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February 21, 1986
ESE (B4)

Memorandum for:
The Secretary of State for External Affairs

Minister for International Trade
Hinister for External Relations

Ll
[P R -

Memorandum to Cabinet: Thyssen AG -
Investment in Nova Scotia

AL the meeting of the Priorities and Planning
Committee on 11 February 1986, the Primg Minister sought
siarification and slucidation from you on an issve raised
in yvouy memorandum: the potential US market for Thyssen
products.

I attach an aide-mémoire on this subject. This
aide~mémoire may be provided to the Prime Minister and to
your Cabinet colleagues if you se wisgh.
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. “,I Atlantic Canada Agence de Ky
Opportunities Agency  promotion économique " v

du Canada atlantique

Head Office/Siége social : SECRET
P.0O. BOX/BP 6051

Moncton, Canada

E1C 9J8

(506)857~6523

I am writing to provide you with an update on
recent events concerning the Thyssen manufacturing facility,
proposed for the Strait of Canso area on Cape Breton, and to
suggest an approach to move this initiative forward.

On Monday, February 1, 1988, the President of
ACOA, Mr. Don McpPhail, chaired a two-hour meeting involving
a detailed presentation by Thyssen senior management on the
company's plans for Cape Breton, to senior officials from
the departments of National Defence, External Affairs and
Industry, Science and Technology.

During the meeting, Thyssen restated its desire
to establish, through a subsidiary, Bearhead Industries
Ltd., a heavy manufacturing facility in Cape Breton, which
would assemble armoured military vehicles. Thyssen expects
that this facility would subsequently diversify its
operations to manufacture a variety of products for civilian
application. Thyssen is prepared to train the required
labour force, which would be drawn from the local area, and
to provide the Cape Breton plant with all requisite tech-
nology. Moreover, Thyssen intends to cooperate closely in
its Cape Breton production regquirements with Lavalin
(particularly if the latter is successful in acquiring
Trenton Works) as well as Krauss Maffel, a West German-based
company which manufactures the Leopard II main battle tank.

/2

Mr. Derek Burney
Chief of staff
Prime Minister’s Office
Langevin Block, Room 231
Ottawa, Ontario
Kla 0A2
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As a precondition to locating in Cape Breton,
Thyssen is requesting that the Government provide the
company with a Letter of Intent guaranteeing that DND will
purchase between 250 and 300 light armoured vehicles, built
to DND technical specifications, at internationally-accepted
prices, commencing in 1992, In addition, Thyssen would
expect to bid competitively on further DND contracts. The
company has already received assurances it considers
satisfactory from the government of Nova Scotia on the
provision of land and basic infrastructure.

In my view, the Thyssen proposal has considerable
potential to contribute significantly towards the economic
development of the Cape Breton area. However, Thyssen's
request for a directed contract may establish an undesirable
precedent for the Government's defence procurement. A
successful resolution of this issue may revolve around
persuading Thyssen to rethink its position, and to retain
its desire to establish the Cape Breton facility, possibly
on the basis of an alternative form of Government
asslstance.

I would suggest, therefore, that the Government
request that Thyssen submit a formal business plan,
including a detailed assessment of the potential for product
diversification, for the manufacturing facility proposed for
Cape Breton. At the same time, the Government might advise
Thyssen that it has serious reservations concerning
Thyssen's request for the directed armoured vehicle
contract. This course of action would expeditiously develop
the Thyssen proposal, and while possibly raising Thyssen's
expectations, would also clearly indicate to Thyssen the
nature of the Government's concern.

Yours sincerely,

Lowell Murray
Minister

40f4
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MEMORANDUM
February 9, 1988
TO: The Honourable Lowell Murray
FROM: D.S. McPhail

SUBJECT: Letter to Mr. Derek Burney
Chief of Staff to the Prime Minister

Enclosed for your signature, if you agree, is a
letter to Mr. Derek Burney describing recent developments on
Thxg;gg;;_gzggggal to establi r vehic
manufacturing plant in Cape Breton. The proposed letter
suggests a course of action fofr the Government designed to
encourage Thyssen to develop its proposal more fully and, at
the same time, indicate the Government's unease with
Thyssen's request for a directed contract for some 250
armoured vehicles.

The letter also reports generally on discussion
during my meeting of February 1, 1988 with Thyssen
representatives and federal officials, including an outline
of the merits and risks associated with Thyssen's proposed
facility ‘and the details of Thyssen's request for a directed
contract for military armoured vehicles.

Enclosure

Canadi
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SECRET

On February 1, 1988, Don McPhail chaired a
meeting with Mr. Haastert of Thyssen Industrie AG,
Mr. Bernard Charbonneau, Lavalin Inc., and senior officials
from the departments of National Defence, External Affairs
and Industry, Science and Technology, to discuss Thyssen's
plans for the manufacturing plant proposed for Cape Breton.

Thyssen restated its desire to establish an
armoured vehicles manufacturing facility, and pointed out
that it would expect to work very closely with Lavalin,
particularly if the latter were successful in acquiring ]
Trenton Works. In the event, Thyssen, through a cooperative
agreement already reached with Lavalin, would direct
technology transfers to its Canadian partner and Trenton
sub-contractors, and share production working hours with
Lavalin Trenton. Thyssen also indicated that military
production could involve shared technology with Krauss
Maffei, with which it has a cooperative agreement for the
production by this West German-based manufacturer of the
Leopard II main battle tank.

Thyssen acknowledged that training of local 1§bour
would be required, but Thyssen is willing to provide this
training, possibly by supplying the Port Hawkesbury
technical school with the necessary teaching staff and
equipment.

Thyssen also took care to point out that unlike a
highly technical automated facility -~ such as GM's
manufacturing plant in London, Ontario -- its Cape Breton
facility would be relatively labour intensive. Thyssen
believes that this relative lack of automation would

vee /2

Mr . Derek Burney
Chief of Staff
Prime Minister's Office
Langevin Block, Room 231
Ottawa, Ontario
K1A 0A2

Canad?®

- AGC Disclosure Set 015C Jofb AGC00966




[A102:7119 : 20020108 : 3450 : 0000139 : Front]

SECRET

increase the potential for success of the Cape Breton plant
because unlike a fully automated facility, the proposed
plant would be profitable on small production runs and
readily adaptable to changing DND technical requirements.

Of particular interest, Thyssen emphasized that
once the facility and labour force were in place, it would
be relatively easy to diversify production into civilian
heavy manufacturing: offshore equipment, machine tools,
boilers and so on. Thyssen did not however commit to
diversification, pointing out that civilian production would
have to be driven by market opportunities.

As a precondition to locating in Cape Breton,
Thyssen continues to request that the Government provide the
company with a letter of intent guaranteeing that DND will
purchase between 250 and 300 light armoured vehicles, built
to DND technical specifications, at internationally-accepted
prices, commencing in 1992. 1Its original demand in this
respect was for advancement of the funding in order that
production could start in 1990. This has been waived. If
granted the contract the company would proceed immediately
to build the plant and £ill in the intervening period with
work of its own. In addition, Thyssen would expect to bid
competitively on further DND contracts. The company has
already received assurances it considers satisfactory £from
the government of Nova Scotia on the provision of land and
basic infrastructure.

‘Don McPhail reported to me that the Thyssen
proposal has considerable potential to contribute
towards the economic development of the Cape Breton area.
However, :Thyssen’'s request for a directed contract may not
be the best course of action in light of the Government's
DND procurement process, although I understand this process

. is under review. 1In any event, a desirable next move for

the Government may be to put pressure on Thyssen to broaden
its proposal to include firm plans for diversification into
civilian production. At the same time, the Government might
ask Thyssen why the directed contract weighs so heavily as a
precondition and whether alternative financial arrangements
might be acceptable. Although such a broad proposal may not

veo/3
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be immediately attractive to Thyssen, this approach would
allow the Government to maintain an ongoing dialogue with
Thyssen and would also induce further project definition.

On the basgis that it is worth continuing to
develop the Thyssen proposal, I would suggest therefore that
the Government urge Thyssen to submit a formal business
plan for the Cape Breton facility, including a detailed
assessment of its plans for civilian production, and the
rationale for the directed contract. In the interest of
keeping this issue alive, any suggestion to Thyssen along
these lines should be made without delay.

If there appears to be a consensus in support of
this approach, I will phone Mr. Haastert within the next
couple of weeks advising him of the Government's
requirements.

Yours sincerely,

Lowell Murray

AGC Disclosure Set 015C 50of5 AGCO00966
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;: future,.- When such a group proves feasible, you can count
ore the active and enthusiastle cooperation of the mission.

With best personal regards to you and Ruth,

Yours sinceraly,
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July 19, 1988 .

MEMORANDUM FOR MR. D. BURNEY

c¢.c. P.M. Tellier
R. Bilodeau
Thyssen

You asked me to review the propoéed

Understanding in Principle with Thyssen.

I have the following comments:

documen on at 1lssue cannot comment,
without a review of, in particular, the powers of
the Minister of DRIE. I would also be concerned,
however, with the authority to agree to the
clause that foresees Thyssen's participation in
the LAV project.

