CHURCH OF SCIENTOLOGY AND 128 MEMBERS V SWEDEN ot
(ADM. DEC. ON APPL. NR. §282/78)

SYNOPSIS OF DECISION

This case derived from a verbal attack on the Church of Scientology by a university lecturer,
which was reported in a newspaper. The Church submitted a penal complaint about this attack
to the Chancellor of Justice, claiming that it constituted "agitation against a minority group",
but the Chancellor decided not to instigate criminal proceedings. The Church then brought a
civil action for damages against the lecturer, on the basis of the alleged breaches of the criminal
law. This action was dismissed on technical legal grounds.

Before the European Commission of Human Rights ("the Commission"), the Church claimed
that the absence of effective criminal and civil legal redress violated, in particular, the right to
freedom of religion, and constituted discrimination; and that Swedish law did not accord them
an effective remedy against these violations of the Convention.

The Commission, in its decision on the admissibility of the case, first recalled that, in its earlier
decision of X and Scientology v Sweden, it "recognised the competence of a church [in casu,
the Church of Scientology] to fodge an application in its own capacity". It went on, however,
to find that it is not an element of the concept of freedom of religion, as set forth in Art. 9 of
the European Convention on Human Rights (ECHR), that religious bodies or their individual
members should be able to bring proceedings of the kind sought by the Applicant. While the
Commission held that particular creeds or confessions do not have a right to be free from
criticism, they nonetheless expressly did "not exclude the possibility of criticism or ‘agitation’
against a church or religious group reaching such a level that it might endanger freedom of
religion and where a tolerance of such behaviour by the authorities could engage State
responsibility. " However, such a level had not been reached in the case at hand.

As in the earlier case, the Commission clearly dealt with the case on the basis that the Church
of Scientology was entitled, as a religious group, to the protection of Articles 9 and 14 of the
Convention, guaranteeing freedom of thought, conscience and religion and freedom from
discrimination, respectively. Its ruling that the freedom of religion, guaranteed under Art. 9,
did not include a right to criminal or civil legal redress of the kind sought by the Church, was a
general ruling, applicable to all religions alike. It emphasised that, apart from the Church of
Scientology, "the legal remedies open to any other church body or its members in respect of
the offence of 'agitation' ... are exactly the same"; and that "it has not been shown that any
discrimination exists as between different religious groups or their members". The
Commission therefore clearly recognised and treated the Church of Scientology as a religion
under the ECHR, entitled to the same protection as other churches or religious groups.
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“DECISION OF THE COMMISSION

AS TO THE ADMISSIBILITY

. Application No. 8282/78
by Church of Scientology and 128 named applicants
againsgt Sweden : -

The European Commission of Human Rights sitting in private on

9 and 14 July 1980, the following members being present:
. E. S. FAWCETT, President

SPERDUTI ‘
A. NERGAARD
ERMACORA
. A. TRIANTAFYLLIDES
BUSUTTIL
KELLBERG
DAVER
OPSAHL
R. F. POLAK
A. FROVEIN
J. DUPUY
TENEX1DES
TRECHSEL
KIERNAN
KLECKER
SAMPATIO
. A. CARRILLO

v

HOEEEMOOS
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Mr. H. C. KRUGER, Secretary to the Commission

Baving regsrd to Art. 25 of the Convention for the Protection of
Buman Rights and Fundamental Preedoms; ;

Having reé&rd to the application introduced Sn 26 June 1978 by the
Church of Scientology and 128 nawed applicants against Sweden and registered
on 26 June 1978 under file No. 8282/78; '

Having regard to the report provided for in Rule 40 of the Rules of
Procedure of the Commission and the observations of the respondent
Government submitted on 14 January 1980 and the applicants' observations

"in reply dated 28 March 1980;

Having deliberated;

Decides as follcws:

E 43.580
06.2
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THE FACTS

The application is brought by the Church of Seiantology in its
own capacity and by 128 of fts membars whoss names ars annexsd to
tha petition.

On 14 November 1975 a local newspaper Kriatianltadﬂblhde:
published an article in which yarious statemsnts made by &n assistant
. profassor of theology, Mr. Xke V. Strbm, were quoted. Professor Scrdm
was reportad to have said in a lecture that "gcientology is the most
lying movament thare is. It 18 the cholera of the spiritual lifa.
That is hov dangarous it is." :

On 10 May 1976 the Swedish Church of Scientology, in accordance
with the Rules of Criminal Procedure, requested tha Chancellor of
Justice to initiate criminal proceedings in respect of the above article,
which, in its view, was punishable as being the offence of "agitation
against a group"on grounds of religious affiliation

On 24 May 1976 the Chancellor of Justice refused the request,
pointing out that a request to the Public Prosecutor for the instituytion
of criminal procsedings must be submitted to the competent Public
Prosecutor within a ressonable time before the period of limitation (in
this case six months) explres. In the present case, however, the request
was submitted only four days before that period expired, which meant
that there was not time for the Chancellor of Justice to deal with the
matter. In his decision, the Chancellor of Justice added that even if
he had proceeded to an examination of the substance of the case, he
would not have been likely to find reasons for taking action against

.the newspaper.

On 13 August 1976 the Church of Scientology, invoking Chapter 7,
Section 4 of the Freedom of the Press (1940) Act as amended, and
Chapter 16 Sectiom 8 of the Penal Code (l962).as~amended (1971) brought
a civil-sction for damages based on alleged breaches of the criminal
law agasinst Mr. Lennart Hjelmstedt, the publisher of the newspaper

_ Kristianstadsbladet. ' :

The relevant criminal provisions on which the civil action was
" founded are as follows:

(1) "hets wot folkgrupp™  means literally "agitation agsinst
a minority group or section of the population"
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"Penal Code 16:8 If a person publicly or otherwise in 2
statement or other communication which i3 spread among the
public threatenms or expresses contempt for a group of a
certain racs, ekin colour, national or ethnic origin or
religious creed, he shall be gentenced to imprisonment

for at most two years nr, if the crime is petty, to pay 8
fine. ’

"Freedom of the Press Act 7:4 Having due regard for the
purpose of freedom of the press as stated in” Chapter 1,
statements in printed matter shall be congidered unlawful
when they include representations generally punlshable

according to law as amounting to: =.-.=.~.-.v.=. TS0
12. threats. slande- ot libel asgainst groups of people
because of thelr origln or religion.=—,=.=,=.=. =, =.=, =, =."

At First instaace before the District Court the defendant claimed
that the Church of Scientolugy was not competent to sue and tequested
that the aczion be dismisscd. On 2! November 1976 the District Court
of Kristfanstad considered rhat it was competent to sue for damages. This
view was upheld by the Skane and Blekinge Court of Appeal on :
11 January 1977. However, the Supreme Court dismissed the action
on 2 January 1978. The Court beld that ""the proteclLivn of a
certain group - and indirectly the protection of its members -
lies in the duty of the prosecutor to prosecute when an offence has
taken place. ... Comsequently, the Church of Scientology has no
right to bring an action for damages based on the alleged unlawful
activiey ..."7

In a concurring judgment, Justice Bengtssoun of the Supreme Court
stated as follows:

" .From the travaux préparatoires of the previous provision of
chapter l1l, secrion 7, of the Penal Code (present chapter 16,
section 8, of the Penal Code), it appears that the reason for
making agitation against a minority group 3 criminal offence

was "a social interest of order and decemcy" (Nytc Juridiske
Arkiv II 1948 page 359). Moreover, the provision has been

placed among offences against public order. Although, in
connection with the adoption of the law, some weight was of course
also attached to the suffering which may be inflicted on
individual persons as a result of the offemce in questionm, the.
intention was apparentrly not to give such persons any direct
protection in the sense that either an individual person, or 3n
asgociation of individual persons, would be allowed to proceed I®
private prosecutrion cr o an action for damages based on the
offence.”
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On 30 June 1978 the Chureh of Sciemtology applied for a
re-opening of the proceedings (Resning) in the present case,
claiming thaz the decision of the Supreme Court on 2 January 1978
was based on a manifestly incorrect applicatien of the law. This
application was rejected by the Supreme Court on 19 October 1978.

COMPLAINTS

The applicants submit that the decision of the Supreme Court of
Sweden dismissing the action of the Church of Seiantolopgy violates Arts. 9,
13 and l4 of the Convention, all taken together. The following submissions
are made: ‘

1. Arts. 9 and 14

In the present case it is submitred that the members of the Church
of Scientology have been dizcriminated against in the enjoyment of the
freedom to manifest one's religion, guaranteed under Atrt. 9, because the
decision of the Supreme Cour: to dismiss the actlon means that the ¥ingdom
of Sweden tolerates agitation agalnst a partlcular religious group,in
spite of the freedom to manifest religion to which members of the Church
of Scientology are entitled under Art. 9. Tt is stated that freedom of
religion has thus been subjested to other 1imitations than those illoved
under paragraph 2 of Art. 9 {.e., "suych limitations as ave prescribed by
law and are necessary in a democ-atirc society in the interests of public
safety, for the protectlion of public order, health or morals, or for the
protection of the rights and freedoms of others™.

2. Art. 13

It is submitted that the Suprome Court's decision renders the
.protection of the Church of Scientology's Ereedom [rom “agitation or
incitement to hatred” by a newspaper totally dependent upaon the decision
of the Office of Public Prosecutions. The Swedish position, it is
submitred, seems to be that the individual can take no action at all
when being discriminated against, except by informing the prosecutor,
awaiting his Investigation aod final decision as to the merits of the
individual's case. The ind ividual whose rights were violated could
not begin litigation on his own or vindicate his right to manifest his
religion unhampered by adverse discrimination.

It is further submitred rhat even if the Supreme Court had
accepted that {udividual members of an injursd group zould bring
an action before the courts, the reuuirement in Art. 13 that the
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remedy ghall be effective would not be satisfied. Tor the remedy

to be effective 8 right of action would have tO reside in the

group rather than in an individual. At present under swedish

rules of procedure, {¢ was claimed, it would not be open TO {ndividuals
who commencaed 1icigation toO geek a joinder of their actions since
the legal facts whizh would be {avoked in esch claim would not be the
same. Under these -ircumstances 41t was not possible to call an
{ndividual vindication of 2 right an naffective remedy" to rectify

a wrong to a group- Consaquently {t was gubmitted that the inter=
precation given by che Supreme Court was wromng and at vyariance with
Art. 13 of the Convention.

SUBHISSIONS OF THE PARTIZS

IEE_§EEE°“§EHE_EQXEYEESEE’ The relevant domestic law fo sweden

According to tte Swedish criminal procedure, eriminal proceedings
against 3an alleged of fender are normally instituted by 8 Public
Proseculul . 1f a person considers that an of fence has beed commitred

he should normally drav the attention of the competePnt Public Prosecutorl
ro the matter and requést him tO institute proceedings. Should the
public Prosecuter decide not to ingritute eriminal proceedings, for
example —because he cousiders that no offence has been commnitted oF
that-there is not gufficient evidence to convict the offender - LT is
possible to appeal against his decision.

when the alleged offence consists of a statement made in 2 princed
publication such as a newspaper Ot book, the Chancellot of Justice

(justitiekanslern) is alone competent to institute criminal proceedlngs.

1f the compet2nt Public ProsecutoT decides not to prosecure,
criminal proceedings may be instituted bY the victim of the alleged
offence in a private prosecution. The Code of Judicial procedure
(Chapter 20, Section 8) vefers to the 'injured party * uho is defined
as being ' a person ageinst whom the offence was directed, ot who
was harmed or suffered damages 8s 2 result of the offence’. The
right to private prosecution can only be exercised if the offence
_concerned involves an injured party as defined above.
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1f the inijured party has suffered damage as a result of
a criminal offence, he may claim compensation in connection
with criminal proceedings or in separate civil proceedings.

"Mgitation against a group”('hets mot folkgrupp')

An offence entitlec 'hats mot folkgrupp' was
{ncluded in the Swadish Penal Code {n 1948. The Section dealing
with the offence was revised in 1970 to conform to the requirements
of the International Convention om the Elimination of All Forms of
Racial Disctimination ratifted by Sweden in 1971. The provision
appears in Chapter 6, Section 8 of the Penal Code. It follows
from the Frecdom of the Presz Act (Chapter 7, Sectinn 4, Point 8,
which corresponds tu Poiant L2 before L January 1978) rhat this
offence is punishable when committed by means of a writcen stca3tement
in a primted publication.

