organizations YQ\QQ#

The Church of Scientology maintains ‘two corporations that
serve a special function for the ecclesiastical hierarchy with
respect to the interests of individual Scientologists who operate
their own businesses and who would like to utilize organizational
management techniques that Mr. Hubbard developed in their
businesses. The Church has grouped all activities relating to
these interests in two secular organizations. 1In this way,
Scientology Churches and their related religious organizations
are able to focus their activities exclusively on their religious
ministry. ) . -

—_—  Euiden Secseas 0 10—/”‘.&%31“:*;212? fasg. i ~

Y. wWorld Institute of Scientoloqy Enterprises T’iQ\y

World Institute of Scientology Enterprises ("WISE") is a
California nonprofit religious corporation. It is a membership
organization comprised of businessmen, businesswomen and other
professionals in many fields who recognize that the principles of
organizational management and administration developed by Mr.
Hubbard for use in churches of Scientology has a broad
application to any group -- be it a social club, a business or a
government body. WISE members share a common goal of improving
both their own organizations and society at large through the
application of Scientology administrative and ethics
technologies. :

In addition to its fellowship activities, WISE also performs
several essential support functions for the hierarchical church
with respect to the Church's relationships with privately-owned
businesses that wish to use Mr. Hubbard's organizational
technology or the marks associated with this technology. Because
WISE deals directly with these ocutside companies, the churches
and other organizations in the ecclesiastical hierarchy can
better focus on their ministries.

For example, WISE ensures that Scientologists who operate
commercial enterprises do not interfere with church activities by
conducting or soliciting business on church premises or hiring
church staff members. WISE also licenses organizations offering
secular sexrvices on organizational management that wish to use
the marks associated with the administrative technology, or
secular works derived from Mr. Hubbard's copyrighted works in
their business. WISE actively supervises their relevant
"activities to ensure their usage does not violate Scientology
Scriptures or pose problems to the hierarchical church. Church
of Scientology International exercises supervisory authority over
WISE to ensure it also is in compliance with Scientology

Scripture.
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WISE also sponsors local Charter Committees which assist
other members to quickly and equitably settle business disputes
utilizing Scientology ethics and justice procedures.

}

2. Hubbard College of Administratio —> 58559'3
e S

The Hubbard College of Administration (the "College") is a
California nonprofit public benefit corporation formed for the
purpose of educating interested members of the general public in
theories and techniques of administration based on principles
developed by L. Ron Hubbard concerning the structure, management
and administration of organizations (the "administrative
technology").

The College's program of educational activities consists of
providing courses, workshops and seminars to the general public
in the administrative technology, teaching individuals how to
educate others about the administrative technology, establishing
other Hubbard Colleges of Administration throughout the World
that will conduct similar activities on a local level, and
compiling publications and course materials on organizational
administration and management. ‘

The College also has assisted in the establishment of
Hubbard Colleges of Administration in other cities in the United
States and abroad. These colleges duplicate the College's
activities on a more local or regional level. There currently
are 19 such local Colleges located in the United States and
abroad.

The IRS has issued a ruling letter recognizing that the
College is a tax-exempt educational organization under section
501(c)(3). The IRS also has issued the College a group ruling
letter authorizing it to extend its exemption to all local
colleges subject to its supervision. At present, 2 local
colleges are tax-exempt under the College's group exemption

letter.
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TAX EXEMPTION ISSUE8 -- CHURCH AND RELIGIOUS STATUS

The religious character of Scientology has long been
recognized in cases both in the United States and abroad.l In
many of these cases, expert witnesses in theology and comparative
religion have testified that Scientology more than satisfies any
applicable academic or philosophic definition of religion. After
more than 40 years of history as a distinct religious
denomination, there is no legitimate issue as to the
"religiogity" of Scientology.

The recent IRS exemption rulings are specifically based on
the IRS' determinations that the various Scientology
organizations are organized and operate exclusively for
Scientology religious purposes and that these purposes are
consistent with the definition of religion under section
501(c) (3) of the United States Internal Revenue Code ("Code").
In these rulings, the IRS also specifically recognized that a
number of these Scientology organizations qualified as "churches®
under the Code: RTC, CSI and its subordinate churches, SMI and
its subordinate missions, CSFSSO, CSFSO, CSWUS and CST. The IRS
had previously recognized other Scientology churches as tax
exempt churches continuously since the late 1970s.

"Church" status under the Code confers a number of special
privileges. See, e.g9,, Code § 170(b) (1) (A) (i) (deduction for
charitable donations to churches), §508(c) (1) (A) (churches not
required to apply to IRS for recognition of exemption), and
§3121(w) (churches may elect to be excluded from Social
Security). Although every church under the Code is a religious
organization, not every religious organization is a church.
Church status is limited to those religjious organizations that
demonstrate certain denominational and associational elements.

The IRS and the courts employ a fourteen-factor "facts and
circumstances" test in determining whether a religious
organization should be classified as a church.? while a
religious organization need not need not satisfy all or even most
of these fourteen criteria, the record before the IRS established
that CSI and the other Scientology organizations the IRS
recognized as churches satisfied substantially all of them:

1 - The numerous judicial recognitions of Scientology as a
bona fide religion are described at the end of this summary.

2 Internal Revenue Manual 7(10)69,
i i , §321.3(3) (Apr. 5, 1982). In

addition, the Service will consider "[a]ny other facts and
circumstances which may bear upon the organization's claim for

church status." Id.,, §321.3(3) (o).

EXHIBIT
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1. Separate Existence:

All churches of Scientology are separately
incorporated.

2. Own Religious Creed and Form of Worship:

Scientology has its own religious creed, which is
contained in the Scripture and is set forth in the
articles or bylaws of every Scientology church and
mission. Scientology also has a recognized form of
worship: its core sacramental and sacerdotal services
-=- auditing and training -- are distinct from those of
any other religious denomination.

3. jte and t ccles

Government:

Scientology has a definite and distinct ecclesiastical
government under the ecclesiastical authority of CsI,
the Mother Church, and RTC, which owns and supervises
Scientology's religious technologies and marks.
Ecclesiastical governance is set forth in published
Scientology administrative policy and through written
covenants by which subordinate churches are allowed to
use the Scientology marks and in essence to call
themselves Churches or Missions of Scientology.

4. Formal cCode of Doctrine and Discipline:

Scientology doctrine is set forth in the research,
writings and recorded lectures of its founder, L. Ron
Hubbard, which collectively constitute its Scripture.
These Scriptures are the sole source of all doctrines,
tenets, sacraments, rituals and policies of the
Scientology faith and encompass more than 500,000 pages
‘of writings, nearly 3,000 taped lectures and over 100
films. Scientology doctrine also includes a code of
social conduct, generally referred to as the
Scientology System of Ethics, enunciated throughout
Scientology Scripture both in general principle and
actual application. The guidelines and rules of
Scientology ethical conduct influence all aspects of a
Scientologist's existence. Scientologists are expected
to apply these to themselves through self-discipline to
help them lead ethical and productive lives.

5. Distinct Religious History:
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Scientology was formed in the early 1950s as the
research of its founder, L. Ron Hubbard, revealed the
human spirit. Although Scientology possesses certain
structural aspects similar to Buddhism, Hinduism and
other Eastern religions, its core beliefs and practices
are unique. Scientology is not in any way an outgrowth
or continuation of any other religion. CSI was formed
at a time in the development of Scientology where
Church management determined it necessary to align its
legal structure with its ecclesiastical structure to
‘place functions that belong at different levels of the
hierarchy in separate organizations and to separate
organizations holding ecclesiastical management
functions from organizations directly ministering
religious services. The new structure also was
necessary to enable the orthodox practice of
Scientology to continue and grow following the death of
its founder, L.Ron Hubbard.

Although the Church of Scientology does not require
members to renounce other religious beliefs or
membership in other churches or religious orders, as a
practical matter, most Scientologists become fully
involved with Scientology to the exclusion of any other
faith. Scientology is not in any way an ecumenical or
pantheistic organization that seeks to bring together
people of different faiths to celebrate their
commonalities. It is a unique faith, and members must
accept and embrace Scientology as such to progress
through Scientology's path to spiritual enlightenment.

Organization of Ordained Ministers.

Scientology has no organization of ordained ministers.
It does have a religious order, the Sea Organization.
Membership in the Sea Org order represents an
individual's spiritual commitment to serve the -
Scientology faith in this life and subsequent lives for
the next billion years.
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8. Qrdained Ministers Selected After Completing Prescribed

Studies: ~

Scientology ordains its ministers only after completion
of prescribed studies, as set forth in its Scriptures.
To qualify for ordination a minister must be in good
standing with CSI as the Mother Church and must have
completed seminary training which includes: the study
of the basic tenets and doctrines of the Scientology
religion; study of the ministry of Scientology
religious technology to assist the sick or injured;
study of counseling people with marital, familial or
other problems; study and conduct of Scientology
religious ceremonies, including naming ceremonies
(i.e., baptisms), marriages and funerals; and study of
religion in general, including the history and basic
tenets of the major religions of the world.

9. A _Literature of Its Own:

Scientology's Scriptures -- the religious writings,
recorded lectures and films of its founder, L. Ron
Hubbard -- represent a religious literature unique to

Scientology.

10. Established Places of Worship:

All Scientology churches maintain established places of
worship within their premises in which they minister
Scientology's fundamental religious services --
auditing and training -- to their parishioners.

11. Reqular Congregation:

All Scientology churches have regular congregations
since they have a membership to whom they regularly
minister auditing and training religious services.

12. Reqular Religious Services:

All Scientology churches have regular religious
services. Churches minister auditing and training to
the public generally from 9:00 AM to late at night
(often 10:30 PM) each day, every day of the week.
Parishioners receive auditing as appropriate during
these periods and often participate in religious
training during periods when they are not receiving
_ auditing. Churches of Scientology also hold weekly
" services (usually on Sunday) for parishioners where a
( minister speaks concerning some aspect of the
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Scientology religious technology. Finally, Churches
also have other reqular gatherings at which members
discuss their beliefs and their progress through
Scientology's path to spiritual enlightenment.

13. igjous S i oung:

Study of the Scientology Scripture is available to any
person of any age so long as he or she is able to
comprehend the information contained in the Scripture.
CSI has published much Scriptural material specifically
for children in order to make the information more
accessible at an early age. Thus religious instruction
of children is available at any church of Scientology
as soon as the particular child has a suitable level of
comprehension. Many individual churches provide more
formal arrangements for the religious instruction of
members' children.

14. Schools for Preparation of Ministers:

Every Church of Scientology offers courses in the
religion for the preparation of its ministers and has
the ecclesiastical authority to ordain qualified
ministers. As discussed above under Factor 8,
ministerial training is formal in that there are
specific things all clergy must learn before
ordination.

Recent decisions in the United States Tax Court also adopt a
fifteenth factor -- that an organization "serve an associational
role in accomplishing its religious purpose in order to qualify
as a church.” ’
86 T.C. 916, 924 (1986). The associational role need not be

primary, but it must be more than incidental. Foundatjion of Human
Understanding, 88 T.C. 1341, 1360-61 (1987).

The administrative record developed by the IRS in CSI's
exemption proceeding, also establishes that Scientology serves
the necessary "associational®™ role to qualify as a church.
Churches of Scientology have distinct, coherent groups of members
who join together within the aegis of their churches to practice
their mutual religious beliefs. They come together to receive
auditing and training in the Scientology Scripture, to celebrate
Scientology religious holidays, and as a weekly gathering every
Sunday. The record the Church provided the IRS unequivocally
established to the IRS's satisfaction that this associational
role is not incidental to other purposes but is a primary
characteristic and principal activity of the Church.
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religious beliefs. It determines whether the professed beliefs
are sincerely held and whether they fill the same role in
adherents' lives as do the beliefs of traditional religious
denominations commonly recognized as such. 1In applying either
multi-factor test described above, the IRS necessarily must
examine how the professed beliefs are implemented in the
organization's structure and operations. The IRS could not have
concluded that any Scientology organization qualifies as a church
without substantively accepting the religious character of
Scientology. 1In so doing, they were in the company of many
courts that have ruled that Scientology is a religion in all
respects.

c£icial tien of Scientol L

Courts and various governmental agencies in the United
States, Europe and other countries have repeatedly determined

that Scientology is a bona fide religion. The following are
examples of some of the court rulings and agency determinations

concerning Scientology's religiosity:

After reviewing the judicial Precedents concerning the
religiosity of Scientology, the United States Elevepth circqit

Court of Appeals in |
Qrganization v. Citv of Clearwater, September 30, 1993, stated:

The history, organization, doctrine and practices of
Scientology have been thoroughly recounted in numerous
judicial decisions. we need not reiterate this background
because the district court found that no genuine factual
issues existed to dispute Scientology's claim of being a
bona fide religion.

In another decision by the Oregon Court of Appeals on May 3,

1982 on , the
court stated:

We have found that it is established in this case that

the mission is a religious organization and that Scientology
is a religion.... These facts may be highly persuasive
evidence of the contention that the courses and auditing
plaintiff received were religious in nature and that the
statements made regarding their nature and efficacy were

religious statements.

C ;
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On January 19, 1983, in Founding Church of Scientology of DC

v. Director, Federal Bureau of Investigation, the United States

District Court, District of Columbia, ruled:

The Church of Scientology must be treated the same as any
established religion or denominational sect within the
United States, Catholic, Protestant or other.

