QUESTION 4-a

a. Please provide all directives (including HCO Policy
Letters, Executive Directives and similar items) that set forth the
amount and method by vwhich the following entities' income is
allocated to expenses (i.e. retained for its own uses) or is
paid/contributed to CSI or other S8cientology-related organigzation:
(1) csrsso; (ii) csrso; (iii) cswus; (iv) CSREC; (v) all celebrity
centers not included in (i) - (iv) above; (vi) IPT; (vii) NEP;
(viii) BPI; and (ix) any Advanced or Saint Hill organisation not
already included in a category described above. Please include all
ecclesiastical organisations within the above entities. Where you
have provided a directive in response to another question a
citation thereto is sufficient response.

® ® ® &

Attached are copies of the directives that give the amount and
method by which income is allocated to expenses for each of the
listed corporate entities. (Exhibit III-4-A).

The directive in each case is an International Finance
Executive Directive entitled "FBO ALLOCATION FORM - [org
namej". Each directive applies to a particular ecclesiastical
organization. Since higher level church corporations often house
two or more ecclesiastical organizations, two or more directives
may apply to a particular church corporation.

For your information, attached to each directive is a model of
the actual form that is completed by the ecclesiastical
organization's Flag Banking Officer each week.

The ecclesiastical organizations within each of the above
entities and the directive that is applicable to each, are as
follows:

{i) CSFSSO:

Int Finance ED 384
FBO ALLOCATION FORM - FLAG SHIP SERVICE ORG

14) CSFso:

a. Int Finance ED 381R
FBO ALLOCATION FORM - FLAG SERVICE ORG

b. Int Finance ED 382
FBO ALLOCATION FORM ~ FLAG CREW ORG

CSI FROD NOU




(i j j ) ;szs.

a. Int Finance ED 378 FBO ALLOCATION FORM - AOLA
(for Advanced Organization Los Angeles)
b. Int Finance ED 379
FBO ALLOCATION FORM - ASHOs
(for American Saint Hill Organization Day and
Foundation orgs)
c. Int Finance ED 383
FBO ALLOCATION FORM - CLASS V ORGS
(for San Diego Class V orgqg)
d. FBO CLO ALLOCATION FORM
(for Continental Liaison Office Western US)
(iv) CSREC:
a. Int Finance ED 386
FBO ALLOCATION FORM - NON-US SEA ORG ORGS
(for Advanced Organization Saint Hill UK)
b. Int Finance ED 380
FBO ALLOCATION FORM - SAINT HILL FDN
(for Saint Hill Foundation org)
c. For UK Class V orgs - see Int Fin ED 383, above.

a. Int Finance ED 385
FBO ALLOCATION FORM - CC INT

b. For other Celebrity Centre orgs - see Int Finance ED
383, FBO ALLOCATION FORM - CLASS V ORGS, above.

IPT's only source of income is advances from Scientology
International Religious Trust to cover its de minimis annual
expenses. It does not allocate or otherwise pay funds to CSI
or any Scientology-related entity, and there is no directive
pertaining to any such allocation or payment.
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{vii) NEP:

a. Int Finance ED 389
NEW ERA PUBLICATIONS - FBO ALLOCATION FORM

{viii) BPI:
a. Int Finance ED 388
BRIDGE PUBLICATIONS - FBO ALLOCATION FORM
i \'/ i i i ea
included in a category described above,

See Int Finance ED 386, FBO ALLOCATION FORM - NON-US SEA ORG
ORGS, above. The same form applies to both Advanced Organization
Saint Hill Europe & Africa (AOSH EU), and to Advanced Organization
Saint Hill Australia, New Zealand & Oceania (AOSH ANZO), which are
the only two other AOSHs not included above.
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QUESTION 4-b

b. You have described how income is recorded on invoices and
immediately deposited. Please describe any circumstance where a
Scientology-related organisation's receipts are handled in any
other manner.

®* & * *

Church financial policy forbids a church organization to
invoice and count income as received until it is on church premises
in bankable form or in a church Finance Office Number 1 bank
account. Some donations are received at a location distant from
the church organization. Substantially all such donations are by
check or credit card and are physically transported to the church
by overnight express. In some cases, however, such donations are
wired directly to the church's bank account. Bankwires normally
would be sent by the parishioners themselves, or by the church
representative in the rare case of a cash donation at a location
physically remote from the church. The thrust of Scientology
banking policies and practices is to promptly deposit or forward
for deposit all monies belonging to the church organization
involved.
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QUESTION 4-c

4c. Please provide a list and explanation of the income and
expense categories, as well as balance sheet accounts.

