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RESPONSE TO FINAL SERIES OF QUESTIONS

Question 1

1. Please describe how parishioner donations for religious
services are accounted for.

Participation in training and auditing religious services at
a church of Scientology by a parishioner is preceded in many
cases by a fixed donation with respect to a particular religious
service or series of services. Often these donations are made in
advance of participation in the service. There may be a series
of small donations made over time which add up to the amount
requested.

When a parishioner makes a donation with respect to a
religious service, whether he intends to start that service
immediately or at sometime in the future, there is a credit
invoice written (Exhibit IV-1-A) for the amount of the donation
and the parishioner is given the top white copy for his records.
Another copy is filed and logged in his or her parishioner
folder. (Exhibit IV~-1-B.) The other invoice copies are used for
accounting purposes.

When a parishioner commences a service, a debit invoice is
written for the donation amount requested for participation in
that particular religious service. (Exhibit IV-1-C.) A copy of
the debit invoice is given to the parishioner for his records and
another copy is attached to a form which is then taken by the
parishioner to the Course Supervisor in the case of training or
to the Director of Processing in the case of auditing. Another
copy is filed and logged in the parishioner's folder. In many
instances, a parishioner will have donated funds in excess of the
amount requested. Both the Church and the parishioner, then,
maintain a record of unused donations on account. A parishioner
may also have donated funds to another Church of Scientology
which he can request be transferred to the Church where he wishes
to participate in religious services. (Exhibit IV-1-D.)

In addition to these accounting records, the parishioner and
the Church track a parishioner's participation in religious
services in terms of his progress as a spiritual being. The
nature of the service taken varies from parishioner to
parishioner depending where he or she is on the Bridge. There is
a sequence of services for both the training and auditing sides
of the Bridge. For example, cone cannot train to become a Level
Two auditor until one has successfully completed training on
Level One and so forth. Similarly, one cannot be audited on
Grade III until one has completed Grade II. The Bridge consists
of a series of gradient steps, each of which prepares one for the
next more difficult step so that it too can be successfully
attained.
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Question 2

2. Please describe the new computer software system that
is being developed for use in all churches of
S8cientology and Scientology-related organizations.

-

Church of Scientology Planned Computerization

Church of Scientology International ("CSI") is developing
accounting software for use in all churches and Scientology-
related organizations around the world. <CSI is utilizing an
available accounting software package produced by FourGen
Software. The FourGen software was chose by CSI because it is a
fully featured accounting package utilizing the computer language
INFORMIX-4GL, a language previously used by the Church in other
programs.

The use of an accounting software program will not change
materially Scientology accounting procedures. The same documents
which now make up the accounting system will be produced, i.e.,
invoices, disbursement vouchers, account summaries, etc. The
documents simply will be produced electronically, but will be
maintained in hardcopy as well as softcopy. The system will
provide for electronic writing of invoices, disbursement vouchers
and checks, and will include the Scientology purchase order
system and financial planning procedures as dictated by Church
policy. It also will include procedures for performing an
"audit", that is, the Scientology accounting procedure for
categorizing all bank account debit and credit transactions. It
will have the capacity to produce standard journal entries,
general ledgers and financial statements.

Modifications are being made to the FourGen program to adapt
it for use by Scientology organizations. These modifications
include adaptations to accommodate Scientology's fund raising
system, accounting for more than one ecclesiastical organization
within the same corporation, proper recordkeeping for parishioner
accounts and so forth. Electronic records will be permanent once
posted. Any changes will be by journal entry only and a full
audit trail will be maintained from an original entry to the
final balance sheet.
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Question 3

3. Please provide Exhibit I-9 and I-17 information for

Church of 8cientology Religious Education College for
198% ang 1990.

The requested information is attached on Exhibit IV-3.
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Question 4

4. Please describe Assisco, 8.A. What are its function?
What happened to its assets when it was dissolved?

Assisco, S.K? was incorporated in Luxembourg in December
1980. Assisco provided accounting and administrative services to
varijous non U.S. SCientology-related organizations during the
1980s. It maintained an office in the United Kingdom at Church
of Scientology Religious Education College.

Assisco was liquidated in 1988 and its assets distributed to
Scientology International Reserves Trust ("SIRT"). The value of
assets distributed to SIRT from the liquidation of Assisco was
$70,748.