On October 27, 1983, the High Court of Australia, in ¢hurch

of the New Fajth v. the Commissjoner for Pavroll Tax, found:

The conclusion that it [the Church of Scientology] is a
religious institution entitled to the tax exemption is

irresistible.

On February 27, 1984 the United States District Court,

Central District of California, in Peterscen v. Church of
californja, ruled:

This court finds that the Church of Scientology is a
religion within the meaning of the First Amendment. The
beliefs and ideas of Scientology address ultimate
concerns--the nature of the person and the individual's
relationship to the universe. The theories of Scientology
involve a comprehensive belief system. Additional indicia
of the religious status of Scientology include the
following: a) Scientology has ordained ministers and
ceremonial functions; b) it is incorporated as a tax-exempt
religious organization; and c) it characterizes itself as a

church.

On January 30, 1985, in In Re Karl-Friedrich Munz, the

Stuttgart District Court ruled:

(The Church of Scientology's] purpose in this world is
considered to help man in his striving for spiritual freedom
and to completely free him from problems and burdens to
reach total freedom in order to recognize himself as a
spiritual being and experience the existence of a Supreme

.Being. . . .

In Hernandez v. Commissioner of Internal Revenue, on June 5,

1989, the United States Supreme Court, found as follows:

Scientology was founded in the 1950's by L. Ron Hubbard.

It is propagated today by a mother church in California and
by numerous branch churches around the world. The mother
church instructs laity, trains and ordains ministers, and
creates new congregations... Scientologists believe that an
immortal spiritual being exists in every person. A person

7
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becomes aware of this spiritual dimension through a process
known as auditing.... The Church also offers members
doctrinal courses known as training. Participants in these
sessions study the tenets of Scientology and seek to attain
the qualifications necessary to serve as auditors....
Scientologists are taught that spiritual gains result from
participation in such courses.

And in Italy, in the case of State v, Eight Defendants,

Trento C., the court made the following finding:

Scientology ... has the target to achieve an inner and

outer freedom, one that transcends the human, one that
belongs to the field of spiritual things, and that moves up
to infinity; indeed, the progress toward realization of the
eighth dynamic force - concerning Infinity and God -
actually is the characteristic that describes Scientology as
a religion and as a church.

In the Supreme Court of the State of New York, on January
31, 1994, in the case of i i i

v
Research Foundatjon Inc., et al., the court ruled:

Assuming the church to be a religion, the adjudication of
the tortious conduct alleged in the complaint necessarily
involves an adjudication regarding the merits of the
practice of auditing, a spiritual precept of the religion.
Accordingly, the Court finds that the complaint must be
.dismissed as defendant enjoys a First Amendment immunity.

Scientology is treated as a religion with respect to all
facets of its activities by courts and agencies at all levels of
government. A number of court decisions in Germany dealing with
taxes, solicitation, dissemination practices and other issues
have all found that Scientology is a religion. 1In Canada, the
United States, Australia and in other countries, Scientology
ministers are officially recognized as ministers of religion
allowing them to perform marriages. Churches of Scientology are
registered in countries throughout the world as religious
organizations, including former communist countries such as
Hungary and Russia. Churches of Scientology are recognized as
exempt from value added tax in several European countries,
including Holland, Belgium and Denmark.

In the United States alone, each of the following decisions
has recognized Scientology as a religion: ‘

Hernandez v, C,.I.R,, 490 U.S. 680, 109 S.Ct. 2136, 2141-2142
(1989) (Stipulation with Internal Revenue Service); Religious
v , 660 F.Supp. 515, 517-518 (C.D. Cal.

8
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1987); Religious Technology Center v. Wollersheim, 796 F.2d 107s,
11077 (9th Cir. 1986) cert denied (1987) 479 U.S. 1103; Founding

Church of Scientology v. United States, 409 F.2d 1146, 1160,
(D.C. Cir. 1969); Christofferson v. Church of Scijentoloay of

Portland, 57 Or.App. 203, 244; 644 P.24 577, 601 (1982); cert
en;eg (1982) 459 U.S. 1206, 1227; Sjegleman V. Church _of
Scientolo of New York, 475 F.Supp. 950, 953; Barr v. Wejise (2d

Cir. 1969) 412 F.2d 338, 340 (S.D.N.Y. 1979); Founding. Church of

Scientology v. Unjted States, 412 F:.2d 1197 (D.C. Cir. 1969);

, 485 F.2d 313,

church of Scientology of Hawaji v. United States
314 (9th. Cir. 1973); B:9xn__L_ngmlgglgns:_gz_ln&_:naL_Bgzgngg
Vv, Laurel

62 T.C. 62 (1974);
Sullivan, et al., United States Dlstrlct Court Central District
of Callfornla, Case No. CV 85-3075-R; Church of Scient

ia v e ., Superior Court of the

State of California, County of Los Angeles, Case No. C 420153;
ch of

DQnQlQ_E§QI__4_QhHIEh_QI_§QiQn&QlQQI_QI_HQ__XQIEu_Sb!I
§s;gn;91QgxL_ni§gi9n_91_EA_;_u_nn_&;_nL_sglgbzisx_ansg:L_InQLL
logy. Mission of Fifth Avenue, Church of
Ligg;nig United States Dlstrict Court Southern
District of New York, Case No. 81 Civ. 6864 (MJL); Pegay Bear v.

. s a a : u
e:;iA of California, United States District Court Southern District of
New York, Case No. 81 Civ. 4688 (MJL); Carol A. Garrit
G i v ’ i , United
States District Court Central District of California, No. CV
81-3260 CBM (Kx); v
i vi vi , United States
District Court Central District of California, Case No. CV

84-8335-JSL (KX):; ology of
, United States District Court Central District

of California, No. CV 81-3261 CBM (Kx); Dana Lockwood
, United States District

of Scientology of cCalifornia, et al.
Court Central District of California, No. CV 81-4109-CBM (Kx);

a, et al., United States District Court

Central District of california, No. CV 81-3259-CBM (Kx);
, United

States District Court Middle District of Florida, Case No.

80-501-Civ-T-17; Gabriel cazares and Margaret cazares
of Scientolegy of California, Merrell Vannier, Francin

Lisa, United States District Court Middle District of Florida,

s
Case No. 82-886-Civ-T-15; John G. Clark, Jr, MD., Vv, N¢

rman F.
, United
States District Court for the District of Massachusetts, civil

. Action No. 85-356-MC;
( Michael J. Flvnn, Commonwealth of Massachusetts, Suffclk, ss.
- Superior Court, Civil Action No. 79231; Earle cooley 3._5193221
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J. Flynn, Commonwealth of Massachusetts, Suffolk, ss. Superior
Court, Civil Action No. 81420; Paulette Cooper v. Church of

Scientology of Boston, et al., United States District Court for

the District of Massachusetts, Civil Action No. 81-681-MC; Church

of Scientology of California, v. Paulette Cooper, Superior Court

of the State of California for the County of Los Angeles, Case

No. 78-2053-RMT; Bent Corydon v. Church of Scientology

, Superior Court of the State of California

International, et al.
for the County of Los Angeles, Case No. C 694401; Hebe
, Superior Court of the State Callfornia for the

v. Bent Corydon
County of Los Angeles, Case No. NVC 14274; John Carmjchael v,
, Superior Court of the State of California for the

Bent Corvdon
County of Riverside, Case No. NVC 189 414; Roxanne Friend v.

Church of Scientoleqy Internatjonal, et al., Superior Court of

the State of California for the County of Los Angeles, Case No.
el J.

BC 018003; v Wo
Flvynn, et al., Superior Court of the State of California for the

County of Los Angeles, Case No. C 474 789; Michael J, Flynn v.
, United states

District Court, Central Distrlct of California, Case No. CV
85-4853;

» 0o e , United States District Court
Middle District of Florida, Case No. 81-174-Civ-T-08; Church of

W v ev
Judicial District Court of the State of Nevada in and for the

County of Clark Case No. A196800; church of Scientolcgy of

, United States District Court,

Central Distrlct of California, Case No. 83-5052, United States
Court of Appeals in the Ninth Circuit V.A. No. 85-6305; LavVenda
-al.,

United States District Court for the District of Massachusetts,

Civil Action No. 79-2491-G; - bourne v.
, Circuit court of

the State of Oregon for the County of Multnomah, Case No.

A7704-05184; \'4 d, Circuit
Court of the State of Oregon for the County of Multnorah, Case
No. A8311-07227; W v

of California, United States District Court Middle District of
ch of

Florida, Case No. 82-1313-Civ-T-10. Hutchinson v. Chur
, Civ. Action No. D90315 (Superjor Ct. of

Fulton County, Georgia (April 5, 1993).

These are cases from the United States. Numerous courts and
other bodies outside the United States have made similar findings
concerning the religiosity of Scientology. Some are cescribed

below.

s

(
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CANADA:

In Board Decision dated May 1, 1990, relating to property
taxes, the Church of Scientology of Vancouver, B.C. was ruled to
be a religious organization. (Province of British Columbia,
Assessment Appeal Board in the Matter of the Appeal of Church of

Scientology of British Columbja v. Assessor of Area #09.)

Church of Scientology of Alberta has been recognized as
religious by the Province and has been accepted under the
Marriage Act which allows Church members in Alberta to perform
marriages. (Letter from Acting Director of Alberta Division of
vital Statistics, Edmonton, Alberta, Canada, October 17, 1990.)

The Provincial government of Quebec granted the Church of
Scientology of Quebec the status of being a church.
(Letter from Inspector General of Financial Institutions, Quebec,

December 21, 1993.) .

DENMARK::

In a letter dated June 18, 1986 the Danish Value Added Tax
Board ruled that Scientology is a religion and exempt from VAT.

FRANCE:

on November 20, 1986, the Head of the Social Security
Department in Paris issued a decision ruling that the
relationship between Church staff and the Church is purely

religious.

GERMANY:

The Stuttgart District Court issued a decision finding that
the Church is a religious community which offers teachings based
on religious tenets. (Decision of the Stuttgart District Court,

Ne. 13 C 3687/76, Decenber 8, 1976,
Shurch.)

on January 7, 1993, the Regional Court in Munich found that
Scientology is a religious belief that cannot be scientifically
assessed and the services are of a religious nature. (Regional
Court of Munich I, 6th Chamber for Civil Matters. No. 6 O
5709/82, 6 0 6 689%5/82, January 7, 1993, Kager v. SKD, Extl v.

SKD.)
Oon May 20, 1985, the District Court of Stuttgart ruled that

the Church's dissemination activities are part of the pursuit of
its religion. (District Court of Stuttgart, No. 33 OWi 13691/84,

May 20, 1985.)

11
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On February 17, 1988, the Superior Court of Hamburg ruled
that Scientology is a bona fide religion and an association that
is not only united for ideological purposes but also pursues a
transcendental purpose. (Superior Court of Hamburg, No. 71 T
79/85, February 17, 1988).

A similar ruling was made on October 12, 1988 by the
Administrative Court of Berlin, ruling that the Church is
philosophically active and the promotion of its tenets is
protected under Article 4 of the Constitution. (Administrative
Court of Berlin, No. VG 1 A 73.86, October 12 1988,

- A4 o)

On September 4, 1990, the Administrative Court of Frankfurt
determined that the Church of Scientology is a religious and
ideological association. The Court's reasoning included findings
that three characteristics of a religion could be established: 1)
it must be a voluntary association of not less than two persons
with a minimum of organizational structure that does not depend
on legal or civil status as per public or civil law and does not
depend on its numerical strength or social relevance. -2) There
must be some consensus of the purpose of human existence (origin,
purpose, goal, transcendence) as well as basic principles of
individual conduct. It is not required that this consensus can
be inferred from a dogmatically fixated, systematically
conclusive creed or ideological denomination. 3) A religious or
ideological community strives for and practices its purposes and
dogma (consensus) and this is visible to the outside world. The
Church of Scientology fulfills these requirements.
(Administrative Court of Frankfurt/Main, No. IV/2 E 2234/86,
September 4, 1990, i \'4

Frankfurt.)

On May 27, 1992, the 4th Civil Section of Regional Court of
Frankfurt, found that there is no evidence of profiteering by the
Church and the value of the services cannot be measured by market
value as they are spiritual services aimed by the plaintiffs to
fulfill their own personal spiritual needs. 4th Civil Court of
Regional Court of Frankfurt, No. 2/4076/92, May 27, 1992, Gebauer

.)

The stuttgaft District Court ruled on December 9, 1992, that
auditing is a religious activity, and it is the focus of the
religious practice of the Church. (Stuttgart District Court, No.

27 0 417/92, December 9, 1992, Graf v, Djanetics Center
Stuttagart.)
On February 24, 1993, the Regional Court of Frankfurt ruled

that the delivery of the services are part of a religious and
life-philosophical character and based on the principle of free
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religious practice. (Regional Court of Frankfurt/Main, No. 2/4 0
235/92, February 24, 1993, Koch v. Church of Scientelogy of

Frankfurt.)
HUNGARY:

The Registration document from the Court of the City
Ccapital, in Hungary, dated July 17, 1991, states that the Church
of Scientology of Hungary is a recognized and registered
religious organization.

ITALY:

The Magistrate of the Lower Court of Novara ruled on March
15, 1985 that Church staff perform voluntary services for
religious and community purposes which fall outside the purview
of employer/employee relationships.

On March 27, 1990, the Tax Court of First Instance of Monza
ruled that the nature of activities carried out by the Church are
aimed at the dissemination of doctrinal and also religious

principles. (Appeal of Luciano De Marchi.)

On March 27, 1990, the Trento Court of Appeals Criminal
Division, ruled that Scientology has the purpose to achieve an
inner and outer freedom, that transcends the human and belongs to
the field of spiritual things moving up to infinity; the progress
towards realization of the force concerning infinity and God is
the characteristic that describes Scientology as a religion and

as a Church.

The Tax Court of First Instance of Torino, ruled on
September 20, 1990 that the various practices of Dianetics and
Scientology when applied to Church parishioners are the Church's
road to salvation. (

0734.)

On February 21, 1991, the Tax Court of First Instance of
Como - Sixth Section, ruled that the Association "Dianetics &
Scientology Institute® is of a religious nature. (Tax _court of

)

on April 15, 1991, the Tax Court of First Instance of
Milano, ruled that the National Association of the Church of
Scientology of Italy is a religious association. (Tax court of
.)

Oon April 19, 1991, the Tax Court of First Instance of Lecco,
determined that the activity of the Scientology association
essentially consists of the propagation of its religious

13
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philosophy by means of courses and books sold and their pursuit
of a philosophical and religious purpose. (Tax Court of First
Instance of lecco, No. 948/91.)

Oon December 11, 1991, the Tax Court of First Instance of
Novara, ruled that when applied to followers of the creed, the
practices of Scientology are its chosen way to salvation. (Tax

Court of First Instance of Novara, in Decision No. 1510/91.)

On May 14, 1992, the Tax Court of First Instance of Verona,
ruled that it was undisputed that the books and courses of
Scientology concern the in-depth development of the Scientology
religion as founded by L. Ron Hubbard. The books present a
philosophical theory and religious background that has expanded
into many countries with millions of followers. (Tax Gourt of

First Instance of Verona, No. 165/4/92.)

On February 25, 1992, the Tax Court of First Instance of
Monza, ruled that the Church of Scientology Monza is a religious
establishment which has the purpose to spread the principles
contained in the works of Lafayette Ronald Hubbard. (Tax court

of First Instance of Monza, No. $97.)
SOUTH AFRICA:

In a letter from the Department of Finance Controller of
Customs and Excise, Johannesburg, dated April 28, 1993, it was
acknowledged that the Church of Scientology of South Africa is a
religious body and exempt from importation tax.

* * * ®

Scientology is a religion. The Church's purposes and all
its activities are exclusively religious and always have been, a
fact the courts have found time and again. The Church of
Scientology and its religious and charitable organizations have
qualified for tax exemption since they were originally formed,
starting 40 years ago. With their determination letters of
October 1, 1993, the IRS has now acknowledged that fact.
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INUREMENT

A fundamental requirement for an organization to qualify for
exemption under section 501(c)(3) is that no part of its net
earnings inure to the benefit of any private individual. Section
501(c)(3), Treasury Regulations section 1.501(c)(3)-1(c)(2). The
prohibition against inurement is strictly applied with respect to
an organization's "insiders": no part of an organization's
earnings can be used to benefit any person who has a persocnal
interest in the organization, specifically including the
organization's trustees, directors, officers, employees, members
and contributors. Treasury Regulation 1.501(c)(3)-1(c)(2);
1.501(a)-1(c); IRS Internal Revenue Manual - Administration, pt.

7751 (IRS Exempt Organizations Guide) 332.

The rule against inurement is absolute. Individuals may not
personally benefit from an organization's earnings, no matter how
small the amount involved may be. Even an amount as
insignificant as $825.00 that is used to benefit a private
individual will result in loss of tax-exempt status. See Spokane

Motorcycle Club v. Unjted States, 222 F.Supp. 151, 152 (E.D.

Wash. 1963).

An important exception to this rule necessarily exists to
permit an organization to provide compensation to insiders as
'well as third parties for any services (and goods) they may
render to the organization that are necessary for accomplishing

its exempt purpose. World Family Corp. v. Commissjoner, 81 T.C.
\'4

958, 968 (1983); Broadway Theatre Leagque of Lynchburg, Va. v.
United States, 293 F.Supp. 346, 355 (W.D. Va. 1968). However,

this exception is strictly construed, and any compensation paid
must be reasonable in light of the services actually performed or
goods supplied. v

i , 56 T.C.M. (CCH) 479, 482 (1988). This means that
the compensation must be reasonable both in amount and in the
manner in which it is determined. If the compensation in
question is excessive in light of the services performed, or it
it is not determined pursuant to some objective standard by the
organization as a whole (rather than the interested individual),
then the payment must be treated as inurement.

The IRS undertoock an extensive examination of the Church's
system of compensation for both staff and third parties to ensure
that neither inurement nor the potential for inurement existed.
As an initial matter, the IRS asked numerous questions to
identify every individual "with fiduciary responsibility to
prevent asset diversion" and "who would be most likely to benefit

N if, in fact, inurement exists."” In response to the IRS's

( questions, the Church provided the IRS with a complete
description of the Church's ecclesiastical management structure,
including all planned changes for the next five years, and the
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names of all individuals holding high positions in ecclesiastical
management and finance. It provided the IRS with the identity of
individuals authorized to appoint members of the Church's highest
management committees. It also provided the IRS with a complete
description of the workings of the Sea Organization,
Scientology's religious order, as well as its internal system of
ranking and the identity of those individuals holding the ten
highest positions.

The IRS extensively focused on the various forms of
compensation, the amounts and values involved, and the manner in
which each was determined. 1In response to the IRS's questions,
the Church described all forms of compensation provided to staff
(whether taxable or not), including pay and non-monetary
benefits, and whether and how this compensation was reported to

the IRS.

The Church identified the 20 individuals with the highest
level of compensation on an aggregate basis from all Scientology
organizations for the prior three years, including their spouses,
and the amounts paid and a description of the services rendered.
It gave the total compensation on an aggregate basis from all
Scientology organizations for the most senior executives in the
ecclesiastical hierarchy (22 specified individuals), including
their spouses and, for the highest officials, their extended

families, for the prior three years.

The Church provided the IRS with copies of all federal tax
forms that had been filed in the prior three years to report
compensation paid to these individuals, as well as the same tax
forms that had been filed by its most senior organizations,
Church of Scientology International and Religious Technology
Center and another important organization, Church of Spiritual
Technology, for their personnel for specific years. In addition,
the Church informed the IRS how much compensation had been paid
for during prior three years to the officers, directors and
trustees of every one of the 25 organizations that received an

exemption ruling letter.

The IRS specifically inquired into the different methods for
determining the various forms of staff compensation in addition
to the basic $30 to $50 weekly allowance provided to members of
the Sea Org (wvho compose most, if not all, of the staff personnel

of the senior Scientology organizations).

In response, the Church provided the IRS with the details of
the procedure by which compensation (as well as all other
expenditures) is approved through the workings of the two
management committees that authorize every expenditure of an
organization's funds -- its Advisory Council and its Executive
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Council. The Church provided the IRS with the formula used to
compute the nominal bonuses staff are paid for performance,
length of service, and recognition of certain religious holidays.
It provided actual documentation to verify specific expenditures
for meals, lodging, training, healthcare and staff events.
Individual IRS officials even inspected meal and berthing
facilities for Church personnel.

The IRS conducted a similar inquiry into the compensation
paid to third party vendors, such as contractors and
professionals, and compensation to non-staff Church fundraisers,
who are paid on a commission basis for their services (generally
10 to 15 percent of funds raised).

In response to IRS questions concerning third-party vendors,
the Church provided the identity of the five highest paid vendors
on an aggregate basis from all Scientology organizations for the
prior three years, including the amounts paid, a description of
the services rendered, and copies of all federal tax forms filed
with the IRS to report the compensation in question. .The Church
also confirmed that there were no relationships between any
third-party vendor and Church officials.

The IRS asked numerous, detailed questions concerning the
Church's fundraising practices and method of compensating outside
fundraisers. In response, the Church provided the IRS with
copies of all Church policy concerning the compensation of
fundraisers and information confirming that they must pay their
own expenses. The church described the flow of funds raised and
confirmed that no funds raised were deposited in the fundraiser's

own bank account.

Finally, the IRS asked extensive questions concerning the
Church's internal financial controls to verify that no
opportunity exists for an individual to convert Church funds to
his or her personal benefit. In response to these questions, the
Church described the internal control procedures it had in place
to guard against embezzlement at lower churches. It explained
who would detect such an embezzlement if it ever occurred and how
it would be detected. It also assured the IRS as to what action
it would take against anyone who might make any such attempt.

- The Church provided the IRS with a detailed description of
the procedure for disbursing funds from the Church's central
reserves, both to third parties and to other Churches. It
provided the identity of the individuals with authority to
approve disbursements, copies of actual approvals, representative
samples of internal reporting systems concerning reserves, and
the current status and balance of all reserve accounts.




Conclusion

The IRS thoroughly examined the Church's structure, the
relationship between its various organizations and the flow of
money among them. The IRS toured Church facilities and
interviewed Church staff members. The IRS examined the Church's
record-keeping system and looked at the actual records and asked
questions concerning and was provided responses that detailed the
Church's financial controls. The IRS looked at the amounts of
compensation paid to Church staff and the forms of benefits
provided to staff. The IRS inquired concerning and was provided
extensive information concerning Church reserve accounts.

After an exhaustive review of the above factors, on October
1, 1993 the IRS ruled that €SI and other churches and
organizations of Scientology qualify for tax exemption, thereby
finding that there was no inurement or operation for the private
benefit of any individual.
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OPERATION FOR A COMMERCIAL PURPOSE

A fundamental requirement for tax exemption under section
501(c) (3) of the Internal Revenue Code is that the organization
not operate for a commercial purpose, which would be inconsistent
with the statutory language that the organization operate
"exclusively" for specified exemption related purposes (i.e.,
religious, charitable, educational). Essentially, this
requirement prohibits a tax-exempt organization from functioning
as a regular for-profit business enterprise. It complements the
other fundamental statutory requirement that the organization's
net earnings not inure to the benefit of private individuals.

Thus, an organization cannot conduct its affairs in a way
that it simply is generating net profits that are diverted to
private individuals (inurement) or that are accumulated simply to
amass profits (commercial purpose). Rather, there must be some
exemption-related reason for all net profits the organization
receives and for all excess funds the organization has on hand or
the organization cannot qualify for exemption.

Over the years the IRS and the courts have developed a
multi-factor test for determining whether an organization is
operating for a commercial purpose. These factors include (1)
the existence of commercial competitors, (2) pricing of goods and
services to maximize profits, (3) the accumulation of
unreasonable amounts of reserves, and (4) the employment of
commercial-like advertising methods. Four of these factors,
commercial competitors, pricing and unreasonable reserves are the

most important indicia of commercial purpose. Presbyterian §
, 743 F.2d 148, 157 (34

Reformed Publishing Co. v. Commissjoner

cir. 1984); church of Scientoloay of california v. Commissioner,
83 T.C. 381, 475, 490 (1984), aff'd on other grounds, 823 F.2d
1310 (9th Cir. 1987). B.S.W. Group v. Commissioner, 70 T.C. 352,

358-60 (1978).

The IRS fornally addressed commercial purpose twice during
the past ten years. The first time was in an initial adverse
ruling the IRS issued to CSI in January 1986 asserting that the
Church operated for a commercial purpose because it allegedly (1)
set contribution rates for services and prices for Scientology
Scripture and other religious material at amounts designed to
"maximize profits," (2) had accumulated an unreasonable amount of
reserves for non-exemption-related purpose, (3) employed
commercial-like methods of advertising, and (4) used
commercial-like fundraising techniques. Note that the IRS did
not raise the factor of commercial competitors because there are

i none -- a bona fide church has no commercial competition in

propagating its religious beliefs.

o
-
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The Church responded in July of 1986 and August of 1987 by
providing the IRS with two extensive submissions, a Protest to
the initial adverse letter and a supplement addressed
specifically to the commercial purpose issue (the "Commercialism
Submission"). The Commercialism Submission consisted of more
than 4,300 pages of detailed financial and other factual
information, expert affidavits and samples concerning its
fundraising practices, promotional practices, pricing policies,
extent of United States reserves, specific planned uses of its
reserves, and reserves management in general. After the IRS
reviewed the Commercialism Submission, it notified the Church
that it was "fully satisfied" on the issue and that it had no

further questions.

Subsequently, during the 1991-1993 negotiations leading up
to recognition of the Church's exemption, the IRS once again
formally addressed commercial purpose. However, this time the
IRS limited its inquiry to Church reserves asking for current
information concerning the amount of reserves, reserves
management and planned expenditures from reserves. (The IRS was
satisfied with respect to the other indicia of commercial purpose
since all relevant Church practices had been discussec in the
Commercialism Submission.) Once again the Church provided the
IRS with up-to-date details of its reserves, reserves management
and planned expenditures. As requested by the IRS, the Church
expanded the information provided to include the relevant details
of all Church reserves, including reserves held by Church
organizations located both within and without the Unitied States.

The Church also provided the IRS with extensive :nformation
relevant to the commercial purpose issue in litigation relating
to the tax deductibility of fixed contributions made {0 the
Church by its parishioners. 1In this litigation, the Church's
fixed contribution structure, methods of promotion of its
religious services, methods of setting contribution anounts and
the relationship of such contributions to the Church's exempt
goals were all thoroughly examined, as were comparable features
in other religions, including the Jewish, Mormon, Roman Catholic,
and certain Protestant faiths and eastern religions such as
Buddhism and Hinduism. The information provided in this
litigation, separately discussed below, was also directly
relevant to the IRS's consideration of the pricing and
advertising factors under the commercial purpose issua. This
litigation was settled in October of 1993 with the IRS
acknowledging that the fixed contributions made by tha Church's
parishioners are qualified for deduction as charitabla
contributions. (See separate discussion below).

The October 1, 1993 exemption rulings represent t-he IRS's
conclusions as to commercial purpose: The Church has none, but

2
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instead operates exclusively for tax-exempt religious purposes.
Thus, after examining the Church's practices with respect to
pricing, reserves, fundraising and advertising, the IRS concluded
that all were consistent with the concepts of charity and
religion under section 501(c)(3) and therefore qualified for
exempt status. The breadth of the financial and other information
on which the IRS based its conclusion encompasses all the
specific factors the IRS addressed.

dvertisij

With respect to the factor of commercial-like advertising,
the Church provided the IRS with numerous representative samples
of its media campaigns, both in print and on radio and
television. It provided the IRS with extensive evidence of
comparable advertising practices and material used by other
religions, such as the Episcopal, Catholic, Mormon, Baptist and
other Protestant faiths. It also established that its
advertisements are truthful in nature.

In the litigation concerning deductibility of contributions
by Church parishioners (separately discussed below) the Church
obtained reports and testimony from experts on various religions
concerning the use of fixed amounts for religious services in
each of these faiths, including examples of their means of
advertising such services. Close to 20 boxes of promotional and
membership material from other religions was provided to the
court and the IRS. This material showed examples of promotion of
discounts, use of credit cards, availability of refunds and other

commercial-like methods of promotion.
Fundraising

With respect to the IRS's concerns as to the Church's
fundraising practices, the Church demonstrated that the ‘
commission basis on which it compensated fundraisers produced no
conflict between serving the personal interests of the individual
fundraisers and maximizing the extent to which its activities
served exempt purposes, that sufficient controls existed to guard
against the diversion of assets, that the percentage rates used
were well within the percentages permitted under state law for
fundraising commissions paid by charitable organizations, and

that numerous other charitable organizations and religions
compensated their fundraisers on a similar basis.

Pricing To Maximize Profits

As to pricing to maximize profits, the Church provided the
IRS with extensive factual information in the Commercialism
Submission showing that all matters concerning pricing are

3
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determined pursuant to strict Scientology policy that seeks to
accomplish its exemption-related goals, not to generate profits.
This included detailed information concerning the way the Church
established prices and the marked reduction in prices over the
years, as well as expert affidavits analyzing the way prices for
specific Scientology books and other religious material were set,
the amount of the resulting return to the Church, and the
allocation of receipts among the various Scientology
organizations involved.

These materials showed the IRS that the Church's policy for
setting prices for Scientology books and other religious material
was to set prices at an amount sufficient to cover the costs of
producing the books and material and to provide a sufficient
return to enable the church organizations involved to remain
viable so they can continue to meet the needs of Scientology
parishioners. As to setting contribution rates for Scientology
religious services, the Church showed the IRS that its policy was
to set rates to make all religious services affordable to the
average person, to encourage parishioners to receive training in
the Scripture rather than simply to receive auditing since
training results in greater spiritual gain, and to provide a
sufficient return to enable the churches involved to continue to
meet the needs of their growing congregations.

The Church's submission also explained in detail the
procedures it followed in setting prices and contribution rates,
including specific formulas, where appropriate. The Church
identified the particular staff positions and committees involved
in each step of the process, and the specific responsibilities of
each such staff member and committee.

The IRS had asked CSI to demonstrate the specific formula
employed to set prices for a representative book, E-Meter, and
Scientoloqgy insignia, including the specific costs involved. 1In
the Commercialism Submission CSI responded by providing the IRS
with the requested information relevant to the Mark VII E-Meter,

~which is the most widely-used E-Meter today; a bracelet
signifying that the wearer has attained the Scientology spiritual
level of Clear and specific books representative of the three
general price categories of the religious books that it
publishes.

For each of these items CSI provided the IRS all relevant
costs involved in its publication and sale, including direct
costs such as plant and manufacturing, and indirect costs such as
overhead, royalties, freight and sales commissions. CSI showed
the specific amounts from each sale allocable to the two entities
involved, Bridge Publications, Inc. ("Bridge") as publisher, and

s the individual church that sells the item to parishioners. This

/"/\
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analysis provided the IRS with precise amounts concerning all
associated costs and net returns for the items selected.

In addition to this financial information, CSI also provided
the IRS with affidavits executed under penalties of perjury by
five experts attesting to the reasonableness of the costs, prices
and returns applicable to each item. Two of the experts analyzed
the three books, two analyzed the E-Meter, and one analyzed the
bracelet. Each of the five experts enjoys the highest reputation
throughout the country as among the best in his particular field
of specialty. All five experts confirmed that prices for these
items were reasonable and not set in a way to maximize profit.

For example, one of the experts who reviewed the Church's
pricing of the three books, Glen Ruh, analyzed the prices by two
different methods -- by profitability to Bridge, the publisher,
and by the return on investment method ("ROI"), which is the most
common method of analyzing profits in the publishing industry.
Mr. Ruh computed profitability to Bridge as its profit on a
percentage of the list prices of the books; he computed ROI by
dividing net operating profits per copy by the total costs per

copy.

Mr. Ruh found that Bridge's profit of nine percent on the
inexpensive book was "reasonable and consistent with publishing
industry standards," but that its profit of five percent on the
moderately-priced book and seven percent of the higher priced
book "are reasonable but at the low end of the average net -
operating profit for the textbook segment of the for-profit and
nonprofit publishing industries." Under the ROI method, Mr. Ruh
found that Bridge's ROI of three percent for the inexpensive
book, four percent for the moderately priced book and seven
percent for the higher priced book are "very reasonable” and in
fact below the price that would be set if Bridge were seeking the
industry's minimum standard of return on investment, "which is
ten percent.” Mr. Ruh concluded that prices would have to be
raised "by a significant amount" to maximize profits, and even
then prices would "still fit well within reasonable industry

prices.”™

The second expert on book prices, Stephen Conlan, took a
different approach and analyzed prices in term of Bridge's profit
as a percentage of its net return on sales. He found that
Bridge's profit as a percentage of net sales of the inexpensive
book, which was 12.3 percent, to be "within the range of average
publishing industry profits for best-selling mass market
paperbacks.” He also found that Bridge's profit as a percentage
of net sales of the moderately priced and higher priced books,
which are 12.5 and 17.3 percent respectively, "also are
consistent with average profits for textbooks in the publishing

5
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industry and are not excessive.™ Like Mr. Ruh, Mr. Conlan
concluded that the prices and profits of the books "are
reasonable in light of the general practices and standards of the
publishing industry" and that "the prices of these books are not
set at an amount designed to maximize profits from their sales.®

These two experts were eminently qualified to give an
opinion about the reasonableness of the Church's pricing
policies. They have been in the publishing industry for many
years and are intimately familiar with the pricing policies
employed by nonprofit publishers. Mr. Ruh, for example, had
worked closely with nonprofit tax-exempt publishers for over 20
years at the time he prepared his affidavit. During his career
he worked for two publishers that are tax-exempt under section
501(c) (3), the Naval Institute Press and the Smithsonian
Institute. While at the Naval Institute Press, Mr. Ruh was
responsible for acquiring and editing textbooks, reference books,
and scholarly and special-interest books; for preparing detailed
financial budgets for the Institute; and for proposing suggested
prices for books. At the Smithsonian Mr. Ruh served as the
Director of Smithsonian Books for the Institute's Direct Mail
Division, which distributed high quality books at the upper
ranges of book prices. Mr. Ruh directed all aspects of the
Smithsonian's direct-mail book program, including production and
marketing, and had complete responsibility for establishing

prices for the books.

At the time Mr. Conlan prepared his affidavit he was Vice-
President of Moseley Associates, one of the country's leading
management consulting companies in the publishing industry, and
had 30 years of experience in publishing. Mr. Conlan was
particularly qualified to pass on the Church's pricing policies
because of his extensive experience in advising numerous
individual publishing companies on their value, profitability and
marketing policies. Mr. Conlan was widely known as an expert in
appraising books, and had been retained by the IRS itself to
prepare 197 appraisal reports of various books and to testify as
an expert witness on behalf of the IRS in five federal tax court
cases involving the value and profitability of specific books.

The other three experts, expressed similar opinions with
respect to the Church's pricing of E-meters and jewelry.

During CSI's exemption proceeding the IRS also pointed to
two lists of contribution rates for religious services indicating
that rates for certain religious services doubled between 1982
and 1984. The IRS asserted that this trend showed that the
Church was attempting to "maximize profits® by increasing
contribution rates.
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CSI responded to this allegation in the Commercialism
Submission and demonstrated that the IRS's conclusion was
incorrect and that the two lists actually were unrepresentative
samples taken during a period when rates fluctuated widely. The
reason for this fluctuation was that the Church had kept
contribution rates for most Scientology religious services
constant for more than a decade before 1976. 1In 1976 the Church
instituted gradual increases to bring contribution rates for
services into line with the high rate of inflation that had
occurred since the mid-1960s, which was 75.4 percent just for the
period from 1976 to 1984 alone. Consequently, between 1976 and
1984 contribution rates were increased and decreased as attempts
were made to find the correct level consistent with Scientology
Scripture, the needs of the Church, and the needs of the
parishioners. CSI showed that at the time the first list was
published contribution rates had been sharply reduced for a short
period, and CSI determined that the rates were not consistent
with Scientology Scripture so it gradually increased them.
Finally, after a comprehensive review of rates in mid-1984, CSI
set them at the levels given in the second list. .

CSI provided the IRS with the rates set for the same
services on the two lists prior to the period covered by these
two lists. Once complete information was assembled, it showed
that the contribution rates increased from April 1980 to the Fall
of 1984 at the average rate of only 5 percent, but that if
inflation were factored in, the actual average rate for the
period decreased by almost 25 percent. Moreover, CSI showed that
contribution rates between April 1980 and the date the
Commercialism Submission was filed actually declined by 26
percent in absolute terms, or by 66 percent if inflation were

factored in.

This information established to the satisfaction of the IRS
that CSI was not attempting to maximize profits by setting high
contribution rates. If it were, it would not have permitted
rates to decrease so substantially over this seven-year period.

(See also the separate discussion below of the litigation
and settlement of issues relating to the tax deductibility of
contributions by Church parishioners. In that litigation the IRS
reviewed in detail the Church's fixed contribution system and
comparative information concerning a number of other religions
and concluded that such amounts qualify as charitable
contributions in support of the Church's religious goals.)

Accumulation of Substantial Reserves

Probably the single most important indicia of commercial
purpose is the existence of substantial reserves that have been
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accumulated for no purpose related to exemption. Easter House v.
United States, 12 Cl. Ct. 476, 485-86 (1987). The IRS has
examined this factor in connection with religious organizations
that sell religious books and related material. See Presbyterian
and Reformed Publishing, 743 F.2d at 156-58, and Church of
Scientology of California v. Commissioner, 83 T.C. at 489-90.

This rule does not mean that section 501(c) (3) organizations
may not make more money than is necessary to sustain operations.
Rather, there must be an exempt purpose for any accumulation of
funds. According to the IRS, the amount of an organization's
accumulated reserves must be reasonable to its anticipated needs
and there must be some concrete plan for specific uses of these
reserves.

Over the course of CSI's exemption proceedings the IRS asked
numerous questions concerning the size, management and planned
uses of the Church's reserves. These questions were addressed on
four occasions: first, in CSI's Protest to its initial adverse
letter; second in a separate submission by Church of Spiritual
Technology; third, in the Commercialism Submission; and fourth,
in the negotiations culminating in the October 1, 1993 exemption
ruling letters.

The information the Church provided the IRS on these
occasions established to the IRS's satisfaction that the Church
manages reserves on a daily basis, that it ensures that all
reserves expenditure are for purposes that further Scientology's
religious purposes, that there is a specific religious use
planned for every penny of reserves, and that the amount of
Church reserves is very reasonable in light of the Church's
existing program of religious activities and anticipated needs.

CSI maintains and manages central reserves for churches and
other religious organizations within the ecclesiastical
hierarchy. CST does not operate within the hierarchical Church
and therefore does not participate in the Church's central
reserves system. Rather, CST maintains and manages its own
reserves, which it expends solely to support its own program of
religious and preservation activities. CST satisfied the IRS's
concerns with respect to its reserves with the financial
information contained in the separate submission it provided to

the IRS in 1987.

In its separate submission CST described in detail the
preservation activities it currently was conducting as well as
specific activities it planned to undertake in the future. As
appropriate, CST noted the costs it expected to incur in carrying
out the specific future projects that it described. As discussed
in CST's submission, these projects included preserving written
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materials by (1) copying them on acid-free paper and (2) etching
them on stainless steel plates and then storing the originals and
copies in sealed titanium capsules filed with inert gas,
preserving tape recordings and films on special laser discs,
constructing long-term storage vaults, and researching more
advanced preservation media and techniques.

Although CSI had submitted information concerning several
factors relevant to commercial purpose throughout its exemption
proceeding, the Commercialism Submission that it filed on August
3, 1987 represents the first time any church of Scientology ever
directly addressed the commercialism issue and its indicia. The
Commercialism Submission necessarily dealt at length with
reserves since it is the primary indicia of commercial purpose.
As discussed above, the extensive information CSI provided the
IRS in this submission "fully satisfied" them on the issue.

The Commercialism Submission described in great detail how
the Church's central reserves system operates. It described the
system in general, it identified the United States Scientology
churches that participate in the central reserves, it described
the reserves accounts each participant maintains and identified
their location, and it described how the participants fund their

accounts.

