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Mr. K. Etharington
Yestminstar House
7 Millbank

London SW22 3JE

B.A.T. Research & Develcoment

Group Research Funded

¢

bv Overatinz Compacies

Dear Ken:

We have raceived a statecent from 5.J. Green which outlines the
various points agreed to by operating Coapanies at the Hot Springs
Conference in 1976.

I believe this shculd become the basis ol a formal agreement which

couid de prepared and issued to operating Comranies. This would

then parcly answer to the need to have on file sufficient documen-

tation setiizg out the purposa and mechanism goverzing the rasearch
activities of the B.A.T. research group for the bezefit of operating N
Companies. Ao
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However, as we have discussed during your visit, we are in.thé‘opinion .
that the present formula using a standard levy of .21% for three years P AR VISR
to be applied on the turnover of the Company to establish its share of

research costs will be viewed as arbitrary and iradequate by Canadian

Income Tax Auchorities.
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The rapid grewth and size of the current amount to be paid by us on
account o group research activities and the disclosure reguirements
icposad on Canadian Companies will obviously make this expenditura
an itea fer reviey on future audits by Tax Authorities.

eeaf2

6619¢010¢%

BATCo document for Province of British Columbia 20 April 1999

BATCO 00117301



We have indicated previously and we beliave that a farawula to

allocate research and davelopment expenditures should Se tased
ceived as a contribuction which

A on costs accumulared azd not perc
A r— > . - ks
fluctuaces iIn direct proportion with the turnover of the
beneficiary Company.
If it is proven aore logzical to use the turrover as aa elament
of the method to allocate costs, then each Company should be

provided with data reflecting each year:

Total costs estimated to be incurred for tha year for

a)
At a the operating Companies.
- - = JRrwawve T
- e b) The acount of such costs allocated to each Company
deteroined £roa that proportion that the tuznover of
+:L¥+—=\"~ . each Company Is of the total turcover of the benafiting

Companies.

It must be understood that any change in the formula carnot increase
the amount already agr2ed to be paid by our Company based on the

< present levy.

We would appreciate to know {f your thinking on the need to modify
the formula and speciZic observatioms by other Compazies is still
in line with our conczra on this subject.

Yours faichfully,
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4R Bégin
Vice=-President, Finance
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