Question S

5. Please describe Tesla Resources, Inc. What was its
. function? Does any Scientology-related entity own any
intorcsg in the company?

During his lifetime, Mr. Hubbard invested in oil field
technology and equipment in Lafayette, Louisiana. Trailour 0il
Company, and related entities were in partnership with Mr.
Hubbard to exploit the technology to detect otherwise hidden oil
and gas reservoirs. In 1986 Trailour 0il Company and related
entities declared bankruptcy.

Tesla Resources, Inc., and its related company, Tesla
Technologies, Inc., were formed in mid-1986 to exploit the oil
field technology and equipment Trailour 0Oil Company had been
using. As its formation, Tesla Resources, Inc., was primarily
owned by Author's Family Trust. Additional investors were later
admitted to Tesla, but no Church of Scientology or Scientology-
related organization ever invested in Tesla.

In 1988, the Tesla group merged with Western Resources,
Inc., a company listed on the Vancouver Stock Exchange. Author's
Family Trust received stock in Western and a small royalty
interest in exchange for its interest in Tesla. 1In 1992, Western *
Resources, Inc., was merged with WRT Energy, Inc., a company
traded on NASDAQ. Author's Family Trust received stock in WRT
Energy and a royalty interest in exchange for its interest in
Western. Currently, Author's Family Trust owns 75,000 shares in
WRT Energy, which represents approximately 10% of WRT Energy's
outstanding shares.




Question 6

6. Please describe the formation and corporate structure
of IAS and its "service arms." Please provide Exhibit
I-9 information for IAS and its service arms.

-

The International Association of Scientologists ("IAS") has
four separately-incorporated "service arms" --- Theta Management
Limited ("TML"), International Membership Services
Administration, N.V., d/b/a IAS Administrations ("IASA"), and
Membership Services Administration (U.K.) Limited ("MSA"). Aas
noted in previous responses, IAS uses these entities because, as
an unincorporated association, IAS cannot hold any property or
carry out any activities in a legally cognizable manner.

a ent Limite

TML was incorporated under the laws of Cyprus in October
1984 to perform fundraising and administrative services for the
IAS. The initial shareholders were two Cypriots, Costas Kemidjis
and Marina Marangos, each of whom, in accordance with the laws of
Cyprus, held 2500 shares as nominees for IAS. 1In August 1986, at
the direction of IAS, Marina Marangos assigned her nominal share
ownership in TML to Taslaw Nominees, Ltd. ("Taslaw"), a Cyprus
corporation. At the same time, Taslaw and Kemidjis executed *
declarations of trust and assignments in blank of their TML
shares to Pauline Chatterton and Helen Wehl, respectively. On
July 15, 1987, another 10,000 TML shares each were issued to
Taslaw and Kemidjis, subject to new declarations of trust and
assignments in blank to Chatterton and Wehl. On August 17, 1987,
Chatterton and Wehl each executed individual declarations that
each held 12,500 TML services in trust for the IAS.

{

TML has declared and paid dividends to IAS as follows:

1988 $ 200,000
1989 348,000
1990 480,000
1991 539,500

TML has not paid any additional dividends.

IAS Administrations

IASA was incorporated as an offshore company under the laws
of the Netherlands Antilles on December 22, 1987. The initial
shareholders were Carl Heldt and Maureen Brigatti, as nominees
for IAS; their nominee relationship was memorialized in a trust
declaration dated November 15, 1990. On December 31, 1991,




Brigatti and Heldt entered into an agreement with CTM
Administration Foundation, N.V. ("CTM"), a Netherlands Antilles
corporation, under which CTM agreed to become IASA's registered
shareholder as nominee for Brigatti and Heldt.

IASA has declared and paid dividends to the IAS as follows:

1989 200,000
1990 525,000
1991 425,000

IASA has paid no additional dividends.

Membership Services Administration (U.K.) Limited

MSA was incorporated on October 25, 1988. 99 of MSA's 100
outstanding shares are held directly by IASA; the other MSA share
is held jointly by IASA and IASA's president, Janet Light, to
comply with UK corporate law. MSA has paid no dividends.

QwW_0o unds Betwee and Its Incorporated Service

Certain IAS expenses are paid directly from IAS bank
accounts, principally bank and credit card charges and
professional fees (attorneys and accountants). Some fundraising
commissions also are paid directly from IAS accounts, and in the
pPast, annual convention expenses also were paid directly from IAS
accounts.