Although it is not a strictly legal point, you
may also want to consider the possible results of
a review of the document, by the Auditor

General. He will also be concerned with the
issue of the authbrity of Ministers to enter into
the proposed agreement. As well since there is
likely -no "audit trail" or an unusual “audit
trial" given the process this proposal has
followed, it may ultimately become a source of
friction with the Auditor General's Office.

o —
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As to clause 4(b)(ii) which refers to Thyssen
participating in the LAV project, I do not
believe there is any obligation to proceed with
the project set out in the clause. However,
clearly Thyssen is entitled under that clause, to
participate in the project itself provided that
it meets the gualifications set out in the
clause. It is not clear to me from reading those
qualifications that Thyssen if it were not
successful in the tender process, would not be
able to participate in the project. In other
words the gualifications do not appear to require
that Thyssen be the winner of whatever tendex
process is put in place for the LAV project.

On a minor point, I note that clause 2(b) refers
to the Government entertaining an application to
the Minister of National Revenue. While the word
' entertain is normally sufficiently anodyne to.
avold problems, I note that in this case the
application appears to have been made and is
therefore by definition being entertained. The
inclusion of a reference to entertaining such an
application raises the implication that in this
case, entertain has a somewhat stronger meaning.

WPDE:rms"
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DRAFT
July 15, 1988

UNDERSTANDING IN PRINCIPLE

This document signed this day of July, 1988,
between: ) THE GOVERNMENT OF CANADA, as represented
\ by :

1) the Minister responsible for the
Atlantic Canada Opportunities Agency
(hereinafter called "the ACOA Minister"),

1ij) the Minister of Regional Industrial
Expansion (hereinafter called "the DRIE
Minister"), and

1ii) the Minister of National Defence
(hereinafter called vYthe National Defence
Minister); and

BEAR HEAD INDUSTRIES LTD., a company
incorporated under the laws of

Nova Scotia, a subsidiary which is

One Hundred (100%) Percent owned by
“Thyssen Indusfries A.G. of the Federal
ﬁEﬁﬁEIIE’Bf‘Germany—xhereinafter called
ﬂﬁﬁ?ﬁbmpanY"r‘

WHEREAS the Government of Canada desires to foster
the economic expansion and industrial development of Cape
Breton;

WHEREAS the Company must have in place a North
American heavy-industry manufacturing facility on an urgent
basis, and desires to establish such a facility 1n the Bear Head
peninsula region of Cape Breton;

WHEREAS the Government of Canada recognizes that
the proposed Bear Head facility represents an important economic
development and diversification of the industrial base of
Cape Breton; and

WHEREAS the Company is preparing financial details
on lts proposal, to meet the information requirements of the
Government's established regional development capital
contribution, and other assistance programs.

AGC Disclosure Set 0168 10f5 AGC00972
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1. In accordance with this Understanding in Principle, the
Company shall establish a diversified heavy-industry )

manufacturing Facility in the Bear Head region of Cape Breton,
Nova Scotia, which witlr

{a) create in Cape Breton a new and diversified activity

'in the Canadian civilian and defence industrial base, which

under the Canada U.S. Defence Productlion Sharing Agreement
qualifies for access to North American defence markets;

(b) tuansfer to the facility, all technology necessary
for the construction of light armoured vehicles, and other
heavy-industry products;

(c) source its requirements co-operatively from, and
implement arrangements for joint-venture activities with, the
Lavalin (UTDC) heavy-industry facility, in Trenton, Nova Scotia,
in accordance wlth exIsting” agreements between the Company and
Lavalin,  — T T

(d) to the greatest extent possible, source its
requirements from, and promote the establishment of, small
business enterprises located in Atlantic Canada;

(e) implement arrangements for co-production with
Krauss Maffei, in accordance with existing agreements. between
the Company and Krauss Maffei, if, under the Main Battle Tank
project envisaged by the Government of Canada, Krauss Maffei is
selected to manufacture Canada's replacement battlefield tanks;
and

employ a minimum of 500_people on a permanent,
full- tlme 55§?§‘§—a, where necessary, trdin these individuals in
required skills and knowledge, utilizing, where appropriate,
local educational facilities,

2. In accordance with this Understanding in Principle, the
Government of Canada, in order to facilitate the establishment
of the Company's heavy-industry manufacturing activity in Cape
Breton, will:

(a) enter into an agreement with the Province of Nova
Scotla, in accordance with existing letters to the Company from
the Premier of Nova Scotia, to put in place financial

arra he co-funding of required physical
Anfrastructure, up to a maximum value of $27_million, and.to .use

the Strait_of .Canso .Industrial, Development Subagreement as, a el
source of funding; .

(b) entertain an application by the Company to the
Minister of National Revenue for assistance, up to a maximum of
$68 million, under the provisions of the Cape Breton Investment
Tax Credit, in accordance with the formal application for such
assistance filed by the Company prior to June 30,?1988)
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{c) entertain an application by the Company to the
Minister of National Revenue for duty remission on the,
importation of machinery, parts, and components for the .
manufacturing of vehicles, under the Machinery and Equipment

Tariff Program, consistent with this program at the time of such
importétion; and

{(d) entertain an application by the Company to the
Minister of Employment and Immigration for government
participatory funding, for initial employee training.

\

3. In recognition of the need to proceed urgently, the
Government of Canada and the Company agree to adopt a two-phased
approach to the establishment of the Bear Head facility.

PHASE I

4. The Government of Canada and Company agree that in
Phase I, the respective parties will undertake the following:

(a) the Company:

(1) the Company will proceed forthwith with the
construction of an initial plant, as described in the document
submitted to ACOA In March-1986- requiring an initial capital
investment of $58 million, to manufacture defence products for
the North American markets;

(il) the Company will have submitted a formal
application to Enterprise Cape Breton, in advance of June 30,
1988, seeking assistance under the Cape Brefon Ifnvestment Tax
Ereatt Py > = oRXNENE 2

————— . ——— ————

‘ (iii)y the Company will provide by
September 15,-.1988, financial and other details associated with
"Phase I, and, in the shortest time possible thereafter, the
remaining information required in order -.to qualify for
assistance under the Defence Industries Productivity Program
"(DIPP), and other government assistance programs, under which
funding is sought.

{b) the Government of Canada:

(1) the ACOA and DRIE Ministers will ensure that
the Company receives assistance under programs delivered by
Enterprise Cape Breton, up to a maximum level of 50 percent of e
eligible project costs, consistént wWith thése programs at 'the
time the Bear Head project becomes eligible for such assistance;

AGC Disclosure Set 0168 30f5 ' AGC00972
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(11) The Minister of National Defence, in recognition
of the excellent international reputation for quality and
performance earned by Thyssen .Industries A.G. in the military
vehicle sector, and in the context of the major acquisition
program for the upgrading of the Canadian Forces envisaged in
the Defence White Paper, will ensure that the Company
participates_in the Light Armoured Vehicle Procurement Program,
efivisaged to occur in the early-to-mid 1990's, provided the

Company N S8

\ (a) develops, desligns, and manufactures, in
its Cape Breton facility, these vehicles from its entire
technology range according to the operational requirements
of the Government of Canada;

(b) meets the Government's requlrements for
quality, delivery, and logistic support, including
personnel training, -

(c) delivers and performs at internationally
competitive prices, and

(d) provides acceptabie regional and
industrial benefits; and

(1ii) the DRIE Minister will provide the Company
with capital establishment assistance under the Defence
Industries Productivity Program (DIPP), consistent with this
program at the time the Bear Head project becomés eligible for
such assistance. '

PHASE IT

5. The Government of Canada and Company further agree that
in Phase II, the respective parties will undertake the
following:

(a) the company:

(1) the Company will proceed not later than twelve
(12) months after the commencement of production under Phase I,
with diversification into heavy civilian mapufacturing..,
production targeted at canadian and international markets:

(1i) the Company will provide within six (6) months
after the commencement of production under Phase I, financial
details including product and market projections associated with
Phase II; and

, (1il) should Phase II not be proceeded with, the
Company will reimburse the Government of Canada for:

(1) assistance as is provided by the ACOA and DRIE Ministers
under paragraph 4 b(i) above, and

AGC Disclosure Set 016B 40fb
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(2) a portion, to be determined in-subsequent negotiations, of
the infrastructure assistance provided under paragraph
2 (a) above, in the event that the planned employment
level of 400 people for Phase I is not sustalned for
5 years,

(b) the Government of Canada:

the ACOA Minister, and the DRIE Minister, will
provide the Company with assistance under established regional
and industrial development programming, consistent with such
programs at the time the Bear Head project becomes eligible for
such assistance.

6. This Understanding in Principle may be complemented by
future Memoranda of Understanding. v

7. The understandings in principle set out in this
Understanding in Principle do not create any enforceable, legal _
or equitable rights, nor oblIgations, but merely serve to
document the:

(a) parameters that have been set; and

(b) areas on which discussions have been held, and
understandings in principle reached.

Purther clarifying negotiations and the requisite
approval from all appropriate parties (including without Gt
limiting the foregoing, Treasury Board, and the Board of <::i\
Directors of Bear Head IEHGEE_les“‘EH') are needed before
contractual documentation can be entered into.

REPRESENTING THE GOVERNMENT OF CANADA

Minister r the ‘
c Canada Opportunities Agency

Minister of Regional Industrial
Expansion

Minister of National Defence

REPRESENTING BEAR HEAD INDUSTRIES LIMITED

4

AGC Disclosure Set 016B 50f5 AGC00972




[ A102 4007 : 10980428 : 00:35:44 « SURJ3D : po00DS0 : Front )

l §, OCovenment  Gouvernemant
: ol Canadn du Canada

3

TG’ Don 8. MoPhail

A g,y Jaffray Wilkine
A Hynne Pottey
L.

R

FROM Paul ‘Bainier

DE ACOA ~ Ottaws
-

BURJEST Thvguen
am?

MEMORANDUM
ACOA-OTTALR »

Cir.CHROX FHLEIHDLY

Te-Jt-g¢ G
NOTE DE SERVICE
PB 3

Qik o 10957 AESHICATION - BE SECORIE ™
FAXED: $0.9% SREY .

MICONET: i

BY~HAND: jq ALY ¥/ HEPERENCE

cic.:;‘:,;ﬁ“a“p{“(} ~78 30BO~§

-

ot

o development concerning tha above.

. Witheut knowledge of the content of Justice’s August #“
legal opinion on the "Understanding in Principle”, Derek Burney
asked Paul Tellier to procesd as follows:

~ 4f the Justice opinion indicates that no
significant commitment on tha part of the
govarnment would arige fyom tha signing of the
fUnderstanding in Principle by the thres
Hinisters, arrangements for signature should be

a rade, oY

YOUR FILE ~ V / ARFERKNGE

DATE M&quat 10:’ 1983,

PCO (Hurtubisae) has just advised ms of a recent

- 1£ the prapo&&d.vndirntanéinf in Principle &
L1}

determined to be & lsgally-b

ding agreement

petwean the Government of Canada and Thyssen, it
should be modified to eliminate its binding

nature, with & view to having Hinisters sign the .
modified documant, f

S Hurtubise was gimply asked to deliver this messags to
T ACOA. This she did in the knowledge (obtainad from Bilodsau
with whom I spoke on Friday and whe is now on leave) that you

would likely be saeing Senator Murray today and would be reeking

diregtion from Him on this file.
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MEMORANDUN

Septembex L, 1988

TO: The Honourable Lowell Murray

FROM D.S. Merhail

BUBJECYT:

Pleazse f£find attached for your signature, a brief
letter to Mr. Karlheinz Schreiber, Chairman of Bear Head
Industyries (BHI), enc,1051ng the "Understanding in Principle®
document tabled during discussions last evening with
Messrs, Doucet and Alford, representing BHI.

You will recall that’ Derek Burney instructed me to
modify , if necebsary, the "Understanding in Principlef -~
if the Department of Justice determined that the document
was legally binding -~ s0 as to ensure that "no slgnlflcant
commltment on the part of the Government would arise from
the signing of the "Understanding in Principle" Ly the three
MinistersY. Onoe this waz completed, tha signatures of each

Minister were to be sought.
In praesenting the departments/s formal opinion on

August 4, 1988, the Deputy Minister of Justice,
Mr. Tacobucci, indicated that the document was likel

vr /2

Canadi
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A I have clearly highlighted t¢ the company this
amendnent in the "Understanding in Principla®. Furthermore,
I have adviged the company that, at this stage, the document
does not enjoy the support of the departments of National
Defence, and Regional Industrial Expansion, but that a
formal reaction from the Company to the Government -- in
preliminary acceptance of the arrangements contemplated by
the “Understanding in Principle? -« is required at this

Juncture.

You may wish therefore to sign the attached letter
tH Mr, Schreiber.

The remaining issue is to seek the signatures of
Mr. Beatty and Mr. de Cotret.

You should be aware that ~~ although this was not

' the outcome of the July 27 meeting on Thyssen chaired by

¥r. Mazankowski -~ the Privy Council Office, for veasons of

‘due process, is urging that the Thyssen initiative be

dizcussed by Cabinst, priocr to the signature of the
documant. You may wish to consider this option, if it is

the most expedient course to ensure the necessary support of
- your colleagues.

Indeed, in light of Mr. Wilson’s comments at
yegsterday*s meeting of Operations Ministers concerning
available funding, you may wish to support strongly the
Thyssen proieck -- as first among the initilatives of
Thyssen, Loulsiana Pacific, and Westray =~ in keeping with
your mandate to "assume the responsibility for the
coordination and overall planning of all federal activities
contributing to economie growth in the Atlantie region¥,
assigned you by the Prime Minister,

-

£ e
D,8. McPhall

Att,

3ofs

9 0%
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Dear Mr. Schreiber:

I am pleased to attach & copy of the proposed
"Understanding in Pringiple'™ dooument,; between the
Government and Bearhead Industries, goncerning your
conmpany s investment in a heavy~industry facility in

Cape Breton, Nova Scotia. .
I request that you review thoroughly the

"Understandlng in Principle® to determine whether it
will assist you in reaching a positive decision to

proceed in Cape .Breton,
In my view, this dosument reflects our

considerable progress, and our discussions pver the past

geveral months, including sur meeting in Charlottetown

on July l&th.
You will observe however that following a

legal review, the proposed wording of the undertaking by

the Minister of National Defence has bhaeen amendad, te
reéflect more fully the Government's policy on
procurement, and the statutery authority of the
Minister,

atk/z

Mr. Xarlheinz schreiber
Chajirman _
Bearhead Industries Linmited
Sulite 508
350 Sparks 8treet
ottaws, Ontario
KIR 788

(:klflélclif

4of 8
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If you agree that the document, as written, is
suitable to your reguirements, and if signed by each
party, will trigger your heavy-industry investment in
Cape Breton, please let me know by noon, September 2,
i3888.

- Following a posiﬁive reply from you, I intend
to submit the “Understanding in Pr;nciple“ to my
Ministerial c¢olleagues for their signatures.

Teun

Lowell Murray

v
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Alde Mdmnolre Aide MBmoii

A& PROFOZAL. BY BEAR HEAD
IHDUSTRIES TO ESTABLITSH
A HEAVY MANUFPACTURING
FRACILINTY IN CAPE

BRETON

PROPOSITION DE LA BEAR
(EAD INDUSTRIES POUR LA
FABRICATION DI PRODUITS
DE L'INDUSTRIE LOURDE
AU CAP-BRETON

Septembar 16, 19aw ie 16 septepbre 1988
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AIDE MEZHOIRE

EURPOSE: %o develop an appropriate response by/ the
Govermment of Canada to -the proposal by Baar Hbad
Indugtries Limiteq, {a subkidiary of Thyssen)/to
establish & heavy~industry. manufasturing faclity in
“ape Breton, which weuld support the regionfs economia
devaeloprnent, . % ,

EROPOSAL: Thyssen Industries A%, based ¥h thae Fedaral
Republic of Germany, is ona of the world?’s largent:
industrial manufacturlng cbmpanies with annual sales
exceeding $30 blliion, andli13o0,000 employres worid wide,
Qf Thyssen’s annuxl 5&3&5,;1ésa than £% are in the
defenca sector. . ,
In Canada, Thyssen’s holdings inelldai
}

x

H

Bugdd Canada Inc.,' Ritchénar (Automobile parts) :

=~ Horthern Elevator Holdings $dd., Toronto (elevators);

— Greening Donald Co. Lud), n.miléon {metal
fabrication) ¢ .

— Thyssen Marathon canada L
importers): and

= Thyssen Canada Ltd., R

&.. Mississadga (steel
fai& (stael importers) .

in all, Thygsen'employa glme 3,000 Canadians,

_{has recently reackﬁg an
namits concerninyg technology

=

fon-af light armoured vehioles

Iun the ﬁ.s.,,;ﬁg?eompan
agreement with General
sharing fdr the produc )

for the'y.s5. militaryd fdrther incréasing Thyssen’s
axigﬁibg North Amerifsf commitmerit.

e At éf/‘., e i . v

In 1985, the thefi DRIE MiniSter during a visit to
Germany, reguestedfthat Thyssen submlt a proposal to
establish a manufgeturing facility in Cape Breton. In
Maroh 19888, Thyssbin submitted p revised proposal Lo the
Government, throfdgh ACOA, to astablish an %88 will ion
heavy—industxry ganufacturing facility at Bear Head, Cape
Broton. ;

ital cozt of the §§m&11ty would bea
Aasisted by the ggd-ra {and possibly %£he
grernment in scogefdance with existing
programs andf/gitdelines, éﬁf§urﬁhar 827 miilion for
gommon-~user finfrastycturd would be provided by the
faderal andf the pProvipmeaal
work closef¥y in itgsgrodd

gevernments. Thyssen would
Jon amnd subcontracting

regquireme s withelavalin (t}h:aggh the Trenton Works
faaility) , pogﬁfﬁly Sysea [to s5dUmge its steel

reguirenehtgyy and Krauss Marrfel, i 2 latter is
successfylL«in supplying DHD with main BAsLle tanks.
Foirmal y‘aertakingé in support of these work-shaoing
attéggém nts are in place.

o . !
Thyssenfproposas to establish the Bear Head Facility in
two phages: .

- Pilase ¥, the production of military vehigles for
Lhe North American defence market: and
- Phase IX, diversifloation, wlthin twelive menths,

to @iviliian productioen.

act product mix, and markebts, assocliated with

II are currently being discussed with Thyssen, and
mpany is preparing a formal husiness plan for

IX. Uhy=zsen hag consistently malntained that

I iz a necessary launghing pad for ultimate

The =
Fhiase
the c
Phageg,
Fhase

+
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diversification into civilian production, and thef
company is willing to commit to repay portions o
government funds recelved under Phase I, shouid /A
sftot procead. B ;

i 1

STATUS:  In eorder o report to the Prime Min .
hyssen proposal, Senator Murray asked his officials to
take discussilons with Thyssen to the point fhere the

minimum undertakings reguired from the Govérnment of
Canada to allow the project to procead, 3 be

detearmined. ;

On September 12, Serator Murray met with Mr. ds Cotret
to disguss the Thyssen proposal. Hr/ de Cobret agrasd
to mign the Understanding in Principle, in recognition
that to proceed, the Bear Head progosal raguired the
documant as an interim step, pricy to the developi.ent of
a formal business plan. ) /

Mr. de Cotret observed to Senafor Hurray that DRIE had
some 800 projects seeking appfications foy financial
Assistance for which no DRIE/funding was availlable., In
this context, Mr. de Cotret/stressed that the
Government would have to ddvelop a source of funds for
projects valuad in excess/of $20 million, and that, in
the vase of Thyssen, funds Wwould have to be aarmarked
prior to Thyssen's submifssion of a business plan, and
application for fundin

erek Burney chaired & meatin
Mucray and-Mr.-Baatiy. HrBaatty
nderstanding in Principle subject
ial discnssion, as reguiread,

e
" e iaformed elea;}g”tnat in signing the

On September 14, Mrl
attended by Senator
agrged to sign the )
ta further Ministed
providiqg thats

(i} the Eomgan
the. ¥

Uiy, infister of National Defence was nob
binding the Government to proceed with’ the LAV
project " P

.
R

R e
(2} a lattgr be sent.ffom the DND Hinister to the ACOA
Hiniatfr noting;that in signing the Undergtanding
in Principle, the Minigter of Dafence was not
imitfing his disecretion to determine the timing of
W project, and te recommend a preferrsd
to Cabinet: and )

foriditions are entirely in agcordance with the
Thyesefh proposal and Understanding .in Principle.
Efforys fox theix implamgn@atiwﬁ are well undaoway.

DEPAHT 1. POSITIONS: The Departmant of External
BEffafra has no concarns regaxding the Bear Head proposal
sinde its stated cbiective is defence-related production
aimdd at North Aperican (or HATO) wmarkets, and in the
wtarm, diversification into civilian productlon.
»rnal Affairs would, however, be concerned, if, in

[ long~run, with these markets, the Bear Head facility
’ not commercially-viable, and az a result, patitioned
thi Government to allow military experts into markets
prohibited under' Canads’s export control policy.

e Disclosure Set 001
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. \ The Department of Finance iz woncerned that if Ministdros

« . ®Bign the Understanding in Principle, the Government i

J b eantering ints & de Tacto ‘commitmant, and moraoves

conmitment not supported by & buginezs plan. Fina

a@lso concerned that if Mindsters wish to enter ipfo such
3 commitment, that a sourch of funds, from exis

resources, be identified. ! ¢ '

The Departmant of Regional' Industrisl Expansifbn is
concerned that within ite reference levels, /funding for
major projects, including Thyasen, is unavedlabie, on
industrial polley grounds,; DRIE cannot suphort the
establlishment of the Thyssen facllity begauséa the
Thyssen project would exacprbate existligy axcess
capacity in Canada, in the military-velWiels and heavyw- °
industyry sectors. ) /

attached

formal HMemorandum of
as boen prepared to
“$o date, This

AHE ONDERSTANDING IN PRINCIPLE: ‘Thy
Understanding in Principle is not
Understanding (MOU), but instead,
sat oult the rnature of discussion
dodinment iz reguired to inltiaty a dacizmion from
Thyssan’s Board of Directors tg proceed in Capa Breton.
TG this end, it is desirabla ¥had this document be
gilgned by the ACOA HMinister, /the DRIE Minister, and the
OND Minjister.

A Principle formally binds,

) r Thyssen in a manner which the
othar aid%chula,wisq. gne dompany iz cited to be
congldered for participhtion in the light armoured
vehlele project (past &f the Governmant’s projacted
wmodernization of the Afanadian Forcas, envisaged by DND
to proceed in the eafiy-to-mid 19908}, provided the
caompany meets the Gdvernment?’s technical, operational
and industrisl/regibnal benecits regquircments.

Since the Prime MInister’s direction 6 Senator Hurray
in June 1987, to fevaivate anpd report back on the Thyssan
proposal, senlor/ ACoa officials, in constiltation with .
officiale of DRFE, DHD, and on occasion, PCO, Finance,
Justice, and Byternal Affairs, have met with Thyssasen at
length and deviloped further the company’'s heavy~—
industry prop¢sal. Although Thyssen had originally
sought a direfted contract from the Governmant to

) o provide DND yith 250-LaAVs -in-the ‘early 19908, the

}5 g b company has fSoftened cansidarahlyxits_p@sitién,“an& i
now wilXling fto procesd with the hegvy~industry facility
on the basif of establishad govermigot regional and
industrial jdevelapment assistanse, &pd on the
understandjing that it will be considered fox
participatfion in the LAV Program. ’

government’s perspective, the heavy-industry
propogal for Cape Hreten offers very cunsiderable
benefits,) including teshnology. transfer, to a
partioulgrly underdeveloped region of Canada., The Cape
Breton pjant would also pursus. shared production and
sourcingfarrangesments with ifavalin (at Trenton}, and is_
ideally positioned to supply heavy-industry requirements
of Hiberphia. . .

From the

AL this jpoint, Thyssen will commit to establishing a

facility which would employ a minimum ©f 400 people. .
Employment is expected to grow considerably when

diversification occurs,

I Aor? ECO00S
o Disclosure Set 00T 4ol¢ AL
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N TIMING: Thyssen must éstablish shortly a manufacturi7g
fagility in North Amevica to be in & position to win/ —w

5 in conjunction with its partner, General Dynamics —7£ a
. portion.ofean-upcoming U.8. Department of Defence )
- C{ 0 k] procuramant of armoured vehiléles, valuad at about
. ‘R750 millien {(U.8,). Moreover, the U.S. governmdnt
plans to proceed with a massive proacurement of Armoursd

vehicles, valued at sone $200 billion, for whidh
Thyssen, at fear Head, yvould be eligible to glupets,
undexr bthe Canada-U.s8. neﬁen?e_Production Shafing
Agreamant. Pl ]

N H {
From the SGovaryment’s perspééﬁiVn, the Thissen proposal
has besn developing for some time. Giveh-the-timing of
cthe U.8.,.-.projeact, if.xinistérskwish to support the
establishment of the heavy-industry faocility at Bear
Head, a decision to procend; further Will have to bae

ey,
fund
m——p
g
L

raached vgotiye
EVOLUTION. OF THE THYSSEN PROFQS Since Thyssen‘s

eriginal vequest in 1985, the Federal Republic of
Garmany has revised its armaments aexperts palicy €o
allow for specific arms exportd from Germany to thae
Middle East. Accordingly, & current propésal by
Thyssen iz entirely independdnt of domastic German
exporis polici. - A

RELATED ISSUES! In the churse of responding to the
Thyssen proposal, Rinistfrs may wish to weigh the
Fallowing considerationd L

L1

Bultability of tha Thymmen vebicle for DND: fThe
operational and tachyical reguirements for the LAY
vahicle must be detegrmined solely by DND, and, as poted
in the Understanding in Principle, Thyssen will be
regquired -+ ag will othér potential contractors ~- ta
satisfy fully thefe opsrationsl reguirements prior to
being considored/for participation in the LAV projest
foresean for thy¢ sarly-to-mid 1990s.

Rvallability off dovernment funding to provida regional
development andistance: The common~user Infrastructure
agpsistance (¥ &

‘ miillon) reguiréd by w Ffacility of thiz
fza'Cf nature an bof largely provided under the feleril-
7 provineisl S¥rait Qf‘gﬂﬁﬁﬁ Industrial pevelopment

Agregment. f ‘ ’ sl

mcessary Lo agree with the Govermment of Nova
Sustia te gugment the funds currently available in the
Strait of Lanso Industrial Developpent Agraamant, which

< will be uged to provide assistance "for the common~user
infrastrufture reqguired hy the Bear\Head projsat. This .
funding would come from the Atlantic\Cooperation {ERDA}
funds nofionally set aside. N

It ‘may be

Funding pnder the Defence Industry Productivity Program
(DIPFP), jwhich histeorically has net been 'a particulariy
active grogram in Atlantlc Canada, is not available
within gxisting DRIE refexrence levels.

Aadditiahil funding for this project wmust svdntually be
congldered within the broader issue of how ~~ following
the expiration of the IRDP —— the Government is to
providel assistance fe industrial projects in Atlantic
Canada,|] valued at greater than the $20 milliion ceiling
for AC participation.

v ey
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. g —f /
Support f{tha.cbvarnmnnt of ﬁb?&,ﬁé;:ln:‘féhyssan has
already/entered into an agreement with the Governdent of
Hova SBaotia regarding the provision of.land, and
prav%ﬁcial aitemastﬁbli$hment;assi§§ah¢¢‘

Cxeation of addaitional Canadian milltary vehidcis
production capacity: While there is no question that
the Bear Head heavy~industry facility would Add to
Canada‘s exdsting industrial capacity in tiis sector,
row comprising prlasarily the 6M plant in London,

4

ontario, the proposed arrangement with
participation in the LAV contract would
others =— inaluding GM -~ from particd
Horeover, when diversificatien into Afivilian prodvction
ccecurs, the Bear Head facility would contribute g satly
to the indqustrial base of Atlantig/Canada, and craate a
facility c<ypable of competing for/military wvehicle
contracty —=gand in obher aivil iz drkekts ~~ in the
U.5. GMlsapproach, on the copi -

s egted, sole-sourc i
rewproduct-faci

hyssen fox
not exciude
pating as wall,-

canding In Princliple™ mand tha
Governmont/a procUroment Holilcy: The Government woulal
stress from the beginning that, while Bear Head would be
wonsidersd for participgdtion in the LAV contract, the
PrLopoted arrangements ¥n no way consgtitute sole
sourcling, nor guarantahd parniaigation, and that the
Tundamental principled of opesrational reguiremants and
conpetitive pricing gre profectad fully.

Conaslatancy of tﬁﬁ Hiindar

HEXT STEPE: $hould Ministers wish to contenplate a
regional fHavelopment propoesal of this kind} the
followingl course of action ¢ould be pursued:

Septembeay 988

~ immnadiate finalization of the Understanding in
Principlefs and : . .
agreaeaent on, and signeturs of, the Understanding in
i ple by invelved Hinisters.

e
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-  foxmal, detalled ncgotidtions between key Mederal
departments (ACOA, DPRIE, DND, sSupply and/Sarvices)
and the company to develop fully a corpdrate business
plan asd aszsisbtance puaclage;

= concluding negotfations jbetwean the géderal
Government and the Governmaent of Nowa Zcotia on the
common~user infrastructure aprangofents;

~ preparation of a formal Memorand of Understanding
hatween the Government ¢f Canady and Bear Head
Industries Ltd.: : d

= foymal submission of a Hemgfandum to Cabinaet to
CCERDy !

— the signing of & formal ¢hntractunal, legalliv-b.nding
agraement batween Bear Head and the Government.

4 * .
i
i
i i
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gé%féjﬁ: Ministre de la Délense nationale

MR CARADA

4

Sephember 19, 198

The Honourabl¥, Lowvell Murray, P.C., Senat ff
Leader of the v erment in the Senate a-g
Minister of \tte (Pederal-Provincial
Vet Room 37)1-5<Centig Block ‘
The Senate of Cargda
Ottawa, Canada
K1la 0Oa4

wlationsg)

Dear Colleague:

T

I yefer to theﬁcioseyl
‘&}f%?un*p‘l,ﬁ"_}ﬂn%v.r@nn the (Kisshasis-—e
Ladustries Titd. and our x\Neting with
Septenbar 14, 1988, NS

e T Ty = £}

Mx. Derek Burney‘of

In agraeing ~:.H“ﬂj\_--;-~b e, T Ald so with the
understanding that it doey ndithereby commit the Department
of Naticnal Defence, eithér irKernally with respect to other

\ Government Agencies or pfivate Yhdustry, te a project for
the acquisition of light armoureRivehicles, now, or in the

N

future.
Further, I #m led to belieNs that in lending my ye
support for the Snderstanding,s, I wXNM not f£ing myself in Qi (L
the position of~abyogating my Sommitnd to oyl colleague! L
He. Wilson, af veghrds fundifg of furuly dafphoe projeécts:
h . Laastly,/I am pleased to seéhthas'fcu intend to
adopt a low-key/approach to the public an_i“gcemeut b 2
mresbercbmed. Lot me assure you that segdor officers of 9
my Department /look forward to lending assistirige in creating
a communicatijons plan as well as preparing ook spondence Lo
Bear Head Industries Lbd., as well as ilts parelth, Thyssen '
Industries A.G ,
S {‘c" -
| SECRET
|
1 Otawz, Canada K14 082
» Distlosure Set 003 'E o}"‘;f AGCO0284
AGC00264_001
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o FOr your information, I am sending odr
letter toyour golleagues, the Minister of- ‘gional
IndustrialNgxpansion, the Minister of Fingfice, Mr. Derek
Burney at thi Prime Minister's Office, apd also to the
Honourahle Ge¥gld Merrithew.

Y

Y

Englosure: 1

o

Y

. ce: The Honourable Gerald $. Merrithew, P,
: The Homourgble Michael H, Wilson, P.C., %
; The Honouphble Roberi De Cotrat, P.0., M.

Mr. Derek’ Burney, Chief of Staff, Prime M1

BECRET

Dleolosure Set 003 Sor e AGCO0D6A

| AGCO0284 AGCO0264_002



Atlantic Canada Agence de promotion économique
Opportunities Agency  du Canada atlantique
Qlawa Office” Bureau d‘Oftawa < Y
P.O. Box3442.SN1“D" B.P. 3442, Succ, "D" gt
Oftawa, Ont. : Ottawa (Ont)
Canada K1P 6N8 Canada K1P 8N8
(613) 954-B060 (613) 954-8060
FAX(613)954 -0429 FAX: (613) 854-0429
MEMORANDUM
September 23, 1988
TO: The Honourable Lowell Murray
FROM: Don S. McPhail

SUBJECT: Letter to Bear Head Industries attaching
"Understanding in Principle”

Please find attached for your signature a
1etter to Mr. Karlheinz Schreiber, Chairman of Bear Head
Industries Limited, formally transmitting the
Understanding in Principle from the Government to the
company for signature. As the letter indicates,
following signature by the company, the Understanding in
Principle will be returned to you so that you may seek
the necessary signatures of your colleagues.

As you may recall during your meeting with

Mr. Beatty and Mr. Burney on September 14, Mr. Beatty
insisted, as a precondition to signing, that the company
be informed that the Understanding in Principle in no
way compromise the ability of ‘the Minister of Defence

to recommend to Cabinet, a preferred bidder for the LAV
project. Accordingly, in order to satisfy the request
of their Minister, the Department of National Defence
has inserted the second sentence, paragraph 3, page 2.

In addition, this letter has been reviewed by
the Department of Justice to ensure its legal
appropriateness, and the minor amendments suggested by

Justice have bkeen incorporated.

Attachments

Canadi

{2

AGC Disclosure Set 011
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CANADA

Leader of the Government Leader du gouvernement
in the Senate and au Sénal e
Minister of State for Ministre d'Etat aux
Federal-Provincial Relations Relations fédérales-provinciales

Dear Mr. Schreiber:

On behalf of the Government of Canada, I am
pleased to acknowledge your proposal, submitted to the
Atlantic Canada Opportunities Agency in March 1988, to
establish a diversified heavy-industry facility in Cape
Breton, Nova Scotia.

The Government considers that the Bear Head
facility will make a very significant contribution to
the long—run economic strength and diversity of Canada,
and in particular, Cape Breton.

For your consideration, I am attaching a
document entitled "Understanding in Principle", which I
understand has been supported in discussions with you as
an appropriate interim vehicle to advance the Bear Head
initiative.

You will observe that the "Understanding in
Principle" is to be signed, on behalf of the Government
of Canada, by the Minister responsible for the Atlantic
Canada Opportunities Agency, the Minister of Regional
Industrial Expansion, and the Minister of Natlonal
Defence.

eed/2
Mr. Karlheinz Schreiber
Chairman
Bear Head Industries Limited
Suite 908 -~ 350 Sparks Street
Ottawa, Ontario
K1R 758

Oftawa, Canada K1A 0A4 . [ [/

AGC Disclosure Set 003 20f3 AGCO0197
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I believe that we have made quite considerable
progress to this point, and I consider that this
progress has been incorporated into the "Understanding
in Principle"®.

The Government has reflected upon this
document at some length, and in particular, has focussed
its attention upon the manner in which it addresses your
Company's request for involvement in future Canadian
procurement contracts, should the Bear Head heavy-
industry facility be established.

In this regard, it is the Government's view
that the "Understanding in Principle' reflects, to the
maximum extent, your request, in keeping with the
Government's established procurement policy, and
programming guidelines. I would emphasize that the
Government of Canada, in so signing, can not, and does
not, thereby commit itself to any military, or other,
procurement projects with which you may have a present
interest.

Moreover, while I am mindful of the
difficulties you are experiencing in preparing exact
financial details on your proposal, this information
will, of course, be required in order to evaluate a
formal application by Bear Head Industries, for
assistance, under the Government's regional
development, and other programs.

Having stated these points however, I trust
that this document will prove successful in facilitating
your investment in the Cape Breton heavy-manufacturing
plant. I would ask you to signal your intention to
proceed further, by signing both copies and returning
them to me, by September 26, 1988.

Upon receipt of an affirmative response from
Bear Head Industries, I will seek to obtain the required
signatures of my colleagues.

Once all signatures are in place, a signed
original will be provided to you.

I look forward to hearing fyom you.

Lowell Murray
Attachment

X
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considerable care. Mr. Alford pointed out that paragraph 3,
page 2 was effectively a disclaimer because it indicated that in
offering the UIP for signature the Government was not

necessarily committing to proceed with the LAV project.

I observed to Mr, Schreiber that the UIP to be signed
was identical to the version for which he had earlier indicated
support, except that paragraph 4(a)(iil) now called for the
company to submit its business plan by October 21, instead of
September 15, the ‘deadline in the earllier version.

Mr L

Bear Head Industries would work towards this date.

L—/LC ACOA/APA

Jeéhn McDowell RECEIVED/REGU

YR
SEP og 1988

Referred to

Attachment

Schreiber understood thie minor amendment and indicated that

A102 3237 : 19980130 : 10:16:28 : 3416/57 : 0000126 : Front ] Y
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. Govi ent  Gouvernement
f CCGraca  du Canada MEMORANDUM  NOTE DE SERVICE
’ |- File | ] Isecunm TCLASSIFICATION - DE SECURITE
TO' c.c. Don S. McPhail . DRAFT "C"
A %;ii:agozi i);ins ‘ GUR FILE — N/ REFERENCE
L g ] THC-949
. . . ] YOUR FILE — V / REFERENCE B
FROM John McDowell
DE TE
September 26, 1988
L _ <
SUBJECT THYSSEN: SEPTEMBER 25TH MEETING
ORJET
During the evening of September 25th, I met with
Mr. Karlheinz Schreiber, Bear Haead Industries Ltd., and
Mr. Grag Alford, Government Consultants International, to
deliver the proposed Understanding in Principle (UIP) from the
Governnent to Bear Head Industries.
After a brief discussion, Mr. Schreiber signed the
UIP. He observed that the covering letter of September 23th
from Senhator Murray (attached) was the first formal
communication from the Government to Bear Head Industries.
Mr. Schrelber stressed that the UIP, when signed by all parties,
N meant that Thyssen Industries would come to Canada, and that the
o document itself would be very helpful in initiating the release
e of funding for the Cape Breton plant from the Thyssen Board of
———Directors. -
\ .
— Mr. Schreiber read the letter from Senator Murray with

File
oossier:

Reféré a: .
30802

7840.81-700-8088
o
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e, Allantic Canada  Agence de . ‘
% Opponrtunitics promotion économique Te-4-20 -
ah Agency du Canada atlantique
REQUEST FOR FACSIMILE TRANSMISSION
- DEMANDE D’ENVOI PAR FAC-SIMILE
URGENT ] :83325 O DATE RECEIVED - REGU LE LOG NO. - N° DE REQISTRE |

NOQ. OF PAQES FOR THIS TRANSMISSION
N* DE PAGES A TRANSMETTRE

DATE BENT - ENVOYE LE

e 5 &8

SENDERS FAX NO. -
N* DU FAX DE L'EXPEDITEUR

bY

o # A S PSS OYOP
TO- A FROM - DE
D8 208k - o
/U_c/'/udfcfr-%n'ﬁ? - AL S, S 2@ Dowsnd
REMARKS - COMMENTAIRES:
Jme. 9o
SIGNATURE DATE
of
ACOA 91 (88.05) Canadh
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J

BECUAITY - CLAGSIFICATION - DE SECURITE
[ File 1

10 » ¢.c. Don S. McPhail X DRAFT “cC"
%;:§2a¥02éi§ins OUR FILE — N/ REFERENCE
L. - IMC-949
[ ] YOUR FILE — V / REFERENGE
FROM John McDoweall

De ATE

September 26, 1988

SysJecT THYSSEN:; SEPTEMBER 235TH MEETING

During the evening of September 25th, I met with
Mr. Karlheinz Schreiber, Bear Head Industries Ltd., and
Mr. Greg Alford, Governmant Consultants International, to
deliver the proposed Understanding in Principle (UIP) from the
Governnent to Bear Head Industries.

After a brief discussion, Mr. Schreiber signed the
UIP. He observed that the covering letter of September 23th
from Senator Murray (attached) was the first formal
communication from the Government to Bear Head Industries.
Mr. Schreiber stressed that the UIP, when signed by all parties,
meant that Thyssen Industries would come to Canada, and that the
document itself would be very helpful in initlating the release
of funding for the Cape Breton plant from the Thyssen Board of

————Directors. '
\

e Mr., Schreiber rsad the letter from Senator Murray with
considerable care. Mr, Alford pointed out that paragraph 3,
page 2 was effectively a disclaimer hecause it indicated that in
offering the UIP for signature the Government was not
necessarily committing to proceed with the LAV project.

I obsarved to Mr, Schreiber that the UIP to be signed
was ldentical to the version for which he had earlier indicated
support, except that paragraph 4(a) (iii) now called for the
company to submit its business plan by October 21, instead of
September 15, the deadline in the earlier version.

Mr, Schreiber understood thisg minor amendment and indicated that
Bear Head Industries would work towards this date.

2 .
ACOA/APA
Jéhn McDowell RECEIVED/REQU |

Attachment Sé(’ 2!??%

Referred to o
Reféré 2 [P
File

won 7840-§1-708- 866 Dossier__ S (DX D
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CANADA

Leader of the Governmen! Leader du gouvernement
in the Senale and su Sénat e
Minister of State for Ministre d'Etal aux
Federal-Provincial Relations Relations fédérales-provinciales

23 SalGiudan /9FE
S

Dear Mr, Schreiber:

Oon behalf of the Government of Canada, I am
pleased to acknowledge your proposal, submitted to the
Atlantic Canada Opportunities Agency in March 1888, to
establish a diversified heavy-industry facility in cape
Breton, Nova Bcotia,

Tha Governmaent conslders that the Bear Head
facility will make a very significant contribution to
the long-run economic strength and diversity of Canada,
and in particular, Cape Breton.

For your consideration, I am attaching a
document entitled “Understanding in Principle", which I
understand has been supported in discussions with you as
an appropriate interim vehicle to advance the Bear Head
initiative. -

You will observe that the "Understanding in
Principle" is to be signed, on behalf of the Government
of Canada, by the Minister responsible for the Atlantic
Canada Opportunities Agency, the Minister of Regional
Industrial Expansion, and the Hinister of Rational
Delonce,

' Va2
Mr. Karlheing Schreiber
Chairman
Bear Head Industries Limited
Suita 508 - 350 Sparks Streat
ottawa, Ontario
K1R 788

Otuwa.Canm K1A 0A4 } Qﬁ
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I believe that we have made quite considerable
progress to this point, and I c¢onsider that this
progress has been incorporated into the "Underatanding
in Principle™.

The Government has reflected upon this
document at some length, and in particular, has focussed
its attention upon the manner in which it addresses your
Company's request for involvement in future Canadian
procurament contracts, should the Bear Head heavy-
industry facility be establishad.

In this regard, it is the Government's view
that the "Undsystanding in PrincipleY reflects, to the
maximum extent, your reqguest, in keeping with the
Government's established procurement policy, and
programming guldelines. I would emphasize that the
Government of Canada, in so signing, can not, and does
not, thereby commit ltself to any military, or other,
procurement projects with which you may have a present

interast.

Moreover, while I am mindful of the
difficulties you are experiencing in preparing exact
financilal details on your propogal, this information
will, of course, be required in order to evaluate a
formal application by Bear Head Industries, for
assistance, under the Government's regicnal
development, and other programs.

Having stated these points however, I trust
that this document will prove successful in facilitating
your investment in the Cape Breton heavy-manufacturing
plant. I would ask you to signal your intention to
proceed further, by &igning both copies and returning
them to me, by September 26, 1988,

Upon receipt of an affirmative response from
Bear Head Industries, I will seek to obtain the required
signatures of my colleagues.

Once all signatures are in place, a signed
original will be provided to you.

I look forward to hearing from you.,

Jornan Pu~6&¢p£L7_

Murray
L vtachment
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“

This decument signed ﬁh&sl?‘day of September, 1388,
batwaen; " ' ,

THE GOVERNMERT OF CANADA, A5
reprasented by:

1y the Minlster responsible for
the Atlantic Canada Opportunities
Agency (hereinafter called "the
ACOA Minister”),

i1} the Minister of Reglonal
Industrial Expangion (herainafter
ralled *the DRIE Minlstex®), and

1ii} the Minister of Nstional
pefenve (hereinafter cvalled *the
Hational Defence Minister); wnd

BEAR HEAD INDUSTRIES LTD.. &
company incorporated under the
lawg of Nova Scotia, a subsidiary
which 13 one hundred {100%)
percent ownad by Thyssen
Industries A.G. of the federal
- Repuhlic of Germany (hersinafter
¢alled *tha Company®).

~. S

 WHEREAS the Government of Canada desires
to foster the economic expansion and industrial
developmant of Cape Breton:

WHEREAS the Company must have in place &
North American heavy-industry manufecturing facility on
&0 urgent basiz, and depires to esteblish such =
facility in the Bear Head peninsula region of Cape
Braton;

WHEREAS the Governmant of Canada
racognizer that the proposed Bear Head facllity
rapresents an impertant sconomic development and
diversification of the industrial basa of Caps Braton;
and e (TS

ii??i?iTm

! Py RGO
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. - WHEREAS the Company il preparing finangial
detaily on its propozal, to meet the information
raguirements of the Covernment's estahliszhed reglonal
davelopment capltal contribution, and othar assistajnce
’ang:aﬂ}! N ) .

¥
1. In accordance with this understanding {in
Principle, the Company shall establizh a diversified
heavy-industry manufacturing facility in the Bear Head
region of Capae Breton, Kova Scotia, which will:

{m) creats in Cape Breton a nev and diversified
sctivity in the Canadlan ¢ivilian and defence
industrial base, with access to the Rorth Americen
defencs markets, under the Canada U.5. Dafence
Production Sharing Agresment;

{b} ‘transfer to the facility, all technology
necassary for the construction of light armoured
vehiclas, and other heavy-industry products;

(c) source its requirements co-operatively from,
and implement arrangements for joint-venfure activities
with, the Lavslin (UTDC) heavy-industry facility, in
Tranton, Novs Scotis, in spepordance with existing
agrasments between the Company and Lavaling

{8) to the greatest extent possible, source its
reguiremants from, and promote the estsblishment of,
small business enterprises located in Atlantic Canada;

{a} implement arrangements for wso-production
with Krauss Maffel. in accordence with existing
agreements between the Company and Krauss Maffel, if,
under the Main Battle Tank project envisaged by the
Government of Canada, XKrauss ¥affel is =melacted to
manufacture Cansda's replacement battlefisld tanks: and

(f)y employ a minimum of 50Q people on a
gérman&nt, full-time bazis and, whare necesszary, train
hese individuals in reguired skills and knowledge,
ukilizing, where asppropriate, local sducational
facilities.
2.  In accordance with this Understanding in
Prineiple, the Coverament of Canada, in order to
facilitate the establishment of the Companyg's -
heavy-industry manufacturing activity in Cape Breton, ary/specines

will: ,
71121218 -

Bad ¥ AGCDOAA
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. (a). enter into negotiations with the Province of
Hova Scotis, in accordance with existing letters to the
Company from the Premier of Nova Scotla, to put in
place finsnclal arrangéments for the co-funding of
raquixﬁg’fhysical infrastructures, up to a maxiomum value
of $27 million, end to use the Stralt of Canso
Industrial Development Subsgreement as a source of
fundings

, {by entertain an application by the Company to
the Minister of Wallonal Revenue for assistance bazed
on aligible project costs up to a maximum of §68
million, under tha provisionz of tha Caps Breton
Investment Tax Credit, in accordancae with ths Tormal
application for such assistance filed by the Compsny
prior to June 10, 1885; :

{ey  entertain an application by the Cempany to
tha Hinister of Nationsl Revenue for duty remission on
the importation of machinery, parts, and componenis for
the manufacturing of vahicles, under the Machinery and
Equipment Tariff Program, consistent with this program
at the time of zuch importstisn: and

(dj entertain an application by the Company to
the Minigter of Employment and Immigrstion for
gaw@rnmnnt participatory funding, for initial employes
trafining.

3. In &ﬁcﬁgwﬁtiﬁn §f the nead to procesd urgently.
the Government of Canada and the Company agree to adopt
& two~-phased approsch to the extablishment of the Bear
Head facility.
FHASR 1 "

4.  The Government of Cansda and Company agres that
in Phaza I, the raspective psriles will unéerggka the
followings “ﬂ?

{a) the Company: )
, {{y the Company will grnceed forthwith
with the construction of sn initial plant, as described
in the deocument submitted fo ACOA in March 1988, -’Tfﬁiﬂ‘fﬁf
regquiring an initial capital investment of §58 million, Q1T /S0 1A
te nantifacture defencs products for the Korih American 2771118
markets; T 117
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., {if) the Company will have sulmitted a
formal application to Entarprise Cape Breton, in
advance of Juns 30, 1988, seaking assistsnce under the
Cape Brgton Invesiment Tax cfcdit {CBYTC); and

o {111} the Company will provide by
Detober 21, 1988, flnancial and other details
sgzociated with Phase @I, and, in the shortest time
possibla thereafter, the remaining information reguired
in order to gualify for aszsistance under the Defence
Industries Productivity Program (DIFP}, and other
:gavsgnment agsistance programg, under which funding is

b}

{4} ‘the acoA Minister, and the DRIE
Minister, will consider assisztance to the Company, up
to a maximum of fifty (50) percent of eligible project
costs, under progrems delivered by Enterprise Cape
Breton, consistent with these programs at the time tha
Bear Head project bacomes eligible for such assistance.

(i1} The Minizter of Natlonal Defance, in
recognition of the exgellent international reputation
for quality end performance eazened by Thyssen ‘
Industries A.G. in the military vehicle sector, and in
the context of the major acquizition program for the
upgrading of the Canadian Forces envisaged in the
befeace White Papar, will consider the participation of
the Company in the Light Rrmoured vehicle Procurement
Program, envisaged to occeur in the early-to-mid 13350's,
provided thae Compsny:

. {a) HAovalops, designs, and
manufectures, in its Cape Breton facility, these »
vehicles from ifs entire technology range according to
the gpexatianal requirements of the Covernment of
Canada,

~ {b) meets the Government's ,
reguirements for quality, delivery, and loglistic i
gupport, including perzonnel training.

{c} delivers and performs at B
internationally competitive prices, and 07T/ 80C /¢

{d) provides acceptable reglonal and 294712140
industrial henefits; and

Diaclpaura Bet 405 Sof ¥ AGCUIAAH
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. {iiiy the DRIE #inister will consider
capital astablishment assistance to the Company, undar
the Pefence Industries Productivity Program (DIPH),
conglstent with this program At the time the Bear Head
projgcqvﬁeccmas=elfgiblﬁ for guch azgistance.

5. The Government of Canada and Company further
agree that in Phase I, the respective parties will
undertaks the following:

&) the Companys

, {1y the Company will proceesd not later
than twelve (12) months after the commencement of
production under Phase I, with diversification into
ha@vg‘civilian,manufacturing production targated at
Canadian and international markets;

) {ii} the Company will provide within six
{63 months after the commencement of production under
Pnase I, filnancilal deteils including product and markat
profectiony szsociated with Phase II; and

, {111) shpuld Phase IX not be proceedsd
with, the Company will reimburse the Goversment of
Canada for: ;

(1) agsistance as lg provided by the Acmi and DRIE
Ministers under paragraph 4 b(i) nﬁpve. and

(2} & porticn, t6 be determined in subsegquant
hegotiations, of the infrastructure assistance
provided uidey paragraph 2 {a) sbove, in the
event that the planned employment level of 400
peoplsa for Phaze I 45 not susiained for 5 years.

{b}

the ACOA Minizter, and the DRIE Hinister,
will consider assistance to the Company, under
extablished resgional and industrial davelopment
programming,. consistent with such programs st the time
‘the Beasr Head project becomes eligible for such
assistance,

6. Thisz Understanding in Prineiple may be complemented
by fufurs Memprands of Understandinyg.

Driedosre el D05 gl ¥
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7. The understandings in prinsiple set out in this
Understanfing in Principle do not create any
anforceable, legal or equitable rights, nor
obligationsz, but merely serve to document the:

ga? parameters that have been sst; and

{by aress on which dizcussions have been held,
and uniderstandings in principle reached.

) Further clarifying negotiations and the
requisite spproval from all appropriste parties
{including without limiting the foregoing, Treasury
Board, and the Board of Directorsz of Bear Head
Induztries Ltd.) are neaded bafore vontractual
decumentation can be entered into.

THE GOVERNMENT OF CANADA

QTT/S0C 10CS
79311217 -
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) PRESS RELEASE

Bear Head Industries Ltd., a wholly-owned subsidiary of Thyssen
Induetrie RG of West Germany, one of Germany's largest industrial
concerns, is pleased to apnounce that it will establish Thyssen
Industrie AG‘s major North American base for heavy, high-technoloygy
industrial manufacturing in Port Hawkesbury, Nova Bcotia.

Thie new facility in Port Hawkesbury, with o projected initial
capital investment by Bear Head Industries of $58 million, will play
&n important role in Thyssen's strategy to increase substantially
its North American investments and activities. Thyssen im already &
major employer in Canads. Bear Head Industrias is pleased to make
this long-term commitment to the workforce of Eastetn Nova Bcotis
through the establishment of & versatile, stste~of-the-art
manufacturing facility serving the North American market. Thia
Iacility will hold North Amerisan preduct mandates for selected
Thyssen technologien, M

Construction of the rew facility will begin in the Bpring of 1885,
and is expscted to be completed by the Fall of 1890, wWhen full
production is reached, this facility will employ a minimum of 300
people in the manufacturing of a mix of pophisticated, high-value
equipment as North American market opportunities demand. Evaluation
of personnel, sub-contractors and training facilities will begin
fmnediately.

. ”\\ Principal products of Thyssen's Bear Head Industries will include:
7

RN - environmental plants and processes, tricluding fluidized bed
combugtion, metal serappers and wagte-water recycling;

= industrial conveyor and transport systems;

= light military vehicles for the Canadisn and United States
markets; and

« maehine tooling, involving the fabrication of Thyssen-developed
technology.

This modern, diversified manufacturing facility will bring new
strangth to the economy of Rastern Nova Sicotia. In addition to the
500 full-time employses, it iy anticipated that the facility will
gensrate over gco ipdirsot jobs and encourage new activities and
skills among potential sub-contractors, Production will invelve the
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tranefer to Canada of many of the internationally-competitive
technologies held by Thyassen Industrie AG. The company expescts to
;&w@g;xazs actively with industrial training facilities in Esstern
Hova Scotia.

Bear Hesd Industries Ltd. expects that environmentsl protection
aguipment will be among the products of the facility most in demand.
Bear Head Industries Ltd. hopes to participate in the production of
the next generation of light armoured vehicles for the Canadian
Forceg in the sarly to mid-1990s. BShould the conmpany becone

1§ involved in the production of Light Armoured Vehicles for the

{ Canadian Forces, a portion of the work will be carried cut, through

il an agreement with Lavalin Inc., &t the Trenton works plant at
FPrenton, Nova Scotia. This will involve important transfers of
technology to and diversification of the Trenton Woiks,

Bear Head Industries alsc expects to enter the American market for
light military vehicles and to perform ongoing upgrading and ~
maintenance work., An immediste opportunity to bid on such an
American contract prompts the announcement of these plans at this
time., while Bear Head will have full access to U.§. defence markeis
under the Canada U.8. befence Production sharing Agreement, all
sxports by Bear Head Industries, including thome outside of North
American, will of course be in full accordance with the Governpent's
policy on export controls.

Thyssen Industrie AG has chossn to bass its North Ameridan heavy
L nanufacturing capability in Port Hawkesbury bacausie of iis excellent -
S %Dcagian, transportation facilities, workforce and tralning
facliitlen, -

The Corporation began serious consideration of this project in 1985,
One vear ago, ACOA took on the co-ordination and lead ) ,
role on the part of the Canadien Government. The reasult is today's
decision to proceed with the project. The aszistance and co-
cperation by the Government of Nova Scotis has contributed
throughout to the success of this project, Numerous discussions
were held with the then Department of Davelopment, now the
Department of Industry, Trade, and Technology, and with Premier John
Buchanan on land acguisition, infrestructure and other matters vital
to the projact. .

-jg.-
For Information

Charles Mogulire
(902) 428~7460
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Given the Deputy Prime Minlater's interest, I anm
writing to you regariding ni intended courme of sction over
the next few days, econcerning the Baar Head heavy-industry
facility planned for Caps Breton,

At thim point, I would ses Bear Head Industries
announcing on Wednssday, Sseptembsr 28, itg intention to
proceasd in Caps Breton.

- In asceordance with this schedule, I intend to
submit the "Understanding in Principle” dotument to the
company for their signature on Monday., Upon raceipt of an
affirmative response fyom Bear Head Industrles, I will seek
the reguired signatures of sy colleagues,

While the location for €his announcement has not
been determinad, and may wall be Hallfax, or aven Ottaws,
the announcemént im to be low-key in nature and of primary
intereat to the business medla. .

For your information, I have attached a copy of
tha press relasss that is being drafted for use by the
company. I have reqguested ACOA officisim to circulate this
draft press release anong the key departmsnts for their
views. To date, the Depariment of Natiocnal Defence has
indloated that they have no difficulty. As other )
departmants respond, the press release will of Course be
adjuited as required.

EIE ‘/2
Mr. Derek H. Burney
Chief of Staff to the Prime Hinister
1039 lLangsvin Blook
Privy Council 0f£fite
Ottawa, Ontario
Kik OAR2
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The posture that will be adopted by the
Governmant concerning the Baar Head announcement will ba
low-ksy. Our approach will simply be to point out that the
company a&nd the Government have been devaleping the haavy-
industry proposal for some time, that the agresesent reached
ac far is intarim in nature, that the Govarnment hae made
no commlinment to the company concarning dafence contracts
or sven funding, and that any dscleion by the fovernmant
concerning site establishment and other ssesistance will of
course ba depend on the receipt of a formal business plan
and application from the company.

[

Lowell Murray

Attachment
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SECRET

AIDE-MEMOIRE

SUBJECT: THYSSEN INDUSTRIES/BEAR HEAD INDUSTRIES - DETAILS
WITHIN UNSOLICITED PROPOSAL SITUATION.

PURPOSE

L. To precis the "Undexstandipg in Principlall (pr)ké%§1/’
between the Govt of Cda and Bear Head Industries Ltd.
(enclosed) and-a letter on that subject from MND to

The Hon Low 1 Murray (encloseci.> F

,UNDERSTANDING IN PRINCIPLE .
2, On 27 Sep 88, an "Understanding in Principle! was 67
signed by the ACOA Minister, e D hister, and the
National Defence Minister on behalf of the Govt of Cda, and

My Xarlheinz Schreibex, Chairman, on behalf of Bear Head"
Industries Ltd. (BHI).

3. The preamble founds the Govt of Cda position on a Gavt
desire to develop both the economy and a diversified
industrial base in Cape Breton.

N 4. This UIP commits the Federal Govt to certain matters:

< a. To negotiate™yith the«Province of Nova Scotia to

put in place c fundlng arrangements under the b
Strait of Cansoﬁ ndustrial Development JJ)
Subagreement, for” equired BHI physical plant to a

max Of $27M‘ \o ” l?U}C/

b, To entertaln a BHI ,pplicatlon to MNR for
assistance with eldfaNble project costs up to $68YM,
under the Cape Breto§§§gzestment Tax Credit
Programme. &f _ 3(0

¢. To entertain a BHI application to MNR for duty 2”0>b

remission on imported machines and parts-for.
vehicle manufacture, under the Machinery ang
Equipment Tariff Programme as it exists at the
time of importation.

d, To entertain a BHI application to Minister of

Employment and Immigration for Govt participatory
funding for employee initial training.

L ./2
SECRET

/
\
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5., - Based on a stated need to proceed urgently, -
responsibilities are presented for implementation in two
phases.
6. PHASE 1. In Phase 1 the Govt of Cda:

a. represented by the ACOA Minister and the DRIE’
Minister, will
eligible costs
programmes e

ant\when BHI becomes eligible:;

HEES ) <
'{‘9({3-,. -

sider assistance of up to 50% f,
rough Enterprise Cape Breton

s0)e

b. represented by MND, will consider participatlon of
BHI in the LAV procurement programme of the 1990s,
provided BHI;

(1) develops, dsgigns and manufactures these
vehicles in s Cape Breton facility, using
its entire tefyynology range, to the op
Tt e)é

requiremants/of\the CF,
: (2) mneets Govt requirements for quality, dellvery
TN and log sp,

(3) delivers and performs at internationally

Lg?l competitive prices, and

(4) provides acceptable regional and 1ndustr1a1
benefits; and

¢. represented by the DRIE Minister, will consider
> capltal establishment assistance under DIPP as it
exists when BHI becomes eligible.

7. PHASE 2. In Phase 2 the Govt of Cda, represented by
the ACOA Minister and the DRIE Minister, will consider BHI
for assistance under regional and industrial development
programmes as they exist when BHI becomes eligible.

8. As the Government of the Province of Nova Scotia is
not a signatory to the UIP, it would appear that it bears
considerably less, if any, responsibility for promised
actions, than that borne by the Govt of Cda.
Responsibilities such as: +to participate in negotiations

000/3
SECRET
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(3¢
with the Govt of Ccda>on/co~funding through the Strait of
. Canso Industrial Development Subagreement, and to facilitate
assistance through the e Breton Investment Tax Credit; are
Ci inferred rather than &xplicit.

LETTER BY MND

9.. . On 19 Sep 88, MND signed a letter to The Hon Lowell
Murray, copied to the ACOA Minister, the Finance Minister,
the DSS Minister, and the c0S to the PM, on the subject of
the UIP. In this letter he details certain clarifications
which he considers integral to his signing of the UIP:
a. Signing does not commit DND to carry out a LAV G C
acquisition project. 0

b. Signing does not represent abrogation of a future(g?;
' defence project funding commitment to Mr Wilson.

¢. Satisfaction is expressed ‘with a lowy=-key approach
to the public announcement, and a desire is
expressed that the Dept participate in creating
the necessary correspondence to BHI and Thyssen,

Prepared by: LCol Crookston, DDIR 3, 87080
Date Prepared: 7 Dec 88

SECRET
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