The offence dealt with in Chapter 16, Section 8 of the Penal Code
1s directed against a group of people but not agaimst individuals.
Threats or expressions of contempt directed agalnst individuals are
punishable under other provisions of the Penal Code, in particular
under those dealing with unlawful threat' (Chapter 4, Section 5),
'slander' (Chapter 5, Sections 1 and 2) and '{nsulting conduct’
(Chapter 5, Section 7).

The legal problem for the Swedish Courts in the present case was
whether the Church of Sclentology in Sweden could be considersd an
injured party in respect of the alleged offence under Chapter 16,
Seccion 8 of the Penal Code. The offence entitled " h2ts =
mot folkgrupp” i{s consldered to be directed against the group as
such, but ot against Individual members. The question arose 1in the
context of this case as to whether the association of members of the

group in question would be competent ration ersonae to act as
an injured party' amd to claim damages on Behall of the group.

Discussions in th: Swedish Parliament

The respondent Government point out that the legal issuyes involved
in the present case have recently been raised in a Private Member's
Bi1l in the Swedish Parliament. A Member of Parliament proposed an
addition to Chapter 16 of the Penal Code which would make it possible
for an organisation representing a group of people to act 3as an injured
party. The organisation would then be entirled to institute a private
prosecution or bring am action for damages. The Parliamentary Legal
Standing Committee proposed, in a report dated 22 November 1979, that
the Private Member's 8111 should be rejected. It stated as follows:
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I

Nor, ia the opfaion of the Standing Committee,

is it easy to coaceive of a different system. The

punishable act, whiczh is an offence against public order, is
directed against a group of people as such, and not against
individyal persons or organ{sacions, As was painted out

by one of the authorities whose views were requested, a

provision of the kind envisaged by the member who tahled the

Bill would entail considerable difficulties in its practical
application, for instance {f a foreign State or several

competing organisations wished at the same time to represent

an ethnic group or immigrants of a certain nationaliey. It
should also be borne in mind, in the view of the Standing
Committee, thac it is a fundamenta! principle of Swedish law

23 regards penmal law enforcement that a Public Presecutor

should bring crimina! proceedingzs whenm an offence - such as

"hets mot folitgrunn” has been committed. And on

this point it should be emphasised that any person, including
organisations representing, for instance, minority groups, has
the right to address a petiticn to the Police or a Public Prosecutor,
requesting the inscitution of criminal proceedings in respect of
an offence. 1In this context it is also appropriate to recall
that the decision of a Public Prosecutor in regard to prosecution
is subject to appeal to a superior Public Prosecutor, in the last
rescrt to the Chief Public Prosecutor."”

On 5 December 1979 the Private Member's Bill was rejectéd by Parliament.

As to Admissibility

Articles 9 and 14

The respondent Government point out the legal remedy available in
Swedish law a8 regards alleged violations of Chapter 16, Section 8,
of the Penal Code ("hects mot foikgrupp") is a request to )
the Public Prosecutor for the institution of criminal proceedings,
When the alleged offence has been commitred by means of an article in
a printed publicstion, the competent Public Prosecutor is the Chancellor
of Justice. The Church of Scientology submitted such-a request
to the Chaneellor of Justice on 10 May 1976, i.e. four days before the
expiry of the period of limitation in respect of the offence on 14 May 1976.
The Chancellor of Justice therefore rejected the request on the grounds
that 1t was not possible for him in practice to deal with the request
before the expiry of the period of limitatiom.
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It i3 submizted from these facta, that the applicant did not
exhaust his domestic reredies as vequired by Art. 26 of the Convention
in respect of thase complaints, since he did not submit the request
to the Chancellor of Justice in sufficient time for an examination to
bae carried out befors the perviod of limication expired.

In the altemmative, it is submitted that the article published in
Kristianstadbladet merely contalned a factual account of certaln
statemenca, highly critical of the Chunch of Scientology, made in a
lecture by a theologian. It 1is submitted that this cannot be regarded
as an interference with the right to freedom of religion. This freedom
does not protect the religinus sect against criticism or negative
comments. It guarantees ths vight of the members of the sect to worship
and to manifest their raliginn, but critical remarks from outside
observers do not in any way restrict or interfere with this right te
freedom of religion.

As regards the allsgnd discriminstion, the respondent Government
state that neither Swedish law nor its application {n the present case
contains any element which 1is discriminatory againset the Church of
‘Seientology. The protection afforded by Chapter 16, Section 8, of the
Penal Code is the same for all religious groups. The legal remedies
available in the case of alleged breaches of that Sectium are also the
same for all veligious groups. Accordingly, it is submitted that the
applicant's complaints concerning alleged violations of Arts. 9 and 14
of the Convention are manifestly 111-founded.

Article 13

It {s submitted that Art. 13 does not specify any particular type
of remedy. It merely requlires the remedy to be effective. Under
Swedish law, the normal remedy is to request the Public Prosecutor to
jnstitute criminal proceedings. Such a request is examined by the
Public Prosecutor, who decides to prosecute where he considers that an
offence has been committed and that there is sufficient evidence to
convict any particular person of the offence. It is submitted that this
legal remedy 1is effective and sufficient under Art. 13 and that the
applicant’s complaint relating to that Arricle should therefore be
regarded as manifestly 1l!-founded.

-
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Article 6

The vespondent Government gtace that the questlon which sriges
{in this application i3 whather the claim of the Church of Scientology
coneerns the determination of "eivil righta". The claim concerns
flnanclal compensation for damages suffered as a resulr of the publicacinn
of the article ia Xrlstlanaradblader. Thls claim {3 based both on the
allegation that the publication conat Lcuted a-criminal offence under the
Penal Code and under the Freedom of the Press Act, and on the assertion
that the Church of Scientology was the {njured party. However, the
Supreme Court declded that the offence '"hets mat folkgrupp' is an
offence directed against a group of people and that neither
an individual belonging to such a groupnor an agsociaction of such
fndividuals is to be rezatdad as an injured parcy that 1s competent
to claim damages. The conclusion of the Supreme Court was that the
applicant's rights werz not at {ssue sinece the case concermad an offence
which, under the swedish Penal Code, {s an offence against public order
but not an offence agajnst individual persons or groups of individuals.

In the light of che construcclon and the purposc of the offence
vhets mot folkgrupp' . it {s submittad that the offence
does not affect the civil righes of any {adividual person ot religious
community within the meanini of Are. 6 of the Convention. Arccordingly,
Art. 6 is not applicable.

In the alternative, it is submirced that, even 1f the applicant's
'‘tivil rights "were involved, there would be no violatinn ln the present
case slncse the applicant was not denied access tou the Swedlsh courts.

It is true cthac the Suprzme Court dismissed the claim of the Church of
Scientology a8 being fnadmissible ratione personie, put its ruling is
bascd on a thorough examination of the question as to whether or not the
Church of Scientology suffored damage as a result of the alleged offence
and vhether or not it had the status of an 'injurad parcy'. 'The fact tha
the Supreme Court looked laLo thess issues fully warcuants the concluslon
that the applicant was not denied access to a tribunal, Aauurdlﬁgly’ it
submitred that the complaint under Art. & of the Conventlon is either
incompatible ratione materiae or manifestly ill-founded.

Arz. 26
Wirh regard to che arjument rhat the applicants had not exhausted
 their domestic ramedy Leeause. their request to the Chancellor ol Justice
was made too lat=, [t ie suybmirtad that ir would have beex P0951h1§
for rie Public P-osacutsr o act with speed.  To is poinrad ouf

k-]
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in this regard that on 30 January 1976 the Public Prosecutor ordered
the arresc of Mr Ingmar Berzman on the very stage of a Stockholm
theatre because the limitation period was about to expire in
connection with a tax ofifence. It i3 submitted that the freedom of
religion is an i{3sue which is at least as important as the inrerest of
the Swedlsh Covernment to collect taxes.

Arc. 6
The issue in the application could be summed up in the latian phrase '
ub{ acror {b1{ ius. To what extent 1s the existence of a civil right

dependent upon the possibilicy to prosecute the vielatlon of the right?
Alternacively, ff 3 nolle proseuui by a Public Prrnsceutor "wipes out"
a civil right so that noching remains that can have been violated, or
if the civil righe his un gutoaomcus exdstance, i3 violation may

only be avolded by parmitring the incerestad party to bring a privuate
prosecution vr an action for damages. It is polated our that a3 similar
issue arose in the United Kingdom in the case of Mr. John Gouriet who
sought before the English courts to bring a private action for an
injunction to restrain a breach of the criminal law by trade unions
involving a mail boycot: against South Africa. The Attorney Ceneral
had refused his consenc to relator proceedings and Mr. Gouriet sought
to bring his own proceedings.

The applicants stite chat the question of whether or not a particular
right fs a "civil right' is not to be determined by referring, as the
respondent Government did, to the characterisacion of the righr in
question under national law. TIn this regard, tellance {s placed on the
Commission's statemenl in Application 1931/63 (15 Collection of Decisions 8)

"qu'en effet la notion de 'droits et contestations de caractdrve
civil®, employée 3 l'article 6, §1, de la Convention, ne saursit

€tre interprétée comm siuwplec renvoi au droit interne de la Haute
Partie Coutractante mise en cause, mais qu’'il s‘agit bien au
contralre, d'une agotion autonome qu'il faut interpr&ter indépendemment
des droits {nternes des Hautes Parties Contractantes méme si les
principles généraux du droit interne des Hautes Parties Contractantes
doivent nécessaire &tre pris en considération lors d'une telle
interprécation.”
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Article 9

The "heart" of the matrar is the decision of the Swedish
Suprems Court to deny to the Church of Scientology the status of
"i{njured party" in relatfon to the violarion of the freedom of
religion by the article in the paper Kristianstadsbladet. This
decision blocks every possible remedy aven a remedy {n tort and
cannot be compatible with the Conventlom. The applicants rely in this
regard on the Comni3sion's statement in Application 7805/77

"_.. 1s now of the opinion that the above distinction between
the Church and its members under Art. 9(1) is essentially
arcificial. When a Church body lodges an application under

the Convantion, it does so ia reality, on behalf of its nembers.
{t should therefore be aczepted that a church body is capable of
possessing and exercising the righes contained in Art. 9(1)

in its own capacity as a representarive of its members. This
{nterpregatior is in part gupportad from the first paragraph

of Art. 10 which, through its treference tu ‘enterprises’,
foresees that a non-governmental orgsnization like the applicant
Church is capable of having and exercising the right to freedom
of expression."

1f a church body capable of possessing and exercising the right
. contained in Art. 9(1) in its own capacity 3s 2 representative of its
members, 1t is difficulc to underscand how an interference with
Art. 9(1) can be "ignored” by judicial imterpretation to the effect
that the issue "coucerned an offence which under Swedish Penal Code is
an offence against public order but not an of fence against individual
mepbers or groups of individuals".

1t is submitted that the only guarantees 1n Sweden of freedom of
religion aee to be Found in tha Pandl Geda, Chapter 16, Sectiom 8,
and the Freedom of the Press Act, Chapter 7, Section 4, Poiab 12. It
l{mitation as a guarantec is undeclined by a statemeat by ‘ .
Dr. Gustaf Petrén Justlce of the Sypreme Administrative Court:’

" .. the lasting defect in our system stews from the persistent

refusal of the Government authorities to provide the citizens with

_ some kind of device by which they can exact those rights that
they are given by the Constirution." ("Vigen rill en gvensk
riterighetskacalog”, in Skrifrer till minnec av Halvar G. F. Sundberg,
Institucet fir offenclig och internationell ritt No. 40 (1978) p.31).

Finally, iz is pointzd sut that the motion to amend the law rejected
by Parliament on 5 Decumber 1979 has been reinrroduced in ao amended
form on 25 January :380.
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THE LAW

1. The Commission notes First of all, that thiy application i3
brought by two applicants, namely the Church of Scientology om

tha one hand, and 128 named applicants, on the other. The Commissien
racalls that in Applicacion No. 7805/77 (Jansgon and Scientology

v. Swedan, 16 D & R, p. KA) Lt recognised the competence of a church
body to lodge an application in its own capacity.

Article 9

2. The applicants complain of the decision of the Swedish Supreme
Court to the effect that the Church of Scientolegy had no competence
to bring efther civil ot criminal proceedings in respect of allaged
"agitarion' against it concrary to Chapter 16 Section 8 of the Penal

)

Code and Chapter 7, Section 4 of the Freedom of the Press Act.

