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,%fr.K. Etlier-'-na.ton
Ides=inster House

7 Millbank
London S',;--?3JE

B.A.T. Research & Deve!cDment

Groun -Nasea-r.ch7unded

bv ODerat4-n2 Cort)a=--'es

Dear Ken:

We have razeived a statema-at from S.J. Green which outlines the

various points agreed to by operating Co=oanies at the got Springs
CorLference in 1976.

1 believe t*--.*sshould become the bas4-so--"a formal agreement which
could be :a-ared and issued to operating C=ranies. This jould
then parcl7 answer to the need to have or, file su!2.icientdocumen-

tat4-on se:-.,*-ngout the purpose and mechaa-@'smgoverzing the research
activities o.@ the B.A.T. research group -Forthe be=ef4-tof operating
Companies.

However, as we have discussed durina your visit, we are in. th@--opinion
that the present formula using a st:ndard levy of .21,-.for three years
to be appl@--*edon the turnover of the Co=pany to establish its share of

research costs will be viewed as arbitrar-! and inadequate by Canadian
Income Tax kucharities.

The rap4---4grc,;-thand size of the current amount to be paid by us on
accounc o- group researci activities and the disclosure requirements
imposed o- Catadian Companies will obviously rake this ex?a-,iditara

an it- fcr review on future audits by Tax Author4-:ies.
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We have indicated prei4-ouslyand ae believe that a fzr--iulato
allocate research and --;evelopmen:expend4-tures shoul--'be based

on costs accumulated a--!not perceived as a contribuc4-on u-hich
fluceu-acesin-airecc proport,

.
on -.;iththe turnover o,.@the

beneficiary Company.

If it is proven more logical to t;sethe til@r as an element
of the method to allocate costs, then each Comoaiy s*,-.ouldbe

provided with data re-4!ecting each year:

a) Total costs estimated to be incurred for the year for

.-AL, the operatin,:.-Companies.

b) The -1-nuatof such costs allocated to each Company
determined from that pronortion that the tu=nover ofz7A

each Company -'-sof the t*otal tu=over of t@.abenefit-'-ng
Companies.

It must be understood that any c*.iangein the formula cannot increase

the arnunt already a-,raedto be paid by our Company based on the
present levy.

We would apprec4-ate to knotr if your think..-:ngon the need to modify
the formula and spec4---;-'-cobservations by other Co=a=4-es is still
in line with our conce---aon this subject.

Yours faithfully,

Bigin
Vice-President, Finance
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