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CGent | enen:

_ During the course of our systens and control studies at
varlous_orgs, we nade observations from which the follow ng coments
are derived.

Cash Managenent

It is our belief that the Church should undertake a Cash
Managenent Study which we feel can probably lead to generating
hundreds of thousands of dollars nore incone than is now bei ng
realized. Qur firmwould be pleased to work with the Church In the
ccr.ijct cf a Cash Managenment Study. The study woul d enconpass,
anong other things, the follow ng:

1. The manner in which funds (checks and cash) are noved through-
out the various orgs and banking systens. It is our observa-
tion that substantial anounts of interest are being |ost bK
funds not being deposited on as tinely a basis as they nignht
be. As one exanple, certain funds are received by overseas
renote collection points and transmtted to FSO in Florida
before being banked in Luxenbourg. Kith the substantial anounts
I nvol ved, neans, such as direct wire transfers, can be estab-
lishec to get such funds directly into interest-earning accounts
on a nore tinely basis.

Similar savings could be nade relating to the transmttal of
funds throughout the various orgs and banking systens. We also
noted that substantial suns were being deposited only once per
week. If nore frequent deposits were nmade, substantially nore
Interest could be earned.
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2.

toe raised certain questions concerning the Banner and timng of
the paying of supplier and vendor bills by the various orgs.

For exanple, we noted that printing bills, which are substanti al
In amount, were being paid on a GO0 basis where the invoice
terms were net thirty days. There may be an internal order that
printing bills be pard COD, but we were unable to determne

that there is such an order and, if so, why.

As anot her exanple, we noted that discounts allowed on vendor

I nvoi ces were hot being taken in a nunber of instances where

they were allowed. Sere again, it is our belief that a Cash

gﬁnagﬁnent Study could result in substantial savings to the
ur ch.

O her matters which mght be considered in a Cash Managenent
Study could include the foll ow ng:

a. Wilizing float in banking transactions, as, for exanple,
timng paynents to take advantage of weekends and hol i days
to pick up additional interest,

b. hbgotiating di scount and extended paynent terns with vendors
and suppliers,

c. Purchasing the optinum quantity |evels of inventories and
supplies to take advantage of quantity di scounts.

A The nunber of bank accounts utilized by the various orgs should

Reel

be reviewed. By reducing the nunber of bank accounts end pool -
ing funds, nonies can be placed in accounts earning higher
interest rates than may be presently realized.

Est at e

V¢ believe the Church shoul d consider extending its real

estate acquisition prograns based on the follow ng:

1.

The substantial appreciation in real estate values wucr. the
Church has experienced in property it already owns.

"The continuing limtation on the availability of prinme rea
estate.

The growth in utilization of existing facilities. For exanple
it is our understanding that Church-owned facilities in dear-
wat er, Florida, are reaching a point where, due to occupancy

and growt h, the Church nmay soon find itself w thout the capacity
needed for staff and parishioners.
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Miscellaneous

1. The Church has substantial investments in goléd bars. There may
be cpportunities to utilize some of the gold for the production
of religious acticles (such as bracelets, rings, other jewelry,
artifacts, etc.) to be sold to parishioners.

2. The Church might want to consider charging parishioners for
bounced checks, especially in those cases where services have

already been delivered.

3. Presently certain vending machines in Clearwater are servicesd
by outsiders, with the Church receiving a small percentage of
the profits. With the number of vending machines presently in
operation, it might be worthwhile for the Church te consider
undertaking the handling of all vending machine operations
itself, and theredby generate more income.

4. With the cost and volume of printing being done on behalf of
the Church and its various orgs, consideration could be given
to the acquisition of more extensive, or even a complete,

printinc operation.

$. Llong distance telephone usage is extensive throuchout the Church
system. If it has not already beer “_ne, we wdLlC recoonend
that lower rate communication services be investigated.

6. 1f it has not already been done, it might be appropriste for
the Church to consider undertaking energy surveys, especially
2t its majzr l-ccations such a8s Clearwater and Los Angeles.

If you have any questions concerning our observations or
comments, please contact us.

Sincerely,

Dani el V. Coodstein
Par t ner

r
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Too bava aaked »e to reviy porticne of a letter (Nefmaxenee A)
dited January 7, 1966 ¢EIW: 2153393) Sramnilton Cemay,
Chief, kzaapt Organisatiions Rl Beanch of the tatecna
ReveRue Barviixe tee K hair tim Worimy* | 4g. of Haael & mark#
LAdotar 4e it ballates to Yyour tifg syetess.

(*Youzr® as used above ralataa to the slsven entities which werse
ddentified in cuz letter to you dated April 23, 1884. Ny
reasons in referzing to *youzr® ate twofold. PFirst, our letter
of April 23, 1984 encompassed all eleven entities. flecondly, I
understand that this smethod of response concurs with the
goaitien taken by the Internal Revenue Bervice in their January
+ 1888 letter, to wits °“Bince all of the licants function
within thia commen matriz of interrelstionships. their
activities are inextricably intertwined.® 1It should be noted
that neither our let2er of April 23, 1984 nor this letter
implies that wa agree with the position taken by the Bervice.)