3. Art. 9 of the Convention secures the right to "freedom of thought,
conscience and religion". Tt furthar states that '"this right includes
freedom to change his relizion or belief and freedom, either alone or
in community with others and in public or private, to manifest his
religion or belief, in worship, teaching, practice and observance.”

4. The Commission does not consider that 1t is an element of the
concept of Ereedom of religion, as set forth in this provision that

the Church of Scientology or its individual members should be able to
bring civil or criminil proceedings based on alleged ‘agitation'

against it as a group contrary to provisions of the Swecdish Criminal

law. It considers that this provision sceks to protect the manifestation
of religious beliefs in wezship, teaching, practice and observance and
the freedom to change one'= religion.

5. The Commission is not of the opinlon that a particular creed or
‘confession can derive from the concept of freedom of religionm a right
to be free from criticism.. Nevertheless the Commission does not
exclude the possibility of criticism nr 'agitation' against a church

or religious group reachlng such a level that it might endanger freedom
of religion and where a tolerance of such behaviour by the authorities
could engage State vesponsibility. However, the Commission does not
consider that such an issue arises on the facts of the present case.

In reaching this conclusion it notes that the remarks reported in the
newspaper article were made in the course of an academic lecture by a
professor of theology and not in a ceontext which could render the remarks

A
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inflammatory. Moraover, it has not.been shown that either the

- Church of Scientology ocr its members have been preventad in any
way as 1 consequence of these publlshed remarks from "manifesting
thelr beliefs" in the ways enumersted by this provision.

6. Accordingly, this complaint must be rejected as manifestly
il1l-founded under Art. 27 (2) of the Convention.

Articla 14

7. The applicants also allege that they have been discriminared
against in the enjoyment of their freedom to manifest thelr religion
as a consequence of the Suprveme Court's decision and the resyltant
tolerance by the State of 'agitation' directed against them. In this
respect, they have invoked Art. 14 in conjuaccion wizth Arc. 9 of the
Convention. ’

8. Art. 16 reads as follows:

"The enjoyment of che rights and freedoms set forth in this
Convention shall be secured without discrimination on any
ground such as 3jex, race, colour, langumge, religiom, politrical
or other opiniona, natinnal or sesial origin, assnciatinn with

a national minority, property, birth or ocher status,"

9. However, the Commission observes that the 1ega1 remedies open to
any other church body or {ts members in respect of the offence of
‘agitation', ag defined under Swedish criminal law, are exactly the
same. As a counsequence of the decision of the Supreme Court, it would
have no competence to {nitiate civil or criminal proceedings directly
in respect of the alleged "agitation' and it would have to request the
Chancellor of Justice or Public Prosecutor to initiare criminal
proceedings.

10. Accordingly, since it has not been shown that any discrimlnation
exists as between different religious groups or their members, this
complaint must alsoc be rejecled as manifescly il11-founded under Arc. 27(2)
of the Cornvention.

Article 13

11. The applicants have also complained under Art. 13 of the
Convention which states that:

"Everyone whose rights and freedoms as set forth in this
Conventlon are violuted whall have an effective remedy
before a natlonal gsutherity netwithszanding that the
viglaticn has been committad by persons acting in an
official capactsy.” '
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12. It iz submitted by the zaclivincs that the Church oi %clentalogy,
whose rights wera vipiated cuuld nat, under present Swedish law, bring
an action to vindiczte its rellgious cights and is thus denied 2an
affectiva ramedy within the mcanling of Art. 13.

13. The respondent Government contend that Arz. 13 merely requires
the remedy to be effective and does not specify eny particular type
of remedy. Further, it is submitted that an effective remedy is
provided under Swedigh law by the possibility of requesting the
Public Prosacutor to insticute criminal proceedings.

14. The Commission notes that an “effective cemedy" under Art. 13

need not necessarily be a remedy before a judicial auchority (see

Bur. Court H.R., Case of Klass and ochers, judgment of 6 September 1978,
p. 30, para. 67). The onlv remedy avallabje to the applicants in
respect of the claim that the rights of the Church of Scientology had
been infringed was to request the Chancellor of Justice to institute
criminal proceedings.

1S. In accordance with this procedure, it is entrusted to the
Chancellor of Justice to examine whether or not an offence has been
committed and whether there is sufficient evidence to convict any
particular person of the offence. It emerges from the facts of the
present case thac the applieants are not complaining that the State
has direcctly interferad with thelr freedom of religion but rathar
that the State's responsibility is engaged under this provision by
its alleged failure to procec: the right from infringement by a third
party either by not instituriag proceedings or by its tolerance of
offensive 'agiration’. In such a situation, the Commission considers
that the requirement of an "effective rewedy" under Art. 13 i3
satisfied by the possibility for the aggrieved party to submit the
marcer complained of to an impartial Public Prosecutor with a request
that he initiate criminal proceedings. '

It follows that this complaint must also be dismissed as manifestly
111-fowmded under Art. 27 (2) of the Convention.

Article 6

16. The applicants have also compiained that the inability of the
applicant Church of Scientology to institute “civil® proceedings for
damages in the present case raises an issue of "access to court”
under Art. 6 (1) of the Convention.
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17. Art. 6 (1) provides {nter alla that

“in the determination of his civil rights and obligations
of of any criminal charge agalnst him, everyone 13
entitled to a falr and public hearing within. a reasonable
time by an independent and impartial tribunal established
by law."

However, the question arises whether or not the proceeding3
the applicant sought to bring favolved the determination of "civil
rights" within the meaning of this provislon. -

18. The Commiasion notes that the Europ#an Court of Hyman Rignts in
the Kinig case reaffirmed the autonomous aaruras of the concept of .
veivil rights" and obligatlona. However, the Court attached certain
waight no the statns and sharact2r of the right in question under
naclional law. It scared as follows:

" it nevertheless does not consider chat, in this
context, the legislation of the State concerned is
without importance. Whether or not a right is to be
regarded as civil within the meaning of this expression
in the Conveution must be determined by tefcrence O the
subscantive contenr and effecrs of the right = and
not its legal clagsification - under the domestic lav of
the State comcerned. In the exercise of its supervisory
function, the Court must also take account of the object
and purpose of the Convention and of the national legal
system of the other Contracting States ..." (Judgment of
21 June 1978, p. 24 at para. 89).

19. The right, whose vindication is sought, in the present case
concerns the protectlon ol 3 group from “exprzssions of contempt”

or protection of the reputation of the group. The Commission notes
that natiomal legislation and the Swedish Supreme Court does not
recognise such a 'right' entitling the group to seek

damages in civil proceedings vefore national courtx. Although the
Commission has held om several occasions that the right of an
individual to protact hls reputation cam be regarded as a Teivil
right' within th: meaning of Art. 6 (1), (See e.g. Application No 7116/73,
D&R7, p. 90) it must attach importance tO the characterisation

of the right of the group under Swedish law: Moreover. im the
exercise of its supervisory Jurisdiction, the Commisslon sees no
reason to conclude othervwise. Accnrdingly, ir does not consider that
the rlght of the group in the present case to protect its reputation
can be considered a '2ivil rizhc' under Art. 6 (1. :
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20. Finally, insoé?% as th'ls complaint concerns the right of
the named individuals ‘in the application to bring proceedings, the

" Cormission notes that under Swedish law it would have been open to

them to bring an action for defamation as distinct from the civil
proceadings actually inntituted on the grounds that the remarks
against the Church of Sclentolofy advardely affectdd their reputation.
This it could not be claimed that they were denied access to court.

21. It follows therefore that this pati of the application must be
rejected as incompatible ratione materiae with the provisiocns of

the Convention, .and in respect of the individual applicants, manifestly
111-founded, both under Arc. 27 (2).

For these reasons, the Commi s ion

DECLARES THE APPLICATION INADMISS IBLE

Secretary ro the Commission President of the Commissioh

(#. C. KRUGER) (J. E. S. FAWCETT)
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(b) a summary of the application to the Uil Internal
Revenue Bervice, including the questions asked by
the IRS, and confirmation that there trould be no
objection if we were to forward this {0 the IRS
for verification.

Most of this information was included in the matierials the
Church's representatives provided the Commission on fieptember 27,
1994 in the form of separate memoranda, each address:ng a
particular issue that was before the Internal Revenue Service
("IRS') and summarizing the questions the IRS asked with respect
to the particular issue and the information the Church provided
in response to such questions. For the sake of comp:..eteness,
additional copies of these memoranda are included with this

submission as follows:

"Church of Scientology Organizational Structure!
(Exhibit I-H)

"Tax Exemption Issues -~ Church and Religious Status"®
(Exhibit I-I)

"Inurement® (Exhibit I-J)

"Operation for a Commercial Purpose" (Exhibit I-K)
"Public Policy" (Exhibit I-L)

"Financial Integrity" (Exhibit I-M)

"Tax Exemption -~ The Procedural Background"
(Exhibit I-N)

Also attached as Exhibit I-0 is a list of the srecific
questions the IRS raised during the extensive proceecings.
Finally, we understand that the Charity Commission has asked for
verification directly from the IRS and that the IRS will provide
whatever information the Commission seeks.
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CHURCE OP SCIENTOLOGY ORGANIZATIONAL STRUCIURE

Oon October 1, 1993, the IRS issued ruling letter's to 25
individual Scientology churches and related charitab.e and
educational organizations recognizing their exempt status under
section S01(c)(3) of the United States Internal Revenue Code, .
which accords tax exemption to organizations organizad and
operated exclusively for religious, charitable or educational
purposes. In addition, the IRS issued "group” ruling letters to
S individual "parent" churches and charitable organi:ations
authorizing them to extend their section 501(c¢)(3) eicempt status
to their subordinate churches and charitable organizations in the
United States. (Non U.S. organizations are not eliglble for
inclusion under a group exemption). All told, more :han 150
Scientology churches and related charitable organiza:ions now
have tax-exempt status as a result of this action.

The IRS's action was wide-ranging, and it affects every
Scientology organization in the world, not just thoss in the
United States. The Church of Scientology is a hierarchical
church, and all of the senior-most churches of the ecclesiastical
hierarchy are located in the United States. These churches and
the other related organizations which received tax exempt status
are described below along with an explanation of how they fit
within the hierarchical structure.

A. Uppermoat Scientoloqy cChurches

Two churches -- Church of Scientology International and
Religious Technology Center -- stand at the apex of the
Scientology religion. Each serves a specific purpose vith
respect to the practice of the faith, both nov and for the
future. The IRS has issued letters recognizing that each of
these two churches is a tax-exempt church under section 501(c)(J)

of the Internal Revenue Code.

Church of Scientology International ("CSI") is a California
nonprofit corporation that serves as the Mother Church of the
Scientology faith. As discussed belov, CSI guides, supports and
coordinates the activities of Scientology churches, missions and
related organizations throughout the vorld on matters relating ta
the ministration of religious services, training of clergy,
dissemination and propagation of the faith, ecclesiistical
administration and social-betterment activities.

Religious Technology Center ("RTIC") is a California
nonprofit religious corporation that owns the Scientology
religious marks and the rights to use the advanced technology.
RTC's specific purpose is to ensure the orthodox pructice of the

Scientology faith. RTC accomplishes its purpose by authorizing
churches in the Scientology religious hierarchy to use the
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advanced ;e;hnoloqy and religious marks and then by supervising
their activities to ensure compliance with Scriptural

requirenents.

Another church, Church of Spiritual Technology ("CST")
stands ocutside the hierarchy to serve a unique and essential
role. CST is a California nonprofit corporation formed for the
specific purpose of preserving the Scientology Scripture. 1In
furtherance of its religiocus purpose, CST conducts an extensive
program of preservation activities to protect the Scientology
Scripture against all exigencies, whether natural or man-made.
CST also owns all copyrights to the Scientology Scripture and
patents to the E-Mater. ‘

Since CST neither ministers religious services to individual
.Scientologists (other than to its own staff) nor is involved in
the supervision or management of other church or religious
organizations in the ecclesiastical hierarchy, it is not viewed
as operating within the Scientology ecclesiastical hierarchy.

The IRS has issued a ruling letter recognizing CST as a
tax-exenpt church under Section 5S01(¢) (3).