* & ® *

Attached as Exhibit III-4-B are the lists and explanations of
the income categories and the expense categories. These income and
disbursement categories are in general use throughout Scientology.
These categories cover the most common sources of income and most
common types of disbursements found in most Scientology churches
ministering religious services. Additional categories are
generally created locally as needed for other types of activities
found within different types of Scientology organizations, such as
Management organizations, Publications organizations, etc.

There is no single chart of balance sheet accounts issued for
all Scientology organizations across the world to use for all their
balance sheets. However, there are standard balance sheet
groupings of assets and liabilities. In church organizations that
prepare their balance sheets using a local computer program, local
charts are developed tailor-made to their needs assigning specific
numbers to the general and specific asset and liability accounts.
Attached as Exhibit III-4-C is a chart of the different balance
sheet accounts used by many United States Scientology churches.
Not every individual organization necessarily will use all or even
most of the listed accounts; the chart also does not list balance
sheet accounts that are unique to individual church organizations.
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Question 4-4

Please explain the following terms: (i) Ad Council; (ii)
Department 21; (iii) Data Bureaux Frlag; (iv) Div 3; (v) Div ¢; (vi)
ITO; (vii) PPU stats; (ix) Allocation to CMO CW; (x) Flag External
Expenses; (xi) rs8C; and, (xiii) management expenses incurred
locally.

* ® ® *

Below is an explanation of what is meant by each of the above
terms:

(i) MA@ Council - This term is short for Advisory Council. The
Advisory Council of a Scientology organization is a committee
composed of the heads of the divisions of Church organization
(which are called bureaux in a management organization). They meet
regularly to coordinate the direction and activities of the
organization and advise the Executive Director and his Executive
Secretaries on recommendations to expand the organization.

(ii) Department 21 - Each division is normally divided into 3
departments. The basic organizing board and pattern for a
Scientology church provides for 7 divisions and 21 departments,
both of which are often referred to by number, i.e. Divisions 1
through 7 and Departments 1 through 21. Department 21 is the
Office of L. Ron Hubbard and includes the representatives of
various ecclesiastical networks: the LRH Communicator, Keeper of
Tech and Policy Knowledge, the Flag Representative and Flag Banking
Officer.

(iii) Data Bureau Flag - This is a bureau of the Flag Bureaux.
It has the function of collecting and providing information to
others in the Flag Bureaux to help guide them in their
ecclesiastical management duties.

The Data Bureau is the information center for the Flag
Bureaux. It gathers and makes available general information of
interest and use to those who manage Scientology Churches. One can
go to the Data Bureau to get updated on anything from world news as
it affects Scientology, to the statistics of organizations, to
general reports on the health and condition of any Church.

The Data Bureau also maintains display charts and boards on
which copies of the latest despatches and reports from individual
churches are posted so CSI staff can get quickly updated on events
and activities around the world.
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(iv) piv 3 - This is short for Division 3 which is one of the
7 divisions of a Scientology organizing board. It is called the
Treasury Division and responsible for collection and recording of
contributions, payment of operating expenses, ensuring that proper
records are kept of all transactions and that all required
financial statements and tax or other filings are prepared and
filed.

(v) Div € - This is short for Division 6 which is one of the
7 divisions of a Scientology organizing board. This Division is
responsible for attracting new Scientologists. Due to the scope of
this activity, it is now divided into three divisions. Division
6A, called Public Contacting Division, is concerned with broad
public promotion. Division 6B, Public Servicing Division, provides
introductory services to prospective members to give them an
understanding of Scientology. Division 6C, Field Control Division,
encourages Scientologists to be active in attracting new members.

(vi) ITO - This is an abbreviation for the International
Training Organization. It is located within CSI in the Hollywood
Guaranty building and trains executives from Scientology church
organizations around the world.

The ITO has highly trained and experienced staff devoted to
supervising these executive trainees. The most extensive and
advanced administrative training courses for church staff are
conducted at the ITO. Graduates of these courses return to their
local churches as experts in Scientology administrative procedures
and policy application. By applying what they have learned, they
are able to direct the expansion of their local church to serve
more and more parishioners.