Most IAS administrative expenditures, however, are made
through its incorporated service arms -- TML, IASA and MSA.
During the years 1989-1991, IAS funds initially were disbursed to
TML. TML then disbursed funds to IASA as necessary for
administrative functions carried out by IASA. IASA likewise then
disbursed funds to MSA as necessary for administrative functions
carried out by MSA. Beginning in 1992, IAS began disbursing |
funds directly to IASA rather than through TML. MSA funds still
are disbursed indirectly through IASA.

Analysis of Financial Money Flows

Attached as Exhibit IV-6 is Exhibit I-9 data for IAS, TML,
IASA and MSA for the years 1989-1991 presented in the same manner
as financial information about Churches of Scientology and
related organizations was submitted previously to the Service.
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Question 7

7. Please describe IAS's grant-making procedures.

The IAS reqularly receives requests from churches of
Scientology and Scientology-related organizations for funds to
advance and protect the Scientology religion and to further the
purposes of Scientology, and for social reform programs supported
by the Scientology religion. As a matter of Scientology policy,
gran*t requests from scientology organizations and individual
Scientologists usually are submitted in the form of a CSW
(Completed Staff Work). The Policy on CSWs may be found in
Volume O of the Organization Executive Course.

During its early years, as part of the division of
responsibility among the members of the IAS Board, grant requests
were generally forwarded to one Board member (M. Brigatti) who
would review the grant request and submit it with her own
recommendations to the full Board. Ms. Brigatti did not have the
authority to make or reject grant requests on her own. All
requests were submitted to the full Board.

Beginning in 1989, IAS requested IASA review all grant
requests before forwarding them to the IAS Board to ensure all
necessary data was included and to secure additional information
as needed. If there are many different grant requests pending
from different Churches of Scientology at the same time, IASA may
liaise with Church of Scientology International executives to
inquire if there are priorities to the requests. This
information would then be included in a submission of grant
requests to the Board.

The Board of IAS, from time to time, authorizes IASA to
approve small grants (under $50,000) directly so long as the
request aligns with the purposes of the IAS and information
regarding all grants promptly is presented to the Board. This
practice is not in effect at this time.

The primary criteria used by the IAS Board when approving
any grant request is that the funds be used for a purpose within
the purpose of the International Association of Scientologists:
"To advance, protect and defend the Religion of Scientology and
to assist, protect and defend its members throughout this
planet." The Board also considers whether the proposed
expenditure is of a type that might better be funded from another
source --.e.g., a Church of Scientology or a Scientology support
trust.
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Question 8

8. Please explain why you believe Bridge Publications,
Inc. and New Era Publications International ApS qualify
for tax exemption under Section 501(c) (3).

FACTS

The Scientology religion is based on the research, writings,
and recorded lectures of L. Ron Hubbard. These materials
constitute the Scriptures of the religion and encompass over 300
books, hundreds of course material packs, thousands of individual
policy letters and issues, over 3,000 taped lectures, 42 filmed
lectures or demonstrations by Mr. Hubbard and approximately 100
films written by Mr. Hubbard to disseminate the religion and to
train ministers in the application of Scientology principles and
technology. As mother church c¢f the Scientology faith, Church of
Scientology International (CSI) is responsible for ensuring the
availability of the Scriptures to Scientologists world-wide.

CSI fulfills this duty through an international network of
publishing organizations operated exclusively in furtherance of
Scientology religious purposes. The international publishing
network consists of two primary organizations, Bridge
Publications, Inc. (Bridge), and New Era Publications
International ApS (NEP) and its subsidiaries.

Bridge, a California corporation, publishes and distributes
religious books and other written scriptural materials in the
United States and Canada.! It also publishes and distributes
Mr. Hubbard's fictional works in these countries. It has a staff
of approximately 70 individuals and an annual budget of
approximately $24 million, based on its annual disbursements for
the most recent year for which financial statements are
available. International Publications Trust (IPT), a religious
trust organized for the exclusive purpose of disseminating
Scientology religious practice and faith, owns all of Bridge's
outstanding stock.

NEP, a Danish corporation, publishes and distributes
religious books and other written Scriptural materials in
countries other than the United States and Canada. It also
publishes and distributes Mr. Hubbard's fictional works in these
countries. It has a staff of approximately 88 individuals and a
budget of approximately $35 million, based on its consolidated
annual disbursements for the most recent year for which financial

Y For the most part, Bridge contracts out actual printing of
books.
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statements are available. IPT owns all of NEP's outstanding
stock. NEP has several wholly owned subsidiaries which undertake
its publishing and distribution activities in certain countries
where the scale of its operations or other feasibility concerns
require a local organization. These subsidiaries have modest
staffs and are located in the United Kingdom, Italy, Germany,
France, Japan, Spain, Australia and Israel.?

Bridge and NEP have always operated exclusively for
religious purposes. In 1988, Bridge and NEP amended their
organizational documents to adopt provisions comporting with the
organizational test of section 501(c)(3).¥ However, since NEP's
Danish counsel believed that references to United States
statutory provisions would be difficult or impossible to enforce
in Denmark, NEP's provisions define rather than refer to section
501(c) (3). These amendments merely memorialized past and
existing practices. Neither organization has ever made any
distribution of dividends or net earnings or paid any
unreasonable compensation.

Bridge and NEP work in connection with and under the direct
supervision of CSI staff personnel responsible for disseminating
the Scriptures throughout the world. Pricing for Scriptural
materials is set by CSI or under its close scrutiny. Scientology
ecclesiastical policy requires that prices: (1) be affordable to <
a broad segment of the general public; (2) enable the churches
and publishing organizations to recover their costs of production
or delivery; and (3) produce a sufficient return to enable the
publisher or church to remain operational so it can continue
performing its dissemination function, replenish stocks if
necessary, and expand to mirister to and provide for an ever
growing congregation.

In general, NEP and Bridge distribute their religious '
publications directly to Scientology churches for distribution in
bookstores usually located in the lobby or reception area of
Scientology churches. These church bookstores have primary
responsibility for disseminating Scientology Scriptures and other
religious material to church parishioners.

NEP and Bridge sell introductory Scriptural texts such as

Dianetjcs;: The Modern Science of Mental Health and Scientoloqgy:
he

u and Mr. Hubbard's fictional works
through commercial retailers, but sales are limited. The

¥ The Israeli subsidiary has no staff members and is dormant.

¥ The Bridge amendments separately satisfy the requirements of
section 508 (a).
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objective of these limited sales through commercial retailers is
to create interest in Mr. Hubbard's works and thereby to
disseminate the religion. Since readers tend to follow the works
of authors they enjoy, crossover readership often interests the
reader in Scientology. For example, several of Mr. Hubbard's
novels were released in 1986 and made the New York Times

Bestseller List. As a result, sales of Djanetics: The Modern

Scjence of Mental Health and Scientoloav: The Fundamentals of
Thought and other Scriptural material jumped sharply in the late

Winter and early Spring of 1987.

Sales of Mr. Hubbard's fictional work constitute a very
small portion of Bridge's and NEP's total sales and result in no
net profit. Gross revenue from sales of Mr. Hubbard's fictional
works in 1992 amounted to approximately 8% of Bridge's total
gross revenue: gross revenue from sales of religious works
amounted to approximately 92%. NEP's gross revenue split
(exclusive of its subsidiaries) is less than 1% for fiction and
greater than 99% for religious works.

Expenditures by Scientology-affiliated organizations for
religious and social betterment programs dwarf net revenues from
the publication organizations' operations on a year-by-year
basis. For example, in 1989, Bridge's and NEP's combined net
revenue from publication (exclusive of NEP's subsidiaries) =
was barely $1.5 million.¥ Focusing solely on CSI, disbursements
in the same year for CSI's religious program amounted to $46.8
million.

LEGAL ANALYSIS

Section 1.501(c¢)(3)-1(e), Income Tax Regs., provides:

In General. An organization may meet the
requirements of section 501(c) (3) although it operates
a trade or business as a substantial part of its
activities, if the operation of such trade or business
is in furtherance of the organization's exempt purpose
or purposes and if the organization is not organized or
operated for the primary purpose of carrying on an
unrelated trade or business, as defined in section 513.

The requlations plainly permit organizations to retain their
exemption while engaging in a trade or business, so long as these
operations are related to their exempt purpose. The legislative
history of the Code provisions on unrelated business income makes

¥ NEP's net revenue for 1989, determined on a consolidated

basis, amounted to 2.480.171 Danish kroner. The exchange rate on
December 31, 1989, was 6.6 kroner to the dollar.
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