The Commercialism Submission then described how reserves are

-managed. It described the principal ecclesiastical body

responsible for managing reserves, CSI's Reserves Committee,
giving its function and method of operation on a daily basis, the
division of authority between it and the corporate officers of
the participants in reserves, its relationship with the Church's
finance network and finance staff in general, and the identity of
the individual members of the Reserves Committee and their
respective authority, functions and responsibilities.

The Commercialism Submission also described how the Reserves
Committee authorizes expenditures from reserves accounts. It
described their monthly, weekly, and daily deliberations. It
described how proposals for expenditures are made, the criteria
proposals must meet, and the resulting budgetary process for
expenditures that are approved. Aand it described how the
Reserves Committee maintains the progress of projects that are
funded from reserves.

The Commercialism Submission also provided the IRS with a
consolidated balance sheet reflecting the combined assets,
liabilities and net worth of all Scientology churches and .
religious organizations in the United States that participate in
the Church's central reserves system. This consolidated balance
sheet gave aggregate balances for cash, investments, real and

9
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tangible property, accounts and loans receivable, loans payable,
mortgages and net worth. This information was particularly
significant in that it was the first time in its dealings with
the Church that the IRS had an overall perspective of the extent
of the Church's financial resources. '

Finally, the Commercialism Submission described specific,
planned uses of Church reserves that were under the Reserves
Committee's authority at that time. These proposed uses were to
fund projects that fell into seven main categories: (1) needed
funds to cover current operations in case of unforeseen
emergencies, (2) dissemination of Scientology Scripture and the
religion in general, (3) legal defense of the religion, (4)
acquisition, construction and renovation of Church real estate,
(5) acquisition of equipment needed to carry out religious
functions, (6) funding for large-scale Church public relations
activities and publications, and (7) the purchase of uniforms for

Church staff.

The Commercialism Submission described specific projects
under each of these general categories, giving the status of the
project, what remained to be done, and the amount of reserve
funding necessary to complete the project. At the time CSI filed
the Commercialism Submission, the amounts to be expended from
reserves to fund these projects already had been approved by the
Reserves Committee, and it was either making expenditures through
the monthly budget process or awaiting sufficient funds.

CSI provided the IRS with much more than a general
description of these projects. In addition to the Commercialism
Submission itself, the IRS was provided with numerous exhibit
packages to substantiate the degree to which the planned reserves
uses had been put into effect. Each exhibit package consisted of
a longer, more detailed description of the project, including
financial planning and classified budgets, as well as tangible
proof of the project's status such as photographs, slides, books,
audio and video cassettes tapes, blueprints and the like. This
hard evidence established that the proposed uses were all

religious, bona fide and concrete.

During the negotiations that culminated in the October 1,
1993 exemption rulings, the IRS asked the Church to broaden its
discussion of reserves to include Scientology churches and
religious organizations throughout the world, not just those in
the United states, to identify all relevant bank accounts and
their balances, to document specific reserves expenditures, and
to develop in more detail the various financial and
administrative controls with respect to reserves management.
According to the IRS, "the amount of reserves needs to be
established and updated to ensure that the amount, and rate of

10
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growth, of the reserves is not excessive in relation to the
religious purposes of the Church" and to ensure that "no
inurement has occurred, or is likely to occur in the future."

In response to the IRS's specific requests, CSI updated the
consolidated balance sheet contained in the Commercialism
Submission to include financial data for 1989 and 1990; to
include all Scientology churches and related organizations in the
United States, regardless of whether or not they participated in
the Church's central reserves system; to identify those entities
included as well as those not included; to explain the methods
employed to value property that included in the consolidated
balance sheet; and to explain the treatment of mortgages
(including mortgages between Scientology organizations) and of
contributions from parishioners.

CSI provided the IRS with the value of all assets under the
jurisdiction of the Reserves Committee (both directly and
indirectly through other organizations) as of December 31, 1989
and March 31, 1992. It described assets other than funds
deposited in bank accounts and gave their fair market value on
the appropriate days. It listed every bank account under the
Reserves Committee's jurisdiction, including for each account the
name and location of the bank, the identity of the individuals
with signatory authority over the account, the identity of the
particular church or organization that owned the account, the
account balances on the two specified dates, and a statement as
to whether the balances given were fairly reflective of the
account's average balance for the year and if not, the actual

average balances.

CSI also provided the IRS with detailed information
concerning the receipt and expenditure of funds from the Church's
reserves. CSI submitted a classified statement of receipts and
deposits to central reserves for 1989, 1990 and 1991. CSI listed
every expenditure from central reserves during 1990 in excess of
$10,000 to any individual or organization (aggregating all
expenditures to any one recipient during the year to see if the
$10,000 threshold was met), including the date of the
expenditure, the identity of the recipient, the owner of the
account from which the funds were disbursed, and the purpose of
the expenditure. CSI reported all expenditures of whatever
nature, including grants, purchases and other transfers.

CSI provided the IRS with very extensive documentation
concerning these expenditures. CSI described how the Reserves
Committee approves expenditures only for specific projects that
have been documented in detailed, written proposals that specify
the purpose of the requested expenditures and how it aligns with
the purpose of the religion and that include all necessary

11




ZUCKERT. SCOUTT & RASENBERGER

financial information to document projected costs, such as
budgets and individual purchase orders. CSI described how the
Reserves Committée reviews and approves (often with modification)
the proposals for expenditure and how it disburses the funds
either to the particular church organization submitting the
request or to third-party suppliers. CSI also described all
review steps and financial controls with respect to the approval
and disbursement of funds and provided the IRS with a copy of the
Reserves Committee's written action approving expenditures from
reserves for a representative week in 1990. Finally, CSI
provided the IRS with copies of representative requests for
expenditures from reserves for each of 1989 and 1990, including
all supporting documentation.

Although the Church had previously provided the IRS with
extensive information concerning its planned uses of reserves six
years earlier with the Commercialism Submission, during the
negotiations the IRS asked to be provided this information again
showing the Church's plans for the next five years. They also
asked for a report showing to what extent the planned
expenditures described in the Commercialism Submission had been
carried out. In response to the request for the Church's planned
expenditures for the next five years, the Church showed how, in
addition to its need for reserve funds to cover operating
expenses in the event of unforeseeable emergencies, the Church
had definite and specific plans requiring far more than the
amount of cash in Church reserves -- over $432 million in funds
over the five-year period. These plans fell into five general
categories: (1) planned dissemination of Scientology Scripture
and the religion in general, (2) planned acquisition of new and
renovation of existing church facilities, (3) planned production
of previously unreleased Scientology Scripture and currently
available Scripture in a new format, (4) planned activities to
preserve the Scientology Scripture in various imperishable
formats, and (5) miscellaneous plans for computerization, social
betterment activities and defending the religion against

'~ unwarranted attacks.

In response to the IRS's request, the Church provided a
followup report as to the status of the planned reserves
expenditures that it had described six years earlier in the
Commercialism Submission. This report identified each of the
specific planned uses of reserves that CSI had described at that
time and then analyzed the amounts actually expended from
reserves for those purposes over the period in question.
Although in some cases plans changed or the predicted expenditure
occurred later than expected, the total funds actually expended
turned out to be within ten percent of the original projection.
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This report confirmed that the information the Church had
been providing the IRS was concrete, realistic, and bona fide in
all respects and that the IRS had good reason to rely «n the
Church's representations as to its future financial plens.

ductibility of Fixed Contributions

Under United States income tax laws, individuals vho
contribute money to their churches generally are permitted to
deduct the donation from their gross income with a resulting
reduction in the amount of tax the individuals pay. The
rationale for the deduction is the benefit to society as a whole
through the advancement of religion in general. If a siimple
commercial exchange is at the heart of the transaction, however,
there is no donation and no entitlement to a deduction to the
extent the payment represents a gujd pro guo for the thing
received in exchange.

For example, a payment to purchase an item of property at a
church rummage sale is not deductible unless the payor can
establish that the purchase price exceeded the fair maiket value
of the item. If the payor can establish this, then he or she is
entitled to deduct the excess amount of the payment over the
item's value as a charitable contribution under the "dual payment
doctrine, " which divides such payments into two separai.e
payments: (1) a quid pro quo payment for the item, and (2) a
charitable contribution equal to the excess of the amount paid
over the item's value.

In 1978, the IRS perceived that contributions by
Scientologists to their churches for Scientology relig:ous
services were no different than the purchase of items of material
value, and it ruled that the contributions therefore wa:re
nondeductible. §See Revenue Ruling 78-189, 1978-1 C.B. 69.

In the IRS's view at that time, the relation betwien a
Scientologist and his or her Church was no different fiom that of
consumer and commercial service provider in which the consumer
purchases something of value equal to its price, and the service
provider makes a profit. The ruling portrayed the two parties as
independent and completely self-interested, dealing at arms'
length with one another. The ruling failed to recogni:e that
ministering to a congregation is part of a church's religious
program and that without the support of the Church's ailherents,
there is no church. This ruling also relied heavily on the
authorities disallowing charitable contribution deductions for
parochial school tuition and wrongly analogized the benefit of
Scientology religious services to the secular benefit of
parochial school education. 1In fact the benefits received by
adherents of Scientology from auditing and training are religiocus
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and spiritual, and thus benefit society as a whole. 1Ia
recognizing the Church of Scientology's exempt status on October
1, 1993, the IRS also has expressly retired the 1978 ruling.

Individual Scientologists challenged the IRS's 1978
interpretation of the Church's fundraising practices, ind
appealed the IRS decision all the way to the Supreme Court.

In its 1989 decision in Hernandez v. Commjssjoner, 490 U.S.
680, reh'g denied, 492 U.S. 933 (1989), the Supreme Court held
that the gquid pro guo test under section 170(c) applies to
intangible religious benefits received in exchange for a payment
to a church. The Supreme Court found no statutory basis for
treating religious benefits differently under the guid pro gquo
test and suggested that a special exception for religious
benefits would raise serious concerns under the Establishment
Clause of the United States Constitution.

The Supreme Court's decision in Hernandez, however,
specifically left open three key legal issues. First, the Court
specifically noted that it did not have to address the dual
payment issue since the parties had not submitted any -evidence
concerning the value of the services. Second, the Court
specifically declined to address the claim that the IRS has
treated Church of Scientology fixed donations more harshly than
comparable payments in other religions, on the ground the parties
also failed to submit any evidence regarding the IRS's treatment
of other religions. The Court noted, however, that all religions
must be treated the same by the IRS. Finally, the Court also
declined to address the argument that Church of Scientology fixed
donations should be deductible because Congress has acjuiesced in
the Service's administrative practice of allowing full deductions
for comparable payments to other religions, even thougi the
contributors also received religious services in exchange, which
services had to have some value under the Hernandez decision.

Following the Hernandez decision, several individual
Scientologists went back to court to litigate the thres issues
the Supreme Court had left open. 1In the case Garrison v.

, U.S. Tax Court Docket No. 18956-89, thess
Scientologists were able to introduce the facts necessary to
resolve these issues in their favor in a three-week trial
conducted before the United States Tax Court in April 1992.

First they submitted actual evidence regarding the structure and
character of Scientology fixed donations which established that
both the IRS and the Hernandez court had an inaccurate perception
of the facts surrounding their fundraising practices and that
Scientologists should be entitled to a deduction under the normal
rules for deductibility. Second, they submitted actual evidence
establishing that the structure and character of fixed
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contribution arrangements in other religions were not different
from that in Scientology in any material respect, thereby
entitling Scientologists to a deduction as relief from the IRS's
discriminatory enforcement of the tax laws. Finally, they
submitted actual evidence establishing the "fair market value" of
Scientology religious services (which, under established tax law,
must be equal to the cost to the churches of ministering the
services) so that Scientology parishioners would be entitled to
deduct their excess payments under the "dual payment" doctrine.

The evidence before the Tax Court in Garrison included
testimony from several of the individual Scientologists who were
parties to the case as well as expert testimony from a senior CSI
minister regarding the structure and character of Scientology
fundraising practices. This expert demonstrated that
Scientology's system of fixed contribution practices reflects the
one-to-one nature of many of its religious services in that the
Churches seek support from those who are actively using their
resources. Put differently, the fixed donation system is what
the Church has determined to be the only method of securing
support from its parishioners that is both fair and equitable and
consistent with fundamental theological beliefs. Moreover, as a
young religion, Scientology has no endowment to draw upon, so it
must meet all its financial needs from current parishioner

donations.

The evidence in Garrison also established that the Hernandez
decision and record contain material inaccuracies concerning the
actual structure and operation of the Church of Scientology's
system of fixed contributions in several key respects. First,
the evidence showed that the assumption in Hernandez that
Churches of Scientology "calibrated particular prices to auditing
or training sessions of particular lengths and levels of
sophistication® is incorrect. Second, the evidence showed that
contrary to the implications of Hernandez, parishioner advance
donations are not freely refundable, and that the consequence of
seeking and accepting a refund (which churches are obligated to
give) is that the parishioner must disassociate himself or
herself from the Scientology faith. For this reason, the amount
of refunds actually is very small, as shown in the Garrison
record. Pinally, the evidence in Garrison established that
Scientology fixed donations do not have the mandatory character
ascribed to them in the Hernandez opinion and that religious
services may be received without making a monetary donation.
These significant factual differences from the Hernandez record
demonstrated that Church of Scientology fixed donations in
connection with auditing and training are not structured as guid
Pro quo exchanges under the standards of Hernandez and therefore
are fully deductible under section 170 as applied by the IRS to

other religions.
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taxpayers' argument, the Supreme Court specifically endorsed the
IRS's use of the cost of providing the return benefit in the
parochial school cases, where fair market value is elusive, and
found that permitting the IRS to review a church's costs was not
likely to engender any entanglement prohibited by the First
Amendment.