(vii) PPU stat - This is an abbreviation for "prepayments used
statistic." Prepayments are donations made for services in advance
of taking the service. Prepayments are used when the parishioner
applies them to a service. Each church keeps track of prepayments
used and prepayments received (PPR) on statistical graphs as a
means of ensuring that it is providing religious services
commensurate with the amount of donations it is receiving. In the
case of the FSO and its allocation form, these statistics are
necessary to determine how much is owed to or receivable from the
advance payment trusts. This also applies to CSWUS and its
allocation form. Note that the terms "prepayments received"
("PPR") and "prepayments used" ("PPU") are interchangeable with the
terms "advance payments received" ("APR") and "advance payments
used" ("APU").

FROL NOU




(ix) Allocation to CMO CW - This is the nominal sum which the
Commodore's Messenger Org in Clearwater receives for its expenses
for the week. CMO CW is a separate ecclesiastical organization
from the Flag Service Organization, and therefore is not included
within the FSO weekly financial planning, but is shown as a
separate allocation. CMO CW does their own internal weekly
financial planning based on the operating expenses received from
the FSO. CMO CW ie corporately part of the Church of Scientology
Flag Service Org.

(x) Flag Externel Expenses - Due to the international scope of
its activities, including the sending of missions to many parts of
the world, CSI sometimes has the need to have funds disbursed on
its behalf by local churches, including the FSO. Typically these
disbursements are operating or travel expenses for missions which
have been sent from the'Flag Bureaux (hence the name "Flag") to the
local church to provide on the spot guidance or instruction.

(xi) P8C - This is short for Flag Service Consultants. There
are Flag Service Consultants located in every Flag Operations
Liaison Office ("FOLO"). Their function is to inform individual
Scientologists in their areas as to services available at the FSO
and to assist them as needed so that they participate in religious
services at the FSO. The Flag Service Consultants are staff of the
FOLO to which they are attached and are paid and supported by it
similarly to any other staff in the FOLO. The FSO pays a
commission of 5% of the donations generated by the FSCs to the
FOLO, which uses this income to cover the expenses of the FSCs and
any surplus is used for the general operating expenses of the FOLO.

(xii) International Management Expenses - This refers to the
responsibility of the FSO for supporting CSI management. This is
in accordance with church doctrine that a management entity must be
supported by its nearest major service organization, since the
success of that church is a measure of the effectiveness of
management. Each week, the FSO transfers to CSI the amount needed
to cover the costs of its management activities.

(xiii) Management expense incurred locally - This term is
synonymous with the term "Flag External Expenses" described in (x)
above.
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QUESTION 4-e

.. Please provide an executed copy of a representative
contract nov in force between CSI and a Class V Church.

* % & *®

Enclosed as Exhibit III-4-D is an executed copy of a
representative contract between CSI and Church of Scientology of
Hawaii.
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Question 4-f

f. The Service has seen references to "6é-week trend reports"
and '"12-week trend reports." Please identify and describe these
documents and provide representative samples of such documents for
any period after December 31, 1989, including any supporting
information that may be useful in interpreting these reports.

* % * *

The short answer to your question is that there are no such "s
week trend reports" or "12 week trend reports®” and therefore it is
impossible to provide such to you. 1In an effort to explain what
trends are in Scientology, an explanation follows. However, this
is such a broad subject, that when you ask us to "provide any
supporting information that may be useful in interpreting these
reports”, you in fact are asking for a full training on the
technical and administrative philosophy and technology of
Scientology.

The Service states that it has seen references to such
reports. From where? This is another example of the Service
apparently having concerns about some subject based on information
obtained from an ex-~-parte source. If the Service would tell us
exactly what it is they have been told, or give us what they have
been given -~ then we probably could more easily answer the
question. It is one thing to ask how FSM commissions are paid and
quite another to ask about statistical trends which encompass the
entire scope of Scientology. However, we want it known at the
outset that no 6 week, 12 or any other number of weekly trend
reports are generated.

There is a subject called statistic analysis. The key
policies on these are included as Exhibits 1II-4-E and III-4-F. It
is the subject of analyzing a number of statistics for an
individual, group, section or full organization. 1It's purpose is
to either locate why things are improving or why they are
worsening. Unlike the impressiof one may have of just looking and
seeing what stats are up and what stats are down - our subject is
one that takes into account many statistics to find out WHY things
are the way they are and to locate which statistic or statistics
that if handled would improve the overall situation. To handle
such a situation, one must know what the statistic is composed of
and have an understanding of the actions that make up that
statistic so that he can take the actions to improve such. This is
not like the Service's method of setting quotas. Just pointing to
stats and saying "get them up" is called "stat pushing"™ in
Scientology and is forbidden.




Management by statistics is a key component of Scientology
administrative technology, which was developed by Mr. Hubbard for
use in managing churches of Scientology. In a Scientology
organization, the organization itself, every division, department,
section and unit, every post is assigned one or more
statistics which measure its performance over time. A statistic is
simply a numerical measure of a quantity of something as compared
with the quantity of those same somethings in earlier periods of
time. These are plotted on graphs against time so that one can see
if performance is increasing or decreasing or staying level. These
increases or decreases over time are known as stat trends.

Some statistics are embracive of a number of sub-statistics.
For example in a Scientology Academy, the study actions taken by
students are each assigned a numerical value - each page read, each
word cleared, each clay demonstration, each practical drill, each
essay, etc.. is worth a certain number of points. Each student
keeps track of his own student points each study period and keeps
his own personal graph of these points and turns them in to the
Course Supervisor each day. The Course Supervisor then totals
these. student points and plots them on graphs and this total then
becomes an important statistical measure of the performance of the
entire Academy. Another statistic, Auditors Made, is embracive of
student points, as well as another statistic, number of students on
course, which is in turn influenced by another statistic reflecting
the number of new student enrollments and so forth. Some
statistics are made up of sub-statistics and some statistics follow
other statistics in time - e.g. an increase in numbers of courses
completed should be preceded in time by an increase in the number
of new students enrolled.

If one understands the functions of a Scientology organization
and the interrelationships between the various divisions,
departments, sections, units and posts - and if one has the
performance of each of these correctly reflected on statistics -
one can tell a great deal about that organization.

What one does about rising or falling statistics is covered in
a subject called the "conditions of existence”. These conditions
stem from another area of Scientology philosophy and technology,
the technology of ethics. Ethics in Scientology is not a moral
code system of do this and don't do that; it is based on reason and
the rationality for the highest level of survival for self, the
family, the group, mankind and so forth across the eight dynamics.
Using these conditions formulas one can attain higher conditions of
existence and thus increase survival in all spheres of life.
Conditions apply to any entity, individual or group. At any point
in time an individual, a post, unit, section, department, division,
organization, a sector and the entire religion is in a certain
condition relative to survival. If there is improvement this means
increased survival and a high condition and if things are getting
worse this is worsened survival and a lower condition.
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Mr. Hubbard isolated 12 such conditions of existence which
are gradients of survival. At one end of the spectrum is the
condition of Confusion in which one or a group is in such a bad
state that it is unable to do much of anything, literally a state
of being confused. At the other end of the spectrum is the
condition of Power which is such an abundance that survival is
guaranteed. In addition to isolating these conditions of
existence, Mr. Hubbard discovered the exact formula or steps to
take when in a certain condition in order to improve and reach the
next higher condition. These conditions formulas for the higher
conditions of Normal or above (which means that performance and
survival are increasing) generally relate to isolating and
reinforcing those things or actions which cause the high
conditions. If performance is level or slightly decreasing, it is
a condition of Emergency. The reason it is an Emergency is that
conditions never stay the same for long, they either get better or
they get worse. If the Emergency formula is not applied, they will
get worse. The formula for the lower conditions of Danger through
Confusion, generally relate to isolating and correcting whatever is
causing the decline in performance and survival.

If one has performance statistics plotted on graphs over time
one gan tell which condition to apply and use its formula to
improve performance statistics to the next higher condition on up
to Power. A steadily rising statistic is a condition of Normal, a
sharply rising statistic is a condition of Affluence and a
statistic that is in a Normal trend but is in a very high range is
a condition of Power. Conversely, a statistic that drops sharply
is a condition of Danger and a statistic that is either a steeper
or more pronounced drop or so low as to be totally unviable is in
a condition of Non-Existence.

Statistics can be read and interpreted for any length of time.
In a Scientology church or organization, the week's performance is
plotted on stat graphs on a weekly basis. Each Division has one or
more Gross Divisional Statistics which measure the performance for
that Division as a whole and which are comprised of the many
sub-statistics measuring the performance of various posts in that
division.

An individual or someone over a small portion of an
organization such as a unit or section can operate on daily
statistics in order to attain a high condition by the end of the
week. PFor example, if an auditor took a day off, he would know
that he had a zero statistic of Well Done Auditing Hours for that
day andi?ight try to audit extra hours the rest of the week to make
up for it.
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