CSI, the Mother Church of the Scientolegy religion, is the
largest of the three senior churches of Scientology. CSI's
primary function is to coordinate the activities of all churches
of Scientology and their related organizations located throughout
the vorld to ensure they are working in harmony and in accordance
with Scientolegy Scripture. CSI carries ocut this function by
providing ecclesiastical guidance and program suppert to the
various churches of Scientology and their related organizations.

_ For exanple, CSI oversees the ministration of Scientology
religious services to ensure orthodoxy. It organizes and
produces the written and spoken Scientology Scriptural materials
into books, recordings, transcripts, course materials and other
usable forms and disseminates thea vhere needed. It translates
these religious materials into languages other than English such
as Prench, Italian, German, Spanish, Danish, Hebrev, Swedish,
Portuguese, Russian, Chinese, Japanese, Hungarian, Greek and
Dutch. CSI helps establish and staff nev churches and expand
existing ocnes. It helps train staff in Scientolegy religious
technology and ecclesiastical administration. It provides needed
assistance on financial planning and managesent and on capital
acquisitions and development. It provides direct financial
assistance when necessary. It also directs breoad-scale
proselytization campaigns throughout the vorld on television and
radio and in magazines. CSI organizes community service
prograns, missionary prograzs and social refora programs for
Churches of Scientology and related organizations to carry out.
In short, CSI is the one entity to which Scientolegy

2




organizations throughout the wor!d can look to for advice,
Guidance and support.

Specific examples of a few of the many forms of assistance
CSI provides other churches include:

i i CSI compiled all of =«
technical bulletins and other technical issues by L. Ron
Hubbard -- a total of over 2,600 issues -- jinto an .
encyclopedia of the Scientology religious technology. The
full set includes 13 chronological volumes, four Subject
volumes and a master index for a total of 18 volumes. This
information is invaluable to churches of Scientology,
individual Scientology ministers and all scientologists in
having the full Scriptural materials of NMr. Hubbard readily
available and easy to reference.

OEC course volumes, comprising the encyclopedia of :
Scientology administrative technology, including all of the
policy letters written by L. Ron Hubbard. The set includes
over 2,000 policy letters for a total of over 10,000 pages

in twelve volumes.

¢ Over the last several Years,
CSI has researched, compiled and published new textual
materials for religious training courses containing issues
‘that have been confirmed as Mr. Hubbard's original writings.
These materials include the full Saint Hill Special Briefinc
Course, the most comprehensive religious training course in

Scientology.

! CSI compiles course materials to
train staff of churches of Scientology in the exact policies
and other materials Mr. Hubbard wrote on the administrative
pPolicy that applies to their respective duties.

Iape Serieg: L. Ron Hubbard gave nearly 3,000 lectures on ‘
Dianetics and Scientology. csSI is producing a substantial -
nurbey of these tape recordings on cassette (along with full
transcripts), making much of this original material by Mr.
Rubbard available to the public for the first time.

: CSI produces training films which
are used intensively in technical courses to teach correct
application of Scientology religious technology. Thase
filns were written and, in many cases, directed and narrated
by L. Ron Hubbard, and cover specific technical aspects and
their application in auditing.

3
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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.

Ir te Cou i ¢ Over the past few
years, a large number of books and course materials
containing the technoclogy of Dianetics and Scientology have
been translated into four languages (German, French, Spanish

and Italian);
Health is now available in 22 different languages.

i : 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 : » which
shows the true story of how Mr. Hubbard discovered

P , Scientology, has been produced in Danish, Dutch, Prench,
German, Hebrew, Italian, Japanese, Norwegian, Portuguese,
Spanish and Swedish. All of the technical training films
are also being translated into different languages.

\'4 :
CSI developed these programs for broadscale dissemination of
Scientology through the television and radio. These
programs benefit all Scientology churches because they will
attract nev members to the religion.

wg: A periocdic nevsletter that
CSI publishes to infora Scientologists about news and other
current developments at various churches of Scientology
located throughout the world.

¢ CSI compiled this 833 page
encyclopedic book which serves as the definitive reference
‘ work on the Scientoloqgy and its uses and organizations.
‘7 This book has also been translated by CSI into German,
French, Spanish and Italian.

¢! 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 1ife. It gives the data necessary for the application ot
Scientology and getting it into use. PEach of the 19
chapters of this boock have also been produced as individual
booklets for broader dissemination. This book and each of
its 19 booklets have been translated by CSI into German,

French, Spanish and Italian.
¢ CSI develops planning and programs for

- the international Church hierarchy to carry out to forward

4
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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
t> local Churches or coordinates them with social betterment
organizations, sees that they are inplemented and supervises
their execution.

B. The Scientoloqgy Religious Hi!:i[:b!

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, Italy, Spain, Denmark,
Holland, Sweden, Belgiuam, Switzerland and the United Kingdom.

The Scientology churches that provide religious services tr
parishioners are arranged in a hierarchy that reflects the .
gradient nature of the religion's spiritual levels. As discusse.
below, the lowest levels of religious services are ainistered by
independent ministers: and by aissions 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.

All Scientology churches at the higher levels of the
religious hierarchy are staffed by Scientologists who have joined
the Sea Organization, the religious order of the Scientology
faith. As discussed in detail further belov, Scientologists who
are nembers of the Sea Organization have made a total commitament
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 allovance and occasional

nodest bonuses for their service.

1. PIield Ministers

At the lovest level of the Scientology religious hierarchy
are the individual ministers of Scientology vho do not serve on
the regular staff of a church or a mission. Under Scientology
ecclesiastical policy, individual Scientology ministers may
minister introductory religious services up through Nev 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 {s a
nonprofit religious corporation that was formed in November 19812

S
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to serve as an inteqgrated auxiliary of CSI by functioning as =zhe
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
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.

The IRS has issued a ruling letter recognizing that IHELP is
a tax-exempt religious organization under section $S01(c)(3).

2. Missions

At the next level of the Scientology religious hierarchy are
the missions of Scientology. A Scientology mission is a
reqularly-organized church and congregation that is authorized to
minister introductory Scientology religious services. Missions
are primarily a dissemination activity to attract nev members 0
the religion and do not have the authority to train or ordain

Scientology ministers.

Often nissions are formed in parts of the world that are nev
to Scientology. When a mission grovs to sufficient size, it
usually becomes a Class V church. At present there are 170
missions located throughout the vorld.

CSI interacts vith 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 nev missions and by assisting
existing missions to grov. SMI's religious program of activities
is very similar to IRELP's -- it encourages Scientology ministers
to form new missions and then ensures that their ministries are
orthodox and comport vith Scientology Scripture.

CSI provides SMI with ecclesiastical advice, prograas and
guidance, staff training, and general coordination vith 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 Scientology
to developing countries, 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 ocften encourages a
missionary to visit such developing areas for the purpose of
either forming a mission or finding someone elsa to do so.

The IRS has issued a ruling letter recognizing that SMI is a
tax-exempt church under section 501(¢)(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.

3. glass V churches

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).
Class V churches do not minister Scientology's advanced
technology. At present, there are 155 Class V churches

throughout the wvorld.

CSI provides Class V churches with ecclesiastical advice,
programs and gquidance, 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. Thesse Continental Liaison Offices function as local
represantation of CSI vith respect to routine ecclesiastical
zmatters. At present, Continental Liaison Organizations in Europe
are located in Denmark, Italy, and the United Kingdom, as

follovs:

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

Csntinental Liaison Office United Kingdom, Church of
Scientology Religiocus Education College, Inc.

Class V churches are required to adopt organizational
documents that dedicate their activities and assets exclusively
to Scientology religiocus 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 CSl's own exemption ruling, the IRS has
issued CSI a group exemption ruling under section S501(c) (3).
This ruling authorizes CSI to extend its tax-exempt status to all
Class V churches subject to its supervision. At present, 10 U.S.
Class V churches have tax-exexmpt status under CSI's group ruling.
Another 14 have individual exemption letters, most of which date
back to the 19708, wholly separate from CSI's group ruling

letter.

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

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 Scientology churches except that
their congregations include many local community leaders, artists
and other celebrities. At present, there are fifteen Celebrity
Centres, 6 of vhich 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 Haaburg are Class V churches.

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

ruling.

s. saint Hill and Advanced Organizations
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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 original 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 Scientology. 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
parishicners from a wide geographic area as they become nore
spiritually advanced and therefore are centrally located.

At present, there are four Saint Hill and Advanced
Organizations throughout the world. They are lccated in the
United Kingdom (Church of Scientology Religiocus Bducation
College), Denmark (Church of Scientology Advanced Organization
Saint Hill Europe and Africa), Australia (Church of Scientoloqgy,
Inc.), and the United States (Church of Scientology Western

United States).

The IRS has issued a ruling letter recognizing that the
Saint Hill and Advanced Organizations located in the United
States, which are both housed within the corporation Church of
Scientology Western United States, are tax-exempt churches under

section %501(c)(3).

6. church of Scientology Flag Service Ord.

At the next higher level of the Scientology religious
hierarchy is Church of Scientology Plag Service Organization,
Inc., ("CSFrsSo®), a Plorida nonprofit corporation located in
Clearvater, Plorida. CSrsO ministers the highest levels of
auditor training through Class XII and auditing through New OT

viI.

CSrso serves as the spiritual headquarters for
Scientologists from all over the wvorld vho travel there to
receive the religious services it ministers; approximately one-
half of CSrsoO's parishioners come from outside of the Western
Hemisphere. CSFSO has approximately 750 staff, many of wvhom are
fluent in several languages in order to minister to CSFrsO's

international congregation.
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The IRS has issued a ruling letter recognizing that CSFSO :s
a tax-exempt church under section 501(c)(3).

7. Foundat;on Church of Scientology

Flag Ship Service Organjzation

At the next level is Foundation Church of Scientology 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 elsevheres.

CSFSSO is unique among Scientology churches in that it
conducts its services aboard the M.V. Freevinds, a 7056-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 advancenment.

Although CSPSSO s 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).

C. Publications and Film Organizations

The Scientology religion is based on the research, writings,
and recorded lectures of L. Ron Hubbard, which collectively
constitute the Scripture of the religion. An international
network of publishing organizations operated exclusively for
Scientology religious purposes ensures that the Scripture and
E-Meters used in the ministration of Scientology religiocus
services alwvays are available to Scientologists throughout the

wvorld.

. The three primary organizations perforaing this religious
function are Bridge Publications, Inc. ("Bridge®"), a California
corporation which publishes books and other written Scriptural
materials in the United States and Canada; Nev Era Publications
ApS ("Nev Era”), a Danish corporation vhich publishes boocks and
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 vorldwvide as well as various
translations of the Scripture.

Gold also produces booklets, brochures and posters,
including still photography and artwvork for the religion. It
produces radio and television spots and feature-length prograss
for use in proselytizing the faith. Musicians on Gold's stafg
compose, arrange, record and mix hymns for the religion and

R provide music soundtracks for filas, videos, and radio prograss.

10
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Gold also provides the technical .cersonnel, videos and zusic =5
stage internationally televised events on nmajor 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(¢)(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 religiocus material, including books, audio
recordings, film and E-Meters. CST also owns all of Mr.
Hubbard's non-religious work. CST received these properties froam
Mr. Hubbard, who bequeathed thea to CST along with the bulk of

his estate.

CST permits the hierarchical Church of Scientology to
publish and produce the Scientology Scripture and religious
materials through licensing arrangements it has with New ZEra,
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, Nev Era and Bridge contract out the
actual manufacture of their books as vell 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-cassaettes.

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 CsSI
staff personnel responsible for disseminating the Scripture
throughout the world. CSI closely supervises all aspects of
their vork 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 opsrational so it can continue to perform its particular

role within the ecclesiastical hierarchy.

. CSI and its staff do not supervise any activity of Nev Era
or Bridge concerning the publication of Mr. Hubbard's
non-religious writings. Rather, CST performs these activities
indirectly through its wholly-cwned subsidiary, Author Services

"Inc. In this wvay all activities concerning the publication of
non-religious material are carried on outside of the hierarchical
church. (Churches d0 not carry Mr. Hubbard's non-religious

11




Z.CKERT SCOUTT § RASENBERGES

writings in their bookstores.) This permits the churches %o
focus exclusively on thelr religious ainistry.

As a general rule New Era, Bridge and Gold sell the
Scripture and other religious material they publish and produce
directly to Scientology churches and missions throughout the
world. Individual 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 rct;ilors'introductoty

Scriptural texts such a H

Health and gcientoloqgy: Fundamentals of Thought 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 dc not carry
any non-religious material in their bookstores.

New Era has formed subsidiaries in several courtries so its
activities there can be conducted by local corporations. These
subgsidiaries 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 Prance;

SARL New Era Publications Japan, Inc.;

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

Nev Era Publications Australia Pty. Ltd.;

New Era Publications Group (Russia);

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

Inportaciones y Exportaciones Nueva Civilizacicn S.A. de
C.V. (Mexico);

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

New Bra Publications Israel.

v With the excsption of the Mexican and South African
organizations, each of these subsidiaries is a vholly-owned
subsidiary of New Era. Due to local leqgal requirescnts, all
stock in the Mexican and South African corporations are held for
the exclusive benefit of Nev Era. New Era Publicat.ons Israel is

dormant. '
D. Social Betterment Organizations
“ ' Though Mr. Hubbard is best known for founding :he religion

of Scientology, he also authored very effactive teciinologies for
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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 : specific
area of current social concern: Narconon, a drug rerabilitation
program; Applied Scholastics, an educatiocnal program; Criaminon, a
criminal rehabilitation program; and a program for izproving
Public morality in general based on a nonreligious mcral code
called "The Way To Happiness."” The public has come to associate
the four names Narconon, Applied Scholastics, Crimincn and The
Way To Happiness with highly effective and successful programs ta

better sociaety.

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 prograzs either
directly or in close conjunction with charitable and educational
organizations formed to help them bring Mr. Hubbard's
technologies to the secular world. 1In 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. Aasociation for Better Living and EBducation

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 technologies. 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 promctional 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
vork in their respective fields at the locsal level.

ABLE is responsible for ensuring that the prograss that use
the names referring to Mr. Hubbard's social-betterment
technologies -- Narconon, Applied Scholastics, The Way To
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Happiness and Criminon -=- 3Zeet the high standards of quality wizha
which they have come to be associated. ABLE discharges this
responsibility by permitting the internatiocnal social-betterment
organizations and local organizations to use the names subject =2
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 progranms
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 prograns.

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

a. Narconon International

Narconon -- meaning "non-narcosis®™ or "no drugs®™ -- started
in the 3id-1960s8 when a priscner in the Arizona State
Penitentiary applied principles expounded in one of Mr. Hubbard's
books to solve his drug problem as vell 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 wvholes.

Today, the Narconon prograa has develcped into a two-pronged

assault on the world's drug problem: it encompasses an
extraordinarily effective residential rehabilitation program as
vell 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,
Svitzerland, France, Germany, Holland, Swveden, 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 vhat vas then a loocse,
grassroots movement, to give overall guidance and technical
assistance and support to local organizations that use Mr.
Hubbard's technology to rehabilitate drug users. Narconon helps
establish Narconon pregrams throughout the world, and provides
local centers the same sort of guidance and technical assistance
and support that ABLE provides it. Narconon Intarnational also
permits local centers to use the name Narconon.

The IRS has issued a ruling letter recognizing that Narconon
International is a tax-exempt charitable organization described
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'1n section 501(c)(3). 1In addition to Narconon Internationaj's
own exemption ruling, the IRS has issued a group exemption letcer
authorizing it to extend its tax exemption to all local Narconcn
organizations that are subject to its supervision. At pPresent,
there are 6 local Narconon centers in the U.S. that are
tax-exempt under Narconon's group ruling.

b.  Applied Scholastics, Ine,

Applied Scholastics has overall responsibility for
furthering the application of Mr. Hubbard's educational
technology throughout society as a wvhole. This technolegy
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
the United. states, Canada, Russia, China, Pakistan, Australia,
South Africa, Latin America and much of Furope. More than 30
schools ranging from pre-scheol to high school are using this

technology in the United States.

The IRS has issued a ruling letter recognizing that Applied
Scholastics is a tax-exempt educational orqganization under
section 501(c)(3). The IRS also has issued a group exemption
ruling authorizing Applied Scholastics to extend its exenmption 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.

©. Ihe Way to Happiness PFoundation

The Way To Happiness Poundation takes its name from Mr.
Hubbard's book, + & Very basic, non-religious

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

tens of millions of copies of 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-exeapt charitable organization under

S01(c) (3).

d. criminon

Criminon (meaning "no crime") is a social betterment progras
using Mr. Hubbard's technologies to rcnabil;tatc criminals in the
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Penal system. It currently consists of a system of severa]
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 Internatiocnal
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 alsc
will work closely with Narconon programs to address drug use in
pPrisons, 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

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
prograa of objective educational and outreach activities. It
works in close liaison with a social refora prograa sponscred by
Scientology churches and serves as a clearinghcouse 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 %01(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 Lawv Enforcesment

and Social Justice

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 lav enforcement and other governsental
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 (s
a tax-exempt charitable organization under section 501(c) (3).

4. gQhurches of Scientology

In addition to the social-betterment activities carried ocut
under the auspices of ABLE, CCHR and o:hqr organizations formed
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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
pericdical magazine in order to bring to public attention areas
of society in need of refors. Scientology churches have united
other groups in their communities in "Say No To Orugs" campaigns,
promoting anti-drug slogans through concerts, marches and
distribution of promotional materijals. Other community outreach
activities in which Scientologists and Scientolegy churches arg
active include campaigns to improve the environment and to assist
children, the elderly and other neglected individuals.

E.  Menmbership organizations

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

pPropagate the faith.

1. TIhe Sea Organization

. 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 meabers around the vorld 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 aid-
1960s vhile he researched the upper levels of spiritual avarenc
aboard a sea-going ship. 1In 1969, members of the Sea 4
Organization 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 aminister religicus 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 Oorganization, Scientologists must
sign a Sea Organization contract dedicating their lives to the
Scientolegy religion fer the next billion years. They then must
activate that contract by successfully completing a vigorous

training prograa.
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There are marked differences between church staff who are
Tembers of the Sea Organization and staff who are not members.
In addition to their eternal commitment to the religion, Sea oOrg
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
corpoerations 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 lover rank is in a senior
capacity to one holding a higher rank are not uncommon in the

Church hierarchy.

2. International Assocjation of Scientologists

.Since 1984, CSI has recognized International Association of
Scientologists ("IAS") as the meambership organization for all
individual Scientologists. IAS is an unincorporated religious
menbership association composed of individuals, churches of
Scientology and national associations of Scientology. 1Its
purposes are to assure the continued practice and expansion of
Scientology throughout the world, to assist churches of
Scientology wvhen 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 lettsr recognizing that IAS is a
tax-exempt religious organization under section 501(c)(3).
Hovever, 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. i neous 0 nizatjion

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
Ranagement techniques that Mr. Hubbard developed in their
businesses. The Church has grouped all activities relating to
these interests in two secular organizations. In this way,
Scientology Churches and their related religious organizations
are able to focus their activities exclusively on their religious

ministry. _
l-w_mslsnss__qugun;ﬂw

World Institute of Scientology Enterprises ("WISE") is a
California nonprofit religious corporation. It is a Beabership
organization comprised of businessmen, businesswomen and other
pProfessionals 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 gToup -~ be it a social club, a business or a
governaent body. WISE menmbers share a common goal of improving
both their own organizations and society at large through the
- application of Scientology adaministrative and ethics
technologies. ,

In addition to its fellowship activities, WISE also perforus
several essential support functions for the hierarchical church
vith respect to the Church's relationships vith 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 outside companies, the churches
and other organizations in the ecclesiastical hierarchy can

better focus on their ministries.

For example, WISE ensures that Scientologists vho operate
commercial enterprises do not interfere vith church activities by
conducting er soliciting business on church preaises or hiring
church staff members. WISE also licenses organizations offering
secular services on organizational Banagement that vigh to use
the marks associated vith the administrative technology, or
secular wvorks derived from Mr. Hubbard's copyrighted vorks 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 wvith Scientology

Scripture.
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The Hubbard College of Adninistration (the "College") is a
California nonprofit public benefit corporation formed for the
Purpose of educating interested Dembers 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
pProviding courses, workshops and seninars to the Jeneral public
in the administrative technology, teaching individuals how to
educate others about the administrative technology, establishing
other Hubbard Colleges of Administration throughout the Worild
that will conduct similar activities on a local level, and
compiling publications and course materials on organizational

administration and nanagement.

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
3S01(¢c)(3). The IRS 4lso has issued the College a group ruling
letter authorizing it to extend its exemption to all local
colleges subject to itg supervision. At present, 2 local
colleges are tax-exempt under the College's group exemption

letter.
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TAX EXEMPTION 188UE8 -- CHURCH AND RELIGIOUS STATUS

The religious character of Scientology has long been
recognized in cases both in the Tnited States and abroad.! rn
many of these cases, expert witnesses in theology ani comparative
religion have testified that Scientology more than sitisfies any
applicable academic or philosophic definition of religion. After

- more than 40 years of history as a distinct religious

dencmination, there is no legitimate issue as to the
"religiosity” of Scientoleogy.

. The recent IRS exemption rulings are specifically based on
the IRS' determinations that the various Scientology
organizations are organized and operate exclusively ‘or
Scientoloqy religious purposes and that these purposis are
consistent with the definition of religion under sec:ion
501(c) (3) of the United States Internal Revenue Code ("Code").
In these rulings, the IRS also specifically recognized that a
nuzber of these Scientology organizations qualified is "churches®
under the Code: RTC, CSI and its subordinate churche:, SMI and
its subordinate missions, CSFSSO, CSPSO, CSWUS and Ci3T. The IRS
had previocusly recognized other Scientology churches as tax
exenpt churches continuocusly since the late 1970s.

"Church® status under the Code confers a number of special
privileges. See, 8.9., Code § 170(b) (1) (A) (i) (deduction for
charitable donations to churches), §%08(c) (1) (A) (churches not
required to apply to IRS for recognition of exemption), and
§3121(w) (churches may elect to be excluded from Soc.al
Security). Although every church under the Code is i religious
organization, neot every religious organization is a church.
Church status is limited to those religious organizai:ions that

- demonstrate certain denominational and associational elements.

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

! °  The numerous judicial recognitions of Scientology as a
bona f£ide religion are described at the end of this summary.

2 Internal Revenue Manual 7(10)69, EXempt Or
, $321.3(3) (Apr. s, L98a). In

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

church status.™ Id., §321.3(3) (o).
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1. Separate Exjstence:

All churches of Scientoleocgy are separately
incorporated. .

2. Religj Creed a m of Wo

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 recogrized form of
worship: its core sacramental and sacerdotal services
-- auditing and training -- are distinct from those a!
any other religious dencmination.

3. Its own Definite and Distinct Ecclesiastical
government: :

Scientology has a definite and distinct ecclesiastica
government under the ecclesiastical authority of CsI,
the Mother Church, and RTC, which owns and supervises
Scientology's religiocus technologies and marks.
Ecclesiastical governance is set forth in published
Scientology administrative policy and through written
covenants by which subordinate churches are allowed t
use the Scientology marks and in essence to call
themselves Churches or Missions of Sciantology.

4. Formal Code of Doctrine and Discipline:

Scientology doctrine is set forth in tlie 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 policios of the
Scientology faith and encompass more tlhan 300,000 g
of wvritings, nearly 3,000 taped lecturus and over _
films. Scientology doctrine also includes a code of
social conduct, generally referred to us the
Scientology System of Ethics, enunciatod throughout
scientology Scripture both in general principle and
actual application. The guidelines anl rules of
scientology ethical conduct influence iill aspects of
Scientologist's existence. Scientologists are expect
to apply these to themselves through salf-discipline
help thea lead ethical and productive lives.

S. QDistinct Religious History:
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Scientology was forzed in the early 1950s as the
research of its founder, L. Ren Hubbard, revealed the
human spirit. Although Scientology possesses certain
structural aspects similar to Buddhisn, Hinduism and
other Eastern religions, its core beliefs and practices
are unique. Scientology is not in any way an cutgrowth
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 separata
organizations holding ecclesiastical Ranagement
functions from organizations directly ministering
religious services. The nev structure also vas
necassary to enable the orthodox practice of
Scientology to continue and grow followving the death of
its founder, L.Ron Hubbard.

6. Membership Not Assocjated with Any Other Church or

Renomination:

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

e 7. Qrganization of Ordained Ministers.

- Scientology has no organization of ordained ministers.
It does have a religious order, the Sea Organization.
Nenbership in the Sea 0rg order represents an
individual's spiritual coamitment to serve the
Scientology faith in this life and subsequent lives for

the next billion years.
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8. Qrdajned Ministers Selected After completing Prescrired
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 Qwn:

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

Scientology.

10. Eatablished Places of Worship:

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

11. BReqular congregation:

All Scientolegy churches have reqular congregations
since they have a aembership to vhom they reqularly
ninister auditing and training religious services.

12. BRegqular Religiocus 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 veeX.
Parishioners receive auditing as appropriate during
these periods and often participate in religious
training during periods wvhen they are not receiving
auditing. Churches of Scientology also hold veekly
services (usually on Sunday) for parishioners vhere a
minister speaks concerning some aspect of the

co ‘
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Scientology religious technology. Finally, Churches
also have other regular gatherings at which members
discuss their beliefs and their progress through
Scientology's path to spiritual enlightenment.

13. Religious Instruction of The Young:

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 lavel of
comprehension. Many individual churches provide more
formal arrangements for the religious instruction of

nenbers' 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 Pactor 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 asscciational
role in accomplishing its religious purpose in order to quality

as a church."
86 T.C. 916, 924 (1986). The associational role need not be

primary, but it must be more than incidental. Foundation of Huaan
uUnderstanding, 88 T.C. 1341, 1360-61 (1987).

The administrative record developed by the IRS in CSI's
exemption proceeding, alsc establishes that Scientology serves
the necessary "associational®” role to qualify as a church.
Churches of Scientol have distinct, coherent groups of members
who join together wvithin 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 veekly 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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In determining whether an organization is exempt from tax
under Code section 501(c)(3) as a "religious" organization, =he
IRS does not evaluate or questicon the religiosity of professed
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. In applying either
nulti-factor test described above, the IRS necessarily must
examine how the professed beliefs are implemented in the
organization's structure and ocperations. The IRS could not have
concluded that any Scientology organization qualifies as a church
wvithout 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.
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Courts and various governmental agencies in the United
States, Europe and other countries have repeatedly determined
that Scientology is a pona fide religion. The following are
exanples of some of the court rulings and agency determinations

concerning Scientology's religiosity: ’

After revieving the judicial precedents concerning the
religiosity of Scientology, the United States Eleventh Circuit

Court of Appeals in

City 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 .

1982 on , the
court stated:

We have found that it is established in this case that

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

religious statements.
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On January 19, 1983, in Founding Church of Sclentology =f ¢

Y. Director, Federa] Bureau of [nvestigatjcn, the United Stages

district Court, District of Columbia, ruled:

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

On October 27, 1983, the High Court of Australia, in
W i v i '4 , 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 \'4

Galifornia, ruled:

This court finds that the Church of Scientology is a
religion within the meaning of the Pirst 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 Scientoloqgy 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 wvorld is
considered to help man in his striving for spiritual freedom
and to completely free him from probleams and burdens to
reach total freedom in order to recognize himself as a
spiritual being and experience the existence of a Supreme
Being. . . .

In ., on June §,
1989, the United States Supreme Court, found as follows:

Scientolegy vas 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

A
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pecomes aware of this spiritual dimension through a fprocess
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....
Scientolecgists are taught that spiritual gains result fronm
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 a

a religion and as a church.

In the Supreme Court of the State of New York, on January

31, 1994, in the case of
, 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 coaplaint 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 wvith

taxes, solicitation, dissemination practices and other issues
have all found that Scientology is a religion. In Canada, the
United States, Australia and in other countries, Scientology
ministers are officially recognized as ministers of religion
allowing them to perform marriages. cChurches of Scientology are
registered in countries throughout the vorld as religious
organizations, including former communist countries such as
Hungary and Russia. Qiurches of Scientology are recognized as
exenpt from value added tax in several European countries,
including Holland, Belgium and Denmark.

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

, 490 U.S. 680, 109 S.Ct. 2116, 2141-2142

Hernandez v, C.I.R.
(1989) (Stipulation with Internal Revenue Service);
' ‘te, 660 P.Supp. 515, S17-518 (C.D. cCal.
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1987); Religjous Technelo Center v. Wollershejm, 796 F.2d :97s,
1077 (9th Cir. 1986) gert denjed (1987) 479 U.S. 1103; Foundirg

Chyrch of Scien ;glggx v. Unjited Stgteg 409 F.2d 1146, 1160,

(D.C. Cir. 1969); (o]
Portland, 57 Or.App. 203, 244; 644 P.2d 577, 601 (1982); cert

denjied (1982) 459 U.S. 1206, 1227; i m v. €
! . 475 F.Supp. 950, 95%53; V. Wejse (2d

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

Eounding chyrch of
Scientoleogy v. United States, 412 F.2d 1197 (D.C. Cir. 1969);
48% P.24 313,

’

<hurch of Scientology of Hawaii v. United States
314 (9th. Cir. 1973); mwm;m

62 T.C. 62 (1974);
Sullivan, et al., United States District Court Central Districe

of CAleornxa, Case No. CV 85-307S-R; church of Scientology of

, Superior Court of the
Statc of Caleornxa, County of Los Angeles, Case No. C 420153;

\'4
Scientology, Mission of East Manhattan, Celebrity Center., Inc.:
church of Scientoloqy, Mission of Fifth Avenue, Church of
Scientology of california, United States District Court Southern
District of New York, Case No. 81 Civ. 6864 (MJL); Peggy Bear v,

Qnulgh_ﬂl_iillnsQlQS!_Ql_K1!_XQlK*_ShHKQb.ﬂl.ﬁﬂiln&ih!ﬁb_ﬂiijisn
of california, United States District Court Southern District of
New york, Case No. 31 Civ. 4688 (MJL);

v , United
States District Court Central District of California, No. CV
81-3260 CBM (Kx):; v
i vi , United States

District Court Central District of California, Case No. CV

 84-8335-JSL (Kx);
, United States District Court Central District

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

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

., United States District Tcurt

Scientology of California. et al
Central District of California, No. CV 81-3259-CEBM (Kx)é fgg&n_s;
, Un

States District Court Middle District of Plorida, Case No.
80-501-Civ=P=17;

Lisa, United States District Court Middle District of Plorida,

Case No. 82-886~Civ-T-15;
, United
States District Court for the District of Massachusetts, Civil
Action No. 8%-356-MC;
suffolk, ss.

Commonwealth of Massachusetts,

4

Superior Court, Civil Action No. 792131;
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<. flynn, Commonwealth of Massachuset:s, Suffolk, ss. Surer:ar

Ccourt, Civil Action No. 81420; Paulette gooper v. church of

o o) «» United States Oistrict Coure for
the District of Massachusetts, civi] Action No. 8l-681-MC; Ghurzsy

i ifornia, v. Payl c » Superior Casur=
Of the State of California for the County of Los Angeles, Casq
No. 78-2053-RMT; V. '

» Superior Court of the State of California

for the County of Los Angeles, Case No. ¢ §94401;
A4 » Superior Court of the State California for the

county of Los Angeles, Case No. NVC 14274; \'4
» Superior Court of the State of California for the

County of Riverside, Case No. NVC 189 414; v
i + Superior Court of

the State of California for the County of Los Angeles, Case No.
v W

BC 018003;
+ Superior Court of the State of California for the

County of Los Angeles, Case No. C 474 789;
i » United States

Districet Court, Central District of California, Case No. cv
85-48%3;
+ United States District Court

Middle District of Florida, Case No. 81-174-Civ-T-08; church of
S:ign:glggz of Nevada, et al. v, Eddie Walters, Ernest Hartwell
uA:!_Adsll_ﬂnxsxslli_a:_sl* and Exnest Hartwell, and Marv Adel;
H1z&!111__¢_£nn:sn_2£_§sxsnsangx_gz_!:xndnh_ns_nli. Eighth

J

v
udicial District Court of the State of Nevada in and for the

County of Clark, Case No. A196800;
» United States District Court,

\'4
Central District of California, Case No. 83-5052, United States
court of Appeals in the Ninth Circuit V.A. No. 88-630s; IaYenda

United States District Court for the District of Massachusetts,

Civil Action No. 79-2491-G; =
» Circuit Court of

the State of Oreqon for the County of Multnomah, Case No.
v

A7704-05184; » Circuie
Court of the State of Oregon for the county of Multnomah, Case

No. A8311-07227; |
» United States District Court Middle District of

Florida, Case No. 823-1313-Civ-T-10.
+ Civ. Action No. D9031S (Superior 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 described

below.

10
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CANADA:

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

Assessment Appeal Bocard in the Matter of the Appeal of chyrch of
1% 1a v. .)

church of Scientology of Alberta has been recognized as
religious by the Province and has been accepted under the
Marriage Act which allows Cchurch 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, 19913.) .

DENMARK:

In i letter dated June 18, 1986 the Danish Value Added Tax
Board ruled that Scientology is a religion and exeapt 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,

No. 13 C 3687/7¢, Decsmber 8, 1976,
chuxch.)

on Jamuary 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, éth Chamber for civil Matters. No. 6 0
5709/82, 6 0 6 6895/83, January 7, 1993, Eagar v. SKD, EXRl v.

SKR-)

on May 20, 1983, the District Court of Stuttgart ruled that

the Church's dissemination activities are part of the pursuit of
its religion. (District Couzt of stuttgart, No. 33 OowWi 13691/84,

May 20, 198S5.)
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 alsc 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,

- v o)

On September 4, 1990, the Administrative Court of Prankfurt
determined that the Church of Scientology is a religious and
ideclogical association. The Court's reasoning included findin
that three characteristics of a religion could be established: .,
it must be a voluntary association of not less than two persons
with a ainimum 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
zust 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 ocutside world. The
Church of Scientology fulfills these requirements.
(Administrative Court of Frankfurt/Main, No. IV/2 B 2234/86,
September 4, 1990,

Exankfurt.)

C on May 27, 1992, the 4th Civil Section of Regional Court of

Frankfurt, found that there is no evidence of profiteering by the

Cchurch and the value of the services cannot be measured by mary :

value as they are spiritual services aimed by the plaintiffs to

fulfill their own perscnal spiritual needs. 4th Civil Court of

Regional Court of Prankfurt, No. 2/4076/92, May 27, 1992, Gebauer
.)

The Stuttgart 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, Dianetics Center
sfuttgart.) _
On February 24, 1993, the Regiocnal Court of Prankfurt ruled

that the delivery of the services are part of a religious and
life-philosophical character and based on the principle of free

12
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Teligious practice. (Regional Cour% of Frankfurt/Main, No. 2,4 3
235/92, February 24, 1993, Koch v. Church of Scientologqy of
Ew:EIE:”:.' )

HUNGARY:

The Registration document from the Court of the City
Capital, in Hungary, dated July 17, 1991, states that the Churczh
of Scientology of Hungary is a recognized and registaered
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 Pirst Instance of Monza
ruled that the nature of activities carried out by ths Church are
aimed at the dissemination of doctrinal and also relizious

principles. ( . .) ’

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; ‘:he prograess
towvards 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 Pirst Instance of Torino, ruled on
Septeaber 20, 1990 that the various practices of Dianatics and
Scientology vhen applied to Church parishioners are tlie Church's

road to salvation. (Iax Court of First Instance of Torine., Neo,
0734.)

On Pebruary 21, 1991, the Tax Court of Pirst Insiance of
Como - Sixth Section, ruled that the Association "Dianetics &
Scientology Institute® is of a religious nature. (Tai Court of

.)

On April 13, 1991, the Tax Court of Pirst Instance of
Milano, ruled that the National Association of the Church of
Scientology of Italy is a religious association. (Tadt_Sourt of

.)

Oon April 19, 1991, the Tax Court of Pirst Instance of Lecco,
deternined that the activity of the Scientology association
essentially consists of the propagation of its religicous

13
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Philoscphy by means of courses and books scold and their pursu:ic
of a philosophical and religious purpose. (Tax Cour: of Firsc
Instance of Lecco, No. 948/91.)

Cn Cecember 11, 1991, the Tax Court of First Instance of
Novara, ruled that when applied to followers of the reed, the
practices of Scientology are its‘chqscn way to salvation. (Iax

Nov . 1410/91.)

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

.)

On February 2S5, 1992, the Tax Court of Pirst Instance of
Monza, ruled that the Church of Scientology Monza is a religious
establishment which has the purpose to spread the pr.nciples
contained in the works of Lafayette Ronald Hubbard. (Tax Court

7.)

SOUTH AFRICA:

In a letter from the Department of Pinance Conti'oller 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.

L ] * * *

Scientology is a religion. The Church's purposaos and all
its activities are exclusively religious and alvays liave been, a
fact the courts have found time and again. The Church of
Scientology and its religious and charitable organiziations have
qualified for tax exemption since they vere originalily formed,
starting 40 years ago. With their determination letiers of
October 1, 1993, the IRS has nov acknowledged that fuct.

14
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INUREMENT

A fundamental requirement for an organization to qualify fcr
exemption under section S01(c)(3) is that no part of its net
earnings inure to the benefit cf any private individual. Seczicn
501(c) (3), Treasury Regulations section 1.501(c)(3)=-1(c)(2). <he
prohibition against inurement is strictly applied with respect =2
an organization's "insiders”: no part of an organization's
earnings can be used to benefit any person who has a perscnal
interest in the organization, specifically including the
organization's trustees, directors, cofficers, employees, menbers
and contributors. Treasury Regulation 1.501(¢)(3)=~1(c)(2);
1.501(a)-1(c); IRS v = Administration
7751 (IRS Exempt Organizations Guide) 1332.

., Pt.

The rule against inurement is absoclute. Individuals may not
personally benefit from an organization's earnings, noc 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. Seg

Motorcvycle Club v, Unjited States, 222 P.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 gocds) they zmay
render to the organization that are necessary for accomplishing
its exempt purpose. , 81 T.C.
958, 968 (1981); EBroadway Theatre Va, v
United States, 293 P.Supp. 346, 355 (W.D. Va. 1968). Hovever,
this exception is strictly construed, and any compensation paid
must be reasonable in light of the services actually performed or
goods supplied. :
Copmissioner, 56 T.C.M. (CCH) 479, 482 (1988). This means that
the compensation must be reascnable 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 deteramined pursuant to some objective standard by the
organization as a vhole (rather than the interested individual),

then the payment must be treated as inurement.

The IRS undertook 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 "wvith fiduclary responsibility to
pravent asset diversion® and "who would be most l1ikely to benefit
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 indivjduals holding high positions jn ecclesiastiza]
danagement 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 variocus forms of
compensation, the amounts and values involved, and the manner in
which each wvas determined. In response to the IRS's questions,
the Church described all forms of compensation provided to starr?
(vhether taxable or not), including pPay and non-monetary
benefits, and whether and how this compensation was reported to

the IRS.

The Church identified the 20 individuals vith 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 ’'rom 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
forns that had been filed in the prior three years to report
compensation paid to these individuals, as vell as the same tax
forms that had been filed by its most senior organizatiens,
Church of Scientolegy International and Religious Technology
Center and another important organization, Church of Spiritual
Technology, for their personnel for specific years. 1In addition,
the Church informed the IRS how BUCh compensation had been paid
for during prior three years to the officers, directors and
trustees of every one of the 2% organizations that received an

exemption ruling letter.

The IRS specifically inquired into the different methods for
determin the various forms of staff compensation in addition
to the basiec $30 to $50 veexly allowance provided to meambers of
the Sea Orgy (vho compose Rost, 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 vell as all other
expenditures) is approved through the vorkings of the two
‘management committees that authorize every expenditure of an
organization's funds -- its Advisory Council and its Executive

2
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Council. The Church provided the IRS with the formuyla used %>
conmpute 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 coamission 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 froa 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 Qquestion. The Church
also confirmed that there vere no relationships betveen any
third-party vendor ahd Church officials.

The IRS asked numercus, detailed questions concerning the
Church's fundraising practices and method of compensating outsidae
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 embeszzlement at lowver churches. It explained
who would detect such an embezzlement if it ever occurred and how
it vould be detected. It also assured the IRS as to vhat action
it would take against anyone vho aight make any such attespt.

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 systeams concerning reserves, and
the current status and balance of all reserve accounts.
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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 loocked 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 CSI and other churches and
organizations of Scientology qualify for tax exeaption, thereby
finding that there was no inurement or operation for the private
benefit of any individual.
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OPERATION POR A COMMERCIAL PURPOSE

A fundamental requirement for tax exemption under secticn
S01(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 (ji.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 wvay
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 aust be some
exemption-related reason for all net profits the organization
receives and for all excess funds the organization has on hand aor
the organization cannot qualify for exenption.

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, (J) the accumulation of
unreascnable amounts of reserves, and (4) the employment of
commercial-like advertising methods. Four of these factors,
commercial competitors, pricing and unreascnable reserves are the

most important indicia of commercial purpose.
' , 743 P.24 148, 157 (3d

Cir. 1984); 4

83 T.C. 381, 47S, 490 (1984), aff'd on other grounds, 823 r.2d
1310 (9th Cir. 1987); B.S.W, Group v, Commissioner, 70 T.C. 332,

358-60 (1978).

The IRS formally addressed commercial purpose twice during
the past ten years. The first time vas 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 unreascnable 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
none -- a hona fide church has no commercial competition in

Cé&; , propagating its religious beliefs.
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The Church responded in July of 1586 and August of 1937 =y
providing the IRS with two extensive submissions, a Protest =2
the initial adverse letter and a supplement addressed
specifically %o the commercial purpose issue (the "Commercial:.sa
Submission"). The Commercialism Submission consisted of =cre
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
revieved the Commercialism Submission, it notified the Church
that it was "fully satisfied™ on the issue and that it had no

further gquestions.

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
managetent and planned expenditures from reserves. (The IRS was
satisfied with respect to the other indicia of commercial purposa
since all relevant Church practices had been discussed in the
Commercialism Submission.) Once again the Church provided the
IRS with up-to-date details of its reserves, reserves managezent
and planned expenditures. As requested by the IRS, the Church
expanded the information provided to include the relevant detalls
of all Church reserves, including reserves held by Church
organizations located both within and without the United States.

The Church also provided the IRS with extensive information
relevant to the commercial purpose issue in litigation relating
to the tax deductibility of fixed contributions made to 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 amounts and
the relationship of such contributions to the Church's exempt
goals were all thoroughly examined, as vere comparable features
in other religions, including the Jevish, Mormon, Roman Catholic,
and certain Protestant faiths and eastern religions such as
Buddhism and Hinduisa. 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 issue.
litigation was settled in October of 1993 vith the IRS
acknovledging that the fixed contributions made by the Church's
parishioners are qualified for deduction as charitable
contributions. (See separate discussion below).

™is

The October 1,. 1993 exemption rulings represent the IRS's
conclusions as to commercial purpose: The Church has none, but
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instead cperates exclusivelv f£or Tax-exenpt religious purgcses.
Thus, after examining the Church's practices “1th respect =0
pricing, reserves, fundraising and advertising, the IRS conrcluded
that all were consistent with the concepts of charity and
religicn under section 501(c)(3) and therefore qualified for

‘éxempC status. The breadth of the financial and other informat:zn

on which the IRS based its conclusion encompasses all the
specific factors the IRS addressed.

Adv L

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 {ts
advertisements are truthful in nature.

In the litigation concerning deductibility of contributions
by Church parishioners (separately discussed below) the Church
obtained reports and testimony froa 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 froa other religions was provided to the
court and the IRS. This material showed exanples of promoticn of
discounts, use of credit cards, availability of refunds and other

commercial-like methods of promotion.

Rundraising

- 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 quard
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.

Exicing 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
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determined pursuant to strict Sclentalcgy policy that seexs =5
accomplish 1ts exemption-related gcals, not o generate pr=f:.-s.
This included detailed informat:on concerning the way the Chur=n
established prices and the narked reduction in prices over the
years, as well as expert affidavits analyzing the way prices ¢ar
specific Scientology books and other religious material were ser,
the amount of the resulting return to the Church, and the
allocation of receipts among the various Scientology
organizations involved. i "

These materials showed the IRS that the Church's policy for
setting prices for Scientology books and other religious mater:ial
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 Scientoloqgy
religious services, the Church showed the IRS that its policy wa.
to set rates to make all religiocus 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 pravide a
sufficient return to enable the churches involved to continue to
meet the needs of their groving congregations.

The Church's submission also explained in detail the
procedures it followed in setting prices and contribution rates,
including specific formulas, wvhere 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 aember and committes.

The IRS had asked CSI to demonstrate the specific formula
ezployed to set prices for a representative book, E-Meter, and
Scientology insignia, including the specific costs involved. In
the Commercialism Submission CSI responded by providing the IRS
with the requested information relevant to the Mark VII E-Meter,
which i{s the most widely-used E-Meter today; a bracelet
signifying that the wvearer has attained the Scientology spiritual
level of Clear and specific bocks 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
the individual church that sells the itea to parishioners. Thi.s
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analysis provided the IRS with precise amounts concerning all
asscc:.ated costs and net returns for the Ltems selected.

Tn addition to this financial information, CSI also.prov:ided
the IRS with affidavits executed under penalties of perjury ty
five experts attaesting 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 analyzaed 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 reascnable and not set in a way to maximize profit.

For exanmple, 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

CcopY. .

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. Runh
found that Bridge's ROI of three percent for the inexpensive
boek, four percent for the moderately priced book and seven
percent for the higher priced book are "very reascnable® and in
fact belovw the price that would be set if Bridge wvere seeking the
industry's aminimum standard of return on investsent, *which is
ten percent.” Mr. Ruh concluded that prices vould 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 analyied 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 "vithin 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
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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 =he
publishing industry" and that "the prices of these books are -ct
set at an amount designed to maximize profits from their sales."

These two experts wvere eminently qualified to give an
opinion about the reasonableness of the Church's pricing
policies. They have been in the publishing industry for many
vears and are intimately familiar with the pricing policies
enployed 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 wvorked 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 wvas
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 Dirsct 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 vas 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 vas
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 vas 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 wvitness 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 vith
respect to the Church's pricing of E-meters and jevelry.

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 betwveen 1982
and 1984. The IRS asserted that this trend shoved that the
Church was attempting to "maximize profits® by increasing
contribution rates.
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CcSI responded to this allegation in the Commercialism
Subkmission and demenstrated that the IRS's conclusior was
incorrect and that the two lists actually were unrepresentative
samples taken during a period when rates fluctuated widely. Txe
reason for this fluctuation was that the Church had kept
contribution rates for most Scientology religious services
constant for more than a decade before 1576. In 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 7S5.4 percent just for the
period from 1976 to 1984 alone. Consequently, between 1976 and
1984 contribution rates wvere increased and decreased as attenmpts
wvere made to find the correct level consistent with Scientolegy
Scripture, the needs of the Church, and the needs of the
parishioners. CSI showed that at the time the first list vas
published contribution rates had been sharply reduced for a short
period, and CSI determined that the rates were not ccnsistent
with Scientology Scripture so it gradually increased then.
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 sanme
services on the two lists prior to the period covered by these
two lists. Once complete information was asseambled, it showed
that the contribution rates increased from April 198C to the Fall
of 1984 at the average rate of only S percent, but trat if
inflation wvere factored in, the actual average rate for the
period decreased by almost 25 percent. Moreover, CS1 showed that
contribution rates between April 1980 and the date tle
Commercialism Submission was filed actually declined by 26
percent in absolute teras, or by 66 percent if inflation vere

factored in.

This information established to the satisfactior. of the IRS
that CSI was not attempting to maximize profits by satting high
contribution rates. If it wvere, it would not have parmitted
rates to decrease 8O substantially over this seven-ycar period.

(See also the separate discussion belov of the litigation
and settlement of issues relating to the tax deductilbility of
contributions by Church parishioners. In that litigstion the IRS
revieved in detail the Church's fixed contribution systea and
comparative information concerning a number of other religions
and concluded that such amounts qualify as charitable
contributions in suppoert of the Church's religious gcals.)

Accunulation of Substantial Reserves

Probably the single most important indicia of commercial
purpose is the existenca of substantial reserves that have been
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accunulated for no purpose relared to exemption. Easter Hcuse .
faited States, 12 Cl. Ct. 476, 385-ag (1987). The I3S has
examined this factor in connection with religious orijanizatizrnrs
that sell religious boocks and related materijaj. 2¢¢ Prescvver:a-

™ , 743 F.2d at 156-58, and chyd;cgh of
sScientoloqy of California v. commissjoner, 83 T.C. a: 489-990.

This rule does not mean that section 501(c) (3) organizaticns
Day not make more Boney than is necessary to sustain Ooperations.
Rather, there must be an exempt purpose for any accutiulation of
funds. According to the IRS, the amount of an organ:.zation's
accumulated reserves must be reasonable to its anticipated needs
and there nust be some concrete plan for specific usas of these
reserves.

Over the course of CSI's exemption Proceedings the IRS aske
Numercus questions concerning the size, Banagenment ard planned
uses of the Church's reserves. These questions were addressed on
four occasions: tirst, in CSI's Protest to its initisl adverse
letter; second in a separate submission by Church of Spiritual
Technology; third, in the Commercialism Submission; and fourth,
in the negotiations culainating in the October 1, 199) exemption

ruling letters.

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

CSI maintains and Ranages central reserves for ciiurches and
other religious organizations vithin the ecclesiastical
hierarchy. CST does not operate vithin the hierarchic:al Church
and therefore does not participate in the Church's central
reserves system. Rather, CST maintains and manages {:s 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 financ:al
information contained in the separate submission it provided to

the IRS in 1987.

- In its separate submission csT described in deta:l the
Preservation activities it currently vas conducting as vell as
specific activities it planned to undertake in the future. As
appropriate, CST noted the costs it expected to incur in carrying
ocut the specific future pProjects that it described. Js discussed
in CST's submission, these projects included preservirng written




2aterials by (1) copying them =n ac.d-free paper and (2) e=zn:-~=
thexm on stainless steel plates and then storing the origina.s a;d
Copies in sealed titaniunm capsules filed with inert gas,
Preserving tape recordings and films on special laser discs,
constructing long-term storage vaults, and researching =z:ore
advanced creservation media and techniques.

Although €SI had submitted information concerning several
factors relevant to commercial purpose throughout jts exempt:.on
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 itsg indicia. The
Commercialism Submission necessarily dealt at length with
reserves since it is the pPrimary indicia of commercial purpose.
As discussed above, the extensive information CSI provided the
IRS in this submission "fully satisfied" thea on the issue.

The Commercialism Submission described in great detail how
the Church's central reserves System operates. It described the
Systeam 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 hov 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 Committes,
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 ar
the individual nembers of the Reserves Committee and their
respective authority, functions and responsibilities.

The Commercialism Submission also described how the Reservas
Committee authorizes expenditures from reserves accounts. It
described their sonthly, veekly, and daily deliberations. It
described how proposals for expenditures are smade, the criteria
proposals must meet, and the resulting budgetary process for
expenditures that are Spproved. And it described how the
Reserves Committee maintains the progress of projects that are
funded from reserves.

The Commercialism Submission alse provided the IRS with a
consolidated balance sheet reflecting the combined assets,
liabilities and net vorth of all Scientology churches and '
religious organizations in the United States that participate in
the Church's central reserves systea. This consolidated balance
sheet gave aggregate balances for cash, investaents, real and
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tangible property, accounts and loans receivable, loans Fayac.e,
nortgages and net worth. This informaticn 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 =o
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 cut religious
functions, (6) funding for large-scale Church public relations
activities and publications, and (7) the purchase of uniforms fo-
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 avaiting sufficient funds.

CSI provided the IRS with much more than a general
description of these projects. In addition to the Commercialisa
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 vell 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 vere all
religiocus, bona f£ide 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 wvith 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
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grewth, of the reserves 1s not excessive in relation to the
religious purposes of the Church” and to ensure that "no
lnurement has occurred, or is likely to occur in the future."

In response to the IRS's specific requests, CST 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
exployed 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 vas met), including the date of the
expenditure, the identity of the recipient, the owner of the
account from vhich the funds were disbursed, and the purpose of
the expenditure. CSI reported all expenditures of vhatever
nature, including grants, purchases and other transfers.

CSI provided the IRS with very extensive documentation
concerning these expenditures. CSI described how the Reserves
Cormittee 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
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¢imancial information to document projected costs, such as
budgets and individual purchase orders. CSI described how the
Reserves Committee reviews and approves (often with modificat:on)
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 =he
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
expanditures 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 si-
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 shoved 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 sore than the
amount of cash in Church reserves -- over $432 amillion 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 nev format, (4) planned activities %o
preserve the Scientology Scripture in various imperishable
formats, and (S) miscellaneous plans for computerization, social
betterment activities and defending the religion against

unvarranted 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 froa
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 inforzation the Church ~ad
teen providing the IRS was concrete, realistic, and bona £f:de iz
all respects and that the IRS had good reason to rely on the
Church's representations as to its future financial plans.

Juctibil]  Fixed C by

Under United States income tax laws, individuals who
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 whola
through the advancerent of religion in general. If a sinple
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 guid pro quo 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 market 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
iten's value as a charitable contribution under the "dual payment
doctrine,” which divides such payments into two separate
payments: (1) a gquid pro quo payment for the item, and (2) a
charitable contribution equal to the excess of the amount paid
over the itea's value.

In 1978, the IRS perceived that contributions by
Scientologists to their churches for Scientology religious
services wvere no different than the purchase of items of material
value, and it ruled that the contributions therefore vere
nondeductible. Seq Revenue Ruling 78-189, 1978-1 C.B. 69.

In the IRS's viev at that time, the relation betveen a
Scientologist and his or her Church vas no different from that of
consuner and commercial service provider in which the consumer
purchases scmething 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 recognize that
ministering to a congregqation is part of a church's religious
prograa and that vithout the support of the Church's adherents,
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
parocchial school education. In fact the benefits received by
adherents of Scientology from auditing and training are religicus
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and spiritual, and thus teref:t scciety as a whole. In
recognizing the Church of Scientolegy's exempt status on Cczster
1, 1993, the IRS also has expressly retired the 1973 ruling.

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

In its 1989 decision in Hernandez v. Commissioner, 490 u.s.
680, ! + 492 U.S. 9133 (1989), the Supreme Court held
that the quid pro guo test under section 170(e¢) applies to
intangible religious benefits received in exchange for a pPayment
to a church. The Supreme Court found no statutory basis for
treating religious benefits differently under the ouid pro qug
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. Pirst, 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
nust 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 acquiesced in
the Service's administrative practice of allowing full deductions
for comparable payments to other religions, even though the
contributors also received religious services in exchange, which
services had to have some value under the Hernandez decision.

Followving the Hernandez decision, several individual
Scientologists went back to court to litigate the three issues

the Supreas Court had left open. In the case
+ U.8. Tax Court Docket No. 18956-89, these

Scientologists were able to introduce the facts necessary to
resolve these issues in their favor in a three-veek 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. Secend, they submitted actual evidence
establishing that the structure and character of fixed
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contribution arrangements in other religions were not different
fren that in Scientology in any material respect, thereby
entitling Scientologists to a deduction as relief from the IRrs's
discrizinatory enforcement of the tax laws. Finally, they
submitted actual evidence establishing the "fair market value" of
Scientology religious services (which, under established tax law,
Dust be equal to the cost to the churches of Binistering the
services) so that Scientology parishioners would be entitled =o
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 tastimony from a senior cst
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-cne 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 systea is vhat
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 upen, so it
must meet all its financial needs from current parishioner

donations.

The evidence in Garrigon also established that the Hernande:
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. Pirst,
the evidence showed that the assuaption 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 shoved that
contrary to the implications of Hernandez, parishicner advance
donations are pnot freely refundable, and that the consequence of
seeking ang accepting a refund (which churches are obligated to
give) is that the parishioner must disassociate himself or
herself from the Scientology faith. Por this reason, the amocunt
of refunds actually is very small, as shown in the
record. Pinally, the evidence in GaArrison established that
Scientology fixed donations do net have the mandatory character
ascribed to them in the Hernandez opinion and that religious
services may be received vithout making a mcnetary donation.
These significant factual differences from the Hernandeg record
demonstrated that Church of Scientology fixed donations in
connection with auditing and training are not structured as guid
RIQ qUQ exchanges under the standards of Hernandez and therefore
are fully deductible under section 170 as appliod‘by the IRS to

other religions.
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The evidence in Garrison also included extensive expert
testimony offered both by the individual Scientologists and the
IRS concerning the character and structure of fundraising
practices in churches other than Scientology, fundraising
practices the IRS has routinely held to be deductible as
charitable contributions. The expert witnesses included one of
the twelve highest officials of the Church of Jesus Christ of
Latter Day Saints ("Mormon Church") and an official
representative of the National Council of Catholic Bishops and
the United States Catholic Conference.

In summary, the Garrison record established that there are
0Q material differences between Church of Scientology fixed
donations and other religious fundraising practices that the IRS
treats as fully deductible -- Catholic Mass offerings, Jewish
Synagogue membership dues and High Holy Day tickets, and tithinc
to the Mormeon Church and to the Worldwide Church of God (and
certain other fundamentalist Protestant sects). Indeed, focusing
on mandatoriness, the most significant Hernandez quid pro que
factor, the Garrison record shows that in Scientology, payment
for services is less mandatory than in Catholic, Jewish, Mormon
and certain fundamentalist Christian denominations, in wvhich the
only exceptions to payment are financial. Scientology "fixed
donations® certainly are less mandatory than fixed payments to
Hindu and Zen Buddhist churches, which appear to have Qg
exceptions at all to the requirement of payment.

Finally, as an alternative to full deductibility under their
first two positions, the evidence in Garrison also established
that the cost to Scientology churches of ministering religious
services vas substantially less than parishioners' fixed
contributions, so that at a ainiasum the taxpayers would be
entitled to deduct a significant portion of their fixed
contributions under the "dual payment® doctrine. 1In fact, the
information the Church submitted to the IRS in the settlement
negotiations established that the cost to Churches of ainisterir-—
services religicus services vas ainimal in relation to the amocu. .

of the fixed donations.

Al dual payment had not been directly at issue in the
Hernandex litigation, the Suprese Court's decision nevertheless
provided guidance on its applicability to Church of scientoloqgy
fixed donations. In Hernandez, the taxpayers argued that applying
general guid pro gua principles to payments to churches for
purely intangible religious benefits would require the IRS to
determine the fair market value of those religious benefits to
apply the dual payment doctrine, and that requiring or permitting
the IRS to place a monetary value on such benefits vould violate
entanglement principles of the religiocus freedom guaranteed under
the Pirst Amendment to the U.S. constitution. In rejecting the
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taxpayers' argument, the Supreme Court specifically sndorsed :xe
IRS's use of the cost of providing the return benefi: in the
parochial school cases, where fair market value is elusive, and
found that permitting the IRS to review a church's costs was nres
likely zo engender any entanglement prohibited by tha First
Amendment.

The settlement negotiations that resulted in examption faor
CSI and other churches of Scientology had already becun before
Garrison was tried. In January of 1993, follovwing the filing of
the taxpayers' brief on the merits in Qarrison, CSI and the IRS
agreed that the charitable contribution issue should be included
in the settlenzent negotiations, and this issue ultimstely 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 perding
examinations on a similar basis. Finally, to formalize its
actions, the IRS declared the Scientology revenue ruling, Revenus
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 wvas provided directly
addressed the IRS's concerns vith 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 IRS acknovledged that this inforsation fully
satisfied all of their concerns relating to the commercial
purpose issue and that these organizations operate exclusively

for religicus and charitable purposes.

The ultimate resolution of the parishioner charitable
contribution issue leads to a number of significant canclusions.
First, it reenforces the IRS's repudiation of its prisr view of
Sclentology as a commercial enterprise. More significzantly, this
settlexzent 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 iaportantly, the IRS nowv agrees that
Scientology fixed contributions are not materially different froe

1?7




all relevant meanings of that term and entitled to be treated zhe
Same as other religions under the United States tax laws.
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PUBLIC POLICY

Azong 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 exenption 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 othervise against fundamental
public policy is not a "charitable” entity. Because section
501(c) (3) of the United States Internal Revenue Code ("Codea")
draws on these principles, an organization otherwise qualifying
under the express statutory requirements will be denied exemption
if its exezption-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 organjization's exempt purpose activities theamselves are
consistent with fundamental public policy. Under the second
component, the strong protection of religiocus liberty under the
U.S. Constitution would not insulate a church's religious
practices from challenge as contrary to public policy.

Ihe Guardian Office

In the Tax Court decision in Church of Scientology of
("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
lavs 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 vas a separate basis for revoking CSC's tax exemption,
wvhich 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 vas the activities of the old Guardian
Office ("GO"), culminating in the criaminal prosecution of eleven
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