The settlement negotiations that resulted in exemption for
CSI and other churches of Scientology had already begun before.
Garrison was tried. In January of 1993, following the filing of
the taxpayers' brief on the merits in Garrison, CSI and the IRS
agreed that the charitable contribution issue should be included
in the settlement negotiations, and this issue ultimately was
resolved through direct negotiations with the IRS rather than the
Tax Court. All pending parishioner Tax Court litigation
concerning the deductibility of their fixed donations was settled
on a no-change basis (i.e., full deductibility) and the IRS
issued guidance to its field offices to close any pending
examinations on a similar basis. Finally, to formalize its
actions, the IRS declared the Scientology revenue ruling, Revenue
Ruling 78-189, to be obsolete and of no further effect or

consequence.

conclusion

Over the past ten years the IRS requested and was provided
extensive information addressing each of the factors that are
considered to be indicia of a non-exempt commercial purpose: the
existence of commercial competitors; pricing of goods and
services to maximize profits; the accumulation of unreasonable
amounts of reserves; and the employment of commercial-like
advertising methods. The information that was provided directly
addressed the IRS's concerns with detailed responses and tangible
evidence supporting the responses provided. By their recognition
of exemption to CSI and other Scientology organizations on
October 1, 1993, the I acknowledged that this information fully
satisfied all of theif concerns relating to the commercial
purpose issue and that these organizations operate exclusively
for religious and charitable purposes.

The ultimate resolution of the parishioner charitable
contribution issue leads to a number of significant conclusions.
First, it reenforces the IRS's repudiation of its prior view of
Scientology as a commercial enterprise. More significantly, this
settlement also repudiates the Service's prior view of
Scientology parishioners support of their churches through fixed
contributions as a commercial transaction. v

Finally, and most importantly, the IRS now agrees that
Scientology fixed contributions are not materially different from
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1

recognized fixed payment fundraising practices in traditional
religious denominations and that the IRS cannot treat
Scientologists differently from parishioners of other churches
without violating American laws forbidding such discriminatory
treatment. The IRS's concessions on charitable contributions
reenforce its acknowledgement that Scientology is a religion in
all relevant meanings of that term and entitled to be treated the
same as other religions under the United States tax laws.
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PUBLIC POLICY

Among the factors reviewed by the IRS in making its
determination of the Church's exempt status was whether acts by
the Church or its members constituted violations of public policy
such that exemption should be denied. The IRS conducted a
thorough inquiry in this area, including many of the common
allegations raised in the past by apostates and other Church
detractors and concluded that there was no bar to exemption due
to alleged violations of public policy.

Legal Standards

Under traditional concepts of charitability, an entity that
engages in activities which violate criminal law or other laws of
general application or that are otherwise against fundamental
public policy is not a "charitable™ entity. Because section
501(c) (3) of the United States Internal Revenue Code ("Code")
draws on these principles, an organization otherwise qualifying
under the express statutory requirements will be denied exemption
if its exemption-related activities violate applicable nontax
laws or fundamental public policy.

The public policy limitation has two related but separate
components -- whether the organization generally is in compliance
with criminal and civil laws of general applicability and whether
the organization's exempt purpose activities themselves are
consistent with fundamental public policy. Under the second
component, the strong protection of religious liberty under the
U.S. Constitution would not insulate a church's religious
practices from challenge as contrary to public policy.

The Guardian Office

In the Tax Court decision in
California v. Commissioner ("csc"), the IRS argued, and the Tax
Court found, that CSC and its senior leaders had violated public
‘policy during the middle 1970s by violating civil and criminal
laws of general applicability in seeking to impede the IRS's
examination of and collection of taxes from Church of Scientology
entities. The Tax Court's conclusion on the "public policy"
question was a separate basis for revoking CSC's tax exemption,
which the Court of Appeals specifically declined to address in
sustaining the Tax Court's decision.

The linchpin of the "public policy" violation the Tax Court
_ found in the CSC case was the activities of the old Guardian
<’ office ("GO"), culminating in the criminal prosecution of eleven
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individual GO members.! The public record at the IRS shows that
the misconduct was attributable to individuals in the GO, a
secretive body which had developed a high degree of autonomy from
Church management. The record further shows that these
activities were eliminated when the GO was disbanded in 1983 and
all individuals who were in any way culpable for the GO's
misconduct (including those who knew of the misconduct but did
nothing to stop it) were dismissed and forever barred from Church

employ. -

During the final IRS settlement negotiations, the IRS
inquired at length about the circumstances of the GO's
disbandment and the disposition of its personnel. The IRS asked
whether the GO was still in existence, the identity of any former
GO member still on staff, and whether there is "any entity that
performs functions or operates in a manner similar to the former
GO."™ The IRS sought specific assurances that the public policy
violations found in the CSC case were not continuing and that
those individuals responsible for the misconduct were no longer
employed by the Church in any capacity.

CSI's responses discussed the history and purpose of the GO
and the changes in Church organization through which the GO had
become an autonomous entity, unaccountable to regqular Church
management. CSI described the bitter and protracted struggle
first to prevent the GO from taking over the entire Church and

then to disband the GO.

CSI established to the IRS's satisfaction that the GO office
had been disbanded and that the Church had dismissed not only the
eleven GO defendants but also over two hundred others that Church
leadership held accountable for improper conduct occurring at the
GO. CSI also established to the IRS's satisfaction that these
individuals currently do not serve on Church staff and in fact
are absolutely precluded from ever serving on the staff of any
Church organization.

CSI showved that the legitimate functions the GO was
initially formed to carry out are now carried out by other church
organizations and entities -- legal affairs (by the Office of
Special Affairs International in CSI), proper financial
recordkeeping and accounting (by the International Finance
Network in CSI), public relations (by the Church's LRH Personal
Public Relations Network in CSI), and community outreach social
betterment programs (by the Association for Better Living and
Education through Narconon for drug rehabilitation and Applied

1 The Church itself was never prosecuted, much less
convicted.




Scholastics for education). CSI also showed that it had
instituted strict procedures to prevent these organizations, or
any church management division, from attaining any meaningful
level of autonomy from senior Church management. ,

Other Actions

v As part of the negotiations leading up to the October 1,
1993 exemption rulings, the IRS also required CSI to determine
whether there have been any governmental actions against any U.s.
Church entities alleging a willful violation of any criminal laws
since 1983. After an extensive investigation, CSI certified to
the IRS that to its knowledge there were no such actions or any
pending state or local governmental criminal investigations of
any Church entity or employee.

Based on this information, the IRS wasg satisfied that there
were no violations of public policy that would affect the
Church's qualification for exemption.

Canadian Case

CSI also responded to specific IRS questions regarding
ongoing criminal proceedings in Canada involving the Church of
Scientology of Toronto (the "Toronto Church"). Although the
proceedings took place in the early 1990s, the actual conduct
involved took place over 15 Years earlier, in the early to
mid-1970s, and, in fact, was part of the same misconduct of old
GO staff that led to the criminal prosecution of eleven GO
members in the United States in the late 19708. The submissions
also showed that the Toronto Church was initially charged with 19
counts, of which only 12 went to trial, resulting in conviction
on only two minor counts of breach of trust. The court in
essence directed a verdict against the Toronto Church,
instructing the jury it was irrelevant whether or not --

bd the GO wa. separate and autonomous;

* the Toronto Church and its officers and directors even knew
what the GO was doing;

*  the Church had cleaned house long before the government
began contemplating a criminal investigation.

The Toronto Church has appealed its conviction, and the case has
not yet been resolved. However, the IRS was satisfied with the
information the Church provided concerning the case and
determined that the acts of the GO back in the 1970s that
prompted the Canadian criminal proceedings had long since been
corrected and were not a bar to tax exemption.
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Civil Litigation

The IRS also asked the Church to provide it with information
about all civil litigation involving Church entities since 1980
in which there have been claims of fraud or other intentional
misconduct. The purpose of this question was to identify all
allegations of possible misconduct to determine whether there may
be any other basis to bar exemption on such grounds. CSI
provided the IRS with dozens of pages identifying and describing
each such case, including the case name, court and docket number;
the factual background, the legal allegations, and the resolution
or status of the case or claim. However, since these lists of
cases were provided to the IRS in June and November of 1992, many
of the cases have been resolved.

The Church showed that most of the early litigation was
coordinated by a Boston lawyer who made his living suing
Scientology, and that most of the more recent litigation has been
instigated or supported by the Cult Awareness Network ("CAN"), a
virulently anti-religious hate group that supports and encourages
deprogramming of individuals it claims are "cultists." .
CAN-supported agents (of whom many have been convicted of
criminal acts) have kidnapped and deprogrammed members of other
religions such as the Roman Catholic Church and Jehovahs'
Witnesses, but their principal target has been Scientologists.
Again, after an extensive review and investigation the IRS
concluded that these allegations against the church were not a
barrier to exemption.

A fundamental point about the public policy question is
noteworthy: As stated above, under the second component of the
public policy limitation, the IRS may examine the religious
rituals or practices of a church to determine whether they
comport with fundamental public policy without violating the
United States Constitution. However, both the specific
misconduct by individuals identified in the Church of Scientology
of California case as well as the IRS's detai’.d examination of
the Church's activities since 1986 involved only the first
component of the public policy limitation -- the question of
violation of criminal or civil laws of general applicability. 1In
certain European countries, various Scientology religious
practices have been challenged as unlawful or contrary to public
policy in and of themselves. The Church has found that these
positions invariably are based on a plethora of grossly
pejorative characterizations of Scientology practices (of which
"pseudo-scientific quackery" was one of the mildest) that had
been bantered about the world in the 1960s and 1970s. ‘However,
at no time during its 30-year investigation of Scientology diad
the IRS ever suggest that Scientology religious practices
themselves are contrary to public policy.

4




( ZUCKERT. SCOUTT & RASENBERGER

FINANCIAL INTEGRITY

Another fundamental requirement of tax exemption under
section 501(c) (3) is that the organization's assets te held and
used exclusively for exempt purposes. The IRS must ke satisfied
that the organization's internal financial controls ensure its
assets are dedicated exclusively to exempt purposes and are not
diverted to some improper purpose. The IRS also must be
satisfied that the flow of funds between affiliated organizations
accomplishes exempt purposes and is not a guise through which
assets are being diverted to nonexempt entities.

Tt s f IRS E inatj £ ) ) ]
The IRS satisfied itself on these points on the basis of a
wealth of information it developed over a period of eleven years,
from 1982 to 1993, through exemption application proceedings and
collateral examinations undertaken on all top Church entities and
- several lesser entities.

These proceedings included the exemption applications of
Church of Scientology International ("CSI") and other Scientology
churches and their related organizations filed in 1982, including
the on-site review of books and records of Church of Spiritual
Technology ("CST") and Religious Technology Center ("RTC"), as
well as the exemption applications CSI and RTC filed in 1990.

The proceedings also involved the ten-year examinaticn of Church
of Scientology of California ("CSC"), the two-year examination of
the Founding Church in Washington, D.C., the separate ,
examinations of Bridge, Church of Scientology Religicus Trust,
Scientology Endowment Trust, IMU Services, Mr. Hubbard and Mr.
Hubbard's estate and testamentary trust, Author Services, Inc.
and the examination of CSI and Church of Scientology Western
United States during the negotiations leading to the October 1,

1993 exemption rulings.

The IRS left no stone unturned in its examinaticn of the
books and financial records maintained by these entities. For
example, the CST on-site examination in 1988 alone ultimately
involved a total of eight agents, plus supervisors, and took over
two months to complete. CST provided the examining agents all of
its financial records for its fiscal year ending April 30, 1987,
including CST's bank statements, canceled checks, disbursement
vouchers, invoices, receipts, bills, purchase orders, internal
audits, payroll records and staff disbursements accountings for
the entire year. The agents also personally inspected CST
facilities in california and New Mexico.

During the examination, the agents issued 65 document
requests asking more than 400 detailed questions. Ir response,
CST provided the agents approximately 240 pages of narrative
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answers and more than 9,000 pages of exhibits, schedules and
supporting documentation. The level of detail often »sordered on
the minute: For example, the agents required CST to suubstantiate
numerous trivial expenditures, including travel expenses of less
than $5.00 and individual telephone charges over $1.09; the
agents asked CST to "describe the rationale" for repo:-ting
expenditures for "paper towels" and "Galley supplies" in a
disbursement account designated "repairs"; and the agents even
asked CST to "fully describe" the kitchen and bathroomns at one of
its facilities. '

The IRS agents who actually conducted the examinations were
intimately familiar with Scientolegy financial policy and
therefore easily could have detected any abusive financial
practice had such existed. Obviously, after spending five entire
years examining just one Scientology organization (in the case of
CSC) the agents knew what they were looking for. 1Indeed, through
1981 (or six of the ten years under examination), CSC housed
essentially all of the ecclesiastical functions now performed by
the most senior churches and church organizations in :the
Scientology ecclesiastical hierarchy, including €SI, RTC, CSFSO,
CSWUS, Bridge and ABLE.

Initially, the agents examining CSC reviewed numarous
individual transactions, including the original documents,
confirmed them by cross-references to bank account statements
(and in some cases with the banks themselves), and traced them
through CSC's interim summaries and annual internal financial
statements. Well before the end of the examination tie agents
were sufficiently satisfied with the integrity of the accounting
system that they generally were relying on CSC's periadic
summaries and annual internal statements without the need to go
back through original transaction records.

Nevertheless, at all times during the later examinations,
the Churches made every effort to ensure that the agents
understood what they were looking at. For example, in December
of 1987, prior to on-site examinations of CST, and RTZ, senior
audit partners from a major international public accounting firm
spent two days introducing IRS National Office personnel to the
Church's system of financial accounting and internal controls.
The accountants described the original entry records (invoices
and disbursement vouchers ("DVs")), their periodic reconciliation
to bank account statements, and their tabulation into weekly
and/or monthly and annual financial statements. They then
identified the basic financial controls that assure integrity and
accountability -- the requirement that all income be invoiced and
banked, the requirement that all disbursements be by check and
corresponding purchase order after approval by senior church
executives through the weekly financial plan, the separate
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consecutively numbered invoices and DVs to serve as a
cross-check, the strict segregation of responsibility for
invoicing, deposit, disbursement and accounting for funds through
different staff positions held by different individuals, and the
requirement of two signatures for all checks. The Church
provided a similar presentation to the agents in Los Angeles
prior to the start of the actual examination.

dditiona i vided t

 During the final two-year period culminating in the October
1, 1993 exemption rulings, CSI provided even more information on
the integrity of the Church's accounting system and financial
records. CSI began, of course, by summarizing the detailed
information the IRS already had amassed on this subject and its
extensive testing of the accounting system and records. CSI then
specifically described the Church's internal accounting and
financial audit procedures -- the various original entry records,
reconciliations to bank statements, periodic income and
disbursement summaries through the annual financial statements.
CSI once again identified the basic financial controls -- all
receipts invoiced and banked, all disbursements by check, DV and
purchase order, and the strict segregation of personnel involved
at various stages of receipt, deposit, disbursement and

accounting.

At the IRS's request, CSI provided copies of all applicable
financial and management policies, ultimately to include an
entire eight-volume set of the Organization Executive Course,
which sets forth all applicable sScriptural directives on church
management, including finance. csSI provided the IRS with copies
of internal annual financial statements for the ten-year period
1981 through 1990 for CSI, RTC, CST and 26 other major Church
organizations, including the following:

Church of Scientology Flag Service organization, Inc.,
1981-1990

Church of Scientology Flag ship service Organization,
1988-1990

Church of Scientology Western United States,
1981-~1990

(including church of Scientology of san Diego, 1981-1984)
New Era Publications Aps, 1981-1990

Bridge Publications, Inc., 1981-1990

United States Parishioners Trust, 1988-1990

Trust for Scientologists, 1987-1990

Church of Scientology Expansion Trust, 1982-1988
Scientology Endowment Trust, 1981-1988

Church of Scientology Religious Trust, 1981-1990

Flag ship Trust, 1985-1990
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Church of Scientology Religious Education College
1981-1990

Scientology Missions International, 1982-1990
International Hubbard League of Ecclesiastical
Pastors, 1981-1990

Scientology International Reserves Trust, 1989-1990
Author Services, Inc., 1982-1990

Building Management Services, 1981-1990

Church of Scientology Freewinds Relay Office,
1988-1990 '

World Institute of Scientology Enterprises, 1981-1990
United States Scientology Films Trust, 1982-1988
Scientology International Reserves Trust, 1986-1988
Scientology Dissemination Trust, 1982-1988

Church of Scientology Buildings Trust, 1982-1988

CSI provided copies of financial statements of certain non-U.S.
Church organizations prepared by certified public accounting
firms.

CSI also provided the IRS representatives copies of the two
most important financial reports of a church organization -- the
FBO Weekly Report (which breaks down receipts and disbursements
by category), and the Income Sources Summary -- actual financial
planning, and monthly bank statement(s) for four specific months
for churches the IRS selected at randon.

Finally, CSI responded to a number of specific questions the
IRS had about particular financial arrangements, structures, or
controls. For example, CSI explained in detail how a typical
church would discover a hypothetical act of embezzlement by its
FBO (through discrepancies in internal audits), identified the
other church officials whose collusion would be necessary for the
embezzlement, and described what disciplinary action would follow
from such an act.

CSI showed the IRS how the same controls that prevent
improper diversion of funds from domestic accounts also prevent
improper diversion from overseas accounts -~ that all receipts,
be invoiced and all disbursements be by DV, even inter-account
transfers, that all invoices and DVs are reconciled to bank
statements, and that all disbursements require more than one

signature.

CSI also demonstrated to the IRS's satisfaction that the
ownership rights of all stock corporations that had been formed
to support Church functions (such as Author Services, Inc. and
certain Church publishing companies) vwere owned by Churches or

(“‘ their nominees (when required by local law) and that their
' receipts and assets were irrevocably dedicated to Scientology
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religious purposes. In this process the IRS also assured itself
that no individuals or non-exempt entities were deriving personal
benefit or profit from those corporations.

CSI also provided the IRS with detailed information
concerning new accounting software that it is developing for the
Church's computer network. CSI explained how this software will
incorporate the Church's longstanding accounting system. CSI
also showed how the software will facilitate the conduct of
regular internal audits and reconciliations and the preparation
of internal financial statements.

In the extensive examinations of the various Scientology
organizations that the IRS conducted over the past two decades
the IRS had ample opportunity to review in detail every type of
payment between and among Scientology organizations. These
payments included amounts lower Churches pay to CSI for its
ecclesiastical support services, payments certain churches make
to RTC when they minister Scientology's advanced religious
services to their congregations, transfers to reserves, payments
for assistance in training staff, rent and mortgage payments,
interest payments and loans, payments for the use of Scientology
religious films, and the purchase of Scientology religious books
and other forms of the Scripture, payments for fundraising
commissions, staff compensation, and payments of all kinds to
third-party vendors and professionals. In this process the IRS
examined the details of literally hundreds of thousands of
separate, specific transactions.

Through these separate examinations, the IRS could trace
every expenditure from an organization to a corresponding receipt
of the organization receiving the payment. In this way the IRS
confirmed that payments made from one Scientology organization to
another Scientology organization in fact went to that
organization and that the funds paid were actually applied to

Scientology religious purposes.

At the completion of these examinations the IRS concluded
that the financial reports Scientology organizations prepare are
complete, verifiable and accurately reflect the underlying
transactions. Based on this extensive information about specific
payment arrangements, and its satisfaction that the payments were
accurately reflected in church financial records, the IRS
determined that all the inter-Church transfers of funds vere
consistent with the requirements for tax exemption.




TAX EXEMPTION =-- THE PROCEDURAL BACKGROUND

The Church of Scientology's October 1, 1993 exemption
rulings were not issued in a vacuum. Rather, they represent the
culmination of the most extensive fact-gathering process the IRS
has ever engaged in. This process encompassed every means within
the IRS's power to develop information, from litigation in court
to exemption application proceedings to actual tax audits. An
understanding of this extensive procedural background is
essential to place in context the full import of the October 1,
1993 rulings and the factual information on which they were

based.

The goals, purposes and religious practices of the
Scientology religion have not fundamentally changed. The
activities of a Church of Scientology today are essentially the
same as they were more than 30 years ago when the first Churches
of Scientology were recognized by the IRS as exempt. The Church
of Scientology of New York was recognized as exempt in 1957 and
has been so recognized continuously since that time.

Over the years other Churches of Scientology also have been
recognized as exempt. All Churches of Scientology in the United
States have operated as exempt organization throughout the
Church's history. Because of false informatsion that the IRS was
given and which was maintained in IRS files, however, and because
of the prejudices of isolated IRS personnel, the Church's exempt
status was challenged many times throughout its history. As a
result, Churches of Scientology have been.examined, audited and
scrutinized by the IRS more thoroughly than any other exempt
organization in the IRS's history -- challenges they survived.

The first adverse ruling the IRS issued with respect to
Scientology dates back to the late 19508 and involved the then
Mother Church of the Scientology religion, the Founding Church of
Scientology of Washington D.C. Although initially recognizing
the Founding Church as exempt, the IRS subsequently ruled that
the Founding Church no longer qualified for tax-exempt status.

In 1969, the United States Court of Claims upheld the IRS's
determination.

However, the IRS chose to limit its challenge of the

Church's tax-exempt status only to the Founding Church. In

mid-1975, subsequent to the decision in the Founding Church case,

the IRS conducted an intensive examination of a representative

Class IV church of Scientology and on the basis of its findings,

~ issued favorable exemption rulings to all 11 Class IV churches in

T " existence at that time. Class IV churches ministered religious
<} services to Scientology parishioners, and represent Class V

Churches as they exist today.

EXHIP®




Subsequent to this favorable action at the level of
subordinate churches, the IRS then mounted another major
challenge to Scientology against Church of Scientology of
California ("CSC"), the then Mother Church of the religion,
examining its records for the years 1970 through 1974. Following
a year-long examination of CSC's financial records CSC went to
the United States Tax Court concerning its exempt status. The
trial of this case took place in 1980 and 1981 and resulted in
the 1984 Tax Court ruling that CSC had failed to prove that
various direct and indirect payment arrangements to Mr. Hubbard
did not constitute private inurement to Mr. Hubbard. The Tax
Court, however, also sustained the IRS's position on two
alternative grounds: that CSC was operated for a substantial
nonexempt commercial purpose and that the Church did not qualify
for exemption under the "public policy" requirement. In 1987,
the United States Court of Appeals affirmed the Tax Court's
decision solely upon CSC's failure of proof on the private
inurement question; it specifically declined to address the Tax
Court's alternative holdings on commercialism and public policy.

Both the Founding Church case and the CSC case specifically
recognized that Mr. Hubbard was entitled to be reasonably
compensated for his personal services rendered to the Church and
for the Church's use of the religious properties he created.
However, each case held that the respective Church had failed to
prove that the specific financial arrangements in question
constituted reasonable compensation to Mr. Hubbard.

In 1981 the Scientology ecclesiastical hierarchy was
reorganized in a way that directly addressed the IRS's concerns
as to Mr. Hubbard's continuing financial relationship with the
Church. As part of this reorganization Church of Scientology
International ("CSI") was formed to succeed CSC as the Mother
Church; Religious Technology Center ("RTC") was formed to
supervise the use of the Scientology religious marks and advanced
technology by the hierarchy (which Mr. Hubbard gave to RTC);
Church of Scientology Flag Service Organization ("CSFSOW") was
formed to take over the ministry of the most advanced religious
services that CSC had previously ministered, and Bridge
Publications Inc. was formed to take over the publishing
activities CSC had previously conducted. Further, Church of
Spiritual Technology ("CST") was formed with the mission to
preserve the Scientology Scripture for all time against any
conceivable catastrophe and to serve as the primary beneficiary
to Mr. Hubbard's estate, including all of his religious
intellectual properties. Finally, a for-profit corporation,
Author Services, Inc. ("ASI"), was formed to administer Mr.
Hubbard's publishing and other business affairs. With these
changes the Church believed that the issue of private inurement
to Mr. Hubbard had been eliminated. The next step was to
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formally notify the IRS of these changes, which the Church
planned to do through the exemption application process.

A, The 1982 Exemption Applications

In 1982 the senior churches in the Scientology
ecclesiastical hierarchy filed applications for recognition of
exemption under section 501(c)(3). The applicants included CSI,
RTC and CST (which applied in 1983). All applications were
assigned to the IRS's Exempt Organization Technical Division
located at the IRS National Office in Washington, D.C.

From then until early 1986 the IRS asked the applicants a
series of questions and received answers concerning their
activities and financial affairs. Eventually, on January 7,
1986, the IRS issued three substantially identical adverse ruling
letters to CSI, RTC and CST that proposed denying exemption on
two primary grounds: inurement to Mr. Hubbard, and operation for

a commercial purpose.

On January 24, 1986, subsequent to the issuance of the
initial adverse letters, Mr. Hubbard died, leaving the bulk of
his estate to CST on the condition CST obtained recognition of
its exempt status. Mr. Hubbard's bequest included all his
copyrights to the Scientology Scripture and religious materials
and his patents to the E-Meters. Although as noted above the
Church took the position that the 1982 reorganization had
eliminated any question of inurement to Mr. Hubbard, his death
and ensuing bequest to CST obviously ended the matter once and

for all.

In response to the initial adverse letter, on July 3, 1986
CSI, RTC and CST filed a joint protest containing their legal
analysis of the two issues the IRS had raised and extensive
factual information concerning the activities of the entire
Scientology ecclesiastical hierarchy. The joint protest
consisted of over 30,000 pages of vital information concerning
the religion, much of which the IRS had not considered before.
The joint protest took into account the fact that the officials
in the IRS who had issued the initial adverse letter did not
understand the Scientology religion, the structure of the Church
and its activities. The joint protest undertook to educate the
IRS about the true purposes and activities of the Church to
dispel their fundamental misconceptions with respect to the
Church's ecclesiastical structure, activities and financial
affairs, and it directly addressed issues the IRS had raised in
the initial adverse letter with respect to inurement and

commercial purpose.




Six months later, on January 14, 1987, representatives from
the three churches and the IRS met to discuss the initial adverse
letters and the joint protest. The conference lasted six days
and focused on the two issues of inurement and commercial purpose
and also whether CST's exempt status should be determined
separately from the other Scientology churches since it operated
outside of the Scientology ecclesiastical hierarchy.