You have asked that I qualify my background as {t relates to
nonprofit organisations. I have besn in public accounting as a
CPA for over 25 yeazs, having earned =y MBA at Columbia Univer-
aity Graduate Bchool of Business. I have served as a partner on
ovar 100 sngagements involving nonprofit organizations including
A world-vide church other than the Church of Scientology. I
bave lectuzed on acceunting and auditing matters relsting to
aonprofit arganizationa, mtst recently on the subject of unre-
lated business iacome. I serve Oz bave served on the boards of
dizectors of approximately 20 nonprofit organizaitons and have
served on & senior technical committee of the Anerican Institute
of Ceartified Fublic Accountancs.

I understand that the Service has *. . . concluded that you are
not ezxampt under fection 20l(c) (3) o2 the Internal Revenus Code"
because, among other reascns, you aAre operated in a manner indis-
tinguiabable from that of an oxdinary commercial entezrprise. To
support ita conclusion, the Service alleges certain featuzes of
YOU: apezation replicate those of commercial eanterprises, for
example, such as the way you make managerial deciaions, monitor
the finances of subcrdinate corganisations, and build up resecves.
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Tou have asked whethar your accounting and managerial decisions
systsms replicate oFf ate indistinguishable from those of commez~
clal enterprises. You have also asked whether it is commen for
Bection 301 (c)(3) organisations to monitor the finances of sub-
ordinate organisations and to build ceserves.

Insofar a8 your accounting systems are concerned, sy professional
opinion based on the evidance made available to me, is that you
are not "operzated in s manner indistinguishadble from an ordinarzy
commercial enterprise® nar do your managerial decision systems
zeplicate thoae of commercial entarprises that mazizize profits.
It alsc ia my opinion that it ias both common and advisable for
parent Section 501 {(c)(3) organisations tc¢ monitor the finances
of their subordinate ozganisationa and to bulld sufficient
reserves to cove:r operating expenses for a significant period of
time in case of financial streas.

Your accounting systems arze, for the most part, manual. While
you bave an extenaive and vast coxputer network, I understand
that it {8 not deveted to the production of financial records
and statedents. I alsc understand that you 4¢ rnot budget
furtber than one month in the future «~: that your budget and
acsounting syetems are not integrated in & way tbat produces
financial statsment for job coeting systems. If you wanted toO
msaxinize incose and profit, you might utilize computers that are
more sophisticated your present manual accounting)y you
would, for example, budget in six month, annual, and five-ysar
cycles. And also you would integrste your budgetary and
accounting systems to produce financial stataments for jeb cost-
ing systemas. Without these systems in place, you operate and
nake managerial decisions in a manner distinguisbable from that
of ordinary soxmercial enterprises of your sisze.

In ay ezperience, both monitoring and intervention by a parent
ozganisation into the affalrs of & sudozdinate is not only
common, it is coasidered good management. Ais one ezample vith
which I am fariliar, the multiple Jewish community centers in
the City of Los Angeles are controlled by a centzal organisation,
the Jevish Canters Aasmcciation of Greater los Angales, which is
subordinate to the Jewish Pederation Council of Greater Los
Angeles, which in turn ia subordinats to the Dnited Jewisb PFund.
In thia pyraaidal structuze, the aubordinate organizations are
tightly held to account by the pezent organizations.
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Concerning surpluses, it ia both advisable and normal for non~
profit organizations to budgst for and accumulate suipluses.
The tzend of government, specifically Gramm-Rudszan, makes it
even BOre sative that nonprofit organimations ensure their
future by being fiscally responaible. Thua, it is anot uvausual,
that those nonprofit organisations which have historically made
the greatest impact on society have the largest sndowmants and
surplus opezating funds. Included herein, for esxzample, are the
Catholic Church, Yale, Harvazrd and Stanford Universities, many
public televisica and radio stations, the Kational Gecgraplic

:ocioty and its magasine, the City of Bope, and others tc hanme a
av.

It is ny understanding that your policy is to build up suffl-
cient resacves to cover operating costs for twc ysars. Ry pro=

fessional opinion is that thias is a responsidble and prudent

2:11:7 and insures that you can continue to carry out activities
times of sconomic stress.

Motking herein should be taken to mean that your accounting
aysteR ia unauditable since it has been represanted to us that
there have bean no major changes in the systen since our letter
to you of April 23, 1994, Our letter stated, "VWe Live fevisved
the accounting and internal control systams and procedures as
described to us by Church personnsl as being representative of
and applicable to the aubject entities.® Purther. "Our finding
is that with reasonable compliance with these systams and :
controls, resultant financial statements would be auditable in
accordancs with generally accepted auditing standarzds.”

12 you bhave any questions concezning thia letter, pleass contact
na

Very tzuly youps,

Danidel V. Goodstein
Partner

DVGing



