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A=r4-l16, 1980

Dr. L C Blac.-Ar

Westmins,:2r liOU
7 Millbank
London S-,;!P3i@-
England

Dea.r L4-cnel:

You-- letter of @'arch24 to L.E. Ricard has been referred to me
for f,--t,.-erc!3zif4zat4cn directly with you. You will recall t-he
discuss4-7n abc-zttixat;-cnwe had at Tor=_uaywhen it was acknowledged
that fc=ulas -@.-r of and joint payment for group researci
would have tc @ass the scrutiny of tax auditors in the count--4-es
involved. The concerns voiced then have ncw proven to be well fo=de--.
T*,m raF@-4-escal-at@i:.-no---our GR & DC bill is currently =der c-*Jest;-on
by govez--.men=tax aud4-=@rsand we are not at all certain that the 197.z
bill w4-'-'-be allc*,;eA-as a legitimate business expense. If disallowed
the e@4-@ec-:w4-ll-be a loss o-@42% of tie bill from our profit. The ta-x
auditors are z@virz us a hard ti=e with resnect to 1978, so when we
look at the c-ang=- $160,000 before 1978 to about $830,000 for t!-e
c,,=rent=isca- yeez we axe ancreheisive indeed.

7.1-ec=ncecz of cost sharing group research rather -t-liai
co=.iss@ani--tgand =a,,ri::=for specific projects has been agreed and we
believe car-nass tax aL:--itorscrutiny provided certain candit4-onsaxe
met:

(1) We have a research agreement that def4-nesand commiss;-cn-z
the work and shows the basis for payment.

(2) We '-aves--,fficientinformation to demonstrate that we pav
only for our share of t-hecosts of GR & DC act4-vitythat
con-@3--.-.tsto the definitions of "grouo research" as w=ittz:%
int= the agreement. This means we must be able to demc--
;tra@-et-at t@heGR & DC bill does not represent a hidde*:i
::za:,.s@erol'funds to BAT for work that does not represe.-m
an a:lcwa.@zlebusiness e-.cpensebv our company.

(2) The c=oL:--research arrangement can be defended as be4-nc
to Canada.
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These conditions add up tz the need to have ver-Igood
docuinentat@-onas exhibits. To =ee: the fi-.-Strequirement, Bob Bic"-,I

has been corresdonding with K. 7-t-@er'-::gtonto arrive at a suitably

worded research aqreerent. Conca=;-n; the second need, 1 real;-ze
that the i--tr@ductor-,,pages and ccs: breakdowns contained 4-n"1980
Progra=-ne ard Resouxce Allocaticn" were prepared to communicate the

progra=e :-nte--.nsnoted on n. 3 c@ "'.oteson R & D Conference,"
London 1979, but it seems clear t@hatwe shall need a dif@erent break-
down that ties in directly with the te--msand wording of the agreement.

It appears to me (and to gover=en@ tax auditors) that GR & OC 3e=-.res

several masters. Bot-.the agree=ent,&nd the k@-.-idof cost analysis

we need /
--ust demonst=ate that t-e "zart4-cip&nts," and onl-y the

part-ic@-panms (of which SAT is one) c=ntrol group R & D, and that the c@
cost to be shared covers only d@-rect costs of group R & 0 olus a

reasonalble zroport4-on of overheads !;-*-.etechnical and su2=lr-t,'-ng #N

services.

Although I don't want to @-nmer@-ere wit@,.the drafting of t@.e

a(Treement, --have taken t::nelatest d.--aftand nodified it so as to

prompt yo= cl&rifica--;-on of the elements of CR & DC to he within the

scc@ve of --'@eagreement. If @-h4-scan be done,and the words used aze

equally well understood on bot@. s'-des, drafting the final version of

the agreement should be st=aig'nt@'or-,;a--dand I '.lopeit would then *--e

possible you to @-,zrnis--cost '--re@:<downs that fit the agreement and

its te--M;-nc;locjv.

(-cee attached amended vers4-cn of page 1 of dra-@t agreement)

Although per"-a=s I oug.-t no= to try to relate tie costs g4,.ren

with the 1990 progra-me to an agree--ent that does not yet exist, the

following anoear in w'-,ole or -.n =azt to be be-,,ond its scope-

%Lllbank

Sconsored

a =ortion of "apglied"

@L@llbank Product Dev. kci-.iscrs

BAT Bridon Joint Develotr-ent Project

Patents (incl. BAT *-ead Office Legal Fees)

A =roportionace amount c-@ Suoporting Services

a:,.dTechnical F,.mc-:@-ons as related to non-

Particimant ac,livit@.,.

Concern4.nz terninolocy, we have here with "@tilLbarLk" as 7

opposed t:) "B.A.T.," and "c=eraz4-nc companies" as comz:ared to
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Apa--tfrom the problem of dealing with the tax people I do

have some difficulty L-ifielding t:iequestion "Do you agree that tte
value of group researc- is worth t@-eccst?" I am regularly warned
that not only the tax people,and our c-.4nmanagement, but also the
Imasca Audit Co=nittee and Imasco's external auditors might take not4-ce

of the escalation in '-:%eM & DC bill, and ask the sam question. 1
feel c-itted to that part of CR & DC activitl that has been Agreed
in the give and take o.@group researc@,conferences but am really in a

weak position to defend the figure est3.blished @lorcost sharing
purposes.

A letter of this type is certainly a departure from the past,

but r-lierese--- to be no doubt that an inevitable consequence of t@@:a
decision to draw substantial suo=or-,!or CR & DC from participants is

the need to dcc=ent the intended arrangement, and how it is pract-sed,
in ways that will pass external scrutiny. As a matter of fac-,,
Bob Bi-gin,in atterpt@-igto get tax althoritv approval for the 19-,a
hill, has had to prozn.4-sebetter documentation for subsequent years.

With kind recards,

Yours sincerely,

R. M. Gibb

enclosure

Postscriot:

The foregoing letter to you was reviewed at Imasco and I attach
the c-ents from that source. ney refer to the text Of the agreement

rather than my letter. As I mentioned in my letter, I think the actual
drafting of the agree-.ientis best handled by those who now have the job,
viz. Bigin and Ether4-ngton,but I sur-=oseyou have a role to play in this,
even as I do here.

Can you arrarge to have the3e points considered for the guidance

of the tdo who are drafting the agreement? Bob Bigin is on the =o;-.Ito.@
writing Etherington and he will comv --vletter and these co=ents to hi=L
so we'll all know what's going on.

9.5.80
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