At the conclusion of the conference, the IRS agreed to
reconsider the initial adverse letters in light of the
information the three churches had provided. 1In addition, it was
agreed that the churches would provide the IRS with additional
information to meet concerns the IRS had raised during the
conference with respect to the issues of commercialism and
inurement and with respect to CST's status as a separate
organization. This information was to be provided sequentially
in three major submissions: the first to address CST's separate
status, the second to address commercial purpose, and the third

to address inurement. "

Accordingly, on May 5, 1987 CST provided the IRS the first
submission concerning its right to have its exempt status
determined on the basis of its own activities rather than in
connection with the hierarchical church. This submission
included an 80-page narrative description of its formation,
governance, financial affairs and preservation program, as well
as a 45-minute videotape presentation of its facilities and
activities. The submission also included a legal analysis as to
why CST's exempt status should be based solely on CST's

activities. A

On August 3, 1987, the churches submitted an extensive
written submission on the issue of commercialism (the
"Commercialism Submission®™) that addressed the four remaining
areas of concern the IRS had raised with respect to the issue
during the conference: (1) whether the Church's promotional
materials employed methods used by commercial business; (2)
whether certain of the Church's fundraising practices, such as
compensating fundraisers on a commission basis, were consistent
with exemption; (3) whether prices for Scientology books and
other religious material and fixed contributions for religious
services are set to maximize profits (like a commercial business)
or to accomplish a tax-exempt religious purpose; and (4) whether
reserves are unreasonably high or are reasonable in light of the

anticipated needs of the religion.

The Commercialism Submission provided the IRS with
uncontradicted evidence that there was no foundation for their
concerns and that Scientology promotional materials, prices and
reserves all align with the requirements of section 501(c) (3).
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The submission consisted of over 4,300 pages, including
affidavits of experts in publishing and related areas of the
nonprofit community, Church policy concerning the setting of
prices and details of the size, management, expenditure and
planned purpose of Church reserves.

Two months later IRS officials informed the churches that
the Commercialism Submission had "fully satisfied" them on the
issue and that they had no further questions as to commercial
purpose. The IRS stated that it would grant exemption to the
churches if they agreed to undergo a review of their financial
records by IRS agents located in Los Angeles. The purpose of
this review was to satisfy the IRS that the churches' funds were
not benefiting private individuals and that their books and
records have financial integrity. The IRS agreed that if the
churches underwent this review, they would not have to file the
third planned submission on the issue of inurement.

B. e e eeme

Eventually, the IRS and the churches signed a written
agreement as to the terms of the proposed limited review and the
overall settlement of the proceedings (the "Settlement
Agreement”). The 1988 Settlement Agreement provided that if a
review of CSI, RTC and CST's books and records showed no
inurement or other disqualifying activity, the three churches
would be recognized as tax-exempt.

CST's review began on March 23, 1988 and consisted of a teanm
ranging from four to eight full-time IRS agents. For the next

- ten weeks, these agents examined all of CST's financial records,

inspected its facilities, and interviewed its staff. They also
asked CST more than 400 specific questions for more information
about its activities and financial affairs. When the agents
concluded their examination, they reported that they found no
indication of inurement whatsocever and could not fault CST's

records on any grounds.

The agents then began their review of RTC. Within a month
the agents reported the same favorable conclusions they had
reported with respect to their revxew of CST, and they began
their review of CSI.

However, at that time Church officials learned that the
reviewing agents had violated important IRS procedural rules and
the terms of the Settlement Agreement by interviewing and
encouraging individuals to litigate against the Church. CSI, RTC
and CST expressed their concerns to officials at the IRS National
Office, but they refused to intervene and instead, the matter

reached an impasse.
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C. Collateral IRS Examinations

Before, during and after the 1982 exemption proceedings the
IRS undertook examinations of various Scientology churches and
their related organizations throughout the United States. These
collateral examinations also provided the IRS with very extensive
information concerning the Church's financial affairs.

In 1984, for example, the IRS undertook an examination of
Bridge Publications' books and financial records for its 1982,
1983 and 1984 years. When the IRS completed its examination in
November 1987, three years later, it had reviewed Bridge
Publications' original source financial documents and literally
tens of thousands of transactions with individual church
bookstores.

In 1987 the IRS began an examination of L. Ron Hubbard's
personal income tax returns for the seven-year period 1979-1985.
This examination encompassed all items of Mr. Hubbard's income
and deductions, including amounts he received from Bridge
Publications, Scientology churches and their related
organizations. As in all income tax examinations, the examining
agents searched for items of income Mr. Hubbard may have failed
to report. On completion of their examination, the agents
reported that they could trace to the source every penny Mr.
Hubbard received in those years.

The IRS also examined Mr. Hubbard's Estate Tax return, which
was filed subsequent to his death in January 1986. This

- examination began in July 1987 and ended two years later in June

1989. The IRS asserted one primary issue as a result of its
examination -- whether Mr. Hubbard's bequest of the bulk of his
estate to CST qualified for the charitable contribution
deduction. However, the IRS conceded this issue, allowing a full
deduction to the Estate, at the time that it issued the favorable
exemption rulings on October 1, 1993.

In 1986 the IRS instituted an examination of the financial
books and records maintained by Church of Scientology of
California (®"CsScC®"), which had served as the Mother Church prior
to CSI's formation in 1982. CSC's examination encompassed all of
its receipts and expenditures from 1975 through 1985 and involved
several thousand boxes of financial documents. The examination
continued without interruption for five years, from 1988 to 1993,
when it was completed.

Following the impasse in the negotiations with CSI, RTC and
CST in 1988, the IRS attempted to commence examinations pursuant
to the Church Audit Procedures Act of CSI and four other churches
of Scientology =-- Church of Scientology Flag Service Org, Church




of Scientology Western United States, Church of Scientology of
Boston, and Founding Church of Scientology Washington, D.C.
("FCDC"). (The earlier decision against the Founding Church was
limited to tax years 1956-1958; therefore the Founding Church
continued to claim tax-exempt status in the years following the
decision.) Each of the examinations was conducted by separate

teams of IRS agents.

All five churches initially cooperated with the IRS,
providing it extensive information in response to specific
questions it asked. Eventually the IRS issued a series of
extremely detailed questions to each of the five churches. The
Boston Church challenged the propriety of the questions since
that Church had been recognized as exempt by the IRS in 1975
following an extensive examination and had made no changes in its
operations since that date. The United States District Court in
Boston agreed and refused to allow the IRS examination to go
forward, a decision upheld by the U.S. Court of Appeals.

The examinations of CSI and Church of Scientology Western
United States were supplanted by further negotiations with the
IRS, culminating in the October 1, 1993 exemption rulings. The
Founding Church successfully completed its examination and
received written confirmation supporting its claim of tax-exempt
status. The IRS issued this confirmation only after a rigorous
review of the church's activities and financial affairs that
included more than 20 specific requests for information requiring
extensive narrative responses and actual inspections of its
books, financial records and facilities. :

The IRS also initiated a series of examinations against
church support organizations between 1988 and 1990. In February
1988, the IRS undertock an examination of the 1984 and 1985
taxable years of ASI, which administered Mr. Hubbard's publishing
and other related agreements and served as a buffer between hinm
and the churches and their publishing organizations in those
years. This examination was favorably resolved with only one

minor adjustment.

In 1990, the IRS started an examination of the 1986, 1987
and 1988 taxable years of IMU Services, which functioned as a
support organization for the International Association of
Scientologists ("IAS") by administering IAS's membership matters
(i.e., corresponding with IAS members, publishing the IAS
membership magazine, etc.). (IMU Services has long since
dissolved.) When the IRS closed its examination, its only
criticism was that IMU Services had not charged IAS the full
value of the services it was performing.)




In 1990 the IRS also initiated examinations of Chirch of
Scientology Religious Trust ("CSRT") and Scientology Eidowment
Trust ("SET") for their 1987-1989 and 1986-1988 years,
respectively. Both trusts functioned as Scientology roserves
trusts, administering central reserves funds on behalf of CSI's
Central Reserves Committee. Both had been recognized Dby the IRS
as tax exempt under section S01(c)(3) in 1983. Neithe:
examination resulted in any challenge to the trusts' eiempt
status. The IRS issued CSRT a letter confirming its e:iempt
status on October 1, 1993 when it issued the Church's eaxemption
rulings. SET had dissolved in 1988 so it did not have to receive

a ruling.
D. em o icatj

On March 15, 1990, CSI and RTC filed new applicat:ions for
recognition of their tax-exempt status directly with the
Technical Division of the IRS National Office. These
applications contained information the IRS had preventad CSI and
RTC from including in their prior exemption proceeding:, which
they believed was essential for determining their exempt status.
Over the next 18 months the IRS issued a series of questions to
CSI and RTC, to which they provided appropriate respon:es.

In late 1991, Church leaders approached the then
Commissioner of the IRS, Fred Goldberg, to initiate a new round
of negotiations aimed at resolving once and for all anv questions
concerning the Church's status. Following this meetin(,
Commissioner Goldberg recognized that the Church representatives
were sincere in this endeavor and assigned the IRS Ass:.stant
Commissioner (Employee Plans and Exempt Organizations), John E.
Burke, to personally supervise the exemption proceedin¢s in an
effort to settle all outstanding tax controversies with the
Church of Scientology. He assembled a working group of some of
the most senior officials at the IRS National Office, :.ncluding
the IRS Associate Chief Counsel, Employee Benefits and Exempt
Organizations (his counterpart in the IRS Office of Ch:.ef
Counsel), the Special Assistant to the Assistant Commiusioner,
and three senior staff attorneys from the Office of Chi.ef

Counsel. «

Extensive negotiations then began to address ways to resolve
the exemption proceedings. As an initial matter, the IRS working
group reviewed all prior exemption proceedings involving the
Church and conferred with agents in Los Angeles and eluewhere who
had participated in prior examinations of the Church.

The negotiationé under Assistant Commissioner Burle's
jurisdiction soon developed into the most vigorous and focused
examination of the Church of Scientology that the IRS had ever
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conducted -- indeed, of any organization ever examinei by the IRS
for purposes of determining exemption. The negotiations involved
dozens of face-to-face meetings between the IRS working group and
Church representatives over more than two years, with most
running for a full day and many extending for two to i:hree days
at a time. Church lawyers and accountants worked intensively to
provide responses to questions and to prepare financial
information for the IRS to review. Top IRS specialisi:s attended
some of the meetings and reviewed the Church's submissions.

The IRS asked hundreds of specific questions for detailed
factual information with respect to the areas of theiir concerns.
The Church provided complete responses to every quest:ion asked.
These responses =-- which amount to more than 11,000 piilges of
information and constitute 12 linear feet of stacked paper -~ are
contained in the administrative record of CSI's exempi:ion
proceeding available to the general public at the IRS National
Office in Washington, D.C. This information included balance
sheets for all of the major organizations in the Church, all
expenditures from Church reserves for a three-year perriod, all
planned expenditures from Church reserves for the nexi: five years
and a report on the expenditures for the five previou:s years,
compensation information for Church executives and the
highest-paid individuals in the Church, financial information
concerning the highest paid vendors that the Church dealt with,
answers to many other specific financial questions and extensive
information concerning the Church's structure and orgianizations
and the integrity of its financial records. Relevant portions of
this record are attached to the individual write-ups which are
part of this package, addressing specific exemption issues.

In addition to asking for this oral and written information,
the IRS conducted its own examination of CSI's financlal records.
In December 1992, with Mr. Burke in the lead, five mentbers of the
working team traveled to Los Angeles, where they and ‘:wo other
IRS agents from the Los Angeles area had unfettered access to
more than 640 boxes of original entry documents, canciled checks,
bank statements, payroll records and other financial :records for
both CSI and Church of Scientology Western United Sta:es.

Finally, in conjunction with a second team of fi’e agents
from the Individual Income Tax Division of the IRS's ifational
Office, the working team also conducted a thorough eximination of
Scientology religious services, including specific auditing
services and religious training courses, the Church's fixed
contribution method for raising funds, and the nature of the
benefits Scientology parishioners receive when they participate

in these services.
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At the conclusion of his two-year review, the Assistant
Commissioner agreed not only to grant exempt status but also to
resolve all existing tax controversies with the Church.
Accordingly, the IRS issued 25 favorable individual exemption
rulings and 5 favorable group exemption rulings to the churches
of Scientology and their related religious, charitable and
educational organizations. In total, more than 150 churches and
charitable and religious organizations were recognized, including
the organizations that conduct the Church's drug rehabilitation
activities, literacy and educational programs, criminal
rehabilitation and various social reform activities. (These
organizations are described in a separate write-up.) The IRS and
the Department of Justice joined with the Church to dismiss all
pending tax-related litigation. IRS offices around the country
favorably closed their examinations of Scientology organizations,
Church officials and parishioners. And the IRS publicly withdrew
a ruling that it had issued to deny income tax deductions to
individual Scientologists for their fixed contributions, and it
agreed to start allowing them to deduct their fixed contributions

in full.

* * *

The magnitude of the IRS's inquiry into Scientology over the
past four decades is without parallel in the history of United
States internal revenue law. There simply was no aspect of the
activities and financial affairs of the Church and its personnel,
nor any aspect of Scientology religious practice, that the IRS
did not examine in great detail.

At no time during this extensive examination did the IRS
find a single instance of inurement or reason to criticize the
integrity of the Church's boocks and financial records. Indeed,
this governmental investigation of awesome proportion ended with
but one unassailable conclusion: that the Church of Scientology
operates exclusively for tax-exempt religious purposes.
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