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THYSSEN BHI

MIEMO

TO: Karlheinz Schreiber
Klaus Sonneck
Mare Lalonde
Jack—Vance

FROM: Greg Alford ‘ TEL: 613-563-3321
FAX:-613-563-7648 17—

DATE: June 13, 1994
SUBJECT: Minutes of Meeting with Industry Canada Department June 3, 1994

PAGES: 16

Please find attached the minutes of our June 3 meetings in Ottawa with the Industry
Department and National Defence.

In follow-up contacts since that meeting, 1 am finding a more positive view and desire to
bring the Government numbers somewhat higher than as it was originally portrait. That

may reflect a dircction by Mr, Deacon to include more of the Company’s approach than
was earlier accepted by the Government analysts.

We will continue 1o monitor this, if there are any changes in the Government view and
forecast. '
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PROTECTED
SUMMARY OF DISCUSSION POINTS AT MEETING BETWEEN

THYSSEN AND INDUSTRY CANADA (IC)

on June 3, 1994

General

The purpose of the nieeting was (o discuss the findings of the finter-departmental review
of the Thyssen BHI export market project on TH 495, to assess immediate action
required to produce final data, and to discuss the way ahead including the potential for

OOVELR 13 SUNNoOE
5\ L IR W SO OUlJ!J\.'l 0

Conduct

The agenda for the meeting is attached. In attendance werce:

Industry Canada Thyssen BHI
Bruce Deacon Jlirgen Massmann
Dick Krajewski Greg Alford

Baj Hafez : fan Reid

Introduction

Bruce Deacon invited Thyssen to make observations on the responsive data produced by
his staff. He stated that later in the meeting he would provide an update on the
Government situation and was prepared o discuss the way ahead.

BHI Comment

Jiirgen Massmann conducted the BHI review through prescntation of comparative charts
(attached) which summarized the respective positions on market potential, drawing
attention 1o those areas of general agreement, and points where there appeared to be
disagreement, or misunderstanding. due to differences in either approach or in input
data employed. ‘

It was agreed that two aspects were cleay. Firstly that the gross market figures were
remarkahly close, and secondly that this represented an export market for the TH 495
type vehicle.

Not surprisingly there was a significant variance between market share projections
("probability-of-win" on spesific projects), with the Company's estimates appearing more
positive. than those reported by Government. [This was considered natural as the TH 495
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was a new vehicle unknown to reporting officers, who were also unaware of the progress
of the Company’s marketing activities.]

Comment made on specific briefing slides was at follows:

Slide A

Remarks:

- Specified NATO

General agrecment between Company and Government on gross
market

@ Differcnce on probability to Wil is nnderstanduable given
Government perspective, but important point is Government does
agree that TH 495 does have potential market.

Slide B

¢ Government comment on US market is not reasonable in
Company's view. "Buy US" bias has been addressed successfully in
recent sale of NBCRS Fox to US Army.

® Important to realize that Company targets niche market in US not
major, high profile projects, ie. 26,000 M 113 replacement.

6 Mentioned "Battle lab" program at TRADOC, and its potential to
lead into niche requirements

@ Having Fox in service puts Thyssen in better position for follow-

“on and "off shoot" business

- Unspecified NATO

This slide demonstrates the Company’s approach to this market, citing the
fact that it is a reasonable and couservative approach to estimate a 20%
tet market win in contrast to the 30% forecast in the Specified NATO
market. Though the Company did not make specific forecast for each
nation, Mr. Massmann highlighted a few potential markets:

[taly could be approached through Otto Melara, already a partner
with Thyssen in providing the twret for the six road wheel prototype
TH 495.

Netherlands an established user of Thyssen vehicles with TPZ1
(Fox), is presently using AIFY (M 113 variants), which in future will
likely be replaced.
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PROTECTED

UK though they have established producers, this does not rule out
teaming for market participation. They have made it very clear that
they will procure a tracked solution and for that reason are not
comfortable with VBM/GTK,

Dick Krajewski/Baj [1afez indicated that they had made no inclusion of any Canadian
market in their approach to forecasting the Non Specified NATO market.

Slide C - Specified Non NATO

It was noted that Government and Company total gross market forecast are very
close, and again on the probability to win, Government forecast is Jower but

ponetheless agrees-with- TH-495-having-a-po tential-market-

Slide D - Unspecified Nop-NATO

The CGovernment had been unable to identify a residial market. The Company
maintains that an additional M 113 replacement market exist, as well as countries
(¢g. Malaysin) which were not M 113 users. Slide D shows some 22,000 M 113 in
use in this market, and discussions on this point seented to amend the original
Government view, and brought the suggestion that the new remarks by the
Company would be considered in their further analysis.

Malaysia

Massmann provided some information on this market and the status of the
specific program which we are pursuing, His remarks were highly confidential and
market scnsitive, and were not to be recorded but reflected the rationale why the
Company now sees the probability of this market occuring to be approaching a 1.0

and rate our present probability to win at 0.9 on a program that we now estimate
will be some 450 units in its first phase.

The detail on Malaysia further revealed that the Company targeted program is
one of three in the Malaysian market the othey programs are: a wheeled vehicle
project, and a medium battle tank.

In closing, Mr. Massmann added that TH has supplied 450 Condor dx4 wheeled

vehicles 1o Malaysia, and this program and its associated activity has provided a
competitive advantage in positioning for the new market now developing.

Government Conyment

On conclusion of discussion of the slides, Mr. Deancon remarked that the exercise so far
has had the very important result of confirming that the total gross market forecasts by
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the Company and Government are similar and though there is a difference in the
probability for TH 495 wins, this Government survey nonetheless stiil confirms that TH
495 docs in fact have a market.

Mr. Deacon recalled that from the outset of the exercise, it was not expected that
Government forecast could be the same as the Company, and suggested that the
differences so far are understandable. ‘

Discussion

Mr. Massmann offered the comment that the Company understands that Government

view cannot be as accurate as the Company since the Government participants, though
TH-495_or 10

perhaps cxpert in 1‘lmﬂtopicrhav&had-no_(.v.ppcx:tu‘n-i-t}Ltoﬂ-cﬂmﬂyseeﬁthe TH 495

drive it, therefore their perspective in assessing the competitive design advantages against
alternatives which they may already know is difficult. Such a situation is encountered by
any new product being introduced to the market, and the complexity of defence vehicles
only magnifies this.

Mr. Deacon suggested that in light of these discussions, the Government would now
endeavour to consolidate its forecast of the possible market and generate some forecast
market "curves" bascd on some basic assumptions. Those curves will be provided to the
Company as the Government position. In its projections, Government will attempt to
account for the non-specified non NATO market which the Company predicts, indicating
that though Government has not yet embraced the Company's total forecast, the
discussions today have adequately demonstrated that it is reasonable to assume some
market will exist.

Among the curves which the Government will produce, they will include some scenario
forecasts based upon certain assumptions.

I. Government Forecast Net Market, assuming sale to Malaysia. (This will have
(he direct result of total win of 450 units in Malaysia, plus the increase on
probabilitics to win in other markets,)

7. Government Forecast Net Market, assuming sale to Canada. (This wilt have
direct result of total win of Canadian requirements, plus possibly a higher increase
on probabilities to win in other markets.)

Mr. Deacon then went on to explain the Government's present situation as regairds
financial assistance to any approved project. The availability of money for new ventures
is very limited with some easement likely in the fall. Higher than expected interest rates
have impacted unfavourably on deficit reduction, and rates have just increased again.
The Québec problem also adds to uncertainty. The Government operates on a 3 year
“fiscal frame work. DIPP (Defence Industry Productivity Program) contributions are
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usually for projects in the range of $100.000 to $5 Million and sometimes $10 Millions
spread over | to 2 years. DIPP contributions in the §15 Million + range are considered
extraordinary and would require specific contribution from Federal Reserves, The
Company should observe public discussion of the current Federal financial situation to
assess (he full implications of this.

Massmann explained the nature if R&D work for TH 495 prototype development will
lead to funding requirement over 3 years. ie. .

1st year 5%
2nd year 5%

3rd year 60%

Furthernore-the-Company-would-cooperate-with-the Federal-Government to-make-a—
schedule on funding that best fits Government resources and timing. '

Future Agtion

Mr. Deacon then stated that the next logical step would be for the Company to produce
a business plan. Agreed realistic market projections were 4 prerequisite for this plan, He
assumed that the Company could accept a median (aggregate) number based on
previously presented figures. He believed that Government staff and the Company could
mutually adjust the figures to acceptable range for planning purposes. An inter-
departmental consensus on these figures would then be sought prior to proceeding with
- the plan. Mr. Deacon indicated his intention to consult with his counterparts in the
departments of National Defence, Foreign Affairs and the three regional development
authorities FORDQ/Quebec, ACOA/Atlantic, WED/West on the agreement of markets
existing and TI1 495 having potential to win in that market. Additionally, he intends to
seek consensus from interested departments and obtain their input on the way ahead.

If thc Company wished some degree of assurance before cmbarking on a business plan,
he was prepared 1o sponsor a presentation with key players in concerned government
agencies at an early stage, There were attendant dangers (o adopting this course but also

advantages
Mr, Massmann stated that pre-commitment would be acceptable to Thyssen.

Mr. Deacon then stated that he would advise the Company on the results of his
preliminary consultations on the week of the 13 of June.

The Company stated its desire to preseive a neutral position with respect o location, 10
permit consideration of all relevant factors until such time commitments must be made.
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THYSSEN/BHI / INDUSTRY CANADA MEETING

June 3, 1994
11:30 a.m. - 3rd Floor East Lobby Boardroom

PROPOSED AGENDA

1. Company observations on preliminary market data received o date

o

Comparty observations on methods to develop a common understanding of

market-potential
3 General discussion on govermment support for defence industries

4, Next steps
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A: Specified NATO Market

Within NATO fourteen (14) countries are quEpped with M 113 variants and
similar vehicles. Four (4) specific NATO Nations were covered by the BHI

Study,
Country Quantity in Forecast gross Forecast net
service No market market
%’ No | %* ‘ No
Germany 3000 . 80 2400 | 40 963
Norway 112 143 160 0 0
Turkey 2850 42 1190 12 143
USA ' 5 1210 8 73
Total 67 1408 '
Remove US (26000) 5| (1210) (73)
M113
Hotal: 63 | '~ '3750;
BHI Forecast gross market (excluding US) 3750 vehicles

BHI Forecast net market (excluding US) 1106 vehicles

Yeorecast gross market/ Quantity in service

Ty -
Mrarecast net market/ forecust gross market
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B: Unspecified NATG Market

Within NATO fourteen (14) countries are equipped with M 113 varlants and similar
vehicles. Ten (10) NATO Nations were forecast on a combined basis by the BHI
Study.

= e

Country Quantity in Forecast Forecast net
service No | _gross market market
% No %* No
Belgium 736 |
Canada 938
Denmark . - 643
France 1000
Greece 1096
ltaly 1600
Netherland ' 1326
Portugal 276
. Spain 1213
UK 2000
Total L qpeas:| 78
BHI Forecast gross market 8,280 vehicles
' BHI Forecast net market : 1,656 vehlcles

Forecast gross mmarket/ Quantty i seTVICE

fafecast pet market/ forecast gross markel
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C: Specified Non NATO Market

bLISbSre4d  WYrhauld> . 1Y/1b

Outside NATO thirty-nine (39) countries are equipped with M 113 variants and
similar vehicles. Nine (8) specific Non NATO Nations were covered by the Bkl

Study.
Country Quantity in Forecast gross | Forecast net market
service No market

%° No % No
Switzerland 1350 111 1500 15 225
Venezuela 112 45 50 16 8
GCC 1000 60 600 30 180
Saudi Arabia 2100 57 1200 33 380
indonesia 700 Q4 860 30 198
Malaysia 200 75 150 54 81
Thailand 1740 63 1100 - 30 330
Singapore 770 26 200 18 36
Hungary 0 0 300 . 30 80

Total CE7eT2 72| 5760 |°

BHI Forecast gross market

BH| Forecast net market

s A .
Forecast gross narket/ Quantity m service

fiarecast net market/ {orecast gross market

5,760 vehicles

1,638 vehicles



vbs L3/ 1994 12016 I'HYSSEN BHI 6135637648 B@TR4815 P.11/16

D: Unspecified Non NATO Market

Outside NATO thirty-nine (38) countries are equipped with M 113 variants and
similar vehicles. Thirty (30) Non NATO Nations were not examined by the BHI

Study.
Cﬁtry ~Quantity in Forecast | Forecast netm; W
service No gross market market
%' No %" No
fran 520
India 600
Israel . 4000
Jordan . 1400
L.ebanon 1285
Lybia 575
Morocco 455
Sudan 40
Tunesia 120 -
Yemen 76
Australia 700
Cambédia 30
South Korea : 900
Laos 25
New Zealand 78
Pakistan 1100
Philippines 480 .
contd....

7). : oo .
FForceast gross narket/ Quantity my serviee

SPorecast uel market/ forecast grass market
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cont'd Table D:

Country Quantity in Forecast gross | Forecast net market
service No market :
No %o No
Taiwan 1100
Vietnam 2300
Argentina 550
Bolivia ’ 40
Brazil | - 775
Chile 130
Colombia 160
.Ecuador 120
Guatemala 10
Peru 300
Uruguay 15
Egypt
Others
Toal || A EE
Malaysia’ ol 2000 20 400
Total;
BHI Forecast gross market 18,526 vehicles
BHI Forecast net market 3,705 vehicles

735 hataillions, total requirement 3080 veliicles: ratio iruckedavheeled 2:4
]

(el
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Unspecified NATO Market

Market No. of | Gross Market Net market
Countries BHI forecast BHI forecast

Specified NATO Market™ 4 3,750 | 1,106
10 8,280 1,656

Specified Non NATO 9 5,760 1,538
market''

Unspecified Non NATO 30 18,526 3,705
market '

Vehicle potential NATO countries 2,762 vehicles

Vehicle potential Non NATO countries 5,243 vehicles

Total Vehicle Potential : 8,005 vehicles .

. Vexcluding US

Hinehading Thailand 1100 vehicles
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THYSSEN BHI

MEMO

TO: Jiirgen Massmann

FROM: Greg Alford TEL: 613-863-3321

FAX: 613-563-7648

DATE: June 7, 1994

SUBJECT: Internal notes

The following additional point was yecorded in our notes from the June 3rd. meeting with the
Govermment. However, it is my recommendation that we not include this In owr minutes
which we will share with the Government. 1t would be @ highly sensitive subject for DND,
given that it extends the argument for using the Defence budget for regional and industrial
development. DND cxpects this argument from the industry department bt would be
uncomfortable seeing it coming directly from us.

C/\ -\

- Additional Note from June 3 Meeting with Government

On the topic of industrial benefit value of the BHI project in Canada, Mr. Massmann
suggested the total cost to Government in R&D contributions and expenditure for
vehicles is anticipated to be Jess than the cost [o Government of the same number of
jobs created by other means of Government investment, (using the standard Government

estimate for cost per job created).

Mr. Massmann explained that a preliminary estimate suggests that in such a caleulation,
with all factors considered, end cost to Government for new vehicles for the Army would

be negligible and possibly zero (0).
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MEETING REPORT
DND - THYSSEN BHI
June 3, 1994

Attending for DND

Pierre Lagueux ADM Supply,
Col. Jim Stewart  Director General, Industry Relations

Affending for THYSSEN BHI

Jirgen Massmann

Greg-Alford

Mr. Massmann expressed appreciation for the meeting and for the pargicipation of DND -
in the interdepartmental committee reviewing the BHI market forecast. He then
provided an introduction to the Thyssen (iroup.

Mr. Massmann recapped the highlights of the preceding meeting with Industry Canada
and the general points of agreement that a gross market exists, the size of which is
generally agreed, and the view that TH 495 definitely has a probability to win part of
that market: though the Government forecast is Jower than that of the Company as was
expected for understandable reasons.

Mr. Massmann raised the topic of VBM/GTK and the information from the German
side that no participation was offered to Canada for the design phase. Col. Stewart
replied that Canadian participants in recent meetings "found the situation as they
expected”, realizing before hand that there was little chance to participate in design, but
nonetheless wishing to enter the discussions to determine what potential might exist.

Mr. Massmann mentioned the German side’s continuing discussions on track vs. wheels
which may eventually give rise to a new multi-lateral program for a tracked solution
among Germany, UK, and Canada. Mr. Lagueux and Stewart acknowledged the German
position was reported as not yet settled.

On the topic of M 113, Mr. Lagueux acknowledged the vehicle's advanced age, and the
inevitability of at least some part of it being replace. Further, he agreed with Mr.
Massmann that M 113 are presently operating in specific roles that can only be fulfilled
by tracked vehicles, and therefore it is a Jogical extension that its replacement market
will necessarily be tracked.

Mr. Lagueux mentioned the intention of IDND to sell off or close the Land Engineering
Test Establishment (LLETE) and asked if that might upset the Company requirement for
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testing. Mr, Massmann clarified that testing by DND would be nice to have, but it is not
the primary requirement and it is not essential.

The meeting lasted 1% hours (double its scheduled length) and was cordial. Mr.
Massmann extended invitations.to Mr, Lagueux and Mr. Stewart, or any of their
colleagues to visit TH in Kassel.

FEurosatory was mentioned and Mr. Stewart offered to provide the names of DND
officials attending and extend & request that they visit the TH 495 exhibit.

TOTAL P.16
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TO: Jiirgen Massmann |
ce:  Karlheinz Schreiber, Marc Lalonde, Jack Vance, Ian Reid

FROM: Greg Alford TEL: 613-563=3321
' FAX: 613-563-7648

Yor!
1,

— " DATE:r July 19,1994
SUBJECT: Industry Canada

PACES: 4

e G T S S e
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Atfached are two slides which Industry Canada has prepared for their internal
discussions on our project.

Scenario I shows the Government's position as Jast discussed in June, with no market
forecast for Unspecificd Non-NATO, due to their inability to
independently verify our forccast.

Scenario 2 shows the alternative Government position where they have said that the
Company has made reasonable arguments that the Unspecified Non-NATO
market does in fact exist and is of importance, therefore, in the absence of
specific Government sourced verification, they make the assumption that it
will exist in similar ratio as the Government was able to verify for the
Unspecified NATO market.

This results in the Government agreement on gross market rising to 80% (29,770 units)
of the BIII forecast and net unit sales rising 1o 25% (2,053 units) of the BHI forecast.

The large differcnce in forecast sales is further explained by the inability of Government
officials 10 assess compelitive poteitial on the same level as the Company, this was
acknowledged by Industry Canada at the outsct of the exercise.

Also note that neither the Company nor the Government include any Canadian orders,
and Industry Canada has acknowledged that when a first order is won, this will have a
positive influence on their forecast "probability to win® in export markets.
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These slides are part of Industry Canada’s internal bricfings to other departments as well

as 1o their own senior Jevel officials, However, to date they advise that their discussions
are continuing with no conclusion reached yet.

Regards,
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Suite 808, 359 Sparks Bireet, Ottawe, Ontario, Canada KiR 788
Telephone: (613) 563-3321 Telefax: (813) 563-7648

September 21, 1994
M. Marc Lalonde
Stikeman, Elliott
1155 Dorchester Blvd. Ouest
Suite 3900

Montreal, P.Q.
H3B 3V2

Dear Marc:

On behalf of Jirgen Massmann and myself thank you again for your fine hospitality on
Monday. .

Thanks also for m}eeﬁng us and Gen Jack Vance (Ret'd) on Tuesday.

As promised, I am pleased to enclose the reports which we haven written for the
meetings with Industry Canada and National Defence.

I wish you and your family a pleasant vacation.

Kind regards,

Greg Alford
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Lunch Meeting with Industry Canada
Sepfember 20, 1994

Participants: Bruce Déacon, Industcy Canada
Dick Krafewski, Industry Canada

Jiirgen Massmann, TH
Greg Alford, BHI

Jack Vance, BHI

Mr. Massmann opened business discussions mentioning it was June 3, 1994, since the last
discussions of the project with Industry Canada. f

Mr. Dcacon explained the delay by pointing out that Industry Canada has shared their
conclusion of the TH 495 market analysis with all interested departments and urged
them to acknowledge the existence of the cxport market, their understanding that it is a
market different from the market which will be won by GM LAV and agree to the
likelihood of TH 495 penetrating that market. (The Government forecast export market
penetration for TH 495 is some 2,000 units over 15 years.)

Mr. Deacon explained that there still has not been a conclusive response {0 the market
analysis which in turn has caused the delay in Industry Canada getting back to the
Company. : ’ ’

Mr. Massmann expressed appreciation for the update, but then asked if Mr. Deacon
could shed some light on concemns brought to the Company’s aftention recently. The
Company has been told on three different occasions that within the Government's
consideration there is a detailed negative summary of the BHI proposal by Industry
Canada, to which Industry Canada has invited agreement from other departments.on the -
closing of this file. The three points of criticism of the BHI proposal, attributed to
Industry Canada are: '

1. ‘I'he Government should not support establishment of a new armoured vehicle
producer when Canada already has a successful manufacturer in this sector, in
GM Diesel Division, (suggesting that there is no product and market
differentiation between GM's wheeled vehicle and the tracked TH 495),

2. There is international ovcr-su;ﬁply in the armoured vehicle market leading to
uncertainty for any export market success for TH 495.

3. There is no Canadian DND reciuiremem to which TH 495 could be a potential
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supplier.

Mr. Deacon expressed no knowledge of such a position being taken by Industry Canada,
though le did say that it is possible for a negative position to have been taken foward
the Thyssen proposal at another level (it is assumed he refers to the political level).
Furthermore, he indicated that the three criticisms more reflect the position of Industry
Canada at the beginning of the discussions one year ago. Mr. Deacon acknowledged that
at that time Industry Canada was doubtful that any market existed at all, however, after

a year of investigation and analysis the Industry Canada view is that a martket does in
fact exist and the Government's own analysis has now concluded that the Thyssen TH
495 is a vehicle well designed to compete in that market and should achieve a minimum

export arket of 2,000 + units, with no assumpton for any Canadian order.

Mr. Deacon expressed concern that if a negative position on the BHI file exists in the
Government, it has been formed without benefit of the most current Government market
analysis. In efforl to correct any misunderstandings, he undertook to look into the
situation described by Mr. Massmann and reply back through Greg Alford.

Mzyx. Deacon also mentioned that it would be premature for any assessment, either
positive or negative, of the project’s precise contribution to Canade, since there has not
yet been a formalized project proposal since it was agreed between the Company and the
Government that first an agreement on the market should be established as the basic
input to a more formal business proposal.

Additionally, Mr. Deacon agreed to provide to the company & written acknowledgment
of the clements in the market analysis as concluded so far;

1. Industry Canada, along with input from National Defence and Foreign Affairs have
examined the export market prospects for TH 495 over the past year, (0 conclude that
there is a total export market of approximately 30, 000 units.

2. Of that e,ipon market, the Government by z'ndependcriz anal}'sés; estimated that
. TH 495 can penetrate and win a market share of at least 2,000 units.

3. The Government forecast is a conservative outlook, gven that the Government
forecast assurnes:

- no Canadian market sale

- every market forecast is on the basis that it would be a “first order” for TH
495 ' ;

- once a first sale actually exists, the probabllity Jor winning other markets
increases by a significant factor. ' '
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3
It was understood that such a letter would also be éopied to all interested departments.

On the topic of potential Government fupding sources to support Thyssen establishment
in Canada to produce for the export market, Mr. Deacon cxplained that his contact to
the federal regional development agencies has found that the Aflantic and Westemn
regional development agencies are likely unable to support the project, due to lack of
funds, Ontario has no regional development fund, so that leaves Quebec as the only
potential source of financial support.

Asked about the Defence Industrial Productivity Program (DIPP) which had been
original source of funding proposed by Industry Canada, Mr. Deacon said this fund is
overcommitted already.

Conclusion:

This meeting was very positive in that it brought to the attention of Mr Deacon and Mr
Krajewski, the information that there may be a view formed at some level of Industry
Canada which has not had the benefit of the Industry Canada led market analysis and
most current conclusions. The actions proposed by Mr Deacon should bring remedy to
the jssues and concerns which had been brought to the Company’s attention suggesting
an Industry Canada opposition to the Thyssen/BHI proposal. ~
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Visit with [.Gen R.N. Fischer
' September 20, 1994

‘Summary of Discussion

(General

Fiirgen Massmann, accompanied by Jack Vauce, paid an office call on the new senior
ADM Materiel of DND, LGen Bob Fischer on Sept. 20, 19%4.

e -~We-hoped-to-accomplish-the- following during this meeting:

a. establish that Thyssen is a professional and competent developer and builder of
armoured vehicles, and a serious contender fully capable of meeting the emerging
Canadian requirement for a new Armoured Personnel Carrier arc).

b. Clear the air regarding Thyssen’s interests and intentions vis a vis DND
/v c. Find out the current stakes of the Canadian APC Replacement project.

d. . Assess the probable procufcmént strategy: will it be open competition or will it be
~ a directed contract to GM? '

In summary, all of these purposes were accomplished. Additionally, I assess that the
foundations were laid for a good, open and. friendly relationship between Massmann and
Fischer (the meeting schednled for one hour, lasted over one and one half hours).
Massmann extended a personal invitation for Fischer and his staff to visit Kassel. It was
also agreed that the cancelled dinner should take place (along with perhaps Reay and
Addy) the next time Massmann visits Ottawa. , : :

Main Disc@ ion Poinfs
Fischer made the following "positional" points during discussion:
a. - he had no predetermined position vis & vis Thyssen

b. he was already generally familiar with Thyssen capabilities and with Thyssen
interests in Canada '

" ¢. - he had seen the TH 495 at EuroSatory and he had rcad the literature and seen
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A
the video Greg Alford had forwarded to his office.
d. he was very careful to identify the operational staff as the arbiter of vehicle
requirements, stressing that he saw his job as procuring the vehicle they want.
e. he showed confidence in his own engineering staff, intimated some confidence in

Cindy Canjzzo, and looked lost that we should think Mr. Lagueux would somehow
be involved in aspects pertinent to us.

£ '  he intimated that he and Reay had recent discussions about us and that they were
working on the same net.

- The-FH-495-got a-quite thorough-exposure during discussion (both Massmannand —
Fischer being vehicle engineers helped). Massmann got the chance to develop a good

discussion about vehicle characteristics, in the process underlining the advantages of

tracked vehicles, modularity, growth potential, protection and possible future

developments, and strategic mobility. (Fischer noted "en passant” that the requirements

staff seem to be dropping the essentiality for airtransportability and this afforded us a

good opportumity to talk about rapid reaction, response to tasks like Rwanda, and air

requirements now being identified in France and Germany.)

./ Regarding Canadian plans, Fischer confirmed that the APC Replacement Project is
emerging quickly and that it is accurate to think of it as seeking procurement of about
1,000 units, with contracting by the end of 1995, and first production not later than 1997.
He stated that the full catalogue of potential contenders had been reviewed by the staff
and reduced to the more serious contenders. While not yet a "short list", the TH 495 was

still on and likely fo stay.

At this point, Vance asked Fischer directly: Will pfocurement strategy really permit open
competition or will it be directed, once again to GM? This gave Fischer the opportunity
to: : , : S

Ca. stress the need for competition

b. acknowledge that the requirement does mean 2 new, modern vehicle, and

¢ admit that GMDD may not be capable of producing such a vehicle.

It also gave him the oceasion to make what I took to be one of his most important
messages: everybody must recognize the "realify of GMDD", the money the Government
has already devoted to °Its one centre of excellence’, and, GMDD "will have to flgure one
way or anothex” in whatever procurement plan is approved.

TNTOl P A7
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Massmann étresscd that Tﬁysseﬁ"is completely open to a range of production options,
which could jnclude GM, and others, should the Government so wish.

Vance clarified that the two Thyssen initiatives, ie. participation in the APC
Replacement Project, and developing a capacity to meet export potential, should best be
viewed as two separate proposals, not necessarily dependent on each other. Fischer
demonstrated some knowledge of the export initiative and some interest in the fact that
present confusion about world market analysis would be clarified. (Nothing was said
about CF participation, through testing. I think in retrospect we missed a chance here

and should pursue it in the futnre if still appropriate)

Finally, Massmann led a good discussion about inter-Allied cooporation-throughout the——-—————

" course of the meeting. It permitted an airing of the Franco/German VBM/GTK
initiative, the potential for cooperation in track development, and in particular the
prospect of joint CDN/GE work.

Conclusion
This was a good, useful meeting, providing a sound basis with a key player. We must
plan to build on that in the near future.

Jack Vance -

TOTAL P.G1
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MEMO

TO: Mr. Jiirgen Massmann

FROM: . Greg Alford . TEL: 613-563-3321
} FAX: 613-563-7648

DATE: October 20, 1994

SUBJECT: Meeting with Industry Canada (IC) on October 20, 1994

PAGES: 3

General

A meeting was held on October with IC as a follow-up to the October 11 meeting
attended by Bruce Deacon and previously reported.

The primary purpose of this meeting was to examine the projected market total and
Thyssen share for the ‘Serial 4, specific NON-NATO (from the IC prepared table). The
Company was prepared fo explain our calculations. IC was anticipated to re-examine
their position on market share and explain their calculation methodology.

Conduct

The meeting was chaired by Dick Krajewski (Bruce Deacon was not present), DND aund
Foreign Affairs were represented, and there were a number of IC staffers now involved

in the project. The meeting was conducted in haste ag little time had been allotted, and
much of that was spent on introducing (and explaining matters to) first-time attendees,

BHI Calculations

Greg Alford explalned the background source and calculations made by the Company to
reach a gross-market total of 18,500 vehicles. As this included some 2 000 vehicles for
an advised Malayslan project, it was agreed that the new Serial 4 market quantity
calculated by BHI should amount fo 16,500. The meeting was informed that this total
was derived from extracts from both Jane’s and Ménch publications which showed those

»
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countries not previously covered on the survey which, were preséntly operating M 113 or
like (Western design) vehicles.

Dick KrajJewski questioned the assumption that these would be replaced at all, or if so,
whether they would not be replaced by wheeled vehicles. These old arguments were

effectively countered.

JC Actions

Attention then turned to the actions to be taken by IC to more realistically reflect BHI’s
possible market share In this segment (Serial 4). Krajewski said he now proposed to
directly contact as many of these unspecified countries as possible in order to confirm
their M 113 holdings, and to determine their upgrade and/or replacement intentions and

attrition rate. When asked he believed that‘itwvoul-d-take-about—a—menth-.—'lihis*i.nitiati.ve
was news to Ken Murata of Foreign Affairs who indicated that hie wished to discuss it
later with Dick, As regards IC’s proposed calculation data once available, no method

- had-as-yet-been-decided. —

‘e g

Comment

This proposal is _rather Impractical, and appears to be a delaying tactic. They should
make an educated assumption from existing market data to meet Bruce Deacon’s
direction to glve Thyssen some credible share of the market. (This matter will be taken

up in the immedlate future with IC to avoid more time delay).

osting Informatio

As an additional item Dick Krajewski asked the Company to table é revised calculation
of R&D, Tralning, Technology transfer, Set-up costs, Plant construction {as purchase
and conversion), and Project financing. ‘

In response, the meeting was advised of the Company’s R&D expenditure to date and
the current prototype status. The other information would shortly be provided in the
proper forum (when sufficlent time had been allowed by IC for presentation and

discussion)‘.

It was agreed to schedule a further meeting during the week of October 23.

Genera ent

Dick Krajewski appears not to be responding adequately to Bruce Deacorn’s more
positive direction. Some progress was made at this meeting In that the Company’s
market calculations were explained, however, IC’s proposed actlon do not reflect the
urgency of the project. Bruce Deacon’s further Intervention seems necessary. In the
mesantime, we will strongly suggest that they arrive at some level of market share using
assumptions as necessary and record them as agreed footnotes to their report.



At the close of the meeting, Krajewskl also advised that Bruce Deacon was continuing to
determine level of support for our project in other areas of government.

Best regards

<\ \ —
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To Marc Lalonde

Stikoman Elliott
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From: G Alford —n

Dear Mare,

I 1ook forward to moeting you on Wednesday at Mirabel.

o¢ Deacon, Industry Canada, Dircctor General ,

As mentioned the originally planned mecting with Bru
* process for

Defence Branch, was canceled on Monday duc Lo his being called into (he "programn review
his department. We requested altcenate times but nonc were available.

To provide an update to our discussions with Industry Canadz [ send the attached meeting notes from
. October |1 and 20. You will rccognize that these describe the events mentioned in our most recent
telephone conversations.

Bottom line; in the meeting of 20 Scptember Indusiry Canada promiscd (o put on record their conclusion
that the export markets described by the company last year do exist and the Governnent assessment |
concludes that our vehicle will scll successfully into that market cven without the assumption of a
Canadian order. However to date we have only had mectings to discuss (he process by which they will
atternpt (o verily the 4Lh sector ol the Market forccast dealing with “unspecified Non NATO muarkets” and
thelr estimate that they will nced another 30 days (o curty out their work, -

Attached :  Meetlng reports for Oct. 11 and Oct. 20, 1994

IA'd SIAPAYAT  RPSLSACSTA THE NIGSAH! JC:P PAAT/IACTT
LALODD13 ’
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Visit with LGen R.N. Fischer
September 20, 1994

Summary of Discussion

General

Jiirgen Massmann, accompanied by Jack Vance, paid an office call on the new senior
ADM Materiel of DND, LGen Bob Fischer on Sept. 20, 1994,

We hoped to accomplish the following during this meeting:

establish that Thyssen is a professional and competent developer and builder of

- armoured vehicles, and a serious contender fully capable of meeting the emerging
Canadian requirement for a new Armoured Personnel Carrier (APC).
b. Clear the air regarding Thyssen’s interests and intentions vis a vis DND
c. Find out the current stakes of the Canadian APC Replacement project.
d. Assess the probable procurement strategy: will it be open competition or will it be

a directed contract to GM?

In summary, all of these purposes were accomplished. Additionally, I assess that the
foundations were laid for a good, open and friendly relationship between Massmann and
Fischer (the meeting scheduled for one hour, lasted over one and one half hours).
Massmann extended a personal invitation for Fischer and his staff to visit Kassel. It was

also agreed that the cancelled dinner should take place (along with perhaps Reay and.
Addy) the next time Massmann visits Ottawa.

Main Discussion Points

Fischer made the following "positional" points during discussion:
Y P g

a. he had no predetermined position vis a vis Thyssen

b. he was already generally familiar with Thyssen capabilities and with Thyssen
interests in Canada

c. he had seen the TH 495 at EuroSatory and he had read the literature and seen

foei )
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the video Greg Alford had forwarded to his office.

d. he was very careful to identify the operational staff as the arbiter of vehicle
requirements, stressing that he saw his job as procuring the vehicle they want.

he showed confidence in his own engineering staff, intimated some confidence in

e.
Cindy Canizzo, and looked lost that we should think Mr., Lagueux would somehow ‘
be involved in aspects pertinent to us.

f. he intimated that he and Reay had recent discussions about us and that they were

working on the same net.

The TH 495 got a quite thorough exposure during discussion (both Massmann and
Fischer being vehicle engineers helped). Massmann got the chance to develop a good
discussion about vehicle characteristics, in the process underlining the advantages of
tracked vehicles, modularity, growth potential, protection and possible future
developments, and strategic mobility. (Fischer noted "en passant” that the requirements
staff seem to be dropping the essentiality for airtransportability and this afforded us a
good opportunity to talk about rapid reaction, response to tasks like Rwanda, and air
requirements now being identified in France and Germany.)

Regarding Canadian plans, Fischer confirmed that the APC Replacement Project is
emerging quickly and that it is accurate to think of it.as seeking procurement of about
1,000 units, with contracting by the end of 1995, and first production not later than 1997.
He stated that the full catalogue of potential contenders had been reviewed by the staff
and reduced to the more serious contenders. While not yet a "short list", the TH 495 was

still on and likely to stay.

At this point, Vance asked Fischer directly: Will procurement strategy really permit open
competition or will it be directed, once again to GM? This gave Fischer the opportunity

to:
a. stress the need for competition
b. acknowledge that the requirement does mean a new, modern vehicle, and

c.  admit that GMDD may not be capable of producing such a vehicle.

It also gave him the occasion to make what I took to be one of his most important
messages: everybody must recognize the “reality of GMDD", the money the Government
has already devoted to "its one centre of excellence", and, GMDD "will have to figure one

way or another" in whatever procurement plan is approved.
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Massmann stressed that Thyssen is completely open to a range of production options,
which could include GM, and others, should the Government so wish.

Vance clarified that the two Thyssen initiatives, je. participation in the APC
Replacement Project, and developing a capacity to meet export potential, should best be
viewed as two separate proposals, not necessarily dependent on each other. Fischer
demonstrated some knowledge of the export initiative and some interest in the fact that
present confusion about world market analysis would be clarified. (Nothing was said
about CF participation, through testing. I think in retrospect we missed a chance here

and should pursue it in the future if still appropriate).

Finally, Massmann led a good discussion about inter-Allied cooporation throughout the
course of the meeting. It permitted an airing of the Franco/German VBM/GTK
initiative, the potential for cooperation in track development, and in particular the

prospect of joint CDN/GE work.

Conclusion

This was a good, useful meeting, providing a sound basis with a key player. We must
plan to build on that in the near future. '

Jack Vance

(.\ b
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Meeting Between Thyssen BIII and IC
October 11, 1994, 13.30h

Summary of Discussion

Attendance

IC Bruce Deacon
Dick Krajewski
Baj Hafez

Thyssen BHI Greg Alford
, Ian Reid

KPMG Marc Brilé

General

This meeting was scheduled as a direct follow-up to the meeting held in Ottawa on Sept.
20, 1994, which was attended by Mr. Massmann. A specific aim was to reach agreement -
or accommodation on the Market projections based on Company and IC analysis.

Discussion

Mr. Deacon made the following points in his opening remarks:

® There was now a increasing political will to look at the Thyssen proposition

° Before the Government could determine its degree of support and financial
investment, a Company business plan would be required.

® In advance of the business plan, certain sequential actions were required. they
were; '

- an agreed market basis

- confirmation of the political will to proceed with the Thyssen project

- a summary of the Company’s proposal/position, to include cssential
information such as company’s commercial outline intent and government

support sought (further discussed below).

- a coordinated Government position of what support would or could be
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available (subject to positive analysis of the full business plan). These are
likely to include:

a. Repayable contributions with recovery commencing after G years
in the form of royalty payments on sales

b. Direct assistance through testing, use of government labs and
other facilities,

c. possiblc government procurement to include the normal 1B
(Industrial Benefits) package,

d. tax incentives

The discussion then turned to the resolution of outstanding differences on Markct Data.

Market Data

Alter a comparison of the Company and IC projections (as summarized on the IC charts
titled scenario 1 and 2) and an explanation of the significant arcas of contention, Mr.
Deacon made the following observation:

based on the preceding logic, it was not correct for IC to project a zero market
share in the "unspecificd non-NATO" portion of the summary (line 4, scenario 1),
The mathematical ratios used in arriving at the market sharc in the same serial in
scenario 2 should also be reviewed. For example, he took the point that using the
same "possibility of win" ratio s in the "unspecified NATO" serial did not appear
to take into account that the majority of NATO nations have domestic armoured
vehicle manufacturers, which is not the case in the majority of NON-NATO

customers.

What should be aimed for at the lowest end was a defensible conservative base.
"Better to be low and viable (sustainable in discussion), than high and '
questionable” when thc company projections could be the basis of commercial
forecast (eg. incorporation in a business plan), the Government figures would
form their basis for risk calculation. .

It appeared that there was a close similarity in the gross market figures on serials
1-3. We should therefore re-examine serial 4 to reach a level of common -

agreement. The Company agreed to re-examine their estimate in this arca and
meet with the Government as soon as possible..

where nations had been deliberately omitted by the company (cg. Iraq on political
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Ze°d il
TR
P F

3

grounds, US and Canada due to sensitivity) this should be stated. He appreciated
the Company’s position in regard to Canada, but would welcome our re-examining
the potential US market, regardless of the current official US DOD position. In
any event deliberate omissions should be recorded in footnotes.

° Ultimately the market share projections would be subjective "judgement calls" but
that would be a logical outcome. The reasoning should be as clear as possible for

such projections. The company should not be inhibited from using their own
figures.

After further discussion, Mr. Deacon proposcd future actions as follows:

a. BHI should re-examine (or re-substantiate) the Sevial 4 "anspecific NON-
NATO" gross market of 18,500 units

b. IC should re-assess their rational for their comparable figures in (a).

¢. IC should re-examine their unit sales projections for (a).

d. BHI should endeavour to re-examine and reflect potential US market, and it
should consider the appropriatencss of including all markets (US, Middle East,
‘ Canada) in its "gross' market for units. If necessary from sourcés independent of
' DOD. '

e. BHI should furnish a summary of development status and costs to date and
anticipated interim investment in R&D.

f. BHI should be aware that.due to the duration of their activity, there were a
number of “facts and figures" concerning investment costs, jobs created cte, dating
from the earliest initiatives through ACOA. It would be very helpful if these
financial and other figures could be re-visited by the company and up-dated to IC

. 30 that the department and others could be sure that they were considering
current and correct data. The Company agreed to undertake this.

g. All the above actions should be taken as soon as possible to permit project
staffing to proceed.

&
%
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THYSSEN BHI

Suite 208, 350 Sparks Stfeez. Ottawa, Ontario, Canada K1Q 758
Teloephone: (613) 563-3321  Telefax: {§13) 563-7848

November 24, 1994

Mr. Bruce Deacon

Diréctor General

Space, Marine and Defence Branch
6th Floor East :

& ™y

235-Queen Streef
Ottawa, Ont. . -
K1A 0HS . ‘ , N

. Dear Bruce:

“You will recall that in our discussion on September 20th , it was agreed that Industry
Canada would provide us with written acknow:edgement of the Government opinion of
the projected market once finalized. The details still requiring resolution were identified,

and the necessary action agrecd.

From our discussion on October 11th, we appreciate that additioral time was necessary
for the Government to conclude its position on the fourth market segment identified as
"Non specified Non-NATO", We understood from subsequent discussions on Movember
3rd, that the Government’s position for that last market segment was imminent.

Based on these concluded discussions, we are now anticipating a written summarty of
your assessment which we trust will in part include the Government opinion. that:

i) by a market assessment made independent of the Company’s, confirms it is
reasonable to conclude 4n export market for the TH 495 can be penetrated from

Canada; :

i) the Government methodology clearly delineated the export market forecast for
TH 495 as that of a tracked armoured vehicle market, differentiating the market
for TH 495 as complofmenxary to the wheeled vehicle export markets which
naturally would be pursued by the Canadian unit &f General Motors which is

producing wheeled armonred vehicles.
o

iy
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iii) the Government forecast considers only tracked vehicle export markets and
makes no consideration for

possible fuiure domestic market requirements of
DND. ‘ -

I' would greatly appreciate if this could now be acti

oned so we may proceed to the next
phase of our initiative, ‘

Sincere‘iy,

.My
Greg Alford

Sr. Vice President -
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FROM:Greg Alford R " TEL: 613-563-3321
4 » FAX: 613-563-7648

DATE: December I, 1994

~,SUBJECT: Defence W'hitg'i’ap_ér Reﬁeaéc and Letter

PAGES: 6
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Defence White Paper released ?oday, 3 key paggs attached.

" Also attached is letter to Minister of Defence for signature by J. Massmann.

Please call Greg Alford if any changes to the letfer are necessary.
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immediately o identify options and plans @ put into service new affordable replacement
“helicopters by the end of the decade.

" The Special Joint Committee on Canada’s Defence Policy found that submarinies can
conducr underwater and surface surveillance of large portions of Canada’s maritime areas of
responsibility, require relatively small crews, can be operated for roughly a third of the cost of a
modern frigate, and work well with other elements of the Canadian Forces. It also
recommended that, if it should prove possible ix the current enviromment of military dowrisizing
axound the world to acquire three o six moderm diesel-eleciric submarines on a basis that was
demonstrably cost-¢ffective (i.e., that could be managed within the existing capital budget), then
 the Government should seriously consider such an initiative. The United Kingdom is seeking o
sell four recently constructed conventional subsmarines of the Upholder-class, preferably  a
NATO pariner. The Covemment intends t wplore this opion.

' To maintzin suﬁ.,zem capability to seali® troops, equipment and supplies for
multilateral operations, the support ship FCS FProvider (initially slased to be paid off in 1996)

. will be retained in service, and plans for 2ie ¢ventual replacement of the existing flest will be
considered. Starting in 1995, the navy will receive the first of 12 modern Maritime Coastal
Defence Vessels (1o be crewed primarily by reservists), intended to provide a coastal defeace
and mine countefmeasure capability that has besn Jacking. - ’

ngé@mtianal Land Force

~ The importance of the Canadian Forces’ mission o SuppOrt an ailied land campaign in
. Central Europe has diminished, a.nowmg the witdrawal of our forces from Europe. Mulii-
‘ puspose corabat capabilities ars now mamgmed to carry out a wide variezy of domestic and
intsrmational operauons

Canada’s land forces will be adequately equipped to carry out their new army of tasks,
" The materiel of the three brigade groups will be improved. Current plaxs call for the
acquisition of a vaciety of modern eqmpmem essential to Lbe mamtenmce of a multi-purpose

combat-capability.

There exists, for exariple, a racognmﬁ operational deficiency in the amouzed
personmel carrier fleet. Its mobility, protection aud defensive firepower must be brought into
line with the modern requirements of envizonmenis likely to be encountered in today’s UN and
other multilateral missions. The Canadian Forces will, therefore, acquire new armoured

®E wlwf ﬂ@yw’}]‘!“u\»-

personnel carriers for delivery, commencing in 1997. Modernization of past of the present W .
inventory will add other suitably arrmoured Pef’SGm’id carriess to the fleet. The relatively new

Bisor APCs will be retained in service.
The Heet of Cougar armoured training vehicles that are part of the army’s close-combat,
direst-fire capability in pesce and stability operations will eventually have to be replaced.
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CONCLUSION

Several yeass after the fall of the Beriin Wall and the collapse of the Soviet empire,
- Canada inds itself in  world fundamentally transformed, characterized by considerable
—'—"—m:buleﬁ-ee—and—uneamimyfsimﬂaﬁy,_ﬂhame,ﬂamdians now Jive and work in a society of

more limited resources and new challenges, where many of the old rules and certainties have
Ioat their validity, Ia these Circumstanees, ensuring Cauads’s securicy and defining an

.. - appropriate role for out anmed forces is move than ever @ challenge for all Capadians.

With this White Paper, the Governumnent has fulfilled its obligasion 10 provide Canadians
with an effective, realistic and affordable defence policy. From the ougset, our objective was
. ot to-discard sound practices in favour of simplistic solutions. Rathier, the Government was
' committed to reviewing carefully every aspect of Canzde’s defencs poticy so that it could meie
__reasoned judgements on how Best to ansure the nation’s security and well-being. At the hesrt of
. our approach were exwnsive and far-reaching public consultations, Jasting for most of 1994.
The Government belicves the defeace policy enunciated in this Whits Papes refects a Canadiun
consensus. - R | | ‘
_ The White Puper affirms the need $o maintain multi-purpose, combag-capable sea, land
_and aix forces that will protect Canadians and pmjeci their interests and velues sbroad, It afeo
~ concludes that to maximize the comtributions of our armed forces, their traditional roles -
-protecting Canada, cooperating with the aiced States in the defence of North America, and
participating in peacekeeping and other multilateral opezations elsswhere in the world — should
evolve in a way that is consistent with today’s strategic and fiscal realities,

The Canadian Forces will matutain core capabilities to protsct the cowntry's tarriiory
and approaches, and tw further pational objectives, Given that the diract military threat o the
continent is gready diminished at presess, Canada will reduce the level of resources devoted (o
tradlitional missions in North America. It will, however, remain acively engaged in the Undied
Nations, NATO, and the Conference on Security and Cooperation in Europe. It will becoms
more actively involved in security issues in Latin America and the Asia-Pacific region.

To achieve these goals, the Reguiar and Reserve Forces witl both be reduced and
refocused, the command and control sysieni will be reorganized, ad affordable equipment will
be purchased so our froops have the mezns (0 CArTy out their missions. The Department of
National Defence and the Canadian Forces will operate more efficienily, making optimum use
of infrastructure and equipment, and ensuring £l value is derived from the skills, experience
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and professionalism of Canada’s avmed forces and civilian defence employess. The

Government will also work towards harmonizing industrial and defence policles 10 maingain

essential defence industrial capabilities.

‘s This polié:y recognizes that the dessnce budget will be under continuing pressurs &s the
' Government strives to bring the deficit under control, More reductions can and will be
accommodated, including the military reductions outlined in this Paper and cuts in the
Deparunent’s civilian workforce azising from a nurber of additional facilities closures and
consolidations. Further sgvings will be achisved through the eliruination, reduction or delay of
major acquisition projects cumrendy inciuded in the capital program. Only a féw major re-
equiprment programs remain affordable, and these will directly support the new defence
priorities identified in the White Pap%/ﬂaken ogethber, these measures will have substagtial
" —implications-for the-Department awd the Foicss, their niembers atid emplcyaes, as well as for

local communities and the privats secior across Canada.

: ‘This Whits Paper provides Canada’s men and women in uniform and their civilian
colleagues the direction they require to carry out their duties on behialf of the nation, whether
. the world of the future is 3 peaceful znd siable one, ox is plagued by increasi,ﬁg violence within
" and among states. Indeed, whatever the future brings, the new defence polisy will enable
Canada 1o respond and adjust as necessary o deal wnh the range of challenges 0 Our security

that could arise, now rmd into the next ceatury.

Consiuaion
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Suite 908, 350 Sparks Btrest, Ottawa, Ontarle, Canada K1R 788
Telephona: (613) 563-3321  Telefax: (618) 663-7848

December 1, 1994
Hon. David Collenctte ‘
Minister of National Defence
MGen George Pearkes Building,

L W T . VO | h I &) Y
Fo—Cotome sy 21
Ottawa Ontario
KIA 0K2

Dear Minister:

As you are aware, Thyssen BHI, a division Thyssen Industrie AG has been established in
Canada for seven years, and seriously interested in bidding on the requirements of the
Canadinn Armed Forces in the field of armoured vehicles. It was our understanding that
when a procurement program came up, we would have a chance to bid. In. fact, we
recaived formal written commitment that we would be given the opportunity to bid
against possible Canadian requirements through a letter from the Minister of Defence
dated on Januaty 25, 1990, and an Understanding in Principle from the Ministers of
Defence, DRI and ACOA dated September 27, 1988. ‘

Accordingly, we followed with great interest the proceedings of the Special Joint
Committee on Defence Policy and noted that their report included a recommendation
for the priority acquisition of new armoured personnel carriers (APC’s). We now note
that this deficiency is identified in your 1994 Defence Whits Paper which declares in
part the intention to " acquire new arnioured personnel carriers for delivery
commencing i 1997 .

We therefoie write (o express our keen interest in responding to this APC replacement
initiative. In the area of operational requirements we have maintained contact over
recen( yoars with the user side of DND to cnsure that we had the best possible
understanding of the performance characteristics envisaged for a new armoured vehicle.
We matched these with criteria found in the international market to guide us in design
of our new vehicle, the TI1495,

The TI1 495 family of tracked vehicles is designed to meet the operational requirements

of multi-purpose forces that-include in their mission the need to perform peacekeeping
and Jor rapid reaction assignments. It also closely matches the NATO MBAYV study for

future light armoured vehicles.

Among the many key performance characteristics | would highlight TH495's ability to
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provide high armour profection without comproniise £o payload and mobility. Equally
important is the growth potential of TH495 offered through its modular design with
features such as a digital bus system, a commereial engine with up-tateable power output,
modular armour, ete. With the significant financial outlay that a new APC project will
represent, itis logical that the vehicle Canada selects should be expected to be able to
offer these features in order to give the best value.

TEH 495 is an " off the shelf " product as defined by DND to the Canadian Defence
Preparedness Association, and we ean confirn it could be available off Canadian
_production in 1997, TH 495 is a privately funded development, the prototypes of which
have been operating in Company trials for several thousand kilometres. An APC
configured TH 495 bas been delivered Jast week to Malaysia for customer trials.
Additionally, we have confirmed that a very significant export market will exist for TH

495 over the next 15 - 20 years.

Zarlier this month the prospect of TH 495 as the vehicle system for a multilateral
cooperative program was realized through joint activities in Germany and Britajn.
Specific bilateral talks were injtiated by the. German Army after their recent decision to
include a tracked vehicle as a portion of their acquisition plan under the GTK project. In
the interest of finding common ground with additional potential cooperative prograin
partners, I understand that (GGerman and British officials have invited the Canadian Army
to consider participation in the proposed cooperative program which is based on TH 495.
As a tracked vehicle the TH 495 possesses an- inherent off-road mobility guperior to any
equivalent wheeled vehicle. This capability maintains the Army’s required general
purpose capacity. [The GTK project also includes plans for a wheeled vehicle acquisition

under a separate bilateral Franco/German project.]

We see this interest in Multilateral Cooperation as very consistent with our objectives as
an industrial developer of the TH 495, As an independent development, we have been
able 1o minimize the risk in design by using an assembly of the most advanced but
proven components. This optimizes design while meeting the broadest possible market
and lowering the cost of the production vehicle. 1t is the Company's preference 1o
manufacture TIT 495 in Canada with high Canadian content through partnerships with
Canadian companies and concurrent industrial benefits. We would also intend to
manulacture in Canada for export which would create significant new jobs, both at our
facility as well as among Canadian sub-contractors. On this point, if is important to note
that the export market for TH 495 is distinctly different from that which can be reached
by General Motors, '

Based on our previous contacts with your department, including recent discussions with
the Senior ADM Materiel, we have been assured that the APC procurement will be
based on thé Army's operational requirements and will be met by an open bidding

&
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process in which we will be able to participate. I trust that this remains your infent as I
am concerned by a recent press report and other indications that the matter may be
managed  differently. Now that your APC replacement requirement is specifically
confirmed in the White Paper, 1 would welcome your carly assurance in regard to your
tendering process.

Simcerely,

Jiirgen Massmann
President.

&



STIKEMAN, ELLIOTT

Montréal
MEMORANDUM
DATE: ‘ Le 13 décembre 1994
A/TO: | I’hon. André Ouellet
DE/FROM: Marc Lalonde
RE: THYSSEN BHI

Véhicules pour les Forces armées

DOSSIER N°/FILE No.: 17780-003

Nos clients, Thyssen BHI, ont recu une information fiable, a Ueffet que le
ministére de la Défense annoncerait cette semaine que le Gouvernement s’équiperait de véhicules
4 armement léger, sans soumission, par une commande directe auprés de GM.

Inutile de dire que la possibilité d une telle décision inquiéte nos clients au plus
haut point. :

Depuis plusieurs années, Thyssen a entretenu des discussions avec le ministére
de I'Industrie, en vue de démontrer pour le Canada les avantages considérables que
représenterait 1’établissement ici d’une usine pour la construction des véhicules TH: 495. Ces
discussions Visaient en particulier & établir le niveau élevé des exportations de ce-produit qui
pourraient étre faites a partir du Canada. Thyssen a remis & ce ministere, depuis de nombreux
mois, ses propres estimations quant au marché extérieur disponible. Aprés des mois de
tergiversations, le ministére concluait, lors de conversation tenues le 11 octobre et le 3
novembre, que ses propres analyses démontraient ’existence d’un marché extérieur pour le TH
495, qui pouvait étre pénétré a partir du Canada. Le ministére concluait, en outre, que le
marché pour le TH 495 était complémentaire a celui visé par le véhicule produit par GM. En
fait, nos clients sont convaincus que le marché extérieur pour leur produit représente plusieurs
milliards de dollars et ils ont produit des évaluations précises a ce sujet.

Concurremment, nos clients poursuivaient des discussions avec les autorités du
ministére de la Défense, concernant le renouvellement éventuel de leur équipement. Un intérét
marqué était exprimé au niveau des autorités supérieures des Forces armees, mais celles-ci
indiquaient qu’il leur était impossible d’en dire davantage tant que I'étude du comité de la
Chambre des Communes n’était pas terminée et que le Livre blanc du ministére ne serait pas



déposé. Or, ces deux événements sont survenus durant les derniéres semaines et la priorité est
accordée au renouvellement des véhicules des Forces armées.

Au cours d’une conversation antérieure avec le sous-ministre de la Défense,
celui-ci nous a déja exprimé le point de vue qu’il n’existait au Canada de place que pour un seul
producteur. Nous avons été &tonnés d’une telle affirmation qui, 4 notre avis, n’est pas du tout
conforme aux faits et, en tout cas, nous cComprenons mal que, si le ministére est d’un tel avis,
il s’arroge le droit de déterminer qui sera ce producteur «privilégié», plutdt que de laisser jouer

Ia concurrence.

Vous comprendrez donc la- trés grande inquiétude de nos. clients devant
I’information qu’ils viennent de recevoir concernant une décision imminente en faveur d’un
approvisionnement a source unique, sans soumission publique. Il s’agit 1a d’une pratique que
le présent gouvernement a condamnée avec la plus grande vigueur, alors qu’il constituait
I’Opposition et que le gouvernement antérieur y recourait. En oufre, une telle décision serait
extrémement mal pergue par les milieux d’affaires et les autorités gouvernementales allemandes
et contribuerait & ternir la réputation du Canada comme partenaire commercial en Europe.
Enfin, il nous paraitrait incompréhensible que le gouvernement canadien décide d’ignorer ainsi

Ja possibilité d’un marché nouveau d’exportation qui se développera de toute facon, mais & partir
d’ailleurs qu’au Canada.

Nous espérons, en conséquence, que le gouvernement voudra bien suivre la
procédure normale en rapport avec un projet aussi important et aussi cofiteux. Nous pouvons
dire que, jusqu’a maintenant, nos clients n’ont pu obtenir aucune discussion soutenue et en
profondeur avec les autorités du ministére de la Défense au sujet de ce projet.

Pour plus ample information, je vous fais parvenir copie d’une letfre que le
président de Thyssen BHI, M. Hans Jurgen Massmann, faisait parvenir récemment au ministre
de la Défense, sur ce sujet. Il n’a regu aucune réponse a te jour.

Nos clients et moi-méme sommes & votre disposition, en tout moment, pour
discussion ultérieure & ce sujet, si vous le désirez.

e _J¢ fonctl

Marc Lalonde

P.J.
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STIKEMAN, ELLIOTT

Montréal
MEMORANDUM
DATE: Le 13 décembre 1994
A/TO: L Jean Pel}ctier
DE/FROM: Marc Lalonde
RE: : THYSSEN BHI

Veéhicules pour les Forces armées

DOSSIER N°/FILE No.: 17780-003

Nos clients, Thyssen BHI, ont recu une information fiable, a I'effet que le
ministére de la Défense annoncerait cette semaine que le Gouvernement s’équiperait de véhicules
a armement léger, sans soumission, par une commande directe auprés de GM. :

Inutile de dire que la possibilité d’une telle décision inquiéte nos clients au plus
haut point.

Depuis plusieurs années, Thyssen a entretenu des discussions avec le ministére
de I'Industrie, en vue de démontrer pour le Canada les avantages considérables que
représenterait 1’établissement ici d’une usine pour la construction des véhicules TH 495. Ces
discussions visaient en particulier a établir le niveau élevé des exportations de ce produit qui
pourraient étre faites a partir du Canada. Thyssen a remis a ce ministére, depuis de nombreux
mois, ses propres estimations quant au marché extérieur disponible. Aprés des mois de
tergiversations, le ministére concluait, lors de conversation tenues le 11 octobre et le 3
novembre, que ses propres analyses démontraient ’existence d’un marché extérieur pour le TH
495, qui pouvait étre pénétré a -partir du Canada. Le ministére concluait, en outre, que le
marché pour le TH 495 était complémentaire a celui visé par le véhicule produit par GM. En
fait, nos clients sont convaincus que le marché extérieur pour leur produit représente plusieurs
milliards de dollars et ils ont produit des évaluations précises a ce sujet.

Concurremment, nos clients poursuivaient des discussions avec les autorités du
ministére de la Défense, concernant le renouvellement éventuel de leur équipement. Un intérét
marqué était exprimé au niveau des autorités supérieures des Forces armées, mais celles-Ci
indiquaient qu’il leur était impossible d’en dire davantage tant que 1'étude du comité de la
Chambre des Communes n'était pas terminée et que le Livre blanc du ministére ne serait pas

002825



o
e

i

RO

déposé. Or, ces deux événements sont survenus durant les derniéres semaines et la priorité est
accordée au renouvellement des véhicules des Forces armées.

Au cours d’une conversation antérieure avec le sous-ministre de la Défense,
celui-ci nous a déja exprimé le point de vue qu’il n’existait au Canada de place que pour un seul
producteur. Nous avons été étonnés d’une telle affirmation qui, & notre avis, n’est pas du tout

conforme-aux-faits-et;-en-tout-cas;-nous-comprenons-mal-que;—si-le-ministére-estdum telavis,

il s’arroge le droit de déterminer qui sera ce producteur «privilégiés, plutdt que de laisser jouer
la concurrence.

Vous comprendrez donc la trés grande inquiétude de nos clients devant
'information qu’ils viennent de recevoir concernant une décision imminente en faveur d’un
approvisionnement a source unique, sans soumnission publique. Il s’agit 1 d’une pratique que
le présent gouvernement a condamnée avec la plus grande vigueur, alors qu’il constituait
I’Opposition et que le gouvernement antérieur y recourait. En outre, une telle décision serait
extrémement mal pergue par les milieux d’affaires et les autorités gouvernementales allemandes
et contribuerait & ternir la réputation du Canada comme partenaire commercial en Europe.
Enfin, il nous paraitrait incompréhensible que le gouvernement canadien décide d’ignorer ainsi
la possibilité d’un marché nouveau d’exportation qui se développera de toute fagon, mais & partir
d’ailleurs qu’au Canada.

Nous espérons, en conséquence, que le gouvernement voudra bien suivre la
procédure normale en rapport avec un projet aussi important et aussi coliteux. Nous pouvons
dire que, jusqu’a maintenant, nos clients n’ont pu obtenir aucune discussion soutenue et en
profondeur avec les autorités du ministére de la Défense au sujet de ce projet.

Pour plus ample information, je vous fais parvenir copie d’une lettre que le
président de Thyssen BHI, M. Hans Jurgen Massmann, faisait parvenir récemment au ministre

de la Défense, sur ce sujet. Il n’a regu aucune réponse & ce jour.

Nos clients et moi-méme sommes a votre disposition, en tout moment, pour
discussion ultérieure a ce sujet, si vous le désirez.

Marc Lalonde

pP.J.
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~ Suita 908, 350 Sparks Street, Ottawa, Ontarlo, Canada K1R 758

Telephone! (613) 563-3321  Telefax: (613) 563-7648

: . December 14, 1994
M. Marc lLalonde

Stikeman, Elliott

Suite 3900

1155 Dorchester Blvd. West < . ‘
Montreal, Qué. ' . , .
H3B 3Vv2

Dear Mzirc:

Anachcd _please find: the summary of discussion ﬁom a wnfercnce cail betwaen Gen.
Reay, lmgen Massmann and Jack Vance.

AB Our actron (rom this we unend 10 wmc to the Minister of National Defence, as well
as the Ministers C)ueliet Manley, Martin, Dmgwall and MacLaren.

Pleasc lu me knuw i you clxsagrcc with any part. of thcse ietters at your earliest
convenicnee. .

Regards.
D

C .-
Rt

Greg Alford

o P@ﬁ@i | Tﬁ‘&i
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THYSSEN BHI

Suite 908, 38a Sparks Slreal, Ottawa, Ontarlo, Canada K1R 758
Telephona: (313) 563-3321  Telefax: (613) 563-7648

December 14, 1994
Hor. David Collenee '
Minister of National Defeace
MGen (LR. Pearkes Bldg.
101 Col. I3y Drive
Ottawa, Ont.

KI1A OK2

Dear Minister:

Further o the letter sent Friday, December 2nd by Jirgen Massmani, President of Thyssen BHI,
I would like o expand on & few points which may be relevant to your considerations in
developing. o, procurcment strategy for thé acquisition of Armoured Personnel Carriers (APCs) as
announced in the Defence White Paper releascd December Ist. ' :

Thyssen has a long and substantial history in Canada. Since coming to Canada over a quarter
" cenfury ago, Thyssen has expanded in a variety of industrial arcas and currently employs over
2,800 peaple in a varicty of commercial operations across the country with the largest
concentrations in Kitchener, Qrangeville. Mississauga, Scarborough, Toronto, and Winnipeg,
These hasinesses contribute not only to the Canadian economy, but also to the communitics in
~whigh they are located. - S ’ :

“Physsen also hag 1 well-established reputation Tfor its manufacturing capability in the areas of
armoured vehicles. in both whegled and tracked configurations. When Thysser first received
encouragement rom (he Government of Canada 1o further expand its existing invesiment in

nada, this was o ratural ficld to seicet. Consistent with Government policy as well as Thyssen's

desire 1o forge closer links with other tcchnically advanced Canadian firms, Thyssen offered o
negotiate participation with other Canadian companies up to 49%.

In addition, Thyssen has remained sensitive o government priorities in terms of regional
ceonomic development prioritics which are consistent with the commercial viability of the
operation. Thyssen has been able to remain flexible on this issuc because there are currently no
w W\NX ricked aemoured vehicle manufacturing facilities in Canada. As such, the creation of such a
Mﬁ’ 4\ capacity would not detract from an established capability in Canada. While such an operation
would be ceonomical (o establish. it would require a different production facility than for
wheeled vehicles, In tact, Thyssen itself utilizes separate facilitics for the manufacture and
assembly of its tracked and wheeled variants.

-\'Y‘

4
My purpose in writing (o you s 10 seck your support for a competitive bidding proeess leading to
the selaetion of a prime contractor to deliver APCS o the Department of National Defence. ]
feel that this would not enly allow DND to consider all alternatives fully (both wheeled and



127141994 14:54  THYSSEN BHI 6135637648 1@7B4B15 P.B3
THYSSEN
& 8-

THYSSEN BHI

tracked) from a combat capability standpoint, but also to realizc the greatest economic and
industrial benefits for Canada. If the Thyssen TH 495 is selected for Canada’s APC -
requirements, our industrial benefits package will include manufacture of the vehicle in Canada
far both the domestic and export. market, The export market which we project for TH 495 isin a
range approaching $10 Billion over the next 15 to 20°years.

Wt + thatche TH-495_canbe_cost_competitive jn a bidding situation. A recent NATO

W e e AR

study for Mult Purposc Base Armoured Vehicles (MBAV) confirmed that the acquisition costs
* for a modern tracked vehicle will-be lower than a wheeled vehicle with the same mission

© capabilitics. Additionally, that study concluded that neither of the two wheeled vehicle concepts
defined were able to meet all the target mission requirements, the required performance
characieristics were only achievable by the tracked concept. '

TH 495 closely matches the wracked vehicle concept defined in the NATO MBAV satudy and
meots all of the target mission requirements, The NATO MBAYV study is a valuable independent
work by which we judge the compleie suitability of TH 495 to meet new APC requirements. We
hope this will be considered in the Canadjan requirements because a vehicle which meets the
NATO MBAV target so completely as does the TH 495 will offer significant benefit in potential
© for international joint procurement programs. ; T ‘ :

To these important characteristics of superior capability and competitive cost, we also have added
a designed-in growth potential. This is a very significant feature when considering the longer-term
utility of the vehiele and its adaptability for the tasks it may be required to perform. In this
respeet the value of the congiderable procurement investment is far better protected than is the

“case with cquiprents which lack this inherent capacity.

With l'L‘:\'pcct' 10 availability by i99'7, our TH 495 is now fully devclopcd in its APC prototype
mecting the definidion of "Oft the Shelf" equipment. and capablc of entering production for
delivery in 1997. ' ‘

[ would also ;mprtuiuw your views on.the procurement strategy to be employed in the selection
of & new APC. particularly with regard to partnering arrangements and preferred locations from
a-regional benefils poine of view,

I look Farward Lo hearing your views on this subject, In the interim, if you have any questions

regarding the Thyssen Group of Companics and operations in Canada or solutions which we may
be ahle o providé o Canada’s APC requirement, please contact me at your convenience.

Yours sincercly.

Greg Alford
Sr. Vice President
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Svite 908, 350 Sparks Streat, Ottawa, Ontarlp, Canada K1R 758
Telephone: (813) 5633321 Telefgx: (8 3-
slephone: (813) 563-3321 - Telefg; RIAAREY 1471994

Fon. Paul Martin
Minister of Finapee
21st. Floor, 2ast Tower
L Esplinade Laurier
140 O'Connwr 8t
Ottawa. Ont,

WIA_OL

" g
DY I IAIAYEY

Dear Minmister:

On December 1, 1994 the Minister of National Defence tabled the Defence White paper in the

House of Cornmons. One of theKey recommendations of the White Paper was that the federal

Government procure Armoured Personnel Carriors (APCx) before 1997, It is with regard to this
proposed procurement that I am writing to yau. ‘

Thyssen has a long and substantial history in Canada. Since coming to Canada over a quarter
century ago. Thyssen has expanded in a variety of industrial areas and currently employs over
2,800 people in a variety of commereial operations across the country with the largest
concentrations in Kitchener, Orangeville, Mississauga, Scarborough,i}}‘oromo, and Winnipeg.
“These businesses contribute not only to the Canadian ¢conomy, but also to the communities in
which they are located, ' :

Thyssen also has a well-established reputation for its manufacturing capability in the areas of

- armouted vehicles.-in both wheeled and tracked configurations. When Thyssen first received - .
encouragement from the Goverpment of Canada (o further expand its existing investment in
Canada.this was a natural field to sclect. Consistent with Government policy as well as Thyssen's
desire 1o torge closer links with other technically advanced Canadian firms, Thyssen ofiered to
negotiate participation with other Canadian companies up to 49%. 4

- In addition. Thyssen has remained sensitive (o government priorities in terms of regional

ceonomic development priorities which are consistent with the commercial viability of the
operation. Thyssen has been able to remain flexible on this issue because there are currently no
racked armoured vehicle manufacturing facilities in Canada. As such, the creation of such a
capacily would not detract from an cstablished capability in Canada. While such an operation
would be cconomical to establish, it would requirc a different production facili than for
wheeled vehicles. In fact, Thyssen itself utilizes separate facilities for the manufacture and
assembly of its tracked and wheeled variants.

Thyssen has received repeated assurances from the federal government over the years that it
would be allowed (o bid on an APC requirement, including a ictier from National Defence dated
January 25, 1990 and an Understanding in Principle with National Defence, the then-
Depariment of Regional Industrial Expansion and the Atlantic Canada Opportunities Agency
dated September 27, 1688, ' ’

Thyssen remains interested in bidding on the APC requirement stated in the White Paper on
Octenee. Our international market study which we presented in December 1993 to & Government
commitiee lead by Industry Canada demonstrates that even by the most conservative estimate,
there s certainly @ world market for tracked armoured vehicles in the Thyssen's TH 495 category,
and Thyssen's likely share of the world market for tracked APCs is sufficlent o sustain a
Canadian aparation. Morcover, preliminary discussions with the Cerman Army indicate that they
may be willing 1o consider a joint program with Canada and Britain. This would be entirely
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consistent with the recent Report of the Special Joint Committce on Canada’s Foreign Policy,
which recommended o more multilateral approach to trade and foreign relations.

‘My purpose in wriling to you is (o seek your support for a compeiitive bidding process leading (o
the selection of a prime contractor to deliver APCs 1o the Depariment of National Defence. 1.

éeel that this-would not only allow DND to consider all alternatives fully (both wheeled and

tracked)trom z'l~ec-'>m»batéeapabi-l‘ity—st-andpoi‘.n»Lt,_b.uLals,mto_maiiz_c_thgeﬂgreatest economic and
industrial benefits for Canada. If the Thyssen TH 495 1s selected for Canada’s APC
requirements, our industrial benefits package will inchide mapufacture of the vehicle in Canada
-for both the domestic and export market. The cxport market which we project for TH 495 is in a
range approaching $10 Billion over the next 15 to 20 years. :

We arc cortain that the TH 495 can be cost competitive in a bidding situation, A recent NATO
_study for Multi Purpose Base Armoured Vehicles (MBAV) confirmed that the acquisition costs
. for a modern tracked vehicle will be Jower than a wheeled vehicle with the same mission '
capabilitics. Additionally, that study concluded that neither of the two wheeled vehicle concepts
défined were able (o meet all the 'target mission requirements, the required performance
characleristics were only achicvable by the tracked coneept. . =

" TH 495 closcly-matches the tracked vehicle concept defined in the NATO MBAYV study and
mects afl of the target mission requirements. The NATO MBAV study is a veluable independent
wark by which we judge the complete suitability of TH 495 to meet new APC requirements. We

“hope this will be considered in the Canadian requirements because a vehicle which meets the
NATO MBAV target so'completely as does the TH 495 will offer significant benefit in potential
for international joint procurement programs. o ' ' E

“Torthese important characteristics of superior capability and competitive cost, we also have added
a designed-in growth potential. This is a very significant featurc when considering the longer-term
wtility of the vehicle and its adaplability for the tasks it may be required to perform. In this
respect the value of the considerable procuremont investment is far better protected than is the

case with equipments which lack this tnherent capacity.

With respect to availability by 1997, our TH 495 is now fully developed in its APC prototype
mecting the definition of "OFff the Shelf' equipment, and capable of entering production for
delivery in 1997. : ‘ .

[ trust that the above Drief summary will assist you in understanding our position in regard to the
APC replacernent project, and our desire (o compele from Canadian manufacture.

In tie interim, if you have any questions regarding the Thyssen Group of Companies and
operations in Canada or solutions which we may be able to provide to Canada’s APC
requirement, please contact me at your convenience. .

Yours sincerely,

Sreg Alford
Sr. Vice President

TATol P S
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THYSSEN BHI

Sulte 908, 380 Sparks Streay, Oliawa, Omarlo, Canada K1R 758
Felophono: (813) b63-3327 Talafax: (513) H63-7648

Decembey 16, 1994

M. Mare Lalonde
Stikeman, Elliott

Suite 3900

1155 Dorchester Bivd. West
Montreal, 2.Q.

H3B 3V2

Dear Mare:

Thank you for the copy of your letter of December 13, 1994 to Hon, André Ouellet, We
have provided an English translation of that to Messrs. - Schreiber and Massmann today.

In siubsequent discussions, they have asked me o pass on the following points for your
reference: S : ’

1. NATO MBAV Study

As we hear that options for the APC program 10w includes a sole-ssuresd buy of GM's
wheeled vehicles (the licensed technology of MOWAQ/Switzetland), and possibly
upgraded M 113 tracked vehicles, it is worthwhile to note the independent considerations
of NATO which judged these solutions impractical. : ‘

In the NATO study for a new Multi Purposc Base Armoured Vehicle (MBAV) the
NATO Working Group of Experts (WOE), which included Canadian representation,
referred to the risk in upgrades as follows: :

"Current Situation, Within the Alliance there are a mudtiplicity of light
armoured vehicles (LAV) (M-113, VAB, P2 FV432, ete.) in service. Some
are capable of upgrades which will make them usable beyond 2010. There is @
risk, however, that the cost of upgrades will be increusingly expensive and, in
"any event, will prove ineffective in the face of newer technology. Others will.
reach the end of their useful lives by 2000, necessitating their removal. Existing
fleets generally offer limited protection, mobility, firepower and protection and
are not truly suitable for the post - 2000 batlefield even in relatively benign
situations." [page 4 of NATO MBAV ONST]

LosE8d  STPPRLET  BYILESSETS IHE,NESS);H.L Pl PEGTC/GTCT
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From that situation the NATO WGE then set out their target requirements to which a
NATO Industrial Advisory Group (NIAG) produced a set of possible concepts fullilling
these targets. Of the three concepts described, concept 1 is a tracked design, meeting all
of the target requirements and offerliig the lowest acquisition costs, ‘TH 495 matuhes that
concept and fulfils all of the NATO MBAV requirements.

We believe this not only speaks well to the suitability of TH 495 to be consldered a
contendes in the Canadian APC requirement, but it also strongly endorses the export
market projected for TH 495. (Attached arc excerpts from NATO MBAYV study and a

magazine atticle reporting on same.)

5. Industry Canada

As we review the situation, we cannot overlook the fact that in September this year, it
appeared the Minister of Industry was soliciting agreement from his colleagues to dismiss
the Thyssen proposal based on three points of criticism:

i. "T'H 495 will have no international market;

i. TH 495 will compete directly with GM; and

i, there is no Canadian requirement for armoured personnel vehicles

(APCs) in the foresecable future”,

This communication attributed to the Industry Minister- was clearly in contradiction to

~ our department level discussions witl' Indusiry Canada which agreed on markets and the.
Agreeq

clear differentiation of export markets for the tracked TH 495 from the from the markets
available to the wheeled GM vehicle, The third point, suggesting no Canadiay
requirements, was questionable since everyone following the defence policy review
anticipated there would be a priority placed on procurement of new APCs for the Army.
In fact, Mr. Rompkey, deputy chair of the House/Senate Committee on Defence made a
public statement in July stating "new APCs for the Army were an agreed priovity
recommendation of the committee”. This was confirmed in the committee’s report Oct.
31, 1994, then included in the Government’s White Paper on Defence December 1, 1994,

The actions by Industry Capnada seem to have been designed to dismiss the Thyssen
proposal before the White Papar, perhaps so we would not make awkward requests for
a chance to be included in a fair compatitive selection process for the APC project,

Regards,

e

Greg Alford
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INTROBUETION

1.1 Ganera), The NATO T1:T-Pirpose Base Aéﬁoured Vehicle (MBAV) whieh is

intended TOr the period post-2000 will be a low cost 11ght drmoured tactica)

vehiele, [t will be a fyndamental vehicle which wi1] provide the
characteristics of pratection, mebility, capacity and firepowar. The base
vehiicle will be capable of metamorphosis which wil) yield required variants
(armoured personnel carrier, command post vehicle, artillery observation
veliicle, etc). A fuller 1ist of possibie variants, derived from the MND for
MBAY, 1s attached for information at Annex A. The characteristics will ba

Whilae

provided to the extent necessary appropriate to the rgle of the variant,
1t 15 not intended that the MBAY be primarily a_d4¢a§%—eaﬁBﬁf-v%ﬁ*ﬁ*éiﬁﬁﬁ_ﬁugﬁ”‘_ﬁ

¢

~be capable of participating in combat

- family which would ease acquisition, trafning,

operatiens in gonjumction with sther arme,
In addition, MBAV must ba eapasla of withstandiag {ncidenta] ingiraet £1py while
moving about tha combat zofa.

49/{.2 Current Situation. W{thin the Alliance there are a multiplictity of
l1ght armoured vehicles. (LAY) (M-113, VAR, PT2, FV437, etc.) in service, Some
There 15 4

are capable of upgrades which w111 make them usable beyond 2010.
risk; however, that the cost of upgrades will be inereasingly expensive and,
in any event, will prove ineffective in the face of Aawar tachralosgy. Othaps
will reach the end of their useful Yives by 2000, neeessitating their remeval,
Existing fleets generally offer Jimited protection, mobility, firepower and
protection and are not truly suitable for the post-2000 battlefield aven in
re?ativer benign situations.{{' T
anders require a HMBAY .with:a high
teroperability of basic ‘components.
universally accepted vehicle
supply, repair and sustafinment.
Given national priorities, timetables, requirements, etc., commanders require
that, as a minimum, MBAV will have standard parts utilized to the greatest
extent possibla, and that rearming should be passible, refueliing feasible and
repadr available at any consolidated NATQ re-supply or repair depot.
Notwithstanding the foregoing, the dtffersnces between sach nation's MBAV shoyld

ba minimal,
Led Ganaral Reouirement, MBAV will be required tg:

Quickly move troops and/or materiel about the combat ione whtle
out of direct contact with the ememy but subject to the
possibility of accurate, lethal, indirect fire or ambush;

1.3 . Commanders’ Reauirements. NATO comn
degree of standardization and accompanying in
and supply. JIdeally, MBAY should be.a single

a,

b, In co-operation with other aﬁﬁs, transport troops {into an attack
thus becoming subject to enemy direct fire {nacluding anti=-tank;

Provide appropriate protection far the MBAY crew, personne! and
cargo from direct, indirect, air delivered and NBC weapons and any

resulting resfdual hazards existing on the battlefield;

?

NATO RESTRICTED
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ver the years, NATO has actively

4 promoted collaboratien and stan-
ad” dardization of varlous weapons sys-
teims, with some succass In the ammunition,
ajrcraft and milsslle areas. However all
attempts at collaboradon on armoured fight-
ing vehicles (AFVs) have falled, irom the
. Franco-German AMX30/Leopard 1, through
the US/German MBT 70 in the mid 19605, o
the UK/German FMBT projact in the mid
1970z. It will be Interesting, therefora, to note

NATO’s best chance for |
a truly co-operative vehicle program?
by J.H. Brewer* . ‘

legiatle suppor; leads to ssvera gpsretichal
problarme, How miuch essler it would bs il ull
the vehicles usad the same Basle chussle,

Design requirement

Hence, the Outllne Staft Target (ONST) for a
Multi-purpose Base Armoured Vehlele was
put o NIAG In 1951, The vehlcle required Is
a light armoured tactical vehicle able to be
used in a varjety of rolev (s2s Figure 1) and
able to accept any number of addwon or plug:
in packages. it must, of course, be low<ost
use the latest technologies, require little
malntenance and be transportable 1o the
C-130 Hercules alreralt — not surprisingly,
true “ATTAM" (“all things to all men")
requirement, ‘
To meet It, an exwemely veraatile design
would ba needed, probably welghing be-
tween 20-30t, able 1o carry around 10 men int
the personnelcasrler role, and probably «
108~ 120mm gun in the ant-tank kinatle- enur-
gy (KE) role. The NIAG Subgroup 41 (3G41),
which had (18 flyst meeting in May 1992,
found itself pressnted with a formidable task.

° Tha author |9 a defense consultant and formar Ressurch
Director at Vickers Defenca Systema, UK.

Thges study t6amS wero 58t up, sach with lta
awn chalrran and rapporredr, o cover plae
form, payload, and systems. These tearns
were (o examine the latest technologles,
Jdefiue the overall vehlcle concept, examine
the trade-ofls and risks involved, and amerapt
to arrve at a common base vehicle. [ partie-
ular the system team was charged with {ore-
casting the pumber of vehlcles likely 10 be
raqulred, and to explain how the NATO pre-
cedyres raight be adapted to assiat In the
procuremert process? The deslgn process
was dominated by the need w0 Incorporate
the many roles into the concept, while ensur-
(ny the resulting vehicle could stiff it fnside a
C-130 llerculesyMsany suspension systems .

"were examined for both wheeled and tracke

ed coneepts, including hydrogas, rubber and
stinilar materials, aud even electrle springing
to Incorporate active actuatian. o

Tlje same applied to the power train,

“Future mulduompound diesels, gas turbines

and olostsie (ractlon were considerad, but
the spevillsd productlon date meant that the
flnal conuapls would bave o usa Currei or
paap-tenyt digsel engines and teansminslons
of the current opieyclie type. Electric Iraclon
had been closely studied in [988-1989 by the

the progress of the Multl-purpose Base '
Armoured Vehtele (MBAV — see /8 | Figure 1
10/1992, p.971) study now heing conductad
by the NATO Industrial Advisory Group v
- (NIAG), which is due to report at the end of Base hull Lowalded hull Highsided huli

this year. Wil) mich smaller defense budgets l . ,
throughout NATO finally jorce countries to :
co-operate on this vehicle, thereby produc- | L
Ing the first troly common AFV? ] |
“ Even before the collapse of the Warsaw :
Pact and the unforessen civil war In the lor- I s e e s
mer Yugoslavia, It was recognized that | e o A\
replacement of the moest commionly used salln e el e mm - e =
AFVs (epltomized by the M113) would be- o
come a necesaly before the and of the con- ,
tury. Many of these vehiclea were destyued Roles:
1n the 1960s, and there are over 150,000 BASE HULL LOW-SIDED HULL
worldwlde, costing ever more 10 malitain 1, APC 1. Antlarmony (gun)-. -
and becoming unacencmie to update,/The 2, Radar carrier 2. Mortar - : '
roles for which these vehicles were 3, NHC reconnalsssnce 3. Reconnalseance ‘
designed have changed considerably, but a 4. srtillery observation 4, Seattering/mine laying 4
relatively large number would stll be need- 5: Repale/recovery K ¢
ed by NATO armles and production costs 6, Combat englneey vahicle HIGH-SIDED HULL
vould be kept down assuming there were 10 | 1 Antitank mlstslle platorn 1. Axtxbu!gﬁtxa
be the neceseary lavel of cooperation. ? WMWXT i 2. con?ﬁ_afﬂ.d post

. 9, Antitnnk KE missile (LOSAT) 3 Compmuniaadan

There are currently [ive dilfarent ar- : 4 Elsstroile warfare

moured vehleles operating In Boshila = from §  logssien cnrrles
the British Warrior to the French VAB N
adampting to earey syt s rols for which they |- Three differsnt hull configuratens wanld ha roqulsad for tha 18 dlfferant roles
are not ideelly sulbed, Suek small numbers of envisased foy MBAV
dlffarent vellsles, each mauiring thelf W | lenesnemeemme

sarller 8025 and tranined coce again

part of the MBAV study, slnce there are o

ous advantages in being able to do aw:

_with drive axles and differentlais intl
wheeled concepts, though suel advantag
are not 30 obvious for the tracked concep

However, Itis unlikely the tachnology will!
mature enough 1o meet a production da
eaely in the next century. . . :
Unfortunately, it also gsems highly unlik
ly that enyires and transmissions will |
developed specially for MBAV, since fun
will not ke available and the chance of prc
ing rellabllity in this imescale would be lc
and costs high. This has led to all conceg
having 1o be based upon powerirains whil

_ara Jarger than would be the case If sufficle
_fime and development [undg were avallabl

In the protecton studles, many armo
systerma were examined within the sacur
conetralnta. 1t 1s likely that steel and alumi
it huells will Ve proposed, depending on t
esneept, and all will ba able to accept 2
pllequé armaurs to meet tha strngent prot
tion. requirsments of tha varisus roles, It
expactad that the addon arfmour would |
removed for transportation.. Compoeites f
e hull struetire have algo been conslder
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’ which s forfunate sinte every spare cubie
Eﬁ,g‘.&ﬁ'@ 2 canumetre of spage in the MBAV will be
araramed with alectronics, There s no doubt
daap MBAY will carry (ar superior frapower
ard supvollangy gystema compared with

auprant vanlclas,

; __E ] Wheels or tracks? ¥
S F@L

Another area generaiing a great deal of work
was a computer-based systematic trade-off
grudy, used to salect thie best concepts. This
covered such varlables as prime cosL long-
tari goss of ownarship, Joglstic support,
reparabllity, maintainability and go forth, as
well as the congapts' abllity o meet all the
varous roles, This analysis highlighted the
differances betwonn wheeled and tracked
solutions, showlng that the rracked vehicle
will always have more internal volurne than

tis
be
for

ed

six-wheeled concept of MBAYV with a combat-loaded welght of 238 i a-wheeled-vehtcle orthe same external
. - . disnensions. The protagonists of the whesled

: - : ) concept began to examine skid-steering and

i l \ l ! l ] k L Figwfe 3 07} fronand-rear stoaring In order to reduce the
e L=— | - ) volume needed 10 turn the vehicle, But even

- %?E . : 4 with the skld-steercd solutdorn, the large

- - - 5 R wheels needed for good cross<ounTy mobil-
ity also need large suspenslontravel 80 using
valyable hll volume. There is no argument
thag the traclked vehicle will aways be supe-
dor 1o the whesled vohicle urider extreme
erasgaountTy ganditons, bu is that what fa
aaadatl foF fture praceksaping and gmaller
confliets? Whselad vehleles have proved

_ considerably cheaper 10 operate and main-
tain, andd will' pesform most of the tasks that
are now more lkely 10 occur. Until a new
material emerges 0 enable the track to last
as long as the modern run-flat tyre, the

t wheeled AFV will always be cheaper to

aperate, even though I will not be that much
cheapsr fo preducs.

Eight-wheeled concept of MBAY having » combatleaded welght of 25% from all the discunslon and analysig it
4 _ szemns highly likely-that both a wheeled and

aree

& tracked solution will be suggested as base

H l ] M . M N
L - . * C;ﬂc\g‘ﬁ_’lr i— Figm}-@ 4 . vehicjes, 1t will curtaluly be easier 1 agree

and produce 4 basle chassis than agempfing

I'racked concept of to Standardize on, say, the anttank guided

MBAY baving a com. - | missile vardant. Parbaps then a complete mis-

batloaded welght of gife module could be designed and pro-

21¢, duced by oue ¢ountry whieh could then be

. 5 s avalably 1o other alllance members,
AW Lag  wtehas Hiraby maintalniag sandardizmion,

PININPL I ngcs.\a 8641 will produca a asmprahangiva

peud o8] g Popamanea | YEBOR whlch will then be compmented ufon

g ot At RS by government gxparts, In the cxses of the

{08K., 1986 SO18 and 1988=1949 3025 studles

. . Coth conuerning future MBTE), no followon

= ez = aetlans ware takan onge thase had been

- - e : complated, At that Uing a cowpsrative tank

T - _ s was solfevidently not required by NATO or

Lﬁj = . S by any of Its armdes, as ranifostad foF exam.

ple by the survival of both Challenger 2 and

L) & wy Leclerc as national programs, This, to date,

)é"g " S ) haz always Been the problem. Whilst It was

: : obvious even then that a commasn tank

could have saved money ln the long rum,

but were ruled out. presumably due to risk heing the most important and dificult part of  thelr raspectve national solutions were obvi-

and timescale.. the study. In general, weapons and slacron-  ousaly ot 8o expensive that the UK and

Weapon systams and clectronies were s have tended (o improve in performance France could not afford to g0 thaily separae

studied to suit each role; this sector probably without an increase in weight or volume,  ways. National pride (g also involved, dut

Engine
cotipastmant

B e

D
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@
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wtil the cost of unilateral development and
production becomes protitbigve, as has hap-
penéd In the aircraft 2nd missile fields, co-
operation will hot begin.

The MBAV study i being carrled out by
experty from industry and there Is no doubt
the report could provide the basis of a com-
prahensive spacifieaton for this typa of vehi-
cle Since Indystey has thereby already hean
méde well aware of what Is required, there Ix

- every reason 10 belleve agreements could b
made between Interested companies o
enable International consortia to be {ormed

for the design, development and producton
of the MBAY. as s00n as several countries
have showr a willlngness to'fund the project.

Note that standardizatdon would be an
automalie oulenme, since the cousortia
would be working in conformity with the
MBAV specification, and the chosen team
would have 10 agree the degign of the powes
train, slghdng systems, annour and weapon
system, and all other components with its
subcontractors, Further, it would probably
be constrainad by governments to guarantee
areas of work or production to the countries

NIAG: concord hetween competitors

The NATO Industrial Advicory Group (NIAG) 1s # standing graup within the NATO onnlestlon

which conslsr of senior repressatatives from the jnijor dafenise cofiijpunies of the wlllance aloi.
fts maln taak 1a t5 adviss NATO of the capabilites, capactly atid views ol the defense inclustry on

& wide varlsty of subjects, framt future tschnulogles to advica on tha contracton of the lndystril

involved. In fact, a good example of such a

TTs
standardization effect has been the Tornado
collaborative alreraft production program, in
whieh the workshare and costs are deter-
mined by the production numbers required,
and investment made, by each country in
the consortda.

Howavar, under normal NATO proee-
dures, it would tke a1 lcast’untﬂ 2007 befora
MBAV saw the Jight of day. Meanwhlle, both .
Germany and France have been puraulng .
studies with a view to prozuring an MBAV. !
lype vehicle by 2003, the French with thelr
VBM and the Germans with the GTK pro-
geamn,,/The UK has lut three contracts for a
Ieas‘fgﬂlfy study for TRACER, whigh 18 ln-
tancledl 1o produce rucennalazante and ugll-
ty vehlcles to raplatt e old Sgorplon and
FvaiD familles of valiicles, Al thirsn et
trled #Fy tigblng to gol Into progucisn by

S03=2005, Sts_far, the US_biag net mada clear

dlehanded.

basa, NIAQ Is able to s2t up parly furided subgroups to study T more delil BUbjects Wileh are ol
particular interyat at that 8me, Previels sulsdroups fiave cuversd frgates, nircealt helicoprars, Ml
alliz, communications and srmovrsd yehlclor 84 wall a8 sRidles oft acanomic MARAR affecting tha

delanss Industyy, Bueh groypd operals t an ARty

Early graups tended 1o ba large, but i 1€l yeurs numburs ave besd abgut AlH0 peaple,
with thie ablilty to call on speclalists as requira, Fach groulp ehaones a chalpman aod a daputy
chalimarn, along with a secrstary or rapporeur. Tha Iuriar reslly has thie ardent Job, bringlng the

ek pRoIEA v bt B0 yRLnd AR &5 dien

report together In reasonable Engllah which i5 not the native language of most of the members of
the group. An organization and structure 1 suil the subject to be stinclied, and the number of meet-
Ings required, are agreed with NATO. ) . :

There have been two subgroups on AFVa since (985, SG18 and SGZ5, Infora the current $(i41
was sel up In 1092 to carFy out a prefepsibllity study on MBAY. Beuritig} iu mind that mogt of the
companles Involved are eompetiors, it la surprising how much ciroperathon is achieved, and how
a balanced mix of expertdse (a brought to bear regardless ol natonallly.

4 {WS‘ 3 now Basn ﬁr-mo

fl pollay, even thoug 1t had been actively
livelvedl I e MBAY skidy and bt Bally
Pugrd Bl vehicls it Ligit Sentligsiey
Voliils reaufvaniieity sutsinding »

S0, Will e Buroiiun or NATO doyitiles
at a8t cooparate o an anmioured vehlele? |
The titna would appear to be right, with
threa countries aclually looking at what'ls
needed to replace e most common AFVSs
in.service. Certaluly industry is willing and
able (o form internalional companies which
could bid o produce MBAV by 2003, if a
spacifleation could by agreed batween Inter-
gsted countries vary n 1994,
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Dear Minister,

Further to my letter of December 14th, 1994 you will recall our masting one year ago
whan ADM John Banigan and your policy assistant, Diana Dumford allowed us the
opportunity to present an introduction to the Thyssen Group of companies and an
overview of the Thyssen BHI (the Company) proposal for an export based
manufacturing facility In Canada.

Thae initial product for our proposed Canadian facility is the Thyssen TH495 light
armoured vehicle which has been designed to meet an international market which we
estimate to be in excess of 35,000 units. On this overall market wa have done a
detailed analysis projecting market share for TH495 of approximately 20%, which will
lead to Canadian axports approaching $10 Billion over the next 15 to 20 years,

At the time of that mesting we had already been in discussion with your officlals for a
faw rmonths, and on December 14, 1093 submitted our detalled export market analysis
for the TH495. Industry Canada, leading & government committaa which included
representatives from National Defence and Foreign Affairs and International Trade then
carried out an independent analysis of the Export market described for THA485.

There was extensive consultation between the Company and the govermnment
committee over the next several months leading to the point when Industry Canada
bagan in July 1994 to confirm thelr sonclusions verbally in formal mestings with our
company. You will no doubt have received information from your officlals describing
the progress which they have made In thelr independent analysis of this market,
Their formal discussions with the company are summarized as follows:

With respect to gross market for the tracked TH495, the company and Government
agree that the market can be examined in four segments. On the first three of those
segments there is general agreement that a gross market of between 17,000 units
(Gov't estimate) and 19,000 units (Thyssen estimate) exists. The forecast of TH495
market share was estimated in a range from 9% (Gov't estimate) to 26% (Thyssen

astimate).
) ( s

~
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With this important agreement on & basic market existing, and agresment that TH485
can be expected to win a share of that market, ftis then reasonable to expect that
the probable market which will be achieved will fall In the range betwaen 9% and 25%.

The fourth market segment dealing with non-NATO markets accessible within
Canadian export policy is estimated by the Company at approximately 18,000 units
from which is forecast a market share of 20%. Timing of this market sequent Is
generally later with its peak. being reached betweem 2008 - 2014.

. S £
Industry Canada officials have indicated they are now ﬂnishedy?heir review of this
segment and are expected to provide a written acknowledgement of thalr views on
this, as well as the earlier agreed segments. Given the goodwill extended on all sides
we hope any obstacles to providing acknowledgment of this market oplnlon have
been overcome and we can look forward to receiving this any day now.

The efforts of the Company and the Government committee over the past months
have established the very reasonable outlook that TH485 will bring a significant net,
increase to Canada's exports At the outset of the Giovernment market analysis
considerable effort was made in discusslons with the company to understand that
TH496 is a tracked vehicle and competitive only in export markets whers tracked
vehicles are specifically demanded. This was an important product differentiation to
establish in order to ensure that the export markets targeted by TH485 would not
overlap with those naturally pursued by the Canadian branch of General Motors, GM
Diesel Division (GMDD), operating at London Ontario, where it manufacturas only

wheeled vehicles.

In addition to the net Canadian value added by our naw production facility, there will
also be the additional benefit to Canada through the Canadian suppllers of parts and
components which would naturally include companies like Computing Davices,
Deimaco/Devtek, Dishl, GMDD, Industrial Rubber, Invar, Miltech, to name a few.

The current disoussions with Government were inftiated on the mufual assumption that

there may have been no . near term Canadian requirement for armoured personnel
carriers (APC's); but the Government wished tobconsider,ther marlts of our proposal
on the basis of exports. Accordingly, when the export potential assoclated with our
TH495 was confirmed by the Government's independent analysls, industry Canada
would have considered eligibility of the project to receive financial contributions
through the Defence Industry Productivity Program (DIPP) to the R&D investment in
the overall prototype program combined with possible reglonal incentives avallable
in order to provide incentive for astablishing the world product mandate for TH485 in

Canada.

However, at this point, there appears litle capacity in DIPP tor the Government to
provide significant incentives for the TH495 Project, and the Company has progressed

PAGE . 803
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independently to complate the first two prototypes, finding a positive market reception,
with the APC version being delivered last month to Malaysia for customaer trials.

Meanwhile the Canadian Defence requirement for new APCs was confirmed In the
White Paper on Defence, and we are confidsnt that TH495 will fully mest the
requirements and delivery schedule "commencing in 1997°, and we look forward to

LTI

tendering a proposal {o supply the required vahiclas.

Assuming the Government will invite proposals from industry for the supply of APCs
and include in that call for proposals a request for industrial benefits, we would like to
revise our orlginal concept for establishing the manufacture of TH485 In Canada, We
are prepared to include the commitment to build in Canada and fo place the world
product mandate for the TH495, among the industrial benefits to Canada if selected as
the contractor to supply Canada's Land Forces with new APC's .

Therefore, given the expressed desire of the Government to create jobs and
particularly export based jobs, and your officials' positive assessment of export markst
prospects for TH485, we are writing to ask for your support for our request for the
opportunity to be included in a selection process for new APC's for the Canadian

Army.

Please call me at your convenience should you have any questions or cONcems
regarding our proposal.

In closing | extend best wishes to you for the holiday season

CONFIDENTINL

Sincerely,

Greg Alford,
Sr. Vice President

TOTAL P.84
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Suite 708, 350 Sparks Strast, Ottawa, Ontarlo, Canada K1R 788
Telephone: (613} 583-3321 Telefax: (813) 563-7648

December 22, 1994

Flon. John Manley
Minister of Industry
Room 408, West Block
House of Commons

LN d-m &+ b
Ottawa, Ontario

KIA 0A6

Dear Minister,

Further to my letter of December 14, 1994, you will recall our meeting one year ago when
ADM John Banigan and your policy assistant, Diana Durnford allowed us the opportunity
to present an introduction to the Thyssen Group of companics and an overview of the
Thyssen BHT (the Company) praposal for an export based. manufacturing facility in
Canada,

The initial product for our proposcd Canadiun facility is the Thyssen TH495 light
armoured vehicle which has been designed to mect an intcrnational market which we
estimate 1o be in exeess of 35,000 units. On this overall market we have done a detailed
analysis projecting market share for T11495 of approximately 20%, which will lead to
Canadian exports approaching $10 Billion over the next 15 to 20 years.

At the time of that meeting we had already been in discussion with your officials for a
few months, and on December 14, 1993 cubmitted our detailed export market analysis for
the THA495. Industry Canada, leading a government committee which included
representatives from National Defence and Foreign Affairs and International Trade then
carricd out an independent analysis of the Export market described for TH495.

There was extensive consultation between the Company and the government committee
over the next.several months leading to the point when Industry Canada began in July
1994 to confirm their conclusions verbally in formal meetings with our company. You
will no doubt have reccived information from your officials describing the progress which
they have made in their independent analysis of this market.  Their formal discussions
with the company are summarized as follows:

With respect to the market for the tracked TH495, the Company and Government agree
that the market can be examined in four segments: iy Specific NATO Nation Projects,

i) Non specitic NATO demand, i) Specific non NATO Nation Projects and ‘
iv) additional non NATO Demand. On the lirst three of these segments there is general
agreement that a gross market of between 17.000 units (Gov't estimate) and 19,000 units
(Thyssen estimatce) cxists. The forccast of TI1495 market share was estimated in a range

from 9% (Gov't cstimate) to 25% (Thyssen estimate).
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With this important agreement on the size of the basic market , and agreement that
TH495 can be expected to win a share of that market, it is reasonable to expect that
the most probable market share will be in the range between 9% and 25%. :

The fourth market segment dealing with additional non-NATO markets accessible within

Canadian export policy is cstimated by the Company at approximately 18,000 units from

which is forecast a market share of 20%. Timing of this market segment is generally later

hPE S [ -} e
with-its-peak-beingreached between 20082014

Industry Canada officials have indicated they arc now finished with their review of this
fourth market scgment and arc expected to provide a writien acknowledgement of their
views an this, as well as the carlier agreed segments. We look forward to receiving this

report in the very near future,

The efforts of the Company and the Government committee over the past months have
established the very reasonable outlook that TH4A95 will bring a significant net increase o
Cunada’s exports At the outset of the Government market analysis considerable effort -
was made in discussions with the Company to establish that TH495 is competitive only in
cxport markets where tracked vehicles are specifically demanded. This was an important
product differentiation 1o cstablish in order to ensurc that the export markets targeted by
TH49S would not overlap with those naturally pursued by the Canadian branch of
General Motors, GM Dicsel Division (GMIDI), operating at London Ontario, where it
manufactures only wheeled vehicles.

In addition to the net Canadian value added by ou new production facility, there will
also be the additional benefit to Canada through the Canadian suppliers of parts and
components which would naturally include companies like Computing Devices, '
Deimaco/Devick, Dichl, GMDD, Industrial Rubber, Invar, Miltech, to name a few,

The current discussions with Government were initiated on the mutual assumption that
there may have heen no near term Canadian requirement for armoured personnel] carricrs
(APC’s) and the Government wished to consider the merits of our proposal only on the
basis of exports. Accordingly, with the export potential for TH495 confirmed by the
Government's independent analysis, Industry Canada would have considered the
cligibility of the project to receive financial contributions through the Defence Industry
Productivity Program (DIPP) combined with possible regional incentives. These
programs could provide incentive lor establishing the world product mandate for TEH495
in Canada, in the absence of a domestic market share,

Towards the Iatter stages of the discussions, we were made aware that in light of
budgetary constraints the Government had little capacity to provide significant incentives
for the TH49S project. Furthermore, in the interim the Company had progressed
independently to complete the first two prototypes, finding a positive market reception,
with the  APC version being delivered last month to Malaysia for customer trials.
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Meanwhile the Canadian Defence requirement for new APCs was confirmed in the White
Paper on Defence, and we are confident that TH495 can tully meet the requirements
and delivery schedule commencing in 1997 '

Assuming the Government will invite proposals from industry for the supply of APCs and
include in that call for proposals a request for industrial benefits, we would like to amend

our original concept for establishing the manutacture of THA495 in Canada.

We would propose to include the commitment to build TH495 in Canada for the
domestic and export market among the industrial benefits to Canada if selected as the
contractor to supply Canada's Land Forces with new APC's .

Therefore, given  the expressed desire of the Government to create jobs and particularly
export based jobs, and your officials” positive asscssment of cxport market prospects for
THA4Y5. we are writing to ask for your support for our request for the opportunity to be
included in the selection process for new APC's for the Canadian Army.

Please call me at your convenience should you have any questions or concerns regarding
our proposal,

In closing | extend best wishes to you for the holiday scason .

Sincerely,

4"' ”\ h—Q/\',L\\‘i‘)(\eTJ |

TN

Grep Alford,
Sr. Vice President

ce Hon, Andre Quellet
Hon. David Collenctte

. TOTAL P.84
4 Q5 11:27
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10 February 1995

CONSIDERATIONS FOR THYSSEN TH495 PROPOSAL

Backgrounds

Further to letters of December 2 and Deécember 14, 1994 to the Hon David Collenerte, Minister
of National Defence from Thyssen BHIJ, the Company continues to have a keen interest to
participate in the supply of APCs to the Canadian Army.

The following proposal argues [or the fair consideration of the Thyssen BH! proposal as at least
being part of the APC solution. Not only does the Thyssen offer meet the technical
requirements of the Army, it also offers valunble industrial benefits to Canada in association both
with the domestic and the international markets.

Thyssen has followed the Army requircment for APCs as it developed over the past several years
and has observed basic clements which are important considerations in making a procurement

dcciston.

Canadian Armoured Vehicle Fleet and Recent Purchases:

The Army operates a mixed flect of light armoured vehicles, some tracked, some wheeled. Each
type of vehicle has its merits and can be deployed where it is bust suited,  Duc to the advanced
age of the Canadian APC flect, many of the vehicles are older than their drivers, and their
capabilities, especially for protection and mobility are severely lackiag.

The tracked M113 vehicle presently suffers severc short-comings in its armour protection.
Although it has superjor cross country mobility potential due to its tracks, it now has a power
shortage caused by a small engine and « heavy joad increased by the weight of supplemental
armour, making it strain to climb hills. Muny M113 vartants, such as TOW Under Armour
(TUA), or ADATS, are seriously underpowered. Though cfforts have been made to upgrade
armour there are still very serious injuries caused by land mines.

The wheeled vehicles of the Canadian Army fhelude both 6 wheel and 8 wheel light armoured
vehicles built in Canada under license trom Mowag of Switzerland, by the Diescl Division of
General Motors operating in London, Ontario. The 8 wheel version, known as the Bison has
delivered good service when applicd to appropriate situations. The Bison armour protection
originally was only equivalent to M113 but has since been improved with supplemental armour.
The Bison wheeled vehicle does not have as pood off-road mobility as a tracked vehicle. but the
tracked vehicles in the fleet can be deployed where off-road or soft ground movement is
required. Such is the case today in Croatia and Bosnia.

T L 1 O |



P ARTURIEE ST -

M

Thyssen Approach:

Thyssen, as a builder of both wheeled and tracked APC’s appreciates the Canadian Army mix of
wheeled and tracked vehicles because it exists for good and essential technical reasons. In that
regard, Thyssen would also cxpect GM to continue to play a central role in supplying wheeled
vehicles as and when required, and has therefore directed its cfforts toward supplying tracked
vehicles for the Canadian Army. It i¢ quite reasonable that the Government will only support the
establishment of additional armourcd vehicle production capability in Canada if it is clearly
complementary to that which already exists at GM. With that in mind, Thyssen is confident that

the proposal based on the tracked TH495 will, on fair cvaluation, gain the Government's tult
support . ’

This leads one to ask whether it is the intention of the Army to buy new tracked or new wheeled
vehicles. Thyssen observes thatl in 1989 the Army acquired 200 Bison 8 wheeled vehieles, and
then anadditional 200+ LAV Reccee & wheeled vehicles were ordered in 1992 with delivery now
pending. This means that there will soon be over 400 new wheeled vehicles in the APC fleet and
it would therefore seem logical to shitt priority toward the acquisition of modern tracked vehicles
0 e T 0 Cak -
so aj to update that portion of the fleet, t creby providing the protection, mobility, vehicle
growth potential and overall opcrational versatility, particularly important in peacckeeping
missions.

Tracks vs Wheels in Peacekeeping

A recent press article, discussing NATQ contingency plans for withdrawing UNPROFOR from
Bosnia in the face of armed interferénce, points out the particular difficultics which would be
faced by those elements which arc roadbound and unable to avoid defiles, or by-pass road blocks,
demolitions, etc. sited to impede their withdrawal. Unless adequate cross country mobility was
available, especially under winter conditions, it was concluded that the operation might be too
hazardous to attempt, as troops would require extraction by air and their wheeled equipment
would have to be abandoned.

In his presentation to an international audicnce in London on 4 November 1994, on the subject
of "Light Armour in UN Humanitarian and Peacckeeping Operations” BGen Hayes (Chief of
Staff UNPROFOR April to October 1993) stated in part: "a wheeled vehicle will have far less

. off-route mobility than a tracked one, and it-will also be less agile on the many poor routes that
criss-cross the country. For this reason, I would support tracked over wheeled vehicles every
time" and elsewhere "the other disadvantage of a wheeled vehicle is that your tires can be shot
out and the vehicle disabled as a result. In Mostar in July 93, the Spanish lost 70 tires in 2 days
when their movement into the city was not welecomed.”

The attached article from Vanguard Magazine deals with this {ssuc of APC requircments in some
carcful detail. The opinions offcred are based on comments by the Canadian Forces
peacckeepers on assignment in Croatia and Bosnia. Pleasc note the section of the article
subtitled "Hard Skinned Vehicles” pages 24 - 26 which cnds with the statement: "the army nceds
a well-armoured, fast tracked vchicle with reasonable tire support - even for peacckeeping”.



Canada / Thyssen Partnership

Thyssen has concentrated major effort on the development of a new generation tracked APC
known as the TH49S, targeted as a replacement 1o the old M113 which in its prime during the
1960% and 70’s achieved the status of the largest unit production of any tracked APC in the
world, selling more than 80,000 units. It is the M113 replacement market at which the TH495 is
targeted in Canada and internationally. '

Tn-supplying that market Thyssen, if selected for all, or part, of the Canadian APC project will

1

place the world product mWprduction facility. Aside from the
olvious Canadian industrial benefit associated with the Canadian Army order, Thyssen projects
a world market over the next 15 years approaching $10 Billion in Canadian value added.

Is M113 Upgrade Cost Effective 9

The critics of the Thyssen TH 495 option, when comparing it to an upgrade of the old M113 will
say it is more costly, but that is not neeessarily the case sinee there s a significant cost of
upgrading the M113 which can approach thar of a new vehicle. Also to be considered are-the
limitations in armour protection and service life expectancy associated with rebuilding a chassis
which is already 304 years old and the vietual absence of growth potential in the final vehicle.

Technical equipment arguments aside, there is only limited industrial benetit associated with the
domestic market for M113 upgrades and no meaningful export potential,

Thyssen Proposal,_a Nei Gain to Canudy

In compari@ the Thyssen ofter to GM’s capability, the question immediately comes to mind
that perhaps GM can build eracked vehicles too. Technically, GM could probably build tracks
but that would represent a totally new product and business for them. First, they would nced
another plant since their existing wheeled facility is understood to have full order books past the
ycar 2000. Then GM would necd to acquire a license for a suitable design which is price
competitive, off-the-shelf and complying with all the technical fequirements, Onc must then ask
what international market rights would be available for such a technology, assuming the original
designer intended to serve the world market?  The potential for GM to also become z-y.mcked
vehicle builder is likely to be ditficult and at best less export potential than is offered by Thyssen.
Moreover, Thyssen will source major componaiys and subsystems from GM as woll as {rom other
Canudian producers. ~ ‘

Conclugion

The Thyssen offer addresses the (echnical equipment requirement of the Army with protection,
all terrain mobility and growth potential in a new generation tracked APC which is "off-the-shelf'
equipment that will protect and scrve CF troops in cvery aspect of their peacekeeping role.
Furthermore, it offers extremcly high industrial benefits to Canada through its export potential.
It will provide jobs and exports and will do so at no loss to GM's already cstablished export
activity for wheeled armoured vehicles, The tracked TH495 APC, built in Canada will be a nct
gain to Canada’s international defence capabilitics and exports in defence products.

V\ff)%ﬁ.mio A vq‘ﬁ@v\ (nﬂ‘tz{%fz/ v, Bel J
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PHONE (613) 563-3321

TELEFAX (613) 663-7648

Hon. David Colleneite March 8th, 1995
Minister of National Defence

Mgen George Pearkes Building

Ottawa, Ontario

K1A OK2

Dear Minister, ——

Further to our letters of December 2 and 14, 1 write with respect to the Canadian APC
Requirement as announced in the White Paper on Defence, Decamber 1, 1994.

In regard to the procursment strategy for the APC project, we naturally assume that the first
priority of the Government will he to acquire a vehicle which best meets the needs of the
Canadian Army for a well protected and highly mobile replacement for the inservice M 113
Secondly, we assume that given the significant capital spending associated with such a
program, there will be interest on the part of the Government to acquire a product which will
prove adaptable and sconomic in its operation over the long term, and also offar strong
industrial benefits for Canada, ‘

Thyssen Proposal

With the canflrmation of the Canadian Forces APC project in the White Paper, Thyssen
intends to offer the tracked TH 495 to meet this requirement. On selection of the TH 495 for
the Canadian Forces APC project, Thyssen will commit to produce in Canada for both tha
domestic and export market, thereby placing the World Preduct Mandate for the TH 495 in
Canada. ' ‘

. As you are awara, Thyssen has formally withdrawn an earlier request for R&D funding and
capital assistance which had been under discussion with Industry Canada (Referenca: lefter
to Hon. John Manley, dec. 22, 1994, copied to Hon. David Collenette and Hon. Andre
Quellet).

Thyssen, as a builder of both tracked and wheeled APCs appreciates that the Canadian
Army’s mixed APC fleet exists for established operational reasons, We also note that the
wheeled portion of the ARC Fleet includes 199 GM Bison ordered in 1989, as well as'an
additional 229 GM LAV Recce ordered in 1992 (delivery pending), making some 428
modern whaeled systems in the fleet, Therefore our offer of the TH 495 addresses the need
to acquiré a modern, highly protected, highly mobile fracked APC which we balieve now to
be the Army’s most urgent priority.
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There Is also the possibilty that the Government may see fit to split the APC requirement in
such a way that both tracked TH 495 and the GM wheeled LAV would be procured. From
the Thyssen perspective we understand that some 680 units are planned for the APC
Replacement program, and confirm that half of that quantity would be a sufficient initia!

orderto-secure-the-Thyssen-ecommitmentto-transferthe-World-Product-Mandate-for- TH4
to Canada, and o commence production for demestic and export requirements, dehvery

starting 1997.

Thyssen's willingness to cooperate with interested Canadian partners includes a number of
highly qualified systems and component manufactures in all regions of Canada. Among the
potential partners are: Qerlikon Aeropsace, 5t. Jean; GM Diesel Division, London,
Computing Devices Canada, Ottawa; Deimaca, Kitchener; and Temro, Winnipeq.

Thyssen has not committed to a specific site or region for praduction of TH 495 in Canada,
though we have carried out internal studies to conclude that there are a variety of potential
sites in the established industrial regions that can support efficient and competitive
operations. The Company's planning and estimating has been based on direct experience -
of Thyssen Group companies In Canada and additionally on commercial information
gathered from a variety of industrial locations which offér an appropriate set of conditions
for operations, ie:

-gstablished labour skills

- necessary transportation networks

- existing suitable and competitively valued production facilities that can be

acquired and activated in the necessary timeframe.

TH 4965 ,Off the Shelf and Ready for 1997

Thyssen development of TH 495 has reached a stage much more advanced than
achievable by older product development methods.In fact, our utilization of modern design
technology has already allowed us to progress to the stage of pre-series production on the
vehicle. The first TH 495 was rolled out as a prototype in September 1992, and {his then
served as our system test platform for extensive in-Company trials, and demonstrations with
potential users. The basic design was confirmed and any necessary changes ware
Implemanted for the second vsahicle which was bullt in 1993 as the ,pre-series production
vehicle”, The fundamentals of modular design, and the use of modern but proven
components, has allowed this highly efficient rate of development required in a privately
funded project. The proof of the readiness of the TH 485 is in the fact that after further tests
of several thousand kilometres Company trials on the pre-series production vehicle, we then
handed it.over fo the Malaysian Army for a sixty day intensive user test which just

concluded last month. The TH 498 completed the entire test with no systems failure and
achleved the highest performance approval rating from the Malaysians.,

To focus on the readmem of the TH 495 for production, we estimate the necessary time
from concluding an order to first unit production at 12 to 18 months. In the context of the
DND requirament, delivery of the TH 495 from Canadian production is quite feasible in
1987, were a contract concluded by end of 1895, -
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Export Potential

With respect to the exports for TH 495, an independent market study on the export market
potential was conducted in 1994 by a Government committee led by Industry Canada, with
participants from Foreign Affairs and International Trade and DND. Key conclusions of that
study, briefed by the committee to Thyssen are:

. At the start of the study, the Governiment committee was doubtfut-of the market
defined by Thyssen for the TH 495. Howaver, the Government’s study concluded that
a specific tracked light armoured vehicle market does exist in the TH 495 category,
in approximately the same scale and time frame as desctibed by the Company’s
projsction,

. The TH 495 as a tracked vehicle, will penetrate a distinctly different market from
that which can be entered by the wheeled GM LAV. As such, any market share
projected
for the TH 495 represents a net increase in Canada’s exports.

. The Government market analysis, assuming no Canadian sale, projetcs the TH 485
will achieve an export market of some 2,000 units over a period reaching out some
20 years, Furthermore, the Government committee agreed that if sale of the
TH 495 to Canada were to occur, early in the market cycle, the projected market
share probably would increase significantly for each export market projected. A
reasonable increase to the Government’s 2,000 units scenario would be to increase
to 4,000 units as a most likely scenario.

. Thyssen projections indicate there is a reasonable market share potential for as much
as an 8,000 unit market share, but for purposes of discussion in Canada, we are

- prepared to base our plants viability assessment on the Government scenarios. The
Company confirms that a plant is viable even at the lowest market share projected by
the Government of 2,000 units.

Status of Thyssen - DND Discussions

From a technical assessment, we have been informed by your Senior ADM Materiel that the
TH 495 meets all of the technical requirements of the Canadian Forces APC program. We
certainly welcome that assurance, but we are now very interested to engage in the more
detailed technical discussions and vehicle demonstrations which logically would be a
necessary part of the Canadian Forces further consideration of thelr procurement decision.
To date, we have experienced only the most limited discussion with requirements staff, and
most recently raised this concern with Mr. Lagueux your ADM Supply, with a request that he
consider allowing a mora substantial opportunity for DND officlals to assass TH 495 in open
technical discussions along with vehicle demonstrations. ' '
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I have written to Mr, Lagueux to formally invite a visit by DND project staff to our Thyssen
Henschel facility for technical discussions and a dynamic demonstration of our TH 455
vehicle. | would be most grateful if you could see fit to provide your approval for such

discussions_by your officials-as-l-am-certain-a-visit-willonly-be-helpfulinthe DND process of
evaluation.

In summary, Minister, | believe that the Thyssen proposal offers the best vehicle to meet the
Canadian Forces APC requirement an d at the same time offers a very high industrial
benefit to Canada through additional new exports in tracked APCs which, as you know, is a
product area In which Canada does not presently have a producer toaddress this
significant export market niche, ‘ -

['would welcome the opportunity ta expand on any area contained in this letter af the
convenlence of you and your officials and can best be reached through our office in Ottawa

at 663.3321.

Sinceraly

s

CC

Hon. Andre Ouellet
Hon. John Manl(ey
Hon. Roy MacLaren
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Dear Minister,

Further to our letters of December 2 and 14, 1 write with respect to the Ganadian APC
Requirement as announced in the White Paper on Defence, December 1, 1994,

In regard to the procurement strategy for the APC project, we naturally assume that the first
priority of the Government will be to acquire a vehicle which best meets the needs of the
Canadian Army for a well protected and highly mohile replacement for the inservica M 113
Secondly, we assume that given the significant capital spending associated with such a
program, there will be interest on the part of the Government to acquire a praduct which will
prove adaptable and aconomic in its operation over the long term, and also offer strong
industrial benefits for Canada. : :

Thyssen Proposal

\With the confirmation of the Canadian Forces APRC praject in the White Paper, Thyssen
intends to offer the tracked TH 495 to mest this requirement. On selection of the TH 495 for
the Canadian Forces APC project, Thyssen will commit to produce in Canada for both the
domestic and export market, thereby placing the World Product Mandate for the TH 495 in
Canada.

As you are aware, Thyssen has formally withdrawn an earlier request for R&D funding and
capital assistance which had heen under discussion with Industry Canada (Reference: letter
i Hon. John Manley, dec. 22, 1994, copied to Hon. David Collenette and Hon. Andre
Quellet).

Thyssen, as a builder of both tracked and wheeled APCs appreciates that the Canadian
Army’s mixed APC fleet axists for established operational reasons. We also note that the
wheeled portion of the APC Fleet includes 199 GM Bison ordered in 1989, as well as an
additional 228 GM LAV Recce ordered in 1992 (delivery pending), making some 428
modern wheeled systems in the fleet. Therefore our offer of the TH 495 addresses the need
to acquire a modern, highly protected, highly mobile tracked APC which we believé now to
ba the Army’s most urgent priority.
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There is also the possibilty that the Government may see fit to split the APC requirement in
such a way that both tracked TH 495 and the GM wheeled LAV would be procured. From
the Thyssen perspective we understand that some 660 units are planned for the APC
Replacement program, and confirm that half of that quantity would be a sufficient initial

order to secure the Thyssen commitment to transfer the World Product Mandata for TH 498
to Canada, and to commence production for domestic and export requirements, delivery

starting 1997.

Thyssen's willingness to cooperate with interested Canadian partners includes a number of
highly qualified systems and component manufactures in all regions of Canada. Among the
potential partners are: Oerlikon Aeropsacs, St. Jean: GM Diesel Division, London,
Computing Devices Canada, Ottawa; Deimaca, Kitchener; and Temro, Winnipeg.

Thyssen has not committed to a specific site or region for praduction of TH 496 in Canada,
though we have carried out internal studies to conclude that there are a variety of potential
eites In the established industrial regions that can support affisient and competitive
operations. The Company’s planning and estimating has been basad on direct experience
of Thyssen Group companies in Canada and additionally on commercial information
gathered from a variety of industrial locations which offer an appropriate set of conditions
for operations, ie: '

-established labour skills

- necessary transportation nefworks

- existing suitable and competitively valued production facilities that can be

acquired and activated in the necessary timeframe.

TH 495 ,,Off the Shelf’ and Ready for 1897

Thyssen development of TH 495 has reached a stage much more advanced than
achievable by older product development methods.In fact, our utilization of modern design
technology has already allowed us to progress to the stage of pre-serles production on the
vehicle. The first TH 495 was rolled out as a prototype in September 1892, and this then
served as our system test platform for extensive in-Company trials, and demonstrations with
potential users. The basic design was confirmed and any necessary changes were
implemented for the second vahicle which was built in 1993 as the .pre-series production
vahicle®. The fundamentals of modular design, and the use of madern but proven
componants, has allowed this highly efficient rate of development required in a privately
funded project. The proof of the readiness of the TH 485 is in the fact that after further tests
of several thousand kilometres Company trials on the pre-series production vehicle, we then
handed if over to the Malaysian Army for a sixty day intensive usér test which just
concluded last month. The TH 495 completed the entire test with no systems failure and
achieved the highest performance approval rating from the Malaysians.

To focus on the readiness of the TH 496 for production, we estimate the necessary time
from eoncluding an order to first unit production at 12 to 18 months, In the context of the
DND requirement, delivery of the TH 495 from Canadian production is quite feasible in
10897, were a contract concluded by end of 1995.
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Export Potential

With respect to the exports for TH 495, an independent market study on the export market
potential was conducted in 1994 by a Government commitiee led by Industry Canada, with
participants from Foreign Affairs and International Trade and DND. Key conclusions of that
study, briefed by the committee to Thyssen are. A

At the star of the study, the Government committee was doubtful of the market
defined by Thyssen for the TH 485. Howaver, the Government's study concluded that
a specific tracked light armoured vehicle market does exist in the TH 495 category,
in approximately the same scale and time frame as described by the Company’s
praojeation.

The TH 495 as a tracked vehicle, will penetrate a distinctly different market from
that which can be entered by the wheeled GM LAV. As such, any market share
projacted
for the TH 495 represents a net increase in Canada’s exports.

The Government market analysis, assuming no Canadian sale, projetes the TH 495
will achieve an export market of some 2,000 units over a period reaching out some
20 years. Furthermare, the Government commitiee agreed that if sale of the
TH 495 to Canada were to accur, early in the market cycle, the projected market
shara probably would increase significantly for each export market projected. A
reasonable increase to the Government’s 2,000 units scenario would be to increase
to 4,000 units as a most likely scenario. ~

. Thyssen projections indicate there is a reasonable market share potential for as much
as an 8,000 unit market share, but for purposes of discussion in Canada, we are
prepared to base our plants viability agsessment on the Government scenarios, The
Company confirms that a plant is viable aven at the lowest market share projected by
the Government of 2,000 units.

Status of Thyssen - DND Diseussions

Erom a technical assessment, we have been informed by your Senior ADM Materiel that the
TH 495 meets all of the technical requirements of the Canadian Forces APC program. We
certainly welecome that assurance, but we are now very interestad to engage in the more
detalled technical discussions and vehicle demonstrations which logically would be a
necessary part of the Canadian Forces further consideration of thelr procurement decision.
To date, we have experienced only the most limited discussion with requirements staff, and
most recently raised this concern with Mr. Lagueux your ADM Supply, with a request that he
consider allowing a mare substantial opportunity for DND officials to assess TH 495 in open

~ tachnical discussions along with vehicle demonstrations.
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| have written to Mr. Lagueux to formally invite a visit by DND project staff to our Thyssen
Henschel facility for technical discussions and a dynamic demonstration of our TH 485
vehicle. | would be most grateful if you could see fit to provide your approval for such

discussions by your officials as | am certain a visit will only be helgful in the DND process of
evaluation. '

In summary, Minister, | believe that the Thyssen proposal offers the best venhicle to meet the
Canadian Forces APC requirement an d af the same time offers a very high industrial
benefit to Canada through additional new exports in tracked APCs which, as you know, is a
product area in which Canada does not prasently have a producer to address this
stgmﬂcant export market niche,

I would weleame the opportunity to expand on any area contamed in this letter at the
convenlence of you and your officlals and can best be reached through our office in Ottawa

at 563.3321.

Sincerely

jyin o

cC

Hon. Andre Quellet
Hon. John Manley
Hon. Roy Maclaren
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REPORT OF MEETING
Felymary 28, 1995

Minister of Foreign Affairs

Hon. André Oue}ict,'Mi'niste‘r of Forcign Affairs |

Participants:
Patrick Tobin, Policy Advisor

and: Jitrgen Massmann, Tliyssen BHI
Greg Alford, Thyssen BHI

Meeting took place at Minister Oueltet's Parliament Hill office in Ottawa.

Originally scheduled for 30 minutes, the meeting lasted over 1 hour, ‘

" In advance of the meeting, Mr. Tobin explained that any initiative by the Defence
Department to push through a sole-source order to GM has been blocked by Minister
Cuellet at Cabinet level. Further, Minister Ouellet’s interest in the Thyssen proposal is -

very high, hence the agreement to meet.

‘Minister Ouellet made a warm welcome, indicated his familiarity with the Company’s
proposal apd after a few minutes of background discussion, raised a number of poiuis to

which Mr. Massmann replied.

The Minjster:
1. Is the Company asking for financial assistance from Industry Canada?

_ J.M.: No. At first this was the case based on the Government offer to give an R&D
contribution in the absence of any order from the DND, but now that the Army
requirement for Armoured Personnel Carriers (APCs) has been confirmed by the White
Paper on Defence, the Company has withdrawn the request for grants and offered to
bring the manufacture of TH 495 to Canada for export if TI 495 is selected for the

Canadian APC requirement.

The Minister:
2 Whit about tracks vs. wheels?

AN

J.M.. Our understanding is that the Army has indicated they would accept either a
wheeled or a tracked solution, but their view of their best solution would be a new

Oueller Meeting, February 28, 1995

i
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tracked vehicle.
TH 495 was designed to meet the requirements which the Canadian Army described over

the past years, first for the MRCV program, and subsequently for the MBAV (NATO)
program, Thyssen did pot receive any official written notice of requirements, but based
the nnderstanding on numerous discussions of mission requirements and operational
.issues which the Canadian Army discussed with the Company as the TH 495

development took place.
The Commander of the Army visited Thyssen Henschel in Germany during 1993, when

he test drove the TH‘49‘5"and—h‘e"a~ck-now}edge—d-our_ve,hicle met all his expectations for a

new APC, as it had been defined in the Army studies on vehicle requirements.

The Minister:
3 There is some concern that your vehicle is only a prototype and could not be
produced in time fto meet the Army requirement for 19977 :

T.M.:. TH 495 has been bujlt as a prototype in 1992, and was then subjected fo
_exiensive company trials from which design modification were made. Naturally, as a first
vehicle there were some changes necessary and these were identified over several
thousand kilometres .of Company tests. ,
The next vehicle, completed in mid 1993, incorporated all necessary changes and was
produced as a pre-series production vehicle. That vehicle has undergone further company
tests to prove the design and has just completed intensive performance trials with the
Malaysian Armed Forces. At the end of these Malaysian trails which included aver 2,000
km of iptensive use, the Malaysians reported that the vehicle was completely successful,
having no system or component fajlure, and proved fo be the most effective systom they
have found in their APC search.
As for when could TH 495 be produced, we arc only limited by long Jead items such as
engines which must be ordered in advance. For planning purpose, if an order were
received today, the frst production wouid take place between a minimum of 12 months '

and a maximum of 18 months.

The comparison of TH 495 is to GM's LAV, but as we snderstand GM is offering a
significantly upgraded version of their original vehicle and that vehicle is not now
produced in London and itself is only a prototype. B '

To suggest GM can deliver quickly is hard to believe, since  they have received the most
recent Canadian order for 200 GM LAV reconpaissance vehicles since 1992, and are
understood only to commence that delivery in 96/97, completing in 1999, therefore it is

hard to see how they might deliver APCs in 1997.

Minister:

Ouellet Meeting, February 28, 1995
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4. Export Market?

J.M.: We have submitted a detailed export analysis to the Government Committee led
by Industry Canada with participation from Foreign Affairs and Trade and Defence.
This Committee bas carried out an independent analysjs of that market with support
from the military attachés around the world. They have agreed that the market for TH
495 does exist, and as a mipimum a market of 2,000 units would be won for TH 495 with
a0 known first market. With a first inarket secure, then the increase to the market share
could_be very significant. If the first market is Canada, then TH 495 export market could

be as high as 4,000 units.

Minister:
5. What Canadian Partnerss can you work with?

J.M.: Computing Devices Canada (CDC) are already suppliers for electronic systems,
. and we are prepared to expand our business with them.

GM. Wec are prepared to work with GM and as an example, if the Government were to
indicate a preference for the Delco turret, this would be an area for co-operation with
GM since Delco is their sister company and they already do work on that turret.

Qerlikon We bave already done engincering tests with Oerlikon to confirm the
ability of their ADATS system to work with TH 495. Also we have received a recent
contact opening discussions for other areas of cooperation as relates to the Canadian

APC and we are open to this.

The Minister:
6. Location?

M. We have examined a number of areas where we could carry on our business . and
confirmed potential exists for number of industrial regions in Canada.

Quebec, and particularly Montreal, is certainly among the regions where we can operaie
efficiently. We seek an established industrial area, skilled workforce, good
communications and transport links, and available site and plant facilities which can be
acquired from a competitive real estate market.

We have made no commitment to specific sites, as we want to keep flexibility in order

to respond to Government priority.

The Ministen: _
7. Do you have friends in DND?

J.M.: We would have more friends in DND, if our name was GM. . .
‘We believe our support in DND exists in the Army, if they are asked whether TH 495 is
/a good vehicle to meet their APC requirement. If that question is posed and they are

oo Ouellet Meeting, I'ebruary 28, 1995
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a good vehicle to meet their APC requircment. If that question is posed and they are
free to answer without any DIND Headquarters influences saying "buying exclusively from
GM is Government policy”, then the answer will be, TH 495 meets all the requirements
of the APC requirement. It is a highly protected, highly mobile vehicle with growth

potential to make it the best solution for the Army.

Closing Comments by Mr. Massmans:

The APC requirement is for some 600 vehicles starting in 1997. Thyssen can meet that
_ date with TH 495 built in Canada. Furthermore, if it is the need of the Government to
split that quantity to 300 units to Thyssen and 300 units to GM that stiil will be enough

for the start-up of TH 495 in Canada, with a world product mandate for Canadian

production for the large export market. The jobs created by the Thyssen project will be

high value permanent jobs both for skilled workers and for engineers.

Lastly, comments about 1Cadillac or Mercedes" solutions are not accurate for a military
vehicle like TH 495. It is simply a modern vehicle designed to operate efficiently over 2
long life (30-40 years), delivering & high level of protection and defensive capability to
multi-purpose Army such as Canada. As a modern tracked vehicle, it is lower in cost to a
wheeled vehicle that would offer the same mission capabilities. '

After the formal meeting

Mr. Tobin indicated that Oerlikon has asked for Min, Ouellets support and Oerlikon has
been encouraged to find cooperation with Thyssen.

Also mentioned was GM's recent approach to Ouellet which apparently is.unattractive
politically, due to its lack of Quebec content. : ~

Ouellet Meeting, February 28, 1995 .
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MEETING REPORTY

DATE; 27.02.1595

ATTENDING: DND - Pierre Lagueux .
Asst. Deputy Minister, Supply

THYSSEN - J. Massmann
G. Alford

The mecting took place at Mr. Lagueux's office, DND Headquarters.

Duration of the mecling was approx. one bour.

Jiirgen Massmann (J.M.) thanked Mr. Lagueux for the meeting and opened discussion
on the pending Federal Budget asking Mr, Lagueux (P.L.), if it is DND intention that

the APC project should be sole sourced instead of competed, explaining that all major
DND prograsis observed by Thyssen licve been sole-sourced.

PL. No decision has yet been taken on the APC project. That it is still subject to final
input from other departments and ultimately the Cabinet.

JM. Is DND internally intending that the project should be wheeled only?
If it is the Government intent to procure wheels only, sole-source from GM - then please -

_tell us and we will accept this.

p,L. Each individual project is subject to consideration for sole sourcing or
competition, but the APC procurement strategy is not yet decided. As for wheels, the .
Army has indicated preference for wheeled APCs based on the success of wheels in the

current assignment to Bosnia.

JM. The Company has been informed that the Ariny preference was not for wheels
but in fact was open to a new generation of tracked vehicles capable of high protection
and mobility, combined with high growth potential in order to serve the Army over the

" many years aliead.

The Army's willingness to accept wheels is understood to exist as a least preferred

alternative to no new vehicles at all.

As to the suggestion that wheels are cheaper, it is proven by recent studies that if a
wheeled vehicle and a tracked vehicle have identical mission capability - the tracked

vehijcle will have lower procurement cost,

TSIt

PP
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Further, to compare life cycle costs, it is also proven by these same studies that life cycle

. costs to operate a new generation tracked vehicle will be lower than ' the coss {0 operate
an old wheeled vebicle. In the Canadian context this would apply as the GM/Mowag
vehicle, which is a 15 year old design and therefore will not have any operating cost
advantage over a new generation tracked vehicle such as TH 495.

It is undersiood that in addition to acquiring an appropriate technical solution for the
Army, the Government is equally concerned that the APC should be built in Canada,

bringing_direct industrial benefits in balance to the procurement investment, as well as

{ na(‘ﬂ

for exports. There is a point of view which argues ior limiting APC production-in-Canada
to a single producer - GM. However, GM cannot offer a tracked solution for Canada
and for export. In contrast, the Thyssen proposal offers an uncompromising technical
solution for the Army, with industrial benefits from production for the domestic-market—
and for the export market. ‘ ‘ ' : :

{1 closing, J.M. recalled that in June M. Lagueux made arrangements for the Army staff

. to visit the Thyssen exhibition at EuroSatory. Since that time, there has been only limited

discussion with the requirement staff until a "freeze" on industry contact was imposed
about September.

Most recently, a technical update presentation by Thyssen was accepted by the Project

) ). Management Office, but the cestriction on officers to not discuss the APC program made

the presentation a one way discussion. However, the Company ‘assumes that before going
_ahead in such a large project as is the APC Replacement, there is some benefit to be
gained by an exchange of views and open technical discussions that will aliow the-
Company the opportunity to develop the best solution for the Canadian Forces.

J.M. asked Mr. Laguéux to arrange for a meeting between the Compan}; and DND
officials where such an exchange of information can take place. Mr, Lagueux eventually
agreed that the Company could come back to him on that in 2 weeks (13 March).

l:" ({L i
AP

TOTAL P.87



STIKEMAN, ELLIOTT

BARRISTERS & SOLICITORS

TELEPHONE ; (514) 397-3000 40 FLOOR : TORONTO
L OTTAWA
TELECOPIER : (514) 397-3222 11556 RENE-LEVESQUE BOULEVARD WEST CALGARY
- VANCOUVER
MONTREAL, CANADA H38 3v2 NEW YORK
: WASHINGTON, D.C.
LO
DIRECT DIAL: r;iglr;
397-3080 : BUDAPEST
HONG KONG
. : TAPE!

March 14, 1995

The Hon. David Collenette

Minister of National Defence

Mgen George Pearkes Building

Ottawa, Ontario

K1A OK2 . B

RE: THYSSEN TH 495 PROPOSAL

Dear Sir :.

On the occasion of our meeﬂng of February 10 last, I had the
opportunity of leaving with you a short memorandum referring to the keen interest
of Thyssen BHI to participate in the supply of APCs to the Canadian Army.

I indicated at the time that I would request the President of that
company to forward to you a letter answering in a more formal way some of the
questions you-raised during our meeting and keeping you informed about the recent
developments concerning the potential supply of armoured vehicles to the Canadian
Army. ' ‘

You will find enclosed copy of a letter that Mr. Massmann is sending to
you by air mail and that you should receive in the next few days. We would be very
grateful if you could find the time to give careful consideration to the proposal that it
puts forward; we believe that it should be of significant interest to Canada not only
in military, but also in economic terms. Because of the broad benefits that this project
implies, we are taking the liberty, after you will have received the present letter, to
transmit a copy ‘to your colleagues, the ministers of Industry, Foreign Affairs and
International Trade.

| , | . Mr. Massmann and/or myself remain at your disposal for any
additional information you may wish to obtain concerning the Thyssen BHI proposal
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and, as indicated in Mr, Massmann’s letter, his company will be most happy to give
1 relevant information. Mr. Massmann will be in Canada again

our officials access to a
on March 27 and will be happy to meet with you on that occasion, if need be.

Thanking you for the fair consideration that the Thyssen proposal will

no doubt receive, we remain,

" Yours truly,

STIKEMAN, ELLIOTFE

Marc Lalonde, P.C., Q.C.

Encl.
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AVOCATS
TELEPHONE : (514) 397-3000 408 ETAGE TORONTO
o OTTAWA
TELECOPIEUR: (514) 397-3222 1155, BOULEVARD RENE-LEVESQUE OUEST CALGARY
. VANCOUVER
MONTREAL, CANADA H3B 3v2 NEW YORK
WASHINGTON, D.C.
LONDRES
VEUILLEZ TELEPHONER: . PARIS
397-3080 . BUDAPEST
HONG KONG
TAIPEI -
Le 14 mars 1995
M. Jean Pelletier
Chef de Cabinet
Bureau du Premier Ministre
Edifice du Parlement
Rue Wellington —
Ottawa (Ontario)
K1A 0A6
Re: Projet d’acquisition de véhicules armés par les Forces canadiennes

Mon cher Jean,

Pour ton information, je te transmets sous pli deux lettres que j’ai
expédiées aujourd’hui au ministre de la Défense, référant 3 une proposition présentée
par Thyssen BHI en rapport avec le projet d’acquisition de véhicules armés par les
Forces canadiennes.

Je crois que cette proposition est d'un intérét substantiel pour le
gouvernement canadien et j’espére que tu pourras trouver le moment de lui accorder
ta bienveillante considération.

Salutations amicales,

///'\’\C._ ;.

Marc Lalonde

P.J.
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AVOCATS
TELEPHONE : (514) 397-3000 A0E ETAGE TORONTO
. OTTAWA
TELECOPIEUR : (514) 397-3222 1155, BOULEVARD RENE-LEVESQUE OUEST CALGARY
: ) VANCOUVER
MONTREAL, CANADA H3B 3V2 NEW YORK
WASHINGTON, D.C.
LONDRES
VEUILLEZ TELEPHONER: PARIS
397-3080 BUDAPEST
HONG KONG
TAIPE]
Le 14 mars 1995
L’hon. André Ouellet
Piére 314
Edifice de ’ouest
Chambre des Communes
Ottawa, Ontario —
K1A 0A6 -
Re: Projet d’acquisition de véhicules armés par les Forces canadiennes

Monsieur le ministre,

Veuillez trouver sous pli deux lettres transmises aujourd’hui au ministre
de la Défense, référant A une proposition présentée par Thyssen BHI en rapport avec

le projet d’acquisition de véhicules armés par les Forces canadiennes.

Etant donné I'intérét que peut représenter cette proposition pour votre
sphere de responsabilité, nous nous permettons de vous la transmettre, en espérant que

vous voudrez bien lui accorder toute lattention qu’elle mérite.

Veuillez agréer, monsieur le ministre, P'expression de ma haute

considération.

Marc Lalonde, C.P., C.R.

PJ.
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g BARRISTERS & SOLICITORS
TELEPHONE : (514) 397-3000 40™ FLOOR TORONTO

OTTAWA,

TELECOPIER: (514) 397-3222 1155 RENE-LEVESQUE BOULEVARD WEST CALGARY
VANCOUVER

MONTREAL, CANADA H3B 3v2 NEW YORK
WASHINGTON, D.C.

LONDON
DIRECT ‘DlAL : . PARIS

397-3080 BUDAPEST
HONG KONG

TAIPEI

March 14, 1995

Hon. Roy MacLaren

Minister for International Trade

Lester B. Pearson

125 Sussex Drive

Tower B - 5th Floor ‘ . o
Ottawa, Ontario g
K1A 0G2

Re: THYSSEN BHI TH 495 PROPOSAL

Dear Sir :

Please find enclosed copies of letters that I have sent today to the
Minister of National Defence, concerning the planned procurement of armoured
vehicles by that Department.

. Taking into account the broad benefitsfhat the proposal of Thyssen BHI
entails for your own area of responsibility, we would be grateful if you could give this
proposal the careful consideration that it deserves. :

Yours truly,

STIREMAN ELLIOTT

e

Marc Lalonde, P.C., Q.C.

Encl.
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BARRISTERS & SOLICITORS

ELEPHONE : (514) 397-3000 40™ FLLOOR

TELECOPIER: (514) 397-3222 1155 RENE-LEVESQUE BOULEVARD WEST

DIRECT DIAL :

MONTREAL, CANADA H3B 3v2

397-3080

March 14, 1995

Hon. John Manley, P.C., M.P.

Minister of Industry

235 Queen Street

11th Floor east

Ottawa, Ontario -
K1A OHS5 ~

Re: THYSSEN BHI TH 495 PROPOSAL

Dear Sir :

TORONTO
OTTAWA
CALGARY
VANCOUVER
NEW YORK
WASHINGTON, D.C.
LONDON
PARIS
BUDAPEST
HONG KONG
TAIPE|

Please find enclosed copies of letters that I have sent today to the
Minister of National Defence, concerning the planned procurement of armoured

vehicles by that Department.

Taking into account the broad benefits that the proposal of Thyssen BHI
entails for your own area of responsibility, we would be grateful if you could give this

proposal the careful consideration that it deserves.

Yours truly,

STIKEMAN ELLIOTT

m/e

.

Marc Lalonde, P.C., Q.C.

Encl.
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THYSSEN BHI

Sulte 908, 350 Sparks Streat
Ottawa, Ont., Canada |

x K1R 758
TELEPHONE (613) 6633321 TELEFAX (618) 563-7648
TELEFAX
TO: Mare Lalonde FAX NO:
FROM: Greg Alford PAGES: 4

{inalwding cover page)

DATE: ;7.3.95

MESSAGE:

Please tind attached a note which I have prepared to
summarize the themea of critizisms which we are picking
up in DNPD c¢ontacts.

1 plan to share this information with Patrick Tobin.

Regards,
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Recent- contacts with DND have revealed the following themes of criticisim, directed at

the Thyssen Proposal.

March 16, 1995

Thyssen is only hearing what they want 1o in their meetings and not accepting the “obviows
messages’, e

i} "The APC will be sole-sowrced to GM and that decision is final , except for a
Cabinet sign-off @t Treasury Board",

Response:

Thyssen has asked DND specifically - will purchase be a sole-sourced order
to GM Diesel Division. The reply from the Assistant Deputy Minister
Supply is that the APC project is not yet decided and subject to inter-
deparimental approval and then Cabinet approval.

Thyssen contacts at Cabinet level say emphatically - no decision has yet
been taken for the APC project, and therefore Thyssen's offers and interest

are welcome and encouraged.

i) The Army prefers wheeled APCY.

Response: -

Thyssen has been given no indication from the user that the Army has
established a preference for wheels, in fact, when we last discussed with the
Army, their indication was a preference for a modern tracked vehicle which
should be evaluated in comparison to a wheeled vehicle if a wheeled
vehicle exists that could mect the anticipated mission requirements.

i) GMID, as an eswblished armowred vehicle builder in Canada, must be the prime
- contractor by Government Policy. :

Response:

As 1o the suggestion that GMDD is the exclusive supplier to Canadian
APC requirements, that has never been stated to Thyssen over the past 10
years. The Government has continually promoted our investment in
Canada which bas always been based on manufacture of APCs for both

domestic and export markets.

iv) Current Government Policy is (o decrease defence industry and defence exporis; SO
the Thyssern propasal Is in contradiction of thal,

Response:

If that is the specific policy of the current Government, then how can the
Minfstries of Industry, Foreign Affairs and International Trade and
Defence not have dismissed the Thyssen proposal at its outset? In fact, the
Thyssen proposal has been continually encouraged as a creator of jobs and
exports. The Thyssen TH 495, as a vehicle targeted to the needs of Armies
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engaged in peacekeeping is completely consistent with the Liberal "Red
Book" statements on Defence industiy, Defence procurement and Foreign
Palicy.

v} Thyssen's TH 495 will compete with GM's vehicle in export markets, eg. Malaysia

Responge:

The TI1 495 is tracked, while the GM vehicle is wheeled, In most
international markets users make a clear definition of requirement as
cither tracked or wheeled; or at mininium, set technical performance
requirements achievable by only one type. Bidders decide whether to invest
in pursuing each market based on an assessment of their equipment’s
capability to meet those requirements.

In the specific example of Malaysia, that customer has two clearly
identified requirements. The TH 495 is presently being evaluated for the
tracked requirement. There is also a wheeled requirement in Malaysia to
which the TH 495 is not being offered, while it is understood the GM
LAV/Mowag is being offered. The delineation tracked and wheeled export
markets is quite clear. '

vi) Thyssen has had plenty of opportunity to discuss requirements with "the user" (the
Anmy) and present details on several occasion. DND hus all of the information it
needed to assess TH 495,

Responsc:

True, Thyssen has spoken with the user on a number of ocoasions leading
up to the APC requirement.

However, since the brief visit (2 hrs) of Army requirements staff to the
static display of the TH 495 during the EnroSatory exhibition, June 1994,
no substantial discussion with respect to the APC requirements has been
possible, There was the suggestion that the Army Requitements Staff
would visit Eutope to drive vehicles of interest and have more detailed
discussions during September. Unfortunately, when a visit to Europe
occurred, it was limited only to the GM partner Mowag. As for discussions .
with the Requirements staff in September, Thyssen was told there was a
"freeve" on industry contacts until "after the White Paper",

Since the White Paper was released, responsibility for the APC project
shifted to the Program Management Office for Light Armoured Vehicles
(PMO LAV), On Feb. 16, 1995, officers of PMO LAV received a

presentation from Thyssen, but were restricted from discussing the APC

requirement.

Thyssen's coneern is that {here is an apparent restriction on discussions
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with interested bidders. 1t is common for a purchaser to outline their
requirements and then invite industry to make respond with the equipment

which they have available, in Thyssen's case "off the shelf", to fulfil that
requirgment,

vil) The Thyssen vehicle is only a prowype, It is not in production.

Response:  ‘The TH 495 has finished its APC protoiype work and has advanced to a
pre-serics production vehicle. If an order is signed by end of 1995, TH 493
can be in production in Canada in 12 to 18 month, thereby meeting the
1997 delivery requirement for the Canadian Forces.

TOTAL P.24
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To: Kartheinz Schreiber
Marc Lalonde

From: Greg Alford

Date: 27.03.95

Subject: Update on Thyssen Political Support

In a meeting today at Ottawa, Jamie Deacey and his collcague Daniel Despins reported
the following informatian specific to our proposal and the support it has with Minister
Quellet: .

Mr Deacey has an assogiate (who he did not wish to name) who has a 25 year
friendship of a "mentor to student sature”, with Minister Quellet, That associate had a
telephone discussion with Ouellet on the morning of 26 March, the results of which he
relayed Mr Deacey in the afternoon. He asked: "What is the Minister's view of the
Thyssen proposal and would it be worthwhile for the associate to get involved with

Thyssen?"

" The reply of Min, Ouellet was to cite all of the old arguments of Bob Fowler against
Thyssen je. the Army only want wheels, efc. '

Important to note is that all of those arguments were discussed and responded to in
detail during the Company's meeeting with Min Quellet on 28.02.95,

Min Quellet is understood to have further advised that "the Thyssen proposal is not
~ going anywhere, don't waste time on this. There may be pressure for some kind of a
competition on this requirement instead of a sole source to GM. but this will probably

only serve to put pressure on the GM offer. "

Comment:
Why did Min Oueliet show such interest in out offer during the meeting 28.02.95 ?

e Thyssen offer Min Ouellet creates a leverage
riner to do the
jkon for that work

One possibility is that by supporting th
over GGM to press them into accepting Oerlikon Aerospace as their pa
turret integration on the Delco turret. If GM were to commit to OQerl

that would represent a large Quebec share on the APC.

TOTAL P.21
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THYSSEN BHI
Sulte 908, 350 Sparks Street

Ottawa, Ont., Canada
K1R 758

TELEFAX (613) 663-7648

nl
Vi Marc Lalonde

- .
FROM: -Greg Alford.
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FAX NO:

PAGES: 4

(including cover page)

ached please £ind a draft report of the meeting between
. Massmann, Mrz. Vance and Gen Reay for your information.
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DRAFT

2EPORT OF DISCUSSIONS MARCH 27, 1993 AT OTTAWA BETWEEN

LGEN REAY, JURGEN MASSMANN AKND LOEN JACK VANCE (RETD)

The following is a review of the information sained from discussion with LGen Reay on
Rfarch 27, 1995. ‘

There had been a list of 9 contenders for the APC requirement, consisting of tracked
and wheeled vehicles, The tracked systems included M 113 upgrade, CV 90, TH 495,
ASCOD,

With the November cabinet recommendations preceding the Defence White Paper of.
December 1, 1994, a final list of four options was approved by Gen Reay. Those options
were M 113 upgrade GM LAV improved, MOWAG variations on LAV and CV 90. All
of these options were confirmed as "acceptable” to the Army for the APC requirement.
With the exception of M 113, the other three options were all offered as buijlt in GM
London,

The main reason offered for TH 495 not being included is that it is not in production,
and in DND opinion is & prototype and carries & hijgh "risk" factor.

The CV 90 was the preferred tracked solution, but was dropped due to cost.

All DND Army staff work was sonducted internally, based on very restricied contact with
industry. '

When pressed, Gen Reay acknowledged his preference is:
i against inoreasing the number of vehicle types in his fleet, to preserve
commonality. On that basj’x_ﬂgb_uy of tracked and wheeled vehicles is
not acceptable. T

l1c would take tracks only if the budget is increased, but then iz |
W\~. preference is for CV 90 and that is confirmed by is recomsmendations.

Money is very restricted and Reay emphasized this a pumber of times.

Reay will not accept any solution which requires him to take fewer L4V
vehicles. Tn his current situation, he will get 600 - 650 new GM wheeled

vehicles for $1.99 Billion, and upgrade somc 900 M113 for $400 Million. /g ) Lf 6 )
/

}\‘1

(5]
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On the new vehicles, he says, if he substitutes fracks (CV 90y, ke wiil get
1/3 fewer vehicles, and he will not accept any reduction in quantity, He also
docs not want to exchange the M 113 upgrade for fewer new tracked
vehicles of a higher quality, but would prefer to protect the lesser upgrade

of the whole 900 M 113. His intent is to prescive his plan for a combined
program of purchase and usgrade of 1500 vehidles.

4. Fior the futarc program on e Armoured Combat Vehicle (ACV) which is
scheduled for 2003 - 2005, and will be up fo 500 units, Reay feels he can
gel a 105 mm gun on the GM LAV chasis. He refused to accept the

possibilily thatt ivatiicle cannot perform adequately with this

large a gun, he is convinced it will. '

Gen Reay said that he cait live with wheels and upgraded M 113 for his
APC solution because in the future, the Army will have to “iearn to say 1o"
and 10 recognize that some assighments may present a risk that exceeds the
capability of its equipment, ip which case they will have to say "no" to
participation.

wn

6. Reay believes that the delay in announcing the APC project is in the fact
that the Defence Minister is trying to create a package of DND
procurentent, jncluding APC, helicopters, and possibly submarines, that will
offer some industrial benefils 1o every region. The difficulty in puiting
togetber thatl package is the only cause of delay.

Gen Reay has observed nio sign of political intervention that J:as been
made to stop the GM sole-souice o7 10 give any new consideration to the
Thyssen offer.

That obsezvation fits with the Association House report by Jamie Deacey’
that indicated, there is a cabinet level interest to get regional industrial -
bepefits for each region, zad in Muebccwxegi@n,_the,oﬁueile&imm in
Thyssen may only be intended to pressure GM info including Oerlikon
1 frrerew T T (e fer turTe - "
Acicapace at St Jean, Quebec for turret woik.
SRR
The Thyssen offer and the associated export benefit has not been mentioned in
comments by Gen Reay, nor i any of the comments coming from Min. Ouellet.

Gen Reay's position desciibed in this report is changed from the position he described to
Jack Vance on March 9, 1995, when he said, the TH 495 is ap excellent vehicle and he

twould be pleased if it were selected.”

Gen Vance provides the following concluding remarks:
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In light of Re«y s lack of support for TH 495 as evident from
this meeting, ! can at this stage see 10 alternatives in
attaining Army endorsemernt ‘of our initiative. Indeed, in
quickly reviewing potential 'qﬂdpements shiould Reay be
replaced as Army ‘LO]THT]HMGC;, i would be doubtful that any
would take a different cours

In summary, thexefore the Arty does not favour the TH 495
and is not likely to do so in the fozcseeab}e future.

TOTAL P.24
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MEMO
TO: Mare Lalonde
FROM: Greg Alford TEL: 613-563-3321

FAX: 613-563-7648

DATE: April 18, 1995
SUBJECT: Collenette Letter

PAGES: 6 + &

Attached you will find the final draft.

With regard to Malaysia, the additional reference which you suggested is accurate.
according Lo our internal lines of communications. However, until it becomes a more
nofficial’ status in Malaysia, Jirgen felt we should pot risk upsetting our position there,
since a Canadian inquixy for verification could attract the attention of competitors that

are ot yet aware of our position.
] have marked the margin to show the location of additions suggested by Karlheinz.

Please contact me with any changes or additions you may have.

Regards,

. o Load
ac}w bw}y a’&g \’ch,)\J lf(SrZ,‘[' .
KM

APR 18 85 14:22 ’ PAGE .26 !



Wi Lo 1009 PR N- 8 1190 Dl DLIDODI (O4D LY Uiy lo m.ua

Final Draft, 18.04.95

April 18, 1995

Hon. David Collenetie

Minister of National Defence
MGen George Pearkes Building,
101 Col By Drive

\
Ottawa—Ontario

K1A OK2Z.

Dear Minister:

While I continue to Jook forward to your reply to our letters of December 2 and 14

1994 and January 24 and March 8, 1995, [ write again with respect to the Canadian
APC requirement as apnounced in the White Paper on Defence December 1, 1994.

Our Company has gone to great lengths {o monitor the development of the APC
requircment in order to respond to the expected Request for Proposal (RFP), but so far,
we have been unable to ascertain any official position of the Government with respect o
the procurement procedurc which will be followed. We continue to encounter strong
indications that the competitive procurement process will be bypassed in favour of a
“sole-sourced” order to General Motors Diesel Division (GMDD). When we challenge
this possibility, we arc told: "no decision has been made on the APC project, yet".
Furthermore, despite our verbal and writlen requests one month ago to Mr Lagueux,
your ADM Supply, we have so far been unsuccessfu] in sccuring a meeting with DND
officials where they will be free to discuss the technical elements of the APC
requirement in a way which will allow us to make an cffective response.

I respectfully request that you issuc an RFP for the APC requirement with a clear
definition of the technical requirements. Qur Company is ready to make an offer against
those requirements with a technically appropriate type of vehicle at a competitive price.
Such an open and transparent procurement method can only be to the advantage of

Canada.

The previous DND Deputy Minister, Mr Fowler, and the senior Materiel staff, on more
than onc occasion lectured our Company on the procuyenient method of DND, as one
g/\/\\—whﬁhmysl\DWays be open and competitive in order to cnsure faimess and best value.
/ The documenititled "Understanding in Principle”, signed between the Company and the
Government September 27, 1987 (co ached), carried the signatures of the then
. \S Ministers of National Defence, Atlantjc Canada Opportunities Agency, and Regional

e
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"will consider the participation of the Company in the Light Armoured Vehicle
Procurcment Program...". This was further reinforced by a letter dated January 25, 1990
(copy attached), from then Defence Minister, Jon Bill McKnight, which promised our
Company the opportunity to "participate in the tendering for the contract to supply such
vehicles®, for a minimum of five years, With the announcement of the APC
replacement program in your December 1994 Defence White Paper, we are looking
_forward fo the opportunity to participate in that procurement process as it is clearly a
part of that same requirement as was referred to in the aforementioned document and
letter

’ Industrial Iixpansion, and among other things, promised that the Minister of Defence [

LS

In latc March this year, 1 jearned from LGen Reay that the Canadian Forces intend to
accept the acquisition of more wheeled Light Armoured Vehicles (LAV) from GMDD,
to be acquired in response to the APC requirement.

I was very surprised at LGen Reay’s conclusion, as at a previous meeting on September
20, 1994, LGen Fischer, Sr. ADM Matericl stated that the TH 495 fulfils all Canadian
yequirements. [ can therefore only assume that our vehicle, which was understood to be
among the potential solutions being considered, was subsequently eliminated for reasons

which appecar to me to be unfounded.

This development could have been avoided as, notwithstanding our efforts to enter into
substantive discussions with requirements staff on the’ technical aspects of the APC
requircment, we now find that they have apparently drawn conclusions from data that
was not provided in response to specific physical and performance requirements. With
the limited data so far provided, the most critical of DND assessments of our vehicle
could not have been concluded. '

There is the suggestion that 'TH 495 would be an expensive solution, but this is purely an
assumption since we have not been given a chance to present a price against specified
requirements. We have also encountered the opinion that a tracked solution for the
APC will result in fower vehicles for the Army, but in the absence of a firm price offer
against an RFP, such a conclusion cannot be reached. In fact, current studies in NATO
and the German Arny bave determined that the acquisition cost of a modern tracked
vehicle such as our TH 495, will be cheaper than a wheeled vehicle baving the same
‘mission capabilities.

The TH 495 satisfies the White Paper objective of "olf-the-shelf" technology, as it is at
pre-serics production stage and ¢an be ready for delivery from Canadian production
within 12 to 18 months from contract conclusion, As an example of the TH 495

readiness, the pre-series production vehicle has just concluded an intensive customer trial
in Malaysia, qualifying highly in-all aspects of its assessment,

One of the most appropriate technical definitions of a modern APC which we have used
Géjf

APR 18 "85 14:24 : PAGE .0@3



wiets Lo/ LOT0 ler 2 IFMTooEN Dl BLODDD (DU LUrYauly  M.Y4

Final Draft, 18.04.95 3

as a guideline for the Canadian APC requirement is the NATO definition for a new

Multi - Purpose Base Armourcd Vehicle (MBAV) . The Canadian Forces were active
participants in the MBAV study and, as the Commander of the Army stated publicly,

Canada was very influential in the requirements defined for the MBAV based largely on

the Canadian work on the Multi Role Combat Vehicle (MRCV) project. The Thyssen

TH 495 was designed to comply with all of the technical requirements of the MRCV

program and its APC component, as they were being briefed to industry in 1992. The

TH 495 meets the full mission requirements of the APC as we know them, offering all

around high armour protection,j NBC protection, Jow IR and radar signaftur%(éuperior off w
road mobility, C-130 air-portability, high growth potential, modular design permitting

low cost maintenance and adjustment to changing mission requirements, and it is "off-
the -shelf' as regards its development status.

Air portability by the Hercules C-130 was an essential requirement previously identified
in the Canadian outlines of the APC requirement when it was part of the MRCV
program. F'rom our assessment of the competing vehicles, we know that only the TH
495 is capable of fulfilling this in combination with all of the other previous stated
performance requircments. :

Among the tracked solutions considered, will be the re-armouring of the existing M113
fleet. In this option the addition of armour will result in an increase in overall vehicle
weight, which then must be offset by a replacement of the engine, transmission,
suspension and a variety of other adjustments nccessary Lo regain it original power to
weight ratio, which is already less than ideal. Such significant re-engineering of the
M113, as is neccssary to improve this very old design, will most certainly raise concerns
of technical risk and hence potential cost growth.  In our view, a new vehicle will offer
much greater growth potential, lower operating costs, and a variety of technical
advantages cspecially in the area of protection and mobility. As well, the industrial
benefits which are secured through a new vehicle acquisition, offer much greater value to
the Canadian economy in exports which would not be associated with upgrade work.

Theseé issues can only be fully assessed through a formal cvaluation of an offer against an
RFP or similar procurement device which will set out DND requirements and allow a
competitive response to be made.  If the requirements of the Army are significantly
changed from that which have been described earlier, we will make the most
appropriate fechnical offer from ouf entire range of capabilities which of course

includes vehicles of both tracked and wheeled designs. Both of these design groups offer
modular design familics of vehicles, capable of meeting every mission requirement in the

light armour category.

Scparatc from the specific APC procurement discussion, we have also encountered
situations where scnior officials at DND, among them Mr. Fowler while he was Deputy
Minjster, suggested that there is only room for one armoured vehicle producer in
Canada. This scems fo be supported by the indications we have received that all of the

at
i
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new vehicle solutions for the APC requirement are those which were proposed for
construction at GMDI).  However, an exclusive position for GMDD has never been
epunciated to our Company or publicly stated as Government policy, either in the
present or the previous administration. Our Company has continually been encouraged
to bring forward our proposal for manufacturing in Canada and to remain active in
Canada to participate in the procurement process for the Canadian Forces’ armoured
vehicle requirements. ' '

From an international trade perspective, 1 can only conclude that our request for an

it 414

—#_V‘ié# -oppo'rtmri-ty‘tomarﬁ-cipate—iwthefeaﬂ-adi’a:n-kPGprogram“is*consistentmlu the-fair
treatment accorded 1o Canadian firms such as Canadair in their sales of Challenger jets
and reconnaissance drones to the German Department of Defence .

~ On the point of the industrial benefits which will be associated with our offer against the
APC requirement, we can understand that this aspect is not necessarily of equal priority
to DND officials as it may be to the Government overall. We are quite certain that on
fair evaluation it will be judged to offer a significant net increase of Canadian jobs and

exports.

As we have described in previous correspondence, Industry Canada led a committee
including officials froms DND and International Trade and l‘oreign Affairs, in an
independent study which assessed the export market for tracked armoured vehicles in
the TH 495 category. They concluded that such a market does exist and even under the
most restrictive assumptions, a market share of some 2,000 units will be won by the
Thyssen I'H 495 from Canadian production. That study was for export markets only and
assumed no sale to Canadian DND. When asked to consider an export market scenario
where an initial order was secured in Canada, it was agreed this would have a very
positive affect on the export market "win probabilities', perhaps as much as doubling the
export market share forecast. Therefore it is fair to conclude that TH 495 will not be
dependent solely on the domestic market and that should allay DND concemns that
Canada would be the only purchaser of the TH 495.

Certainly TH 495 will gain a great advantage in international markets from a sale to the
Canadian Forces, and that value will be recognized through the commitment of the world
product mandate for TH 495 to CanadaZThis association would be most positive for a
made-in-Canada T1I 495 armoured vehicle since most markets presently give priority in

k}& their matericl decisions to equipment that is suitable for peacekeeping assignments. The
economic return for Canada from exports of peacekeeping equipment such as the TH
495 will be very appropriate, given the constant leadership role of Canada since the very
beginning U.N. peacekeeping missionS/

In addition to the confirmation of the tracked vehicle export market projected for
TH 495, it is important to recognize that this market represents substantial gain in
industrial benefit for Canada through a new produet, in a vehicle class not presently

(:.‘ {‘J ’,A}

APR 18 '95 14:25 ' PAGE .85



s A7 LS I Lt o~ 1oy Pl DLVODD (DXKD LY (UKULD .00

Final Draft, 18.04.95 5

produced in Canada and therefore a net gain in cxports, not a loss of market for an
established producer, Moreover, it is unlikely that an established manufacturer would
find it profitable to switch production to tracked vehicles at an existing facility. In this
sense the Thyssen facility would be complimentary to existing facilities.

In conclusion, I would like to emphasize that Thyssen remains interested not only in
DND’s APC procurement, and in building on our already substantial presence in
Canada., We see Canada not only as an jmportant market for our produets but also as a
base for worldwide sales which we confidently predict will run in a range of $10 Billion
oveir-the-next-fiffeen-to-twenty-yearss

I Jook forward to speaking with you further on Thyssen’s intcrest in the APC program
and our desire to expand in Canada. In this regard, \thank you for your consideration /) xn Aﬁwﬂr
and look forward to participating in the upcoming AFC competition. ‘

Sincerely, ' 9

Juergen Massmann
Presidcnt

cc Ri. Hon. Jean Chreticen
“Hon Andre Ouellet
Hon Roy Mcl.aren
Hon John Manley

{ fodo

0y
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UNDERSTANDING IN PRINCIPLE

This document signed thislj'day of September, 1988,
between:

THE GOVERNMENT OF CANADA, &as
represented by:

i) the Minister responsible for

DD

the Atlantlc—Caﬁada“Oppﬁrtuntttas
Agency (hereinafter called "the
ACOA Minister®).

1i) the Minister of Regional
Tndustrial Expansion (hereinafter
- called "the DRIE Minister"), and

iiij the Minister of National
pafence (hereinafter called "the
‘National Defence Minister); and

BEAR HEAD INDUSTRIES LTD., &
company incorporated under the
laws of Nova Scotia, a subsidiary
which is one hundred (100%)
percent owned by Thyssen
Tndustries A.G. of the Federal
Republic of Germany (hersinafter
called "the Company®”).

WHEREAS the Government of Canada dsslras'
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 tp establish such a
facility in the Bear Head peninsula region of Cape
Breton; .

WHEREAS the Covernment of Canada
recognizes that the proposed Bear Head facility
represents an important economic development and
diversification of the industrial base of Ccape Braton:
and '

1a 'as 14?26
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WHEREAS the Company :S breparing financial
details on its proposal, to meet the information
requirements of the Government's established regional
development capital contribution, snd other assistance
programs.

L. In accordance with this understanding in
principle, the Company shall establish a diversified
heavy-industry manufacturing facility 20 the Bear Head
region of Cape Breton, Nova scotia, which will:

(a] create in Cape Breton.a D&V and diversified
activity in the Canadian civilian and defence
industrial base, with access to the North American
defence markets, under the Canada u.S. Dbefence

production Sharing Agreement;

(b) transfer to the facility. all technology

necessary for the construction of light armoured
vehicles, and other heavy-industry products;

(c) source its reguirements co-operatively from,
and implement arrangements for joint-venture activities
with, the Lavalin (UTPC) heavy-industry facility, 1in
Trenton. Nova Scotia, in accordance with existing
agreements between the Company and Lavalin:

(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=groduction
with Krauss Maffei, in accordance with existing
agreements between the Company and Xrauss Maffei, Lf,
under the Main Battle Tank project envisaged by the
Government of Canada, Krauss Maffei is selected to
manufacture Canada's replacement pattlefield tanks; and

(f) employ a minimum of 500 people on a
permanent, full-time basis and, where necessary, train
these individuals in required skills and knowledge,
utilizing, where appropriate, local educational
facilities. : ' ‘

2. 1n accordance with this understanding in
principle, the Government of Canada, in order to
facilitate the establishment of the Company's
hea;y—industry manufacturing activity in Cape Breton,
will: 4 :

M T O Y AT
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(a} enter into negotlationS‘WiFh t?etzizzizietai

nNova Scotia, ip accordance with ex;sting ti utéln

company from tnhe premier of Nova scot a'fund?ng of

place financial arrangements for the €0=a e ioum value

required physical infrastructure, UP Of c %so

of §27 million, and to use the strait o 2 ce of

industrial pevelopment Subagreement ag a sourx

funding;

(b) entertain an application bY t?GtCCEPagészg
the Minister of National Revenue for ass SO?HSEB
on eligible project costs up to 2 maxémum o ton
million, under the provisions of the ag; t; o0 mal
Tnvestment Tax Credit, in accordaqceawé theeCcmpany
‘application for such assistance filed DY
prior to June 30, 1988:

(c) entertain an application by the CDTPa?gntgn
the Minister of National Revenue for dugy :emﬁi:nts e
the importation of machinery, parts. ag iomginar ol
the manufacturing of vahicles,lunder t‘ih iils r% ane
Equipment Tariff Program, co@sxstent wi prog
at the time of such importation; and

(d) entertaln an applicatiO? bytzgi %g@?any to
the Minister of Employment and Imm gratlo
government participatory funding, for initial employes
training.

4 : 0 d urgently.
3. In recognition of the need to procee
the Gove:nmen% of canada and the Ccompany 2gr§3tgz gig@?
a two-phased approach to the establishment ©
Head facility-

PHASE I
4. " The Government of Canada and Company agree that

in Phase I, the respective parties will unde:tgke the
following:

(a) the Company:

' d forthwith
i the Company will procee
with the ccnétéuction of an initial Plantﬁ asagescribad
in the document submitted to ACOA in Marcf lga ' 111 100
requiring an initial capital investment © ih A?erxcaﬂ'
to manufacture defence products for the Nor £
markets;

PARGE . 809



L YUE/ L8 lD90 145 4b PHYDSLEN BHIL blssbsreds  1YBaplsS F.18

(Li) the Company will have submit?ed a
formal application to Enterprise Capeé Breton, in
advance of June 30, 1988, seeking assistance under the
cape Breton Investment Tax credit (CBITC); and

(1i1) the Company will provide by
October 21, 1988, financial and other details
associated with Phase I, and, ip the shortest time
possible thereafter, the remaining information required
in order to qualify for assistance under the Defence
Industries Productivity Program (DIPP). arid other
government assistance programs, under which funding is -
sought.

(b) the Government of Canada:

‘ (1) the ACOA Minister, and the DRIE
Minister, will consider assistance to the Company, up
to a maximum of fifty (50) percent of eligible project
costs, under programs delivered by Enterprise Cape
Breton. consistent with these programs at the time the
Bear Head project becomes eligible for such assistance.

. (ii) The Minister of National Defence, in
recognition of the excellent international reputation
for quality and performance earned by Thyssen
fndustries A.G. in the military vehicle sector, and in -
the context of the major acquisition program for the
upgrading of the canadian Forces enpvisaged in the
pefence White Paper, will consider the participation of
the Company in the Light Armoured vehicle Procurement

- program, envisaged to occur {n the early-to-mid 1990's,
provided the Company:

(a) develops. designs, and
menufactures, in its Cape Bretop facility, these
vehicles from its entire technology range according to
the operational reguirements of the Government of
Canada, .

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

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

(d) provides acceptable regional and
industrial henefits; and
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(11i) the DRIE Minister will consider
capital establishment assistance to the Company, under
the Defence Industries Productivity Program (DIPP),
consistent with this program at the time the Bear Head
project becomes 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:

(i) the Ccmpaﬁy—wil}#pfﬁﬁppd not later
than twelve (12) months after the commencement of

production under Phase I, with diversification into
heavy civilian manufacturing production targeted at

canadian and international markets;

(11) 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 I1;. and

(iii) 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

(2) a portion, to be determined in subsequent
negotiations, of the infrastructure assistance
provided under paragraph 2 (&) above, in the
event that the planned employment level of 400
people for Phase I is not sustained for 5 years.

(b) the Government of canada:

the ACOA Minister, and the DRIE Minister,
will consider assistance to the Company, 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.
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7. The understandings in principle set out in this
vnderstanding in Principle do not create any
enforceable, legal or eguitable rights, nNor
obligations, but merely serve to document the:

{ay parameters that have been set; and

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

Further clarifying negotiations and the
requisite approval from all appropriate parties
(including without limiting the foregoing, Treasury
Board, and the Board of Directors of Bear Head
industries Ltd.) are needed before contractual
documentation can be entered into.

.

fa)=]=]

THE GOVERNMENT OF CANADA

N - Ve /jP:'—f
{ .
" 7
g e
Winister rasponsible for the
Atlantic Canada Opportunities Agency

Migdster of gﬂ@ional ;ﬁdustrial

o~ )

Mimister of’Nationa%)Defence

BEAR HEAD INDUSTRIES LIMITED

éégé%fggﬁﬁéinz Schreiber, Chairman
// .

TOTAL. P.12
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THYSSEN BHI

Suite 908, 350 Sparks Street, Ottawa, Ontario, Canada K1R 788
Telephone: (613) 563-3321  Telefax: (613) 563-7648

April 20, 1995

Hon. Marc Lalonde
Stikeman, Elliott
1155 Dorchester Blvd.

Suite 3900
Montreal, Que.
H3B 3V2

Dear Marc:

Further to our telephone conversation last night, Minister Ouellet has now had his
meeting with Minister Collenette and according to Patrick Tobin, "the matter is in the
hands of the Defence Minister, who will make an announcement at the appropriate

time."

I have discussed this situation with Jiirgen Massmann today, and we interpret this as
negative and the indication that Minister Quellet has given up.

However, we still do not have any direct comment on this from Min. Ouellet, so we
would ask that you contact him on our behalf, so that we at least have a direct report

from him on the situation and our prospects.

We would also like to get a similar assessment from the Defence Minister, as well as
from the PMO.

Since the new letter for Minister Collenette will be ready Friday, perhaps you could
make arrangements to personally pass this to Ministers Ouellet and Collenette and at the
same time use that opportunity to find their current view on our offer.

Best regards,
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TO: Marc Lalonde
cc:  Jilrgen Massmann
Karlheinz Schreiber

TEL: 613-563-3321

FROM: Greg Alford
FAX: 613-563-7648

DATE: April 24, 1995

SUBJECT: Final DND Decision on APC Project

PAGES: 1

el

O3 #353
TRERCTERLA

I understand from a good source - which has been confirmed by a secondary - that a
final DND recommendation on the APC project will be tabled to Program Control

Board (PCB) on 25 April. It is intended that it will be then forwarded to the Minister on
May l1st for decision (and Cabinet referral if necessary?) In this action the APC project
is twinned with one of the hellcoptcx requuununts

I felt this will be important in regard to the timings for your contacts as discussed on

Thulsddy, April 20.

Please note, however, that PCB discussion could be dcfened depending on other agenda
pnoutxc:S

5 4 AVR 1995
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JURGEN MASSMANN SULTE 368
PRESIDENT 450 SPARKS S8TREET
THYBBHN Bt AR GANADA

PHONE  (813) 483 -38 21
TELEFAX (513) 6637648

April 21, 1995

Hon. David Colletiette
Minister of National Defence
MGen George Pearkes Building
101 Col. By Drive

Ottawa, Ontario

K1A QK2

Dear Minister:

While I continue to look forward to your reply to our Jetters of December 2 and 14, 1994 and
January 24 and March B, 1995, T write again with respect to the Canadian APC requitement ag
announced in the White Paper on Defence December 1, 1994,

Our Company hag gone to great lengths to mondtor the development of the APC requirement
in order to respond to-the expected Request for Proposal (REP), but ao far, we have been
unable to ascettain any official position of the Government with respect to the progurement
procedure which will be followed, We contifiue to encouniter strong Indications that the
competitive procurgment process will be bypassed in favour of a  sole-sourced" order to
General Motors Diesel Division (GMDD). When we challenge this possibility, we are told: no
decigion has been made on the APC project, yat”. Furthermore, deapite our verbal and written
requests one manth ago o Mr. Lagueux, your ADM Supply, we have so fax been unsuccessful
in securing a meeting with DND officials where they will be frée to discuss the technical
slements of the APC requirement in & way which will allow us 10 maka an effectiva response.

I respectfully request that you iggue an REP for the APC requirement with a clear definition of
the technical requirements, Our Company is ready to make an offer againat those requirements
with a technically approptiate type of vehicle at 4 competitive price. Such an open end
transparent procurement method can only be to the advantage of Cauada.

The previous DND Deputy Minister, Mr, Fowler, and the senior Materlel staff, on mors than
one occasion lectured our Company on the procurement method of DND, as one which must
always be open and competitive in order to ensure faimess and best value, The document
entitied ,,Understanding in Principle”, signed between the Company and the Govermment
September 27, 1988, carried the signatures of the then Ministers of National Defence, Atlantic
Canada Opportunities Agency, and Regional Industrial fxpansion, and among other things,
promised that the Ministar of Defence will consider the participation of the Company in the
Light Armoured Vehicle Procuretnent Program % Moreover, in a letter dated January 23,
1990, the then Defence Minister gave the undertaking that our Company would have the
opportunity to participate in the tendering for the contract to supply such vehicles®, for a
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minimum of five years, With the announcement of the ARC replacement program in your
December 1994 Defonce White Paper, we are looking forward to the opportunity to
participaté In that procurement process as it is clearly a part of that same requirement ag was
referred to in the aforementioned document and lettar,

In late March this year, I Jearned from LGen Reay that the Canadian Forges intend to accept
the acquisition of more wheeled Light Armoured Vehicles (LAV) from GMDD, to be aequired
in response to the APC requirement. '

I was very surprised at LGen Reay's conclusion, ag at 4 previous mecting on September 20,
1694, LGen Fischer, Br. ADM Materiel stated that the TH 495 fulfille all Canadian
requirements. I cat therefore only assume that our vehicle, which was understood to be among
the potential solutions being congidered, was subsequently eliminated for reagons which appear

to me to be unfounded,

This development could have becn avolded as, notwithstanding our afforts to enter into
substantial discussions with requirements staff on the technical aspects of the AFC
requirement, we nNow find that they have apparently drawn conclusions from data that was not
provided in response 1o gpecific physical and performance requirements. With the limited data
so far provided, the most critical of DND assessments of out vehicle could not have been

concluded.

There is the suggestion that TH 493 would be an expensive solution, but this is purely an
agsumption sinee we havé not been given & chance to present & price against gpecified
requirements. We have also encountered the opinion that 2 tracked solution for the ARG will
result in fewer vehicles for the Army, but ' the absence of & firm price offer agninat an RFE,
such a conclusion cannot be reached. In fact, current studies in NATO and the German Army
have determined that the acquisition cost of & modern tracked vehicle such as our TH 495, will

be cheaper than a wheeated vehicle having the sane mission capabilities.

The TH 455 satisfics the White Paper objective of off-the-shelf” technolgy, es it 18 at pre-
geries production stage and ca ba ready for delivery from Canadian production within 12 10
18 months from contract conclusion. As an example of the TH 495 readiness, the pre-seties
production vehicle has just eoncluded an intensive custorner trial in Malaysia, qualifying highly

in all aspects of its assessment.

One of the most appropriate technical definitions of a modern APC which we have used s e
guideline for the Canadlan ABC requirement 18 the NATO definition for 8 new Multi-Purpose
Rase Armoured Vehicle (MBAY), The Canadian Foroes were active participants I the MBAV
study and, as the Commander of the Army stated publicly, Canada was very influential in the

- requirements defined for the MBAV based largely on the Canadian work from the Multi Role
Combat Vehicle (MRCY) project. The Thyssen TH 495 was designed to comply with all of the

technlcal requirements of the MRCV program and its APC component, as they were being
briefed to industry in 1992, The TH 495 meats the full mission requirements of the APC as we

know thern, offering all around high armour protection, NBC protectian, low IR and radar
signature, superior offroad mobility, C-130 air-portability, high growth potential, madular
design permitting low cOSt maintenance and adjustment to changing mission requirements, and
it is ..off-the-shelf" as regards {ts development status.

Alr portability by the Hercules C+130 was an essential requirement previously identiffed in the
Canadian outlings of the APC requirement when it was pant of the MRC\/ program, From our
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assessment of the competing vehicles, we know that only the TH 495 is capable of fulfilling
this in combination with all of the other previous stated performance requirements,

Among the tracked solutions considered will be the up-armouting of the exigting M113 fleet.
In this option the addition of armour will result in an increase in overall vehicle weight, which
thett must be offset by a replacement of the engine, transmission, suspenaion and & variety of
other adjustrments necessary to regain its orlginal power to weight ratio, which is already loss
than ldeal, Such significant re-engineering of the M113, as Is necessary to linprove this very
old design, will most certainly raise concerns of technical tisk and hence potential cost growth,
In our view, a new vehicle will offer much greater growth potential, lower operating costs, and
s variety of techriical advaitages especially in the area of protection and mobility, As well, the
industrial benefits which ace secured through & new vehicle acquisition, offer much greater
value to the Canadian economy in exports which would not be associated with upgrade work.

These issues can only be fully assessed through a formal evaluation of an offer agalnst an REP
or shmilar procurement device which will get out DND requirements and allow @ corpetitive
regponse to be made. If the requirements of the Army are significantly changed from that which
tave been described carlier, we will make the most appropriate technioal offer from our entire
range of capabilities, which of course includes vehicles of both tracked and wheeled designs,
Both of these design groups offer modular design families of vehicles, capable of meeting every

mission requirement in the light armour category.

We have received indications that the new vehiale solutions for the ARC requirement are
excluslvely those which were proposed for construction at GMDD. However, an exclusive:
position for GMDD has never been epunciated to our Cotmpany or publicly stated as
Government policy, either in the present or the previous administration. Our Company has
continually beent encouraged to bring forward our proposal for manufacturing in Canadn gnd to

remain active in Canada to participate in the procurement process fort the Clanadian Forces’
artitoured vehicle requirements.

From an international trade perspective, 1 can only conclude that our request for ant
ppportunity to participate in the Canadian APC program is consistent with the fair treatment
accorded to Canadan firms such as Canadair In their sales of Challenger jets and
reconnaissance drones to the Cerman Department of Defence,

On the point of the industrial benefits which will be associated with our offer against the APC
requirement, we can understand that this aspect 18 not necegsarily of equel priotity to DND
officials as it may be to the Government overall. We are quite certain that on fhir evaluation it
will be judged to offer a significant net increase of Canadian jobs and exports.

As we have described in previous correspondence, Industry Canada led a committea including
officialy from DND and International Trade and Foreign Affalrs, in an independent study which
assossed the export market for tracked armoured vehicles in the TE 495 categery. They -
concluded that such & market does exist and even under the most restriotive agsutnptions, a
market share of some 2,000 units will be won by the Thyssen TH 495 from Canadian
production. That study was for export markets only and assumed no sale to Canadian DND.
When nsked to cansider an export market scenario where an initial order wes sepured in
Canada, it was agreed this would have a very positive effect on the export market ,win
probabilities” perhaps as much as doubling the export market share forecast. Therefore if i3
fair to conclude that TH 495 will not be dependent solely on the domestic market and that
should allay DND concerng that Canada would be the only purchaser of the TH 495,
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Certainly TH 495 will gain a great advantage in international markets from a sale to the
Canadian Forees and that value will be recognised through the commitment of the world
roduct mandate for TH 495 to Canada. This association would be most positive for & made In
Canadz TH 495 armoured vehicle since most markets presently give priorty in their materiel
decisions to equipment that is suitatle for peacckaeping assignments. The economie raturn for
Canada from exports of peacckeeping equipment such as the TH 495 will be very appropriate,
given the constant leadership role of Canada since the very beginning of UN, peacekeeping

miissions.

In addition to the confirmation of the tracked vehicle pxpott market projected for TEH 495, it i
important to recognize that this market repregents substantial gain in industrial benefit for
Canada through a new product, in a vehicle class not presently produced in Canada and
therefore a nat galn in exports, not a loss of market for an established producer. Moreovet, it is
unlikely that an established mannfacturer would find it profitable to switch production to
sracked vehicles at an existing facility, In this sense the Thyssen facility would be
cotmplimentary to existing facilities.

In conclusior, I would like to emphasize that Thyssen remains interested not only in DND's
APC procurement, and in building on our already substantial presence in Canada, We see
Canada not only as an important market for our produgts but also a3 a base for wotidwide
sales which we confidently predict will run tn o range of § 10 Billion over the next 15 ta 20

ysars,

I 1ook forward fo speeking with you further on Thyssen’s interest in the APC program and our
desire to expand in Canada. In this regard, thank you for your-consideration and I look
forward to participating in the upeoming APC compatition. '

Sincerely,
. /
/ .

Tirgen Maggmann

.President

cer Rt Hon, Jean Chrétien
Hon David Dingwall
Hon John Manley
Hon Roy McLaren
Hon Andre Quellet

TOTAL P.85
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The Honourable Marc T.alende, P.C., ©.C.
stikeman, Elliott Barristers

and Solicitors

40th Floor

1155 René-Lévesque Boulevard West
Montréal, Québec

H3B 3V2

: Thank you for your letter of March 14, 1995,
enclosing copies of two jetters to the Minister of
National Defence, concerning the planned procurement of
Armoured Personnel carriers (APCs) by his Department.
It is my understanding that my colleague, the
Honourable André Ouellet will be responding to you with
respect to those aspects of the letters which fall
within his responsibilities.

The government should acquire equipment which
pbest meets the needs of the Canadian Forces and such
procurement‘should ideally contribute to the economic
and industrial well-being of the country. A strong
economy and industrial capability and capacity both
contribute to increasing the volume of exports of
canada’s goods and services.

This Department has been involved in the
interdepartmental team which conducted an international
market study of Light aArmoured Vehicles (LAVS). It is
generally accepted that procurement of any major
equipment by the Department of National Defence

enhances the export potential of that equipment to
gqualified foreign ministries of defence.



Regarding the planned procurement of APCs by
the Department of National Defence, 1 understand that
the Minister of Foreign Affairs jntends to discuss the
matter further with the Minister of National Defence.

Thank you for providing me with the
pbackground information you included with your letter
and for your interest in seeing the covernment of
canada procure the most appropriate equipment.

vours sincerely,

cc: The Honourable André ouellet, pP.C., M.P.
The Honourable David Collenette, p.C., M.P.
The Honourable John Manley, P.C., M.P.



Minister of Foreign Affairs Ministre des Affaires étrangeéres

Ottawa, Canada K1A 0G2

L’honorable Marc Lalonde, c.p., C.r. ‘ /////////

Stikeman, Elliott Avocats
40° adtage
1155, boulevard René-Lévesque ouest

Montr%j%iﬁ?uébec)
H3B 3V2

Mongileur,

J’ail bien regu votre courrier du 14 mars 1895
dans lequel vous avez 301nt votre lettre et celle de
M. Massmann adressées au ministre de la Défense
nationale concernant le désir manifesté par Thyssen BHI
de fournir & 1l7armée canadienne des vé&hicules de
transport de troupes blindés (VITB). Je crois savoir
gue mon collégue, l‘’honorable Roy MacLaren, vous
répondra sous pli séparé, en particulier & propos des
aspects de la lettre de M. Massmann gui concernent le
commerce international.

Je comprends que, si le ministére de la
Défense nationale passait un contrat avec Thyssen pour
la fourniture de véhicules TH 495, cette société
= engagerait alors & les fabrlquer au Canada pour le
marché intérieur aussi bien qu’ exterleur. Je constate
dfailleurs gqu’elle a deja envisagé la sous- traltance
auprés de sociétés canadiennes dans plusieurs régions.
S’agissant d’avantages é&conomigques pour le Canada, le
gouvernement est.toujours prét a favoriser
l7augmentation de la capacité industrielle nationale
dans certains secteurs, en raison des répercussions
bénéfiques gqu’aurait cette croissance, en particulier
sur la situation de l’emploi.

e../2
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Dés que possible, jrai 1’/intention de
discuter plus en détail de 12 stratégie d’achat des
VTTB avec mon collégue, 1 ‘honorable David Collenette,
ministre de la Défense nationale.

En vous remerciant de votre intérét soutenu
envers ce grand projet d’achat, Je vous prie de croire

~

3 l1l’expression de mes meilleurs sentiments.

ALy

André Ouellet
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TO: Jirgen Massmann - ¢n¢ic v Ehegen -
Karlheinz Schreiber
Mare Lalonrde
mife-Deacey

in
Ja
Jack Vance

FROM: Greg Alford ' TEL: 613-563-3321
‘ : FAX: 613-563-7648

DATE: January 19, 1995
SUBJECT: General Up-Date

PAGES: 6 including attachinents

The foliowing will report recent aciivily by Government Department:

DND

= AT

All indications found in the Army Staff continue to support our earlier suspicion that
DND is only considering GM LAV for their APC buy.

DND continues their fieeze on discussion with industry, " Un-official” discussions
available to Tap Reid all indicate @ sole source solution is pending.

. There is also rumour that GM may be offering 2 wheeled solutions:
1. the upgraded 1AV 8x8, and
2. the MOWAG 10x16

The 10x10 is thought to be a recent addition as a "stalking horse” which can later be
thrown ouf, but in the interim provide some guise fo suggest DND is considering
alternatives. If so this would explain what Mr. Fowler alluded to the Gernian
Ambassador when suggesting the possibility of competition being available from one
source. : :
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The APC project has officially been handed over to the Project Management Office
(PMO) which is managing the 1992 contract purchasing 200. LAV Recce vehicles sole
sourced from GM. New equipment purchases like the APC are normally passed to a
dedicated PMO but if the intention is to buy from GM as sole source it will be more
cconomical to use the existing PMO LAV. Nonetheless, BHI continues to try and
present and sell to that office. ( Letter to PMO attached)

A report on and 18.01.95 meeting with David Collins, Director General Industry and
International Programs is atfached, :

External Affairs

Minister Cuellet’s office continues fo expect he will place a telephone call to Mr.
Massmann, but he is awaiting more information from his cabinet colleagues. His oifice
remains positive and helpful. '

Industry Canada

Still no release of the market analysis despite constant writien and telephone requests
£ .
from BHI.

Most recently, Minister Manley's political staff bave offered "to look info this with their
officials”, addivg the comment "we have complete confidence in our officials”. (A letter
to Diana Durnford is attached.)

itachments:
1. 18.01.95 Letter to PMO LAV , L Col Carruthers
2. Notes from meeting 18.1,1995 with David Collins, DGHP
3. 19.01.95 Letter to Diana Durnford, Special Assistant to Minister of Industry
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THYSSEN BHI

Suita 808, 350 Sparks Sfraet, Otlawa. Ontario, Canada KiR 788
Telaphone: (513) 563-3321  Telalax: (613) 563-76548

January 18, 1995

‘Lieutenant Colonel R.F. Carruthers, CD
Project Director PMO LAV

Third Floor, 110 G'Connor Street
Otetawa, Ontario

In reference to our telephone conversation of 17 January, I am forwarding 2 copies of
our latest video on TH495 together with some brochures. I kmow that you are personally
familiar with the vehicle from your visit in the fall of 1993, however this represents an

update, and should also be of interest to your staff.

At present the shorter (5 road-wheel) version is on trial in Malaysia and we have
recejved very positive reports, In addition, the Bundeswehr is now interested in
matching the vehicle to the tracked portion of their GTK requirement, and thereby
satisfying a new rapid-reaction force requirement. MOD UK staff have also reported
favourably on TI4495, and this has resulted in formal discussions between the respective
Ministries to determine the feasibility of a joint project. (This ties-back to the NATO
MBAYV study, and reflects the UK preference for tracked replacements both in
TRACLER and the FFLAV successor project.) On the commercial side, Thyssen
Henschel is in continuing contact with Vickers Defence Systems (VDS), who have
recently briefed the Master General of Ordnance (MGO)) on a joint production concept.

In regard to the recent FRG/UK discussions | am aware that Brigadier General Lanz of
MOD Bonn has invited DND to consider participation, and has received a deferred
response pending the White Paper release. With the APC replacement. now confirmed

as a priority, Gen Lanz is anticipating a further reply.

Concurrently l"hyssen has identified a sizeable future export market for light tracks, (of
which Malaysia is an early example). This market has been confirmed by an independent

government survey, and is now being aggressively pursued by the Company.

t the time of EuroSatory 94, Colonel Howie Marsh and l.ieutenant Colonel B.J,
Forsyth expressed their desire to visit Kassel for a demonstration of the TH495, but this,
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and other intended visits, were prevented by circumstance. Our invitation remains open
for you or any other members of PMO LAV or matnx staff should the opportunity arise.

In addition to hosting a demonstration of TH495 at Kassel, we also ask for an early
opportunity to provide a complete techmical presentation of TH495 to PMO LAV. I will
call on our design and engineering department in order that we can be responsive to all-
areas of technical interest that may arise. If you are in agreement I would like to discuss
possible dates at your first convenience. Please do not hesitate to let me know if you
peed further information on the TH495 developmeint.

Yours sincerely,
e /C <7

Z4n Reid, —
Director ‘Defence Marketing

.

Enclosures: 2 videos
12 brochures
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Notes from meeting with David Coilias, Director General industry and
International Programs (DGIIP) on Jan. 18, 1995

- Minister of Natjonal Defence (MND) intends to return to Cabinet with. his equipment
procurement plan before he proceeds

- Collins suggests that full Cabinet may not consider the issue and it may only be

necessary to_find_agreement-among Freasmy-Board members

- Collins indicates that while he does not have direct responsibility for requiremesnts, he
understands that the Requirement Staff in Directorate of Land Requirement (DLR)
seem 1o show a "growing" preference for wheels. (This had also been reported by Ian

over the last few months).
. Collins went on to add that he realizes this might not be consistent with the view held in
Army O Montreal/St. Hubert (' f rring to Gen. Reay), but it is what be observes.

- All considered, Collins seems to suggest wheels are the preferred option described by
the Requirements Staff (DLR). (I believe that is his way of saying that he thinks this is a
final decision in favour of GM.) -

- Collins thinks, the budget scheduled for end of February could cancel or reduce some
"White Paper projects” - that may include the APC,

-On international projects Collins is the official administrative point for these discussions
but indicates he has heard nothing of the German Army interests for UK/GE/Canada
talks on TH 495. He went on fo say that these issues come officially from Simonds to
Gen Fischer and while Simonds is pressing a fcw issucs of interest, a cooperative project
for TI1 495 is not mentioned yet.

- Colliss says he supports the rdea of a cooperative project, so long as it meeis the needs

and timing of the Army.

G.A. Comment

There is a possibility Collins may be intentionally sticking to the official Simnonds/Fischer
channel of discussions so that he can overlook Gen. Lanz’s invitation through the Army
liaison staff at the Embassy in Bonn as "un-official”.

Separately, | understand that Mr. Simonds and Gen Fischer will come together for a
scheduled meeting of Ger/Can Armaments Directors about July 6.

Minister Rithe will visit Canada Sepiember 11 - 15, 1995 (1cntative).
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THYSSEN BHI

Suite 908, 350 Sparks Slreat, Ottawa, Ontario. Canada KR 758
Telephone: (613) 563-3327 Teiefax: (613) 563-7648

January 19, 1995
Ms. Diana Durnford .
Special Assistant, Policy
* Industry Canada
235 Queen St.
Ottawa, Ont.

K1A OHS

Dear Ms. Dumnford,

Thank you for your continuing interest in our proposal to establish new export focused
manufacturing in Canada. As per your request dunng our telephone conversation
Wednesday, I send this note via fax to outline my present concern.

It is now more than a year since the Company provided to Industry Canada, a detailed
export market projection which was than verified by a committee of Government
Departments led by Industry Canada, and using the Government’s independent sources

of information.

By July 1994, officials shared the results of some of their findings with the Company. At
that point it was evident that both Company and Government did agree that an export
market exists for tracked vehicles in the category of the TH495. Also agreed was the
view that TH495 could reasonably be expected to win a share of that market.

My letter of December 22, 2994 to Minister Manley summarizes the discussions on

market.
My concern is that although the Government market analysis is complete and officials
have agreed last fall that they would confirm in writing to the Company the findings of

the Government’s market analysis, nothing has yet been received. The delay is expldined
with reference to other issues which the Govemment is concerned with.

The Company asks that acknowledgement of the Government market analysis be
released now and if "other issues" arise, they can be addressed separately.

We would be most grateful if you can assist in some way to remedy this situation.

Sincerely,

‘ L)
Greg Alford
Sr. Vice President

(_."\
L=t
SR

. TOTAL P.G&7
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THYSSEN BHI

Bt BOB, 350 Sparkes Street, Oltawa, Ontario, Canada K1R 758
Telaphone: (613) 563-3321 Talafax: (513) 663-7648

To: Mare Lalonde,  Stikeman Elfiot

Juergen Massmann
Karlheinz Schreiber

From; Greg Alford
Date: 20,01.95
further to the suggestion that the APC project may only need to be considered by the

Treasuty Board Committee of Cabinet, 1 provide the following list of membership fo
that committee:

Consiituency
Chair ilon Art Hggleton, Pres. of Treasury Board  Toronto, Ontario
vice chair :  Hon Faul Martin, Min of Finance Montreal, Quebec
members:  Hon David Anderson, Min of Revenue . Victoria, British Columbia

lon David Dingwall, Min of Public Works
and Gov't Ser vices Sydney, NovaScotia

Hon Ron Irwin, Min of indian and Northem
Affairs Sault Ste Marie, Ontario

Hon Sergio Marchi, Min of Immigration Toronto, Quiario
R

TOTAL P.&1
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THYSSEN BHI
Sulte 808, 3650 Sparks Street
Ottawa, Ont., Canada

K1R 758
TELEPHONE (613) 563-3321 ' ‘ TELEFAX (813) 563-7648

TELEFAX

‘ . J. Massmann

TO: K. Schreiber : FAX NGO:

M. Lalonde
. J. Deacey, Association douse
FROM: . .o a1ford PAGES: 3

tincluding cover page)
DATE: 25, 1. 95

MESSAGY:

For your information
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Ministar of Foreign Afiairs s mgé;;/ Ministre des Affaires étrangéres
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Ciawa., Canada A 1A 0G2

JAN 2 3 1995

Mr. Greg Alford
Senior Vice-President
Thyssen BHI

Suite 908

3150 . Sparks Street
Ottawa, Ontario

KiRrR 788

Dear Mr. Alford:

Thank you for your letter dated December 14,
1994, which I understand was also sent to my colizagus,
The Honourable Roy MacLarsh. In your letter, you '
sunmarized the histoxry of your company in Canada and
sought my support for & competitive bidding process for
the supply of Armoured personnel Carriers  (APCs) to the
Department of National Defence,. : :

I am aware of Thyssen’s international
-reputation as one of ¢rhe world’/s largest industrial
manufacturing companies, its holdings in Canada and the
company’s contributions to Canada’s economy. I am also
aware of your past proposals for the expansion of this
investment in Canada by establishing a manufacturing '
facility for tracked Light Armoured Vehicles (LAVs).

Your proposal, submitted to the government in
September, 1983, focusgsad on the international market
for tracked armoured vehicles in general and potential
cales of the TH 495 in particular. I understand that
the results of a review of your market study by an
interdepartmental group 1g virtually complete and that
you will be advised of the outcome shortly.

a2
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mhe recent white Paper on defence includes
the requirement to acguire new APCs. I have been
advised that DND has completed initial studies
concerning the operaticnal reguirements for APCs,
jncluding & survey oI tae capabilities of a number of
tracked and wheeled vehicles. The TH 495 was one of
the vehicles considered in the survey.

DND’s approuach to this procurement will

addresgeg tne need tO sﬁfiﬁgéntiy~cvntroi—the‘costs—and
technical risks associated with major acguisition
projects. Therefore, wherever possible, the selection
proeess will favour—eguipment—which-has already bsen-
technically proven. % expect that the government will
soon decide its procurement strategy for APCs for the
Department of National Defence.

mhank you for your continuing interest in

competing for the reguirements Of the Canadian Foroes

and I wish you success in your rfuture endeavours.

Yours sincerely,

André Ouellat

ce:  The Honourable Roy MacLaren, P.C., M.P.
The Honourabla David Collenatte, P.C., M.P.
The Honourable John Manley, P.C., M.P.
The Honourable pavid Dingwall, P.C., M.P.

TOTAL P.B3
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THYSSEN BHI

To:  J. Massmann
K. Schreiber

ce: Marc Lalonde Stikeman, Ellioft
Jamije Deacey and Associates  Association Tlousc
Jack Vance J Vance and Assoc.

From—G-Alford ;

Meeting Report:  24.01 95 Greg Alford meeting with Randy McCally Sr. Policy Advisor
to the Minister of Natjonal Defence

Meeting was arranged by Danijel Despins of Association House.

Meeting opened awkwardly with McCally indicating he would not debate any technical
issues, nor would he cornment on the APC situation; but he was interested in hearing
any points of concemn that the Company has,

I began with the request that he comment on the APC project, iis status and whether
there is potential for BHI to be inviied to bid. '
McCally replicd that the precise status of the project is an issue before cabinet and he is
not periitted, nor would it be legal for him to comment on this. '

I then referred to our letters to the Minister of Defence, adding that we are very
interested in offering to the APC requirement and asked when we can expect a reply.
He did not give any indication of the date of a reply but said it would be dealt with as
soon as the Government reached a conclusion on how to procéed with the APC project.

Returning to the topic of Cabinet ! asked if the matter would be brought for
consideration by full Cabinet of just Treasury Board and he was unable or unwilling to
say. ( Therefore we must consider both as a possibility ).

McCally asked me 1o address the issue of our proposal history having started in Atlantic
Canada up to the present, which 1 did, finishing with an update to the most recent
discussions with Industry Canada and the agrecement on market.

Tuining back to discuss the APC requirement, 1 presenied the brochures and a video
and McCally then mentioned that he undersiands the Army has a preference for wheeled
vehicles for the new APC, and that technical preference is based on satisfactory
performance of wheels and the desire to maintain maximum common logistics between
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the current and future fleet, and with that the benefit of common operating knowledge
ete. T raised arguments on protection, mobility or growth potential, but MeCally did
not want 1o reply to these saying that he did not have a fechnical background.

McCally asked specifically about cost, and I replied that we had not received any formal
opportunity to address cost aganst specified requirements but that we had only been
asked to offer a budgetary estimate and we had said DM 1.5 million FOB Kassel.

He madc nofe of that then commented that we are not the most expensive offer.

No further elaboration on cost was available.

He asked me to comment on the possibility that TH 495 is developmental and therefore
sot "off-the-shelf" , T referenced the fact that the two prototypes have each compleied
extensive company tests, with the 5 roadwheel version in Malaysia for customer trials.
Fusthermore, THA495 is developed using proven components and systems thereby
reducing risk. Lastly T compared THA495 to the improved LAV which GM is said to be
offering and indicatcd that the improved LAV, in the form contemplated for the
Canadian Army, is also a prototype with many unknown characteristics and given that it
represents an extensive stretching of the known capabilities of the LAV could hoid more
risk than TT1495.

McCally referred to the visit of Genman Defence Minister, Rulie last sumimer when the
Thyssen intercst in the Canadian APC was mentioned and reminded me that minister
Colleneite replied by saying that GM is already established in Canada and it would be
the Government's expectation that GM would participate i the APC project.

McCally shows considerable knowiedge of and interest in GM. Therefore I mentioned
that if TH 495 is selected we would be prepared to involve GM in some way and
suggested that it should be recognized that our proposal offers-a significant new
Canadian capability that GM cannot and it wiil not hurt GM but may in fact give them
new busincss opportuniiies

At the close of the meeting 1 extended invitation to McCally to visit Kassel

BHI Comment: :

This meeting does not provide any encouragement that there is yet an intent to do
business with Thyssen. If there was, Mr McCally would have been more forthcoming
with jpformation and indepth with his enquiries. 1 get the feeling that while Mr MeCally
may have been sincercly inferested in our proposal, the meeting he granted was largely
in response the political pressure creaied by Marc ] alonde via the PM’s office and then
the follow up requests of Daniel Despins of Association House. ‘
Nonctheless we need to continue to pursuc support from Mr McCally and hope that he
and his Minister will become more supportive in the event that other political interests
come to influence this jssue :

.TOTAL P.82
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st DOB, 350 Sparke Street, Otiawa, Ontarlo, Canadn K1 R 758

Falaphone: (613) R63-3321

Talefax: (613) §85-7645

Januagy 31, 1995

Stikeman, Flliott
Montiecal

Dear Maré:

Attached js a recent pair of articles appearing in Vanguard magazine, a new pubtication

covering delence issues.

The tone of the Ist article (pp. 16-19) suggests a competitive acquisition process for tie

APC project.

The second article (pp. 22-27) is very well written and argues for good equipment,
specifically "a well armoured fast {racked vehiclg" (p. 26) for the new APC.

T '
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whether to equip the APCs with 19 tars
or 14 mm diing.

Sources told VawGiarp that ihe
army has already specifled an
“Infantry taxi”, capabie of transporting
a seveqn OF eignt man infaniry section
around the batilefieid. When the taxi
arrlves at ite destination, the crew dis-
mounts, leavinig behind the driver and
gunier.

The crew commander, who will
ride in the rear section with the
troops, will either exit or remain
behind in the turyet, Otier sources gay
the army really wants & mintmum of &

By Laurie Watson

@ ovember’s Defence  White
i Paper paves the way for the
Y army to get new armoured per-
sonnel carriers (APCs).

But the competiiion to supply
the new battle taxis for the infantry
! een underway unofficially for

is.

£Lcording to the Paper, Canada
needs to modernize its APC flest to
operate effectively in the combat con-
ditions encountered in today's UN and
other multilatera! missions. It sets out
a two-part program that would involve
upgrading some of the existing APCs
and adding new ones. with deltvery
starting in 1997.

The 199 relatively new elght-
wheeled Bisons. built by. General
Viotors (GM) and delivered in 1991 and
1992, are to be kept in service. These
nclude 149 of the APC variant which
yre being used for militla training.

The purchase of new APCs is long
yverdue for the Canadian milftary.
‘anada's existing APCs. the tracked
A113A2 and the wheeled Grizzly, are
lrst generation systems and inade-
juate In terms of flrepower and pro-
ection.

More than 10 years ago, Canada's
=~ and former adversarles began
\ »ing third-generation armoured

" &l carriers—called infantry
ghv.._, Vehicles—such as the Bradley

1.5.). the Warrlor (U.K.) and the 3MP3

(former Soviet Unton). Development of
fourth generation vehicles bas been
underway {or several years.

There ls considerable Canadian
public support for the APC project.
Orie industry observer told VANGUARD it
was the frst tirme in his experifence
that the pubiic has fully supported
such a delfence procurement progra.

Part of the public's attitude can be
attributed to the incidents esriler this
yvear in Somaila and the former
Yugoshavia in which Canadian soldiers

injured by mines and antl-tank
weapons, These Incidents clearly
underscored the need for more heavi-
ly armoured vefiicles.

%, senior Assistant Deputy Minister of

N

in M113¢ and Grizzlies were killed orgy’ Materiel,

25 mm gun.

Manufactiirers who ave expressed
an interest in ¢he APC program Include
DEW Englneering (Mobile Vehicie
Tactical Light); Haggiunds Vehicle AB
of Sweden (CVS0 series Infantry
Fighting Vehlcle); GM of Canada (Light
Armoured Vehicle); and Thysaen
Henschel Gmbh of Germany (TH495).
Steyr-Daimler-Puch/Senta Barbara is
also said to be interested in the coim-
petftion and may submit a proposal for
the ASCOD Infzntry fighting vehicle.

Already, a debate I3 mounting over
what constitutes “off-the-sheif”.
4~ In a recent address to members of
the Canadian Defence Preparedness
Assoclatlon, Ls. Gen. Robert Fischer
said that “off-the-shell”
should not be restricted to "off the
production line” of “in the ware-
houge”, but could include prototypes,”

Selection of a prototype, however,

According o the Department of é“\ might leave the govermment open 0

Nationa! Defence (DND), the APC pro-
Jeet office was established In January,
1994, Defence planners have already
completed a preilminary review of all

major APC manufacturers in the world,

inclitding those located in Canada,
Sweden, France, Germany znd the
United States.

Urdike the Canadian Navy's frigate
program, however, DND has restricted
its search to something off-the-shelf,
rather than creatlng a new vehicle,

@% “We want to buy a vehicle that already

exists,” sald a DND spokesperson. “We
don't want to buy a turret from one”
vehicle and put it over the hull of
another.” DND also is considering

January 10935
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criticism for purchasing a vehicle that
i not yet proven. ‘

Wheeled vehicles, of course, are
faster, can keep pace with COnvoys,
and demand less raainicnance.
Although tracked vehicles are more
costly to maintain, they travel through
mud, sand. and snow without bogging
down as often as whealed vehicles.
Also, tracked vehicles can generally
support heavier armourn

While there i3 a trade-ofi, clearly, a
modern and wellequipped army
needs both.
~ Since the oldest APCs in the
army's fleet are the tracked Mil3AZs
built by FMC Corporatior - many deliv-
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ered more than 20 years ago - newer
tracked vehicles would seam logical.

T . .
‘ But that choice would rule out an

‘upgraded version of the wheeled Light

Armoured Vehicle manufactured by GM,

The final decision will depend on

the percelved environment the forces

are most likely to encounter interna-

ttonally. For instance, soldiers serving

in Bosnia have been unable to access

/ some of their more remote Observation

Posts because wheeled APCs couldn't

get over the ground, even when they
were equipped with chains,

There are other important perfor-

Mooy Dl
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APCs. and update the old tracked
oties.” .
sceording to the analyst. wheeled
vehicies have definite limitations,
althouglh they arc more suitable for
tratning the militla i Canada. And. In
tracitional peacekeeping operations,
they are trorc econorical to operate.
“gut for combaf operations. you
need tracked vehicles because they
can carry better armour and thelr cross-
country capability is far superior.” '
-~ Apother source close to DND says\
¢4 1ot of minds have been made up for
ql'a iong time. There's a real blitz to pick

LY r84uis
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M113s, the cost of such a plan would
be 60 per cent of buying new Moblie
Vehicle Tactical Light units. (GEW's
proposel also includes buying new
MTVLs.)

Sources satd that in a recent corm-
petition Hagglund's CV90 was aggres-
sively priced at $1.6 million US. each.
while the 200 LAY “recce” vehicles
being supplied to the Canadian Forces
carry a total price tag of 3800 milijon.

The following manufaciurers
have expressed an interestin the APC
prograimn:

mance consideratfons, too.
~ The APC must (It the forces’ multi-
purpose combat capability. It needs
sufficient flrepower and armour to pro-
tect forces engaged in the Bosniastype
peacemaking and in general combat
operatfons. such as the Gulf War. o~
A low profile also is important, so
that the troops aren't an obviocus tar-
get, as ls a low centre of '
gravity, in order to maln-
_ taln stability. g
" Finally, in an era wherc
‘nternational commitments
avolve many nations work-
ing together. inter-operabil-
ity of equipment s
important, Canada’s new
APC should be in use In
other NATO countries.
Soime bidders are con-
cerned that the govern-
ment has already decided
what to buy, and the dect-
sipn may not have the
army's best interests at
heart. For Instance. DND
has already decided to
purchase APCs rather than
full-bore “Infantry fightlng
vehlcles which would offer
the same mobility as tanks. superior
fire power and better protection than
most APC configurations,
The majn reason for the dectafon
to buy minimalist APCs is cost. With a
super-stringent budget due in Feb-
, ruary, there is little public support for
1e extra expense of a more heavily
~moured vehicle. "If's the very least
. lycan get away with.” grumbied one
“analyst. “DND will buy new wheeled

&

up 200 LAVs from GM and go with the
easlest rebuild of the M113a.”

Tho source sald aiso there’s also a
aver DND’s “behind-the-

conceiit

scenes” pollcy regarding offthe-shelf
veniciesz. “When you come right down
to it. ofitneshelf in Canada gets the
nod over off-theshell offshore,” he

safd.

M-113 getting add-on armour in Bosnia

The LAVs are serioug weapons,
For example, the U.S. Marine Corps
purchased 800 of these vehicles and
used them In Somalls with good
resuits. The reconnalssance variant is
" qvallable with a chain gun and an
extendable observation mast that
includes low-light television. and a
thermal Imager.

According to DEW Engineering,
which has proposed refurbishing the
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& Light Armouree— —
Vehicle (LAV)

Manufaciurer: General Motors of Canada

GM iz having & highly successiul
run with its LAV program. The originai
armoured vehicle was designed aad
developed by the Swiss company
MOWAG. Between 1578
and 1981, it suppiled the
Canadlan Forces with 481
vehicies based on the
MOWAG design.

is1 the early 1580s, it
developed an elght-wiheel
fight assault version,
called the LAV-25, for the
US. Marine Corps. This
version later formed the
bagis for the Blson ar-
moured personnel casrier,

The Bison's turret is
replaced with a ralsed
commander's cupola with
five M7 periscopes. An
externzlly-mounted 7.62
mun machine gun is fitted
to the immediate rear of
the driver's statfon at the
font left side of the huil
The huil seats a difver, commaznder
and nine passengers facing Inwards,
while the troop compartment cofitains
a cargo hatch end two smaller haseh-
es, The rezr ramp Incorporates a door.
Cost of the 199 armoured vehicles,
which completed dellvery in 1992, was
$100 milflon.

Next year, cur Forces will begin
taking delivery of a reconnaigsance
version of the LAV-25 to replace the



Wi/ 3Ls L3TO 1004

Ly~ it will be equipped with an Inie-
g . .surveillance suite and will

_ n both a reconnaissance and a
sL. ilance role.

Bil] Pettipas. Director of Programs
and Marketing for GM Canada, says
DND has asked GM about the possibil-
ity of it meeting the requirements,

“The LAVs are 1994 editions,” he
says. “We just keep insert-
ing the latest technology.
Most of it Is gadgetry. The
~hassis Is the least expen-
sive part of the product.”
Since the LAV was
jrst developed, Pettipas
:dds, GM has built over 20
{ifferent variants of the
shassts, “It keeps chang-
ng and jmproving. You
\dd armour protection.
ry to get more [uel effi-
jent ‘operations. and add
jetter tires.”

For the new APCs. GM
jould likely collaborate
/itk =nother company to
T the armour. but g
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considered too light for today's
advances In add-on armour and
WEAPONS packages.

DEW sees its proposal as a way to
extend the life of the M113s well into
the 21st century. DEW wouid set up &

" facility in Cniatham, New Brunswick, to
convert existing M113s intc MTVLs.
The M113s would be inspected, disas-

blsobSrbdd lhryaul> .4

selection of onie and two masn turrets is
avallable. .

The refurbished %113 would be
C130 air transportable.

With a powerto-weight ratio of
24.1 hp/ton compared to the 16.7
hp/ton of the M113AZ, the refurbished
M113s would have a rapic acceleration
of 0 to 48 km/h In 12.4 seconds. com-
pared to 28.2 seconds lor
the existing M113s, Its top
speed would be 71 km/h.
compared to 66 km/h for
the existing M113s.

The MiVLis the oniy

aluminum-hull conligura-
tion belng put forward by
defence manufsciurers.
But Howte Byer. senior
program manager for
DEW Engineering, says
the refurbishment would
extend the life of the M113
“Indefinitely. it could be &
30-year old huil, but It
would be as good as a
brand new hull. Plus
you're adding fully refur-

. jpstall it them-

veo. “Essentially, addi-

ona] protection Is a

yatter of adding steel armour, or
eramic-type armour. You get into the
isue of affordability and weight of the
hasgis. Do you have to boost the
orsepower to maintain mobility. If
ou demand absolute armour protec-
on, you have to get a tank.” he says.

I Aobile Vehicle
. Tactical Light
(MWE.)

Manufacturer: DEW Engineering and
spelopment Limired of Ottawa and U.S.-
sed United Defense LP

The two partners are proposing a
io-part program that would convert
e existing M113 family to Mabile
hicle Tactical Light (MTVL) units
«d ~~vide new MTVLis.

M113, of which there are
Canada, were first procured
y&u. ago. They are powered by a
2 hp Detroit Diesel 6V-53 engine.

sembled and ftted with a new six road-
wheel huli section that would add 870
mm to the venicie's overall length. The
power train would be beefed up with a
350 engjnie and transmisslon. The new
MTVLs wouid also be assembled at
Chatham.

DEW clalms the measures would
improve cross<country mobility by 50
per cent aad volume and payload
capacity by 30 per cent over the exist-
ing M113. The hulf with add-on armour
kit will greatiy exceed the requirement
of armour protecilon against a 14.5
mm AP round at 500 metres through-
out 360 degrees and shield the effects

. of CE weapons. Armour over the front

arc would provide protection againsl
penetration from 30 mm projectiles.
The M113s would carry elght com-
bat-equipped soldiers pius a crew of
three. DEW haz proposed fitting them
with a Sharpshoot one-man {urret 5ys-.
tem that aliows the gunner to fire while
the crew commander indcpendently
commands and controls. However, a
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bished or mew compo-
nents to the hull so the
vehicle coming off the line
is as good as a brand new vehicle at &
fractlon of the cost.” Byer says it's a

myth that the #113 has reached the

end of s useful service e
A 1993 NATO Industrial Advisory

Group recommended hulls of the new

generation of muiti-purpose armoured
vehicles be constructed of aluminurm,
with a contact spall Uning and add-on
armour. :

Bye sees the MTVL as-an afford-
able. cost effective sensible solutlon to
the CAF's requirement for modern

B Hagglunds CVSO
series invantry
Fighticg Vehicle

Manufacturer: Heggiunds Vehicle AB,

Sweden

Hagglund’s CV30 infeniry ilghting
vehicle s part of the CVO0 serles.
which was developed during the mid-
1980s by Hagglund for use by the
Swedish Army in its northern opera-
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—, tionis, All threc versions carry a crew
| f three, with up o 8 soldiers in the
_ . . :ar compartment.

The Norwegian Army announced
the first export order for the CVS0 fam-
lly eazlier this year to replace its
M113A1 APC with the CV9030.
Norwegian trials involved the CV9030.
the ASCOD . from  Steyr-Dalmler-
Puch/Santa Barbara and United
Defense's M2A2 Bradley. Norway had
earlier rejected the German Thyssen
Henschel TH496IF and the British-
made Warrior.

Each of the three infantry fighting

1711 SOy Dl
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say the CV90 would ltkely be built in
Canada under llcense,

2 7H495 Infantry
Combat Vehicle

HManufaciurer: Thyssen Henschel GmbH,
Kussel, Germany

The TH495 is a full-tracked vehl-
cle devejoped by Thyssen Henschel
and Introduced In first prototype in
1992, Greg Alford of Thyssen BHI In
Ottawa states that the TH495 is a
raarket-driven design that meets the

14yl s
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the driver ls provided by three
perlscopes, with the middle one belng
replaced by an Image intensifier for
night driving. in additlon, hull-mount-
ed video cameras enable the soidlers
to monitor the battiefield from [nside
the crew compartment while the
hatches are closed.

The TH495 ICV has a cornbat
welght of 21.6 tonpes and a power-to-
welght ratfo of 24,3 hp/tonne. it has a
five-road wheel configuration and an
overall length of 235 in. Thyssen
Henschel hag also produced a siightly
longer sixroad wheel prototype with

vehlcles In the CV90
family features all-weld-
ed steel construction
on the hull, with a
Bofors' power-operat-
ed, two-man turref.
Weapons range from a 2
mm McDonnel] Douglas
Bushmaster or Mauser
MK 25 min Model E
canoft on the C8025to a
- 40 mm Bofors L/70 can-

n on the CV040.

, The combat vehicle
+ powered by a Scania
DS$S14  606-hp diesel
engine coupled with a
Perkins X300-5 fully
automatic transmission.
With a power-to-welght
ratio of 18.9 hp/ton. the
vehicles accelerate
from 0 to 30 kmm/h In 7
seconds. It has a maximum forward
speed of 70 kmm/b. The steel huil pro-
tects against up to 30 mm projectiles.
but protection can be enhanced with
add-ons or composite armour.

According to the company, the
vehicle also has a low signature radar,
Jow nolse level, day and night sight
engagers. a laser rangefinder and a
thermal imager.

Svante Andersson. Hagglund's
lialson officer in Canada, says the
company is very involved with the
APC project. “We have a very com-
~etitive product with the CV90. We've

s working a bit with DND in

' wering questions on the CV90 and
_'are also discussing the project
with Canadian industry.” Andersson

adgiijonal internat

TH 495 Infantry Combat Vehicle (ICV)

needs of NATO and other natlons that
wish to maintain general purpose
armed forces, with multi-purpose
combat capabilities, The baseline
vehicle has been designed for adap-
tion to a variety of light armour roles
and for future growth potential. The
vehicle has a modular design top
plate which permits adaptatfon for a

variety of turrets. .
Thyssen conducted a comprehen-

‘sive market survey before proceeding

with a tracked design intended to offer
high protection and payload with no
compromise on mobijlity.

The TH495 ICV (nfantry Combat
Vehicle) variant has space for two
crew - comimancder and driver - and up
to ejght infantry in the rear. Vision for

VANGUARD January 1995

capacity and & 3C-mm
cannon turreted canfig-
ipation.

The basic vehicle hullls
allwelded steel armiouy
construction. In addi-
tion, & layer of modular
gpaced steel and com-
posite armour panels
are fitted to the hull
with quick-fit bolts.
These modules can be
dismounted for CI30
transport (reducing the
vehicle weight to 175
tonmes) or can Dbe
acjusted In the fleid for
in-creased security.
Thyssen advises that
this concept was
developed to enable the
customer to update
protectlon with the latest technoiogy
without the need for workshop refit, or
to replace baitie~damaged segmenis.
Spaced armour has also been {fited to
the top of the hull fo protect against
vertical attack.

Alford states that another signifl-
cant feature s the 485's digital elec-
tronlc bus system. This allows
electronfc components to be irire-
duced, or replaced, by plugging-iz to
the bus, rather than rewiring the entire
yehicle system. .

The TH4S5 is a very recent devel
opment and has not as yet received
purchase orders, The Company advis-
es that ft has furmished an ICV proto-
type to Malaysta for extensive trials
with the Malaysian army. &%

Parmuain gromicad For 15 & Vs
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Equipmeist and Gear

And despite the UN embargo, more
arme are flowing into this vast Balkan
armoury, say UN offlcers, "by the
fon.”

Canadian peacekeepers are
about as well-equipped as it's possi-
ble to be In the Canadianm army. in
many cases, though, the apparent
plenty comes from the limited Inven-
torles In the Canadlana army of every-
thing from heavy machine guns 1o
thermal lmaging observation devices

belng_scoured—from—units—allover

By George Koch

3 uring a two-week VISl [0
Canada'’s peacekeeping baltal-
4 ¥ ions.in Croatia and Bosnia last
September, VANGUARD contributor
George Koch of Calgary spoke (o
do=~ns of Canadian peacekeepers of
. 15 about the amount, range and
/ their equipment. Many offered
~anutd opinions in return for not using
‘heir names.

What follows is his personal syr-
hesis of the troops ' view of their own
:quipment:

With the end of the Cold War
ronically also ending the era of "clas-
jeal™ peacekeeping, the equipment
‘hortages and gaps facing Canada's
rmy in the new era of muscular
eacemaking and humanitarian-
elief-under-fire are more acute than
ver, Bosnia is a prime example.

Lest anyone harbour lingering
oubts. the former Yugoslavia is one
£ the most militarized regions on
arth. The late Josip Broz Tito bullt
p a socfety in which virtually every
,an was trained as a soldier.

Fearing a Soviet jovasion and a
.version to partisan warfare, Tito
versaw dispersal of the Yugoslav
ilitary-industrial complex and the

: ction of literally hundreds of

' ches throughout the country.

m. many Canadlan troops have

sted, nobody has ever fruly sub-
1ed the South Slavs—not the Turks,

not the Nazis and not the Soviets. It
certainly won't be the UN.

These armis caches are now In
the hands of the half-dozen factions
at war In Croatia and Bosnia. The
armies number some 375,000 men
and woimen under arms, not counting
the huge Yugoslav Natlonal Army
watching from Serbla.

The various armles deploy every
kind of heavy weapon Imaginable,
including many anti-vehicle systems,
from heavy machiine guns to rapld-
fire cannons to tanks to attack heli-
copters to arca-denial weapons like
multipledaunch rocket systems con-
taining cluster munitions.

In CanBatl's Arca of Responsiblili-
ty (AOR) alone the parties have s0wn
600,000 mines.

Indeed, CanBai2's camp at
Visoko adfoins 2 Bosnian-Muslim fac-
tory fabricating multi-barrelied rock-
et launchers.

The 70.000-strong Bosnian Serb
Army alone, lor ipstancc. deploys
some 300 tanks and 700 artillery
pieces. The 50,000-strong Croatian
regular army is described by a senlor
UN intelligence officer as “close fo
Western standards.” Last year. it was
conductng brigade-level combined-
arms exercises involving attack heli-

copters, parachutists. tanks and .

landing craft.

"VANGUARD
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Canada and sent overseas.

When one peacekeeping battal-
jon rotates ouf after its six-month
deployment. it simply leaves all the
equipment for the next contingent.

If Canada were to deploy a larger
force on a multilateral peacemaking
mission, as envisloned tn the recent
Defence White Paper, the troops
would find themselves with severe
shortages of everything from night-
vislon gear to antl-armour weapons
to heavy machine gurs,

To start with the good news, the
infantry now has a sound family of
small arms. Along with mobillty and
communications, small arms are of
course the crucial aspect for peace-
keeping,

The anclent, worn out, 9 mm
Browning No. 2 Mk 1 officer's pistol,
according to many | spoke to, Is a
joke. Some were used by Chiang Kai-
shek's Nationalists in the 1940s and
still bear some Chinese markings. But
the key weapon to the infantry is the
assault rifle, and In this regard. most
troops In Bosnia and Croatia consid-
er thelr C7 the best such weapon in
the Balkans.

The late-80s Diemaco design and
production has purged the bugs of
the old U.S. M-16. The lightness and
compactness of both weapon and
ammunition are important assets In
cramped Mltis “jeeps” and M113
Armoured Personnel Carriers. as well
as for extended foot patrols in the
varicus separation zories overseeil
by Canadian peacekeepers.

Soldiers | spoke with are particu-
larly delighted with the rugged. three-
power optical sight of the C7AL
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scquired only in 1993. Though it's
sometimes laughed at by troops from
“some other countries, Canadian sol-

"":,;;"g' 'dlers told me it's extended the aceu-

rate flring range from 300 to 500
- metres, although the bullet’s stop-
oing power at that range is marginal.
They also like new metal 30-
round clips; so much so that many
soldiers | met had up to six maga-
zines jammed Into their flak jackets.
The 5.56 mm., Belgian-built
Minimi C9 Light Machine Gun (the
US. Army calls it the M249) is very
popular too. Using the same ammuni-
tion and optical sight as the C7, the
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under their leaky old regulation gear.
Canadians gawk enviously at the new
Swedlsli camo pants made from a
materia} that is water-repellant and
reslsts both chemicals and fire,

For the crucial peacekeeping [unc-
tion of observation, the fleld-
deployed troops are in reasonably
good shape. The first priority, rapidly
erscting some form of protection. has
been soived by the unique, British-
designed Hesco Bastion. This con-

sists of hinged surfaces of heavy steel
o faldad _and

1Y U4y LD [ 4R

The principal shortcoming In
night vision s the lack of a mobile,
yehicle-mounted thermal ifmager.
CanBat! in Croatia was using its Tow
Under Aximour (TUA) vehicles to con-
duct roving nizht patrols In the
demilltarized Zone of Separation that
keeps the Croatlan Army (HV) away
from the Army of the Republic of Serb
Krajina (ARSK) occupying the Serb-
populated region of Croatla.

While highly effective at deter-
ring and halting armed incurstons by
both sides, and at iimes even break-
ing up fire fights, the necessity of

using_the battalion's bighest-walue

WL I y
mesh—which—ecan—be—foldea—ang

CY gives each section two easily car-
ried weapons that can be fired at full
auto for susiained perfods using the
200-round canister attached to the
weapon's underside.

Surprisingly. the troops speak
with particular warmth towards the
old but extremely accurate and reli-

able 7.62 mm C6 General Purpose

Machine Gun. “I'can put a single bui-
let exactly where I want it out to 1800
_ metres,” boasted one soldier.

The far older Browning .50<cal

 2avy Machine Gun, acquired in

342, Is also favoured, but with only
1,600 in the entire.army, there are
never enough of them for the aumer-
ous requirements of vehicles,
Observation Posts (OPs) and train-
ing.

Almost as important for sus-
tained deployments are mundane-
sounding equipment jtems that help
keep soldiers fit. alert and fully func-
tional, items like {lak Jackets. kevlar
helmets. Gore-tex raingear and new,
light desert-type boofs. .

In this regard, there appeared to
me to be shortages even for the lmit-
ed number of troops deployed to
Croatia and Bosnia,

| saw old steel helmets hung from

pegs in the camps. And some kevlar
helmets had been painted blue with a
type of paint that softens the hel-
met’s material.
Some flak jackets were fraying
and coming apart at the fabric con-
' ctfons. allowing gaps in the jacket's
 'erage o appear.
Some [ront-line (roops wear per-
sonally purchased civilian raingear

stacked for casy tramsport, then
unfolded and hooked together in
mainutes.-

Onee hacked by fabric, it Is then
filled by frontend loader with what-
ever material is available—sand, dirt

or rubble.
A basic OP for a section of troops

can be thrown together in one day

fiat. Hasco Bastion units stacked two
high and two deep can withstand
almost ail smeall arms, light cannon
and RPG rounds, and all but direct
hits from tapks or artillery. OPs are
then completed with timber-and-
sandbag observation and firing plat-
forms and ringed with razor wire.

Might Vision
For observation, the assemblage of
night-vision equipment is quite good.

Starlizht goggles provide mobile,
personal night vision, although the
largest number | saw at any OP was
two. If that is the regular Issue, it
seems impossible for an entire sec-
tion to operate so equipped,

Similarly, most OPs also had one
or two passive lght-amplifying
scopes {or C7s and C3s.

For maxtmum night observation,
most OPs had a single, mpod-
mounted Night Observation Device,
Long-Range (NODLR) thermal Imag-
ing observation and ranging device,
The eight-power NODLR clearly iden-
tifles vehicles and humans at dls-
tances up to 2000 metres. lts only
drawback 1s the noise from it cool
ing system, which makes silent
observation and listening difficuit.
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single aszet, the TUA. mounted on its
least-reifable platform. the Kili3,
starkly demonstrates to me the
equipment shortage.

Transpore

In the ‘60s. lt seems to many of our
soldlers, thera shouldn't be an
armoured vehicle moving without a
thermal {maging sight. Detachable
ones for observation use by tricks
and Jeeps should also. form pare of
the pescekeeping inventory.

Like observation equipment. the
army's vehicle sceneis a mixed bag,
though & dectdedly more frayed one.
The army's declsion to retaim the
2348 1976-model-year. clvilian
Chevrolet 5/4 pickup truck and
replace the original leep with the
VW-designed llifz 1/4tonne 4X4 is a
sore point with many troops [ met.

Had the army bought the
American Hummer, soldiers told me,
it would have repiaced two vehicles,
eliminated gasoline from the army’s
supply traln, save for tiny suppiles
for staff cars and portable electrical
generators, and vastly enhanced tac-
tical mobility.

The Hummer can carry an erdire
gection and can be had In mortar,
antl-tank and antl-aircraft verstons.

The army had contracted
Bombardler [ac. to build 1,900 and
then an additional 600 litis vehicles,
which carry only faur troops and are
powered by a rather anaemic 4 eylin-
der gasoline engine. for $26,700
aptece.
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-~ While some troops like the iiis’
1\ess and quickness for carrying
d officers, many Infantiers see
it .- a stopgap that robs them of
effectiveness. Some illls vehicles,
with just 60,000 km on the odometar,
have reportedly had two and even
three engine rebullds.
ironically—or maybe under-
standably—supply unlis are better-
equipped in the vehicle department
than the front-line troops.
Congroversy conftnues to dog
the Halian-designed. Western Star-
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stated, ludging from soldiers I met in
Bosnia.

Worst oif is the Z2ZS-year-old
M11342. The Forces have 1,000 of
them.

I Bosaia, troops ride i constant
fear; some Infantters | met say they
would rather be out In the open than
in what they consider an aluminum
coffin.

The “iracks™ are. notoriously
undergowered, with their 215-hp
rated diesel, which after numerous
rebuilds puts out far less power In
rezlity. The Mi13s, especially loaded
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respect in Bosnia from the very
armoured troops who most held it in
contempt back home in Canada as a
patronizing substitute ior real tanks.
Fast, smooth and reiable, able to
escort wheeled convoys and provide
rapid tactlcal mobllity to fire teams of
infantiers, the Cougsr, used by
CanBat2 only, proved quite an effec-
tive peacekeeplng venicle.

lis 76 mm gun—while obviously
unusable in high-ntensity conflict,
and reduced in effectiveness by s
obsolete optical sight and non-stabi-
lized turret—was [n fact a potent

bufle light truck, which, 1 gather,
fajled its initial tests and | was toid
repeatedly had standards lowered so
it could pass re-trials.

As well, the ancient-looking ML
trucks, built in the 19805 by
Bombardler Inc., are viewed today as
barely edequate—both marginally
powered and relatively unreliable.

But the supply troops love their
Steyr-designed HVLW trucks, built by
UTDC In Kingston. With eight forward
sp~~-s, allwheel drive and an auto-
"torque copverter allowing

. -less starts and uphill hauling
in higher gears, the “HL" proved a for-
midable beast on the muddy, winding
roads of Bosnia.

Lagt winter. when one road was
sJosed due to snows, the Canadians
simply blasted through in' the HL.

The 15-tonne Kenworth seems to
1ave other challenges. With six enor-
nous wheels and a huge engine, the
yig vehicle Is fine for long hauls on
vider North American roads. s pai-
etized self-loading system allows
xtremely rapid turn-arounds, with
roops at each end taking all the time
hey need to load and unload cheap,

asily replaceable sea containers,

But the Kenworth's vast turning

adius has proved problematic in
osnia, requiring repeated backing
n hatrpins, slowing convoys consld-

Zand -
lard Skinned Vehicles

' eat concery, of course, is the
. ) the army’s armoured vehi-
eg, -and in this department. con-
wns raised in the mainsiream news

ediza are, If anything, | think undex-

down with sandbags on the topsides
for protection from snipers and rock-
throwing children, blast curiains on
the floors for minimal protection
against mines, extra aminunition,
food and water, and light anti-tank
weapons, are too slow to escort con-
vVOoys. )

They zrind up steeper hills liter-
ally at a saajl’s pace. Fire support.
with a2 manualy traversed .50-cal
HMG, now {inaily protected by a steel
shield, Is two generations out of date.

Breakdowns are frequent and
maintenance i3 heavy. CanBatZ in
Bosnia, & jorce of less than 800, had
more thar 100 personnel devoted to
first- and second-line vehlicle mainte-
nance (pius more personnel doing
heavier work). CanBatl's TUA
Platoon, the battalion’s most valu-
able single asset, had five of its eight
tracked vehicles experience serious
break-downs over a six-month
deploymient.

Every camp | saw in Croatia. in
fact, had tracks sitting around In var-
jous states of disrepair.

Even the KM113's Commander/
HMG shield program, carried out on-
site last year, § gather was not univer-
sally supported. The 1PPCLI of
CanBati apparently found the shields
slowed down the HMG's traverse so
much that they promptly removed
themn and took thelr chances with old
plate shields. A crash up-armour pro-
gram for the M113s was underway
on-site at CanBatl's camp in Croatia
in September and Qctober (see side-
bar).

The six-wheeled Cougar tank
tralner, on the other hand. won new
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weapon In the local context, where ail
heavy weapons are viewed with
respect. The 76's HESH round. (n fact,
Is belleved able to knock out any
vehicle deployed by local armies out
to about 2000 rmetres,

The Cougar was also due to
recelve add-on armour over this win-
ter, which It should be abie to handie
without a great reduction in mobtlity,
as It is easily able to accelerate to 80
km/h on pavemsent and hias adequate
hillclimbing power.

“At first, I thought I'd need more
firepower,” sald one armoured offlcer.
“But lots of places we've got OF¢, I
couvldn’t take a tank. The Cougars
gave us what we needed - mobility
and reasonable protection from frag-
ments and good firepower.”

The Cougar's experience ia
Bosnia, however, [ think proves that
wheeled vehfcles are a complement
to rather than & substitute for
tracked vehlcies. For example, im
autumn tests durlng ratmy periods,
the Cougar wes unable to reach the
more remote GPs, bogging down in
the slick Bosalan mud and silding
uncontrollably down the rutted
tracks. Chalns helped but did not
eliminate this probless.

So, extractions under. fire from
remote OPs watild have had to occur
on foot or await evacuation by M113.
While CanBat2 was eagerly awaiting
arrival of the Grlzzlles previously
deployed to the reserves, with its MG
turret. that's electrically driven and
equipped with a night sight, the
Cougar's peacekeeping record—
excellent for seme applications.
unusable for others—Ii think proveés
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the army needs a well-armoured, fast

1Y DM

T Y vehicle with reasonable fire

=" i1{Z%ven for peacekeeping. /
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Mines
For the combat engineers stationed
with both battallons, the problem is
more one of manpower than equip-
nent.

Capada apparently s down to
500 combat engineers, at a time when
jemands for mine<clearing through-
sut the world are at an ailtime high.
ngineers were also constantly

Heavy Weapons

Some say heavy weapons would be
needlessiy provocative and serve no
useful funectlon. On the other hand,
the Nordic battaflon’s use - and firing
- of Its Leopard 1 tanks in Bosnia last
year is well-known, Canada’s own
Leopard 1s, whije considered obso-
lescent, are in fine shape and would
be a formidabie weapon in the
Balkans, where older, Soviet-
designed tanks like the T34, T55 and
T64 far outnumber (he newer
Yugoslav M84 (a T72 knock-off).
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the battallon's maln Camp Rastevic,
Their launchers were pointed at the
entrance to a UN-supervised Serb
heavy weapons collection compound
at Benkovac that contains some G6U
tanks and 100 artillery pieces. The
rest were stationed at & small camp
near the Zome of Separaiion, where
they were used to conduct nightiy
patrols.

Both batiaiions deployed mor-
tars, but the heaviest is the C3 81 mm
monrtar. Netther CanBat has anythlng
to match the [ocally used 120 mm

asked building OPs amd constructing
lirt roads to bypass roads blocked
v Serb forces.

In Croatfa, engineers from 1 CER
t Chilliwack worked 12-hour days for
ix months, clearing a total of 500 km
{ roads and Iifiing some 1200 mines.
he cost; one dead, five wounded.

Cleared mines, deemed not to be
eapons by the UN, had to be
swnrned to the local factions. “It was
bitter pill to awallow,” said one engi-
s We knmow they'll be used

18 again.”

.1, newer equipment would
seed the current process, which to
e seemed to rely more on deducing
rere mines are likely to be, then
obing manually.

In fact, many anti-vehicle mines
e triple-stacked with a single deto-
tor containing less than a gram of
otaf up to two feet below the sur-
-e. henee all-but undetectable. The
»st promising new technologies, |
‘her, are dogs trained to smell the
drocarbon molecules that all
nes emit, and the new robotized
ne detection vehicle,

Dubbed JNGOSS and currently
ng tested at Suflield, the six-

ealed., low-ground-pressure JIN-
§S would detect mines and
ay-paint a marking on the ground,
tly reducing both the acute dan-

and the stress level afflicting the
ineers.

The state and avallabillty of
N "apons s of equally great

i although the efficacy of
dh.  heavy weapons to Croatia

Rosnia Is hotly contested. even
yng defence hawks.

Clesred mines, deemed
not tc be weapons by
the URN, had to be
returned %o the local
factions.

Lesg-publicized is the marked
effect Cznada's TUAs have had on
locals. Both CanBats last summer con-
ducted live firings against old tanks
with local observers present. The
effects - most targets demolished on
first round at 2550 metres - were not
lost on the jocals. To the macho, blus-
tery Serbs, who have grown accus-
tomed to fotal superjority i heavy
weapons and generally congider
Westerners soit and weak, this was a
form of sabre-raitling that won the
Canadlans new respect,

CanBat2 it Bosnia deployed sev-
eral TUAs on the Visoko-Kiseljak
road, which runs up a valley directly
beneath Serb and Muslim positions
and Is known as “sniper alley.”
CanBat 2 kept the rest In reserve for
amergencies.

CanBat! in Croatia, however,
made much more aggressive use of
their eight TUAs, which are now
equipped with the 71E missile, which
can defeat even explosive reactive
armonrs. :

Two TUAs were constantly placed
behind rupbje revetments just ouftside
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heavy mortarg, or-thejr-infantry-anti-
tank weapons.

Canada depioys the tiny, throw-
away M72s plus the aging, &4 mm
L14A1 Carl Gustav anti-iank tube. But
at one OP beiwsen Viscko and llijas,
manned jolntly by Canadians and
Serbs, the Serbs had a lethal, modern,
Soviet-designed 50 mun tank-busting
tube propped casually against a wall.
The Canadlans will fee} a good deal
more secure oitce the Eryx short-
range anti-tank rocket is acquired and
deployed to the Balkans.

Because the war in Bosnfa and
Croatia is, for the UN peacekeepers, 80
much a war of nerves, with layer upon
layer of bluff, threst and deterrence,
the Canadians’ biggest worry | heard
is the government's refusal to provide
truly heavy back-up should things go
wrong.

Many troops tiink Canada

. should have depioyed tanks in-theatre .

for even more visible and credible
deterrence than the TUA's provide,
not to mentlon as a last-resort for

) rapid, emergency mine<clearing.

Equally important, they say,
would be stationlng heavy artillery
and CF-18 fighters to provide ultimate
support should the entire UNPROFOR
misslon fall apart. As of last
December, that eventuality had shift-
ed from unlikely contingency fo very
real probablity in the space of just six
weeks.

If Canada's legendary goodwill
proves insufficlent to fulfil s mission
and protect its troops. the country
may have to rely ignominiously on the
heavy weapons of other countries—
and be dependent on their willingness
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to use them - to gef its troops out of
harm's way.

‘ In this less—than—lox}ely New World
Yrder | think Canada either has to res
equip its army with modern armoured
vehicles and a host of lesser items like

(Mg Y i=Anlnd) BiF=In ¥
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alne-clearing equipment - or clear out

of the way and let countries willing to
back their rhetoric with dollars and
equipment  do the work. Ten
Canadians so far have been kiiled [n
Bosnla and Croatia. &
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APC Armour Prograrn Oflers Better
Protection

known as Camp Rastevic In Croatia, & 19-man team from DEW

AS
Vanguard
s 3% i

allgu

gj n a jerry-rigged sheiter i the middle of the rubble moonscape

—Eﬂg{ﬂeer'rf:g—aﬂd—Beve'i‘opm'em—,‘jé.'@f—éttawa*i‘srﬁjo{ﬁﬁg—aﬂd glu=
ing new armour to the outside and inslde of 2 sanded—-down M113
Armoured Personnel Carrier. It's a crash program designed to mitl-
gate the horrible effects of mine blasts that the troops of 1PPCLI
have experienced while clearing mines in and patrolling parts of the
Serb=held Krajina region of Croatia.

The exact specifications of the new. Gerrnan—desigried com-
posite armour are secref. [t Is meant to provide ballistic protection
well beyond the M113's afuminum well's bare ability to withstand
7.62 mm rounds — definitely up to HMG rounds and possibly light
cannoh at longer ranges. The outer layers, roughly 1 Inch thick, pro-
vide the maln protection. It is designed to withstand blasts or, for
'Iarger munitions, shatter to dissipate energy. Damaged panels can
be fleld-replaced, .

The lighter, Inner layer. Is about 1/2 inch thick and contains
somé kevlar. It is meant to reduce the spall cone of rounds that do

penetrate to an arc of 15 degrees, thus considerably reducing injury

from single-round hits of light cannon flre or rocket-propelled
grenade rounds fo the troops inside. DEW aiso offers a mine kit for
the M113's undersides.

The whole program adds about 800 kg in weight 1o the already
marginally powered MI113. Field trials detected only a marginal
reduction in acceleration and hillclimbing ability. But this was
reportedly using the battalion’s best Mi13 containing none of the
usual ad hoc fleld equipment. The engineer's Mi13s only manage 25
km/h and wiil barely be abie to stand the extra weight.

In any case, the fact that DEW was not eguipping CanBatl's
high-value Tow Under Armour vehicles Gue to weight problems [
think shows that even the modest weight of this program seems to
hurt the M113's mobility. ‘

The barely adequate profection the senhanced” M113 will offer
also demonstrates the crying need for elther a new tracked infantry
Hghting vehicle or a complete rebuild of the M113 to the AJ speciil=
catlon as currently being done by the US. Army and offered for

Canada by DEW.

Centre linguistique

L=2

Collége de Jonguisare

Suppiiers o BND
of French language
training at
CFB Bagotviile and
DND Hezdguarters
and regions

for turther Inarmnation o Our ianguage

tralning programs, call or wiiie!

Centra Linguistique
Collége do Jonguisre
2565, rua St-Huben
Jonquldrs (Gudbac) GTK7TW2

tel: (418) 542-0852
fax: (418) 542-3536
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sty Suite 908, 350 Sparks Strest, Ottawa, Ontario, Canada KiR 758
N Telephone: (613) 563-3321 Telefax: (613) 563-7648

February 1, 1994

The Honourable Marc Lalonde

Stikentan; Elliott

Suite 3900

1155 Dorchester Blvd. West
Montreal, Quebec

H3B 3V2

Dear Marc:

Please find enclosed a copy of the complete market analysis which was presented to Industry
Canada on the 14th of December 1993. While we have discussed much of the content of this

document in our meetings to date, I provide this complete copy for your files.

According to the agreed process with Industry Canada, they will now verify our market
forecasts through their own sources and those of Foreign Affairs and DND, and depending on
the outcome of their enquiries, they will determine if they can offer R+D support to our
project and if so, how much.

For oﬁr part, we have used very conservative forecasting methodology and are confident that
Industry Canada’s sources will find our market assessments to be reasonable.

In respect to timing, we are requesting meetings with Industry Canada by February 17, to
discuss the areas of response which they will have received by then.

I will keep you informed as the situation develops further.
Sincerely,‘ A

S

Greg Alford
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BARRISTERS & SOLICITORS ¢ PATENT & TRADE MARK AGENTS

Suite 4900, commerce Court West,
Toronto, Ontario, Canada M5L 1J3
Tel: (416) 862-7525
Fax: (416) B62-7661

. lan Scott
i Direct Line: (416)862- 4322
Aprﬂ 13’ 1993 secretary Line: (416) B62-4346

File:T3 784661

PERSONAL & CONFIDENTIAL
503
VIA FACSIMILE TO (613)653-7648

4 o
Thyssen BHI ' _/"[h A A fetby™
Suite 908 ! /, .
350 Sparks Street e
Ottawa, Ontario -

KIR 7S8

Attention: Greg Alford

Dear Sirs:

" Re: Bear Head Industries

You have asked us for our opinion on whether the Government of Canada acted unlawfully

in its dealings with Thyssen BHI in the circumstances set out below, and if so, what remedies

Thysse'n BHI may have.

In reaching our opinion, we have taken into account the facts which you have described to

us, as well as various documents which you have provided us with. The documents are the

following:
1. Proposed Memorandum of Understanding between DRIE and Thyssen, dated
May, 1986.
2. Land Agreement between The Queen in Right of Nova Scotia and Bear Head
Industries Ltd., dated October 30, 1987.
J
160 Elgin Strest, . 50 Queen Strest North 19 Thorne Street Verhnaya Radishavskaya 1-2
ottawa, Ontario, Canada K1N 8S3 ‘ Kitchener, Ontario, Canada N2H 6M1 cambridgs, Ontario, Canada N1R 5W1 Moscow 109240, Russia
Tel:(613) 232-1781 Tei:(519) 576-6910 Tol:(519) 621-6810 Tel and Fax 011-7-095-227-1472
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3. Understanding in Principle between Government of Canada and Bear Head
Industries Ltd., dated September 27, 1988. '

4, I etter from Minister of National Defence to Bear Head Industries Ltd., dated
January 25, 1990. |

3. Policy Statement of Minister of National Defence regarding MRCV Program,
dated September 17, 1991,

6. News Release regarding "Sole Source" to GM of Reconnaissance Vehicles,

dated April 4, 1992.

7. Minutes of Proceedings of Standing Committee on National Defence and

Veterans Affairs dated March 9,'1993.

Facts

Thyssen is a highly diversified German-based international manufacturer, inter 'alia, of
military equipment inclﬁding Light Armored Vehicles ("LAVs"). Bear Head Industries Ltd.
is a Canadian subsidiary of Thyssen. (Hereinafter Thyssen and Bear Head Industries Ltd.
will be collectively referred to as "Thyssen BHI".) One of Thyssen BHTI’s competltors in the

LAV market is General Motors Diesel Division, based in London, Ontario.

The Canadian Armed Forces are currently in the process of re-equipping themselves with
Light Armoured Vehicles. Those which are currently in use, including the "Lynx"
reconnaissance. vehicle, date from the 1960s and are basically obsolete. At the time of its
White Paper on Defence in 1987, the Federal Government planned a replacement program

for Light Armored Vehicles. The White Paper, which primarily saw Canada’s military needs
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in terms of the cold war, foresaw Light Armoured Vehicles being used in a support role with

heavy tanks.

The White Paper was overtaken by events. After the collapse of communism in Eastern
Europe and the end of the cold waf, the Light Armoured Vehicle program as it then existed
was caﬂc—elvlec—l—in—the—Apﬂ'-l-?l-9-89—fed>erﬂi—bﬂdge{.-qlhe—ﬂexi—bﬂ-ity—@f—a—rmﬁﬁrﬂdwehielﬁs—has—————

since assumed great importanée in today’s military and strategic climate, which is geared
more towards rapid deployment in crisis situations, peacekeepiiig, and meeting of domestic
needs, rather than the threat of heavy tank warfare in Northern Europe. To meet these
needs, the Armed Forces began to develop a program in 1989 to equip themselves with
"Multi-Role Combat Vehicles" (MRCVs). These vehicles, based on a common design, will
meet a variety of needs. They will come in three forms, Reconnaissance Combat Vehicles

(RCVs), Infantry Combat Vehicles (ICVs), and Armoured Combat Vehicles (ACVs).

For some years, Thyssen has been seeking a means of entering the U.S. market for LAVs.
In 1984-85, Thyssen was approached by the Canadian Embassy in Bonn, and Investment
Canada, as a potential investor in Canada. For a variety of reasons including the D.P. S.I,

a sectoral free trade agreement in arms between U.S. and Canada, Thyssen was receptive
to this approach Thyssen entered into discussions with various ministries of the federal -
government, as well as the Nova Scotia government, with a view to buﬂdmg a manufacturing
plant in a specific region recommended by the government, that being Cape Breton Island
at Bear Head Cove, Nova Scotia. In the earlier phases of these discussions, it was foreseen
that Thyssen might manufacture LAVs under the program in existence at the time of the

White Paper. After 1989, the emphasis shifted to MRCVs.

In 1986, the Department of Regional and Industrial Expansion (DRIE) forwarded a draft
Memorandum of Understanding to Thyssen (Tab 1), setting out some proposed terms and

conditions. No agreemeht was concluded at this time, although various proposals and
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counter-proposals were discussed. Thyssen was opposed to the draft Memorandum because
it required a large Thyssen investment combined with large government grants and tax
incentive package, but lacking was any assurance of participation in the supply of the

pending LAW requirement, which was seen by Thyssen as important to justify the selection

of Canada over the United States as a base for North American operations. Thyssen

continuedto egotiate wﬁirervrewfomorrciudmgen—agreement—basedmﬂlstart—uplefder
of appreximately 250 vehicles, combined with various tax incentives. Thyssen preferred this
approach to receiving direct subsidies or grants.

In 1987, Bear Head signed a Land Option Agreement (Tab 2)-with Nova Scotia, giving Bear
Head the option to buy land required for the manufacturing facility. This was. followed by
an Understanding in Principle in 1988 (Tab 3), between Bear Head and various federal
ministries, under which the Defence Minister promised to "consider the participation of"
Bear Head in the Light Armoured Vehicle Procurement Program. Article 7 of this

Understanding specifically provides that it does not create any enforceable legal or equitable

rights.

As noted, the LAV Procurement Program was cancelled in the April, 1989 budget. However,
discussions continued between the government and Thyssen BHI. Thyssen BHI was
reassured that its possible participation in re- equipping the Armed Forces was still being
considered, but with the focus shlftmg to the need for MRCVs rather than tank-supportmg
LAVs. In 1990, the Defence Minister (Bill McKnight) wrote to Bear Head (Tab 4), and
explicitly undertock to give Bear Head an opportunity to participate in the tendering for the
contract to supply MRCVs. This undertaking, while subject to the proviso that whether or
not the MRCYV program was proceeded with was in the government’s "sole discretion", was
to remain valid for five years. " This letter mentioned that Thyssen’s TH495 (which you
inform us was developed in part with Canada’s MRCV needs in mind) might satisfy

Canada’s requirements as then defined. In September, 1991, the new Defence Minister,
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Marcel Masse, gave a speech confirming the Defence Department’s intention to equip the

army with MRCVs.

In April, 1992, the federal government announced that it had cancelled the MRCV program,
and would order 229 LAVs from GM at a cost of some $800 million (Tab 6). The reason

giverrfcr—the—cantei1atr0n*of*thcﬁR€%pmgram*was-that~at“rts-pru jected—cost-of $2

1) R 1 747
billion, and in light of efforts to reduce the deficit, it was no longer affordable. This
~document and the Minttes of the Veterans and National Defence Committee make it clear

that the GM LAV contract is basically the same as the RCV component of the MRCV

program.

Operationally, you have advised us that the Thyssen TH495 vehicle design is clearly
technically superior to the GM LAVs. While the MRCV program was being developed, the
Department of National Defence produced a draft Statement of Requirements ("SOR"),
which was never formally released to industry. Nonetheless the key elements would have
formed the basis of the MRCV Project Management Office (PMO) briefings to industry, of
which Thyssen BHI was a recipient during October, 1991. While the PMO prefaced their
remarks that they were unofficial, it was known that the key elements of the MRCV
requirement described were serious because they were the product of the PMO’s

considerable efforts over their two years of existence and that the MRCY project had been
specifically cited in the Minister of National Defence’s Policy Statement of September 17,
1992. Further, the Canadian Ambassador to Germany wrote to the German Staatssekretdr
des Bundesministerium der Verteidigung on February 10, 1992, stating that Canada would
proceed with the MRCV project and describing the same essential requirements as had been

outlined by the MRCV PMO.
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With respect to the armour protection requirements from the three MRCV variants, they

were stated as follows:
RCV (Reconnaissance Combat Vehicle)

"it must be equipped with armour resistant against 30mm armour piercing

ammunition..."

ACV '(Armoured Combat Vehicle)

"t sHould have the normal protection against 30mm rounds and should offer

the possibility of add-on armour”.

ICV (Infantry Combat Vehicle)

"The requirement for protection against 14.5mm is considered essential given

the prevalence of that calibre.around the world".

In addition to providing these high levels of armour protection, it was also expected that
these vehicles, especially the RCV and ICV would be of a weight and external dimension
to permit air transportation via C-130 Hercules. The GM vehicles do not meet these
requirements as has been confirmed in testimony by DND officials before the House of
Commons Standing Committee on National Defence and Veterans Affairs, March 9, 1993,

(Issue 37, pp.21, 22). In general, the GM vehicles offer much less pfotection than the
Thyssen TH495. ‘ ' 4

From the circumstances of the GM announcement, you infer that the LAVs were sole-
sourced for political reasons, as a price to obtain political support from Ontario MPs for the
simultaneous sole-source awarding of a contract to Bell Helicopter of Mirabel, Quebec, in
Marcel Masse’s arca of political interest as a Quebec Minister. It is assumed that the
Ontario MPs would have defended the interest of the Ontario helicopter company,

Eurocopter of Fort Erie, to have them included as bidders in a competition for the
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helicopter requirement, but the offer to offset the sole source to Bell with a sole source to

GMDD at London, Ontario appears to have prevented any Ontario protest.

You have advised us that Thyssen BHI would have been able to put in a competitive bid on

the contract that the government appears to intend to award on a sole source basis to GM.

Separately you advised that in August, 1989, after cancellation of the LAV project, GMDD

obtained an order on a sole sourced basis for 199 LAVs for the militia. That project was

named MIL—LAV, the vehicle involved was GMs BISON 8x8 wheeled vehicle, and the

announced contract value was $100 million.

The DND press release of April 7, 1992 makes specific reference to the similarity in désign
of the planned procurement of the GMDD reconnaissance enhanced LAYV to the BISON,
and the other 6x6 GM vehicles Grizzly and Cougar, already in Canadian Forces service.
While the intent of that comparison is to suggest benefit through familiarity and some
common parts among the GM vehicles, the comparison also highlights the dramatic
difference of unit prices between the 1989 MIL-LAV contract at ap‘proximately $500,000

versus the announced project value for the reconnaissance enhanced LAYV of 229 vehicles

for $880 million, which must be adjusted by the standard DND project factor of 2.5:

$800 million :
‘divide by 229 units . = $3.5 million
to adjust for project factor, divide by 2.5

= $1.4 million umnit
contract cost (estimated)
Units Cost Comparison:
LAV August, 1989 § 500,000
LAV April, 1992 $1,400,000
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Legal Claims

. From the above, it appears that the federal government may have breached its undertaking
to Thyssen BHL If it has, the question arises as to what Tecourse T hyssen BHI might have.

In our opinion, there are various p0351b111tles for legal c]alms by Thyssen BHI agamst the

government lhese are the tollovnng

1. Breach of contractual undertaking. If Tab 4 (the Minister’s letter dated Jenuary 25,
1990) is regarded as a contractual undertaking by the Minister, which was
subsequently breached, then Thyssen BHI may sue for damages which it incurred as
a result of the breach. Since its loss was not the loss of an actual contract, but rather
the loss of the opportumty to compete for the contract, this comes under the doctrine

of "loss of chance" under which Thyssen BHI may recover some portion of the profits

it might have made.

2. Tort of Misfeasance in Public Office. If Thyssen BHI can show that the Minister
acted for a purpose which he knew to be unlawful in breaching the undertaking,

Thyssen BHI may recover "loss of chance" damages.

3. Tort of Mlsrepresentatlon (intentional or negligent). The Minister’s
misrepresentation that Thyssen BHI would be allowed to tender may be regarded as
an intentional or negligent misrepresentation. If this 1s shown, Thyssen BHI could

recover for out-of—pocket expenses. This, obviously, is a much smaller claim than

those above,

4, Restitutionary claim for expenditures in anticipation of contract. To the extent that

Thyssen BHI can show that it was led on by the Government’s promises, it may

recover for out-of-pocket expenditures.
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5. Improper exercise of statutory authority in sole-sourcing contract. If Thyssen BHI
can show on the evidence that the Government’s decision to sole-source was not
within the statutory requirement that this be done only when "the nature of the work
is such that it would not be in the public interest to solicit bids" or "only one person

is capable of performing the contract" (Government Contracts Regulations, S.0.R.

87-402,5.6), the sole-sourcing decision may be dectared to rave beerm unlawful, which™

would likely result in a reopening of the tender.
We will discuss each of these legal claims in turn.

1. Breach of Contractual Undertaking

Thyssen BHI obviously never got to the stage of executing a formal contract with the
government of Canada. Nevertheless, there would appear to be the basis of a contractual
relationship between Thyssen BHI and the federal government. In particular, Defence
Minister McKnight’s undertaking to Thyssen BHI to allow it to participate in the tender
process for the MRCYV for a period of five years can be seen as the basis of a contract. All
of the ingredients of a contract are present. The Defence Minister made a promise to allow
Thyssen BHI to participate in the tender process. In return, Thyssen BHI entered into
discussions and expended funds with a view to bidding for the contract which was foreseen
by both parties. T hyssen BHD’s actions in response to the undertaking may be seen as both
its acceptance of the contract and the consideration flowing from Thyssen BHI which is
necessary to make the undertaking binding. As set out on page 2 of Tab 4, Thyssen BHI
was to participate in more detailed discussions Yif the. foregomg [the undertaking] is

acceptable as a basis for the commencement of discussions".

It appears equally clear that the Minister had the capacity to make a contractual undértakihg

~ of this kind. While certain formal requirements must be met in order for an actual contract
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for goods or services to be binding on the Crown, including the fact that the contract was
made by an authorized agent of the Crown, case law has held that a Minister may bind the

Crown even if not expressly authorized to conclude a contract: J.E. Verreault et Fils Ltee.

v. A.G. Quebec [1977] 1 S.C.R. 41. Moreover, it would appear that the Minister was acting

within the normal scope of his duties to do so.

More difficult issues arise as to whether there was an intent to enter into contractual
relations on behalf of the Crown, what the terms of the contract may be, and whether the
contract has been breached. The federal government would undoubtedly argue that the
promise made by the Minister was not in the nature of a contractually binding promise, but
was rather a purely political commitment. In its support, the government could point to the .
understanding in principal, which is drafted in very similar terms to the: Minister’s ‘
undertaking, and which contains an express term that it is not intended to create legally or
equitably enforceable obligations. There have been cases in which recipients of promises
made by Ministers have sought to enforce these promises in the courts, but the courts have
held that they are non-justiciable matters for which the only remedy is the political process:
see for example the various commonwealth authorities on the subject reviewed by Hogg, in

Liability of the Crown (1989) 2nd ed. at 162-63.

Our counter-argument would be that unlike vague assertions made in political contexts, the
undertaking given by the Minister is framed in terms which make it appear contractual. For
example, a specific time limit of five years is given. Furthermore, reference is made as to
whether this is "acceptable" to Thyssen BHI; and, if so, what actions are to follow (the
further detailed discussions). Moreover, the comparison to the understanding in principle
would in fact be an afgument in Thyssen BHI’s favour. Unlike the understanding in
principle, in Minister McKnight’s letter the légal effect of the undertakiﬁg is not ruled out.
Had the Minister wished to specify that his undertaking had no legal significance he had the

opportunity to do so, but chose not to. A court reviewing this would likely infer from this
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omission an intent to create legal obligations. In our opinion, the arguments in favour of

Thyssen BHI’s interpretation are the stronger ones.

‘The next questlon is, if the undertaking was contractual in nature, what the terms of the

contract may be. This is primarily a matter of interpretation of the letter itself, There is

IO UTicertainty as to- tife—trmeﬂengﬂroﬁhc*comnnhnﬁnﬁwhmhﬂpmﬁed#a‘&bemg —five-yea
"There is also little uncertainty regarding the extent of the federal government’s obligation
~ under the undertaking. It has not committed to give Thyssen BHI the contract. Rather, it
has simply committed to give Thyssen BHI an opportunity to tender in the event that the
MRCV project goes ahead. The qualification "subject to Bear Head Industries Ltd.
satisfying in all respects the specification and design requirements of the call for tenders and
all contractual matters” may be surplusage, in that this would normally be part of the tender
process itself and the undertaking is only to allow Bear Head to participate in the tender
process. By implication, however, there is a promise that a tendering process will be held
in the event that the project goes ahead. Finally, the letter specifies that no decision has yet
been reached on the project and that the decision on whether or not to proceed with the
project "will remain in the sole discretion of the government”. In short, in our opinion the
Government has committed to Thyssen BHI to allow it to participate in the tendering
| process (and by implication, the government has committed to put to the contract to tender)

in the event that the MRCV project is proceeded with within five years of the date of the

undertaking.

This analysis would be supported by a falrly substantial body of case law finding implied
contracts in tender situations. These cases begin with the Supreme Court of Canada’s

decision in Ron Engineering & Construction (Eastern) Ltd. v. Ontario, [1981] 1 S.C.R. 111.

In that case, a tender was submitted with a deposit to the Government of Ontario. The
tender price had been miscalculated, and the tenderer purported to withdraw the bid prior

J  toits acceptance, and attempted to reclaim the deposit. The tenderer argued that since no
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formal contract had been entered into, the government had no right to retain the deposit.
The Supreme Court disagreed. In its analysié the Court found that an implied contract
regarding the conduct of the tender came into being with the submission of the bid, which
was separate from any contract that might be entered into at the conclusion of the tender

process. Under this implied contract the government had certain obligations, mcludmg
Ty

Tunning the competition im sccordance withthetenderdocurments; and-the-tendererha

certain obligations, including the obligation to forfeit its deposit if the bid were withdrawn.

That case has been followed in many cases since, and has specifically been used to hold
government bodies to their obligations in the tender process. The existence of such a cause

of action against the federal government was recognized in Best Cleaners v. Canada (1985)

58 N.R. 295 (F.C.A.). More recently, there appears to be a trend in at least some courts to

hold that such an implied contract is a significant constraint on government discretion in

awarding contracts in tender situations. For example, in Chinook Aggregates Ltd. v.
Abbotsford (1989) 40 B.C.L.R. (2d) 345 (C.A.), a municipality passed over the lowest bid
in favour of a local contractor’s bid that was within 10% of the lowest bid, pursuant to an
internal policy of févouring Jocal bids if they were within 10%. This policy never formed part
of the tender documents (and were therefore not part of the implied contract), though these
did contain a clause reserving to the ‘municipality the privilege of not accepting the lowest
tender. The Court found an implied obligation to treat all bidders fairly (based in part on
industry custom), and awarded the lowest bidder compehsation for its wasted expenses in

submitting a bid. To similar effect is Kencor Holdings Ltd. v. Saskatchewan, [1991] 6 W.W.R.

717 (Sask.Q.B.), in which the. out- -of-province plaintiff submitted the Jowest bid for
construction of a bridge, but did not win the contract. Again, the lowest bidder was.
successful (based in part on evidence of industry custom), despite a clause in the tender
documents allowing the minister to refuse to accept any tender or to accept any tender
which he considered to be in the best interests of the province. Slmllar recent Ontario

decisions reach opposxte results on thc issue of whether the lowest bldder must win: see
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Acme Building & Construction Ltd'. v. Newcastle (1990) 38 C.LR. 56 (Ont.Dist.Ct.) and
Megatech Contracting Ltd, v. Carleton (1989) 34 C.L.R. 35 (Ont.H.C.). However, Ron

" Engineering is still the leading case and it would seem to be only a small extension to apply

the énalysis of Ron Engineering to the Minister’s undert‘aking.

To prove a breach of the undertaking, Thyssen BHI will have 1o show that the govermmrent
did broceed with the MRCV project. Here the governfnent is likely to argue that no such
decision was made, that the decision was in the sole discretion of the government and the
‘government simply decided for budgetary reasons that the MRCV program would not be

proceeded with. On the surface, the government appears to have done exactly this.

Generally, however, in interpretation of contracts, courts will look at the substance of the
transaction rather than mere form. If, on a fair review of the evidence, a court:is satisfied
that the government did in fact proceed with the MRCV project and that the re-namiﬁg of
the acquisition at the time of the announcement that it would be sole sourced to GM was
merely a sham, then the court will find in Thyssen BHI’s favour. From the material which
we have available, it appears to us that the evidence does indeed lead to such a conclusion.

As set out in the DNDs backgrounder documentation, the cancellation of the MRCV was

explained as follows:

"The Multi Role Combat Vehicle (MRCV) Project envisioned procurement .
of three types of vehicles for the Canadian Forces: reconnaissance vehicles,
direct fire support vehicles and infantry carriers. At a projected cost of $2.8
billion, the entire package is no longer feasible, and the project has been

cancelled.

In place of the MRCV Project, the Department of National Defence will use
equipment which is being returned from Europe and will purchase a new
~ reconnaissance vehicle now." '
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The accompanying news release states that the projected cost of the LAVs will be $800

million.

In our opinion, the explanation offered by the DND is not convincing. The new release and

backgrounder are extremely sketchy on the remaining two thirds of the MRCV program,

saying only that the return of equ1pment from Europe was planned in its place.” MOreover,
the attempt to contrast the $800 million cost of the LAVs with the $2.8 billion cost of the
MRCV program, when it is clear that the LAV component is only a portion of the total
MRCYV program, is a rather transparent game of numbers. Finally, in the excerpt from
Hansard there is an admission that the LAV order is the same as the reconnaissance

component (RCV) of the MRCV and that it has simply been "broken out",

‘The argument may be made that even if it is established that the LAVs are identical to the
RCV component of the MRCV, the government was still acting within its discretion in
cancelling the MRCV project. The government line would be that the essence of the
MRCYV program was to use the same vehicle for all three roles. Once it has been decided
for technical, budgetary, or other reasons that the same vehicle will not be used, then there.
is in fact no MRCYV program, regardless of the fact that the GM LAV:s fulfill the same role
as the RCV component of the MRCV project would have.

This argument cannot be dismissed lightly. However, it would appear to us to depend in
part on the government being able to make somé showing that valid technical and budgetary
reasons did exist for abandoning the single vehicle concept. None of the materials with
which we have been provided give any details on what those considerations might have been.
Assuming that such a showing cannot be made, we think it likely that a court could regard
the decision as purely arbitrary, and not be swayed by the change in terminology. Ini other
words, absent a showing by the government that valid technical or operational conmderatmns

supported abandoning the smgle vehicle concept there would be a strong inference that the
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reason for the change was simply to escape contractual or equitable obligations owed to

Thyssen BHI. In these circumstances, a breach will be made out by Thyssen BHL

One further matter which is relevant to whether Thyssen BHI has a cause of action based

on breach of contract is the existence of an old and much-criticized doctrine of "executive

necessity'. Under that docCtTine, despite 1ts C'OHUBTJTU&T_DbthTTUIIb, the—Crown—may
umlaterally breach a contract if it is in the public interest to do so. In the leading case, The
Amphitrite [1921] 3 K.B. 500, the British Crown gave an undertaking to a foreign shipowner
during the First World War that if he delivered a particular cargo to Britain, his ship would
not be seized. The government subsequently seized the ship in breach of the undertaking,
and the Court upheld its right to do so. While the case has not been directly followed in
Canada, a related line of cases holds that statutory powers may not be fettered by a

contract: see The King v. Dominion of Canada Postage Stamp Co., [1930] S.C.R. 500, where

a license to a company selling stamps that was renewable in perpetuity was held to be
inconsistent with the powers of the Postmaster General to award the contract to another
party if the public interest so required. Here, the government could argue that the
undertaking to Thyssen BHI was ineffective to fetter the discretion of the minister to award

the contract without tender under the Government Contract Regulations. However, many

re_gard. these older cases as somewhat anachronistic, and they may be of dubious authority:
see e.g. Hogg, Liability of the Crown(2d ed., 1989) at 169-72; Law Reform Commission of
Ontario, Report on the Liability of the Crown (1989) at 42-44. '

Assuming that a breach is found, a court would have to decide what damages, if any, were
suffered by Thyssen BHI as a result. This is where the doctrine of "loss of chance" becomes
relevant. Having lost its promised opportunity to tender, Thyssen BHI lost a chance of
making profits under the contract. It cannot claim that these profits were a certainty,
because it is not in a position to claim that it would inevitably have been awarded the

contract. However, a court will award damages where the chance of being awarded the
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contract in such circumstances is more than merely speculative. The court’s approach would
be to estimate Thyssen BHI’s chances of having secured the contract, and used this as a
guideline in assessing the damages. For example, if the court believes that Thyssen BHI
would have had a 50% chance if ngen the opportunity t0 tender, it may award 50% of
Thyssen BHI’s lost profits. There is no doubt from what you have told us that Thyssen

BHT’s chance of being awarded the contract was very good, and that damages would be

calculated on that basis.

There is much case law on this subject, including tendering cases. The leading case, Chaplin
v. Hicks [1911] 2 K.B. 786 (C.A.) involved a beauty contest in which the twelve contest
winners would be given three years worth of theatrical engagements. ‘The plaintiff was
selected to be among the fifty finalists from whom the twelve successful applicants would be
chosen, but was wrongfully denied the opportunity to compete in the final selection. The
court awarded damages on the basis that the plaintiff had established that she had a one in
four chance of winning the prize. This case was applied to a loss of opportunity to compete
for contracts in Stan’s Power Tong Service Ltd v. Arpus Machine Co. Ltd. (1988) 64 Alta,
LR. (2d) 150 (C.A.). The principle has also been fairly widely recognized in other contexts:
see for example Multi-Malls v. Tex-Mall Properties, (1976) 14 O.R. (2d) 49 (C.A.);
_ Graybriar Industries Ltd. v. Davis & Company (1990) 46 B.C.L.R. (2d) 164 (S.C.); Webb &
Knapp (Canada) Ltd. v. Edmonton [1970] S.C.R. 588.

On this issue it would appear that Thyssen BHI's evidence would be quite persuasive. If
Thyssen BHI can show that, had the coniract been put to tender it would likely have been
successful based on its technical superiority in accordance with the government’s own draft
statement of requirements, as outlined above, then its measure of damages may be quite
substantial. Proving technical superiority would not be sufficient to show that it would have
received the contract, but it would put the government in the anomalous position of having

to argue that it likely would have violated its own requirements for the tendering process in -
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order to make the case that Thyssen BHI would not or might not have been awarded the

contract. In these circumstances, Thyssen BHI would likely be awarded a substantial portion

of its lost profits.

9. Misfeasance in Public Office

As set out above, the inference may be drawn from the circurﬁstances surrounding the
decision to ‘sole source to GM that the decision was made for political rather than
operational reasons. On the purely documentary evidence which is available at this stage,
it is difficult to say whether Thyssen BHI has enough to be able to convince a court of this.
However, evidence in respect of claims such as this is often not available until the
government is forced to produce it as part of the litigation process. A trial or discovery
‘process may well turn up relevant information in support of this contention. Assuming that
such a case can be made out, Thyssen BHI would have a cause of action based on the tort

of misfeasance in public office.

Under this tort, a right of action lies in damages where a public official has exercised his or

her authority for.an improper purpose. The leading Canadian case is Roncarelli v. Duplessis
[1959] S.C.R. 121. In that case damages were awarded against the Premier 6f Quebec for
arbitrarily cancelling the liquor license of a J chovah’s Witness in Queb‘ec,.out of animosity
towards the plaintiff’s religion. Not surprisingly, this was held by the coﬁrt to be outside of
the proper scope of the Premier’s powers, even though the Premier’s discretion was not
specifically limited by statute. A more recent example occurred in Gershman v. Manitoba
Vegetable Producers Marketing Board [1976] 4 WWR. 406 (Man.C.A.), where the
defendant Board blacklisted the plaintiff, forcing him out of the vegetable wholesaling

business, in retaliation for various acts, including his challenge to the Board’s constitutional

validity.
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Thyssen BHI's argument would be that by sole sourcing the order to GM for the purpose
of obtaining the political support of Ontario MPs, the federal government was acting in an
equally improper manner. While there is not true malice towards Thyssen BHI in such a
decision, in the sense that Premier Dupléssis acted with malice towards Mr. Roncarellj,

recent case law suggests that the mental element of this tort is made out if it can be shown

that the defendant knew that his purpose was unlawful: Burgoin S.A. v. Minister of
Agriculture, Fisheries and Food [1986] Q.B. 716 (C.A.). There may be some issue as to

whether the awarding of a contract for political as opposed to technical or financial reasons

would be held by the courts to be an improper purpose in this sense. While such behaviour
may be widely regarded as unethical, the courts may fear a "floodgates" situation if such a |
claim were allowed to succeed. However, there is at Jeast some authority for the proposition
that a decision made for purely political reasons is an improper exercise of authority in the-

legal sense. Arrowsmith, in her text Government Procurement and Judicial Review (1989)

suggests that the question is an open one in Canadian law: see pages.197 to 205. And in
the case of Wilfred Nadeau Inc. v. The Queen [1980] 1 F.C. 808 (F .C.A.), allegations were

made that a contracting decision was made on the basis of political influences. In dismissing

these allegations on the evidence before him, the trial judge noted as follows:

"The situation might be different if it had been proved that the
recommendation was made in’ the present case because of the improper
motives involving political influences or patronage rather than solely on the
basis ‘of comparing the financial and technical capacity, and experience of the
two lowest bidders and the unit prices submitted by them, but the plaintiff was

unable to make any such proof." [1977] 1 F.C. 541 at 557
If liability is found on this basis, then the analysis in terms of damages will be similar to the
one.above. Thyssen BHI will be entitled to put in the same position as if the improper
decision had not been made. Therefore, if it can show that but for the sole sourcing
decision it would have had a good cha'ncé of obtaining the contract, it may recover damages'

on the principle established Chaplin v. Hicks, as described above.
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3, Tortious Misrepresentation

Thyssen BHI may also have a cause of action based on the fact that the Defence Minister’s
representation that it would be allowed to bid for the contract was untrue. To be actionable,

this mlsrepresentatlon must have been made either with knowledge of its falsity (fraudulent

misrepresentation), or alternatively in circumstances where he ought to have known that 1t

was false (negligent misrepresentation). Thyssen BHI must also show that it relied on such

misrepresentations.

Making this cas'e will turn on very similar considerations to those set out above under the
heading "Breach of Contractual Undertakings" above. The government would argue that it
fully disclosed the risk that the MRCV project would not go ahead, and Thyssen BHI woﬁld
‘counter that the decision not to go ahead was not bona fide. One further consideration will
be that either fraudulent or negligent misrepresentation must be based on the state of affairs
as it then existed, at the time the misrepresentation was made. There is even some
suggestion in the case law that a representation about how the tendering process is to be
conducted is not a misrepresentation of fact which is capable of founding a tort claim:
Canamerican Auto Lease & Rental Lid. v. Canada (1978) 20 N.R. 438 (F.C.A). However,

in prineiple there is no reason why a representanon as to how the tender process will work

cannot be a factual mlsrepresentatmn for these purposes, as long as it was untrue at the time
it was made. In other words, Thyssen BHI would have to show that the decision not to put‘
the contract to tender had already been made at the time of the Defence Minister’s
undertaking, and the Defence Minister either negligently or fraudulently neglected to convey
this information to Thyssen BHI. If the government simply changed its mind after giving the

undertaking, then breach of contractual undertaking is the more appropriate cause of action.

For this cause of action, the measure of damages will not be the profits which Thyssen BHI

would or might. have made, but rather then money that it spent after receiving the
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undertaking, ‘This is because it should be put in the position it would have been in had the
mlsrepresentatmns not occurred, i.e., had the government properly disclosed its intention to
sole source all along If this had been the case, Thyssen BHI would still not have got the

contract but it would have been spared the expenses that it undertook in the hopes of

getting the contract.

4. Restitution

Thyssen BHI may also have a similar claim for refund of monies spent on the equitable
principle of unjust enrichment. Even if a court were to find no contractual undertaking, and

no fraudulent or negligent miérepresentation, it may still award restitution for wasted

expenditure under this principle.

To establish a claim on this basis, Thyssen BHI must show that it would be unjust for the
federal government to retain the "benefit' of its work. It does not matter that the
government derives no actual benefit from the money that Thyssen BHI spent, because
benefit will be presumed where the money was spent on the government’s request. The
issue, rather, will be whether Thyssen BHI would have spent the money anyway. If it would

have then the ennchment is not unjust.

In a standard tender situation, bidders expect to spend a certain amount of money preparing
a bid, and clearly take the risk that this money will be thrown away if their bid is
unsuccessful. In this situation, the bidding party is normally without a remedy: see William

Lacey (Hounslow) Ltd. v. Davis [1957] 1 W.L.R. 932 (Q.B.).

However, in this case it could be argued that unjust enrichment has occurred because
Thyssen BHI, having spent money in anticipation of a contract, was denled even the

opportunity to compete for it. If a court is of the view that the government s decision to
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sole source was somewhat arbitrary, then it may be prepared to order relief on this ground.
As similar case arose in Lachance v. Wilson [1908] 7 W.L.R. 647 (Sask. Q.B.), where an

architect prepared preliminary plans for a hotel on the understanding that he would be given

a contract if they were sétisfactory, but the owner subsequently failed to proceed with the

project. In that case, the court held that the architect was entitled to rely on his expectation

that the contract would proceed if his work was satisfactory. Similarly, Thyssen BHI could
argue that it was entitled to rely on the expectation that any decision not proceed with the

MRCYV project would be bona fide, and not based on political considerations.

5, Judicial Review Bésed on Statutory Breach

Still another possibility is that Thyssen BHI could apply to court for judicial review of the
decision not to put the contract to tender. Unlike the causes of action mentioned above,
this would not depend on a finding that the promise made to Thyssen BHI was breached.
Rather, the court would simply decide whether the decision was made in conformity to the

" standards set down in the Government Contracting Regulations. Moreover, the relief sought

would not be monetary compensation, but rather a declaration that the decision was wrong,
and/or an injunction preventing the GM contract from going ahead. The idea would be to

force the federal government to open the contract up to tender.

Tt would appear that the Federal Court of Canada, Trial Division, would have jurisdiction

to hear such a claim. Under recent amendments to the Federal Court Act, the decision of

a "federal board, commission or tribunal" may be reviewed. "Board, commission or tribunal’
are now defined as including "anybody or any person Or persons having, exercising or
purporting to exercise jurisdiction or powers conferred by or under an act of Parliament or
by or under an order made pursuant to prerogative of the Crown". The prewous definition,
excluding the reference to prerogative powers, has been held to apply to Ministers acting

pursuant to statutory powers. A further amendment to the definition excludes "the Senate,
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House of Commons or any committee or member of either House", which might be read as
excluding Ministers, though judicial review of ministerial acts is so entrenched that this would

seem unlikely. If Ministers are excluded, then the Ontario Court (General Division) will

have powers of review.

The basis for review would simply be that the Minister (whom we assume was responsible
~ for deciding to sole source) erred in law in determining that the criteria set out in 5.6 of the

Government Contracts Regulations had been met. In practical terms, this would force the

Minister to justify the decision and state the reasons for failing to tender. Section 6 sets out
clear standards, and there is no reason in principle why a court should not look into the

merits of whether the standards havé been met.

There does not appear to be a great deal of case law on whether judicial review can be
sought of a decision of this nature, though we see no reason in principle why it should not.
There is one case, Quasar Helicopters Ltd. v. The Queen, [1983] 1 F.C. 536 (T.D.) in which

the Court held that an action seeking a declaration that a contract decision was void because

of errors in process was in the nature of judicial review under s.18 of the Federal Court Act.
In that case, the plaintiff had submitted the lowest bid for a contract prior to the deadline,
~ as evidenced by a Canada Post meter imprint. The tender Tules speciﬁed that a meter
imprint was unacceptable, but the Ministry’s practice (known to the mdustry) was to accept
such evidence. The Ministry enqmred of Canada Post as to whether the meter was a Canada
Post meter, and was erroneously told that it was not. By the time the mistake was
discovered, the contract had been awarded to the next lowest bidder. The Court found that

the procedure. followed was fair, and declined to give the relief requested.

The lack of case law in this area may be due to the fact that, traditionally, courts have held
that procurement decisions are not amenable to judicial review. Conversely, however, we

are not aware of any authority which would preclude JUdlClal review in the circumstances of
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your case. (One case holding that judicial review of a procurement decision was not
available, Re Midnorthern Appliances and Ontario Housing Corp., (1977) 17 O.R. (2d) 290

(Div.Ct.), in which the respondent decided not to consider a tender submitted by a former

supplier that was threatening legal action, turned on the specific point that the respondent

was 1ot exercising a "statutory power of decision” as required by the Ontario Judicial Review

Procedure Act.) Moreover, the assumption that procurement decisions are not reviewable

may be based on administrative law concepts that are now out of date, such as the view that
the exercise of an administrative power is not reviewable by the courts. The Supreme Court
of Canada, however, has greatly eroded the distinction between judicial and administrative

functions: see for example Martineau v. Matsqui Institution Disciplinary Board [1980] 1

'S.C.R. 602. The courts are likely to be quite deferential towards the Minister in 1nterpret1ng
5.6, but if, on the evidence, it appears that the standards were not met, then Thyssen BHI
may well be entitled to relief.  In a different context, the Supreme Court of Canada in an
old case held that a contract entered into without tender, when tender was required by

statute; was invalid: see The Queen v. Woodburn [1899] 29 S.C.R. 113.

Thyssen BHI's case that the sole-sourcing decision was not in conformity with the
government contracting regulations would be bolstered by reference to the Treasury Board’s
own Contracting Manual, excerpts from which are appended to this opinion. For example,

Article 9.1.1 states that "the objective of government procurement contracting is to acquire

‘goods and services and to carry out construction.and Jeasing in a manner that results in best
value or, if appropriate, the optimal balance of overall benefits to the Crown and the
Canadian people". Similarly, Article 10.7.1 provides that "in accordance with the policy
statement to reflect fairness in spe’nding public funds, the method of procurement used for
* a particular acquisition must, within the limits of practicality, give all qualified firms an equal
opportunity for access to government business”. These passages clearly indicaté that the
government considers itself bound to conduct the procurement process in a fair and

eqmtable way, and may not arb1trar11y dispense with a tendermg process. Specifically on thc
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issue of sole sourcing, the Manual provides in Artlc]e 10.7.18 that when a contractmg
authority sets aside the competitive requirement and awards a contract on a directed source
basis, "this decision should be recorded together with the justification”. The Justlfxcatlons
themselves are commented on, including explanations of the exceptions that the government

would be likely to rely on. In Article 10.2. 4, it stated that the "public interest" exception

should normally be reserved for dealing with security cons1derat10ns or to alleviate some
significant socio-economic disparity. Article 10.2.5 explains that the "one person or firm"
exception "is quite definitive and should be mvoked only where patent or copyright
requirements, or technical compatibility factors and technological expertise suggest that only
one contractor exists”. Reference to this Manual, although it is not necessarily legally

binding, may put the government on the: defensive and force it to go some distance in

attempting to justify the sole sourcing decision.

If judicial review is sought, then timeliness of the application could be an issue counting
against Thyssen BHI. Assuming that an application would be brought in the Federal Court,
such application must generally be made within 30 days after the time the decision is first
communicated, which in this case would be from April, 1992. However, the court does have

a discretion to extend this time limit in an appropriate case.

One further avenue which might be possible is an application to tﬁe Federal Government’s
Procurement Review Board which is a tribunal set up under the Free Trade -Agreement.
We are in the process of determining whether this Board would have jurisdiction over your
claim, but it appears from the Free Trade Agreement itself that it does not, Under the FTA
procurement of certain items by the Department of National Defence, 1nclud1ng "tracked
combat, assault and tactical vehicles", is specifically exc]uded Assuming the yehicles at issue
have tracks and not wheels, the PRB would not have any ‘jurisdiction in your case. In any

event, it does not appear that the existence of this Board, even if it does have jurisdiction,

has any effect on your other legal remedies.
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Conclusion

As set out in the preceding paragraphs, there are several grounds on which Thyssen BHI
may choose to pursue its legal remedies against the federal government. While it is

impossible for us at this stage to estimate with any degree of precision what Thyssen BHI’s

chances of success would be on some or all of these claims, it is clear that Thyssen BHI has
an arguable case for each of the causés of action listed above. To review the various causes
of action outlined, it is our opinion that the action based on a breach of contractual
undertaking is probably the best chance, and would have a reasonable prospect of success.
Furthermore, this action would potentially allow you to recover a portion of lost profits
which may be seen as the most desirable remedy. The next best alternatlve in our view,
would be judicial review of the sole sourcing decision. While such an action may be
somewhat untested, we are of the view that it would be allowed to proceed through the
courts, and it would have the advantage of forcing the government to set out the reasons for
its decision on the merits. This option also provides a useful remedy, in that a declaration
by the court that the sole sourcing decision was unlawful would force the government to re-
open the contract. Furthermore, this kind of proceeding does not depend on a finding that
the Defence Minister’s undertaking formed a valid and binding contract. It exists
independent of that undertaking. As for the remaining possibilities, we are of the opinion
that the restitution claim is potentially a good one, but we recognize that the remedies
available under this claim are of more limited use to yoﬁ. Based on the evidence which is
currently available to us, actions based on misfeasance in public office or negligent or

fraudulent misrepresentation would appear to be significantly less likely to succeed.
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If Thyssen BHI elects to proceed to lifigation, it would likely do so on the basis of most or
all of thé above claims, despite the fact that some may be more likely to succeed than
others. It may also be possible to combine them in a single action in the Federal Court,
Trial Division. We have not addressed this in any detail at tﬁis stage, but if you should

decide to- proceed with litigation then we will give further thought to these procedural

aspects of the case.

We hope the above is of some assistance to you. Please do not hesitate to contact us if you

have any questions.

Yours very truly,

GOWLING, STRATHY & HENDERSON

|
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Tan Scott '
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KARLHEINZ SCHREIBER

86918 KAUFERING + RAIFFEISENSTRASSE 27 - TELEFON (08191) 76 84 + TELEFAX (08181) 7888

The Hon. Allan MacEachen P.C.
381 S Centre Block

The Senate of Canada

Ottawa, Ont.
-K1A 0A4

By Facsimile 001-613-992-7073

June 13, 1995

Deax Allan:

. I amt disappointed that I haven't heard from you regarding
[ my letter of December 28, 1994. I would like to inform you
that I am concerned that once again Thyssen won't be
permitted to participate in the up-coming procurement of
armoured vehicles. I fear that the procurement strategy
will be for a sole sourced order placed with GM. Moreover,
I understand there is also the intention to upgrade the
20 to 30 year old M 113 tracked vehicles at the Government's
own workshops in Montreal.

In my opinion, this procurement strategy for the Army's APC
requirement is completely misguided. In the course of sole
sourcing the new APCs to GM, it would seem that an industrial
policy which is designed to protect GM, has ovexrridden the
specific military requirements to the extent that the Army
has been required to reduce their technical requirements
for protection, growth potential, mobility and a number of
other critical technical capabilities that last year were
described as essential. Internal politics at DND seem to have
created an environment where it is believed that only a GM
order will be accepted by the Government and therefore the
Army feels they must lower their requirements to meet the
capabilities of GM's offer or risk ending up with nothing.
In this situation where no open, transparent competition
will take. place, the Army loses because they never get the
chance to measure the best technical performance of competi-
tive systems. Canadian taxpayers and the Army both lose the

) chance to get the best value of the procurement dollar.

00./2
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In the second portion of the APC program, the intention

to upgrade the 20 to 30 year old M 113's appears unecono-
mical and unwise, In this spituation you start with a very
old chassis originally designed in 1958. The upgrades will
improve the bagic vehicle somewhat, but the useful life is
rather limited, which leads one to question why make such
a large investment in extending this aged fleet, when the
same money might be used to acquire new modern vehicles
with full mission capabilities and growth potential? From
the economic perspective, there is no chance for an export
market in upgrades on M 113's. I understand that it is
intended to place this work at the military workshops in
Montreal rather than soliciting competitive tender.

The German Canadian cooperation of the Thyssen project as
I described it to you, offers very significant export
based industrial benefits. This was confirmed through a
detailed market analysis which was verified by a joint -
committee of Industry Canada, DND and Foreign Affairs

Ll - offiecials.:

) In the past, the German Dafence Ministry placed orders
with Canadian companies, for such major purchases as the
Challenger aircraft and the reconnaissance drones. I was
recently informed that the German Defence Minilstry again
has the intention to buy more Challenger aircraft. I doubt
whether a German Government under Chancellor Helmut Xohl
would agree to such a procurement, when at the same time,
ignoring all agreements, Thyssen is excluded from competition
in Canada. Especially when the TH 495 vehicle was essentially
‘developped according to technical requirements described by
. the Canadian Forces and—meeting all reguirements described
for the NATO Multi Purpose Base Armoured Vehicle (MBAV).

I enclose two newspaper clippings which you may not have seen.
The Ottawa Citizen article of May 14, 1995 will remind you of
our last meeting, during which I showed you the armour plates
pierced by a modern small arms round. That same inadequate
armour protection exists on Canadian vehicles used in peace

keeping missions today.

W
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I would like to ask you again to use all your influence
to ensure that:’

- Canadian peace keeping forces will receive signifis
cantly better protected modern armoured vehicles,
not just "morxe of the same";

= the full economic benefit of exports for such vehlcles
will be fully exploited by Canada; and

- = Thyssen will be given a faixr chance to participate in
a competition for the supply of the Canadian Forces

APCs,

- I look forward to hearing from you and remain,

) Yours sincerely,




(514) 397-3080

Le 13 juillet 1995

Le trés honorable Jean Chrétien
Premier Ministre du Canada
Edifice du Parlement

Ottawa .

Canada CONFIDENTIEL

Monsieur le Premier Ministre,

Depuis quelques ‘années, j’agis comme conseiller juridique de Thyssen
BHI, une importante entreprise de I’industrie lourde allemande, en ce qui concerne
certains de ses intéréts au Canada.

‘ A cet-égard, j’aimerais porter i votre urgente ‘attention certains faits se
rapportant au projet d’acquisition par les forces armées canadiennes d’un véhicule blindé

léger.

Il s’agit d*un projet auquel Thyssen s’est beaucoup intéressé au cours des
dernidres années. En fait, Thyssen a développé un prototype tout a fait conforme aux
spécifications les plus récentes des forces de I’OTAN; 2 la préparation desquelles les
représentants du ministére de la Défense du Canada avaient contribué d’une fagon

majeure.

* De plus, de nombreuses démarches ont ét¢ faites auprés de ce ministere
durant les dernidtes années afin de s’assurer que Thyssen serait en mesure de présenter
une offre concurrentielle, lorsque le Canada déciderait de renouveler son équipement.
Une étude avait en outre été entreprise conjointement avec le ministére de I’Industrie,
étude qui avait démontré un potentiel d’exportation de plusieurs milliards de dollars pour
le Canada.

Or, nous apprenons que le ministére de la Défense soumettrait dés cette
semaine au Cabinet une proposition visant & I’acquisition d’un véhicule auprés de GM,



sans méme recourir & un processus de soumission publique. Le ministére
recommanderait un véhicule sur roues alors que le produit de Thyssen est un véhicule
sur chenilles et divers autres arguments seraient invoqués contre le produit de Thyssen.

L’opinion des experts est & I'effet qu'une armée moderne a besoin a la fois
de véhicules sur roues et de véhicules 4 chenilles. Le miinistére de la Défense refléte
d’ailleurs ce point de vue en proposant de moderniser ses vieux véhicules sur chenilles
M-113, en méme temps qu’il achéterait des véhicules sur roues.

Une alternative plus intéressante pour le Canada semblerait étre plutdt
d’acheter une quantifé plus petite de véhicules sur chenilles neufs et beaucoup plus
efficaces du type de ceux produits par Thyssen. En plus d’améliorer la capacité
opérationnelle des forces armées, cette alternative aurait I’avantage d’ouvrir la porte 2
un potentiel d’exportation considérable pour le Canada. Je comprends que cette derniére
diension ne constitue pas une priorité pour le ministére de la Défense, mais elle est
sGrement d’une trés grande importance pour le gouvernement dans son ensemble. Une
simple modernisation du M-113 n’offre aucun tel avantage. :

Quoiqu’il en soit, I’objet de cette lettre n’est pas d’entrer en détails dans
" la substance des arguments mais de porter-3 votre attention I’'impossibilité dans laquelle
Thyssen et d’autres concurrents potentiels de GM se sont trouvés, durant tout le
processus décisionnel du ministére de la Défense, d’obtenir les spécifications leur
permettant de présenter une soumission en bonne et due forme.

Je sais combien votre gouvernement manifeste un grand souci de
.transparence et d’intégrité dans ces décisions. Je dois dire que, dans un tel contexte, le
processus suivi par le ministére de la Défense en est un qui dépasse mon entendement.
Je sais d’ailleurs que les autorités supérieures du gouvernement de 1’ Allemagne ont été
alertées de cette situation et qu’elles sont fort préoccupées pat la fagon dont les forces
armées canadiennes semblent procédér dans le cas présent, Je n’ai pas & vous rappeler
que le ministére de la Défense allemand a déja fait ]’acquisition au Canada de certains
équipements (auprés de Canadair en particulier) et qu’il considére présentement
’acquisition d’équipement additionnel; on me dit que le gouvernement de ce pays
comprend assez mal la fagon dont on semble traiter Thyssen-en I’occurtence.

Thyssen ne prétend pas que le Canada doit acheter son produit. Tout ce
qu’elle demande, c’est qu’un processus ouvert, public et connu soit suivi en regard de
Pacquisition d*un véhicule blindé 1éger par les forces armées canadiennes. Ce processus
devrait permettre non seulement & Thyssen, mais a tous les autres concurrents possibles
de GM de présenter une soumission, ce qui a été impossible jusqu’a maintenant,



Thyssen a encouru des dépenses de plusieurs dizaines de millions de
dollars dans le développement d’un nouveau véhicule, se basant en particulier sur des
assurances écrites fournies par le gouvernement conservateur qui a précédé le votre, a
I’effet que Thyssen se verrait donner I’opportunité de soumissionner sur le projet

~ d’acquisition du véhicule en cause. Thyssen a en main une opinion de Me Ian Scott,
récemment reconfirmée par son étude, a U'effet que Thyssen aurait droit d’exiger des
compensations substantielles de la part du gouvernement canadien, si un processus
d’appel d’offres en bonne et due forme n’était pas suivi. ‘

Dans les circonstances, je me suis permis de porter cette situation a votre
attention personnelle. Je crois qu’il y a T4 un risque sérieux d’erreur polifique et
financiére colteuse, alors que tout ce qui serait exigé serait de suivre un processus
d’appel d’offres bien établi et respecté par votre gouvernement dans tous les domaines,

_ Je demeure 4 votre disposition pour toute information supplémentaire. II -
en est de méme pour le président de Thyssen BHI, M. Jiirgen Massmann, qui se fera un
plaisir de vous rencontrer ou de rencontrer un de vos représentants, a votre convenance,
a ce sujet. '

Veuillez agréer, monsieur le Premier Ministre, 1’expression de ma haute
_considération,
|  ORIGINMAL SIGNED Y

ORIGINAL giGNT PAR
MARC LA LONDE

Marc Lalonde
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CANADA

PRIME MINISTER PREMIER MINISTRE
OTTAWA, K1A 0A2

Le 1 septembre 1995

- Iy ¥ 2 ‘/ g
yytet
- Monsieur,

Je vous remercie de votre lettre du 13 juillet dernier au sujet de
Thyssen BHI et de son désir de présenter une soumission pour un contrat visant &
fournir des transports de troupes blindés aux Forces canadiennes.

Comme vous le savez siirement, le gouvernement a annoncé

* récemment l'acquisition de 240 nouveaux transports de troupes blindés de la
division diesel de General Motors, sous réserve de négociations contractuelles
fructueuses, avec possibilité d'acquérir des véhicules supplémentaires 4 une date
ultérieure. Il a été pris bonne note de lintérét de Thyssen BHI pour ce projet
d'acquisition. Toutefois, conformément aux politiques d'achat et de défense du
gouvernement fédéral, notre stratégie d'achat a été guidée principalement par des
considérations d'ordre opérationnel et par le facteur colt.

Je suis toujours heureux de recevoir de vos nouvelles et souhaite 2

Thyssen BHI de réussir dans ses projets d'avenir. J'envoie copie de notre
correspondance au ministre de la Défense nationale a titre d'information.

Je vous prie d'agréer, Monsieur, I'expression de mes sentiments les
meilleurs. '
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Monsieur Marc Lalonde
Stikeman, Elliott
40" Etage
1155, Boulevard René-Lévesque Ouest
Montréal (Québec)
H3B 3V2
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STIKEMAN, ELLIOTT
Barristers & Solicitors .
Suite 3900, 1155 René-Lévesque Boulevard West
Montreal, Canada H3B 3V2
Telephone (514)397-3000 Telex 05-267316
Cable address "Taxmont" Telecopier (514)397-3222

Fax Cover Sheet

August 17, 1995 FILE NO.: 17780-003

Greg Alford
THYSSEN BHI
Ottawa

(613) 563-7648

Marc Lalonde

Here is a little propaganda sheet on the APC’s which | received yesterday from the
PMO. | draw your attention to the reference to the optimization of the use of
taxpayers’ money and of regional and industrial benefits. If there is a statement from
us, we should demonstrate that our offer would have been better for Canada in both

respects. M.L.
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dual or entity to which itis addressed and contains information that is privileged and confidential. 1f the reader of
loyee or agent responsible for delivering the message to the intended recipient, you are hereby notified that any
jcation is strictly prohibited. If you have received this communication in error, please notify us immediately by

telephone and return the original message fo us at the above address at our cost.
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PLEASE CALL IMMEDIATELY AT (514)397-3081 OR (514)397-3200



STIKEMAN, ELLIOTT
Barristers & Solicitors
Suite 3900, 1155 René-Lévesque Boulevard West
Monireal, Canada H3B 3V2
Telephone (514)397-3000 Telex 05-267316
Cable address "Taxmont" Telecopier (514)397-3222

Fax Cover Sheet

DATE: September 27, 1995 FILE NO.: 17780-003
TO:
NAME: Gudrun Cloutier
FIRM: THYSSEN_BHI
CITY: ~ Ottawa
FAX NO.: 613-563-7648
FROM:
NAME: Charlotte Lortie-Thibaudeau, secretary to Marc Lalonde
NOTES: Could you please direct copies of the enclosed correspondence to Messrs. Massmann,

Schreiber and Alford. Thank you very much.
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HONG KONG
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1995

Mr. Jirgen Massmann
THYSSEN BHI

Suite 908, 350 Sparks Street
Ottawa, Ontario

K1R 7S8

Dear Jirgen :

Please find enclosed copies of the originals and translations of a letter
exchange between the Prime Minister and myself concerning our favourite subject. This
will not change the decision already taken but I could not let him get away with the
perfunctory answer drafted by his officials.

I will send you copy of any answer I will receive, if any.

I am afraid that we are unlikely to meet as frequently as we did in the last
couple of years and I regret that the result of all our efforts was not more positive, but
it was not because of lack of trying.

Tt was indeed a great pleasure to work with you and I hope that life will
make our paths cross again in the future. In the meantime, I wish you all the best and,

- if your travels take you again to Canada, I hope that you will let me know. I will be

most happy to host you in Montreal, or anywhere else.

Best personal regards.

Yours truly,
mé
Marc Lalonde

ce: K.H. Schreiber
G. Alford
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. VANCOUVER
MONTREAL, CANADA H3B 3v2 NEW YORK

VEUILLEZ TELEPHONER:

(514) 397-3080

WASHINGTON, D.C.
LONDRES

PARIS

BUDAPEST

HONG KONG
TAIPE!

Le 26 septembre 1995

Le trés honorable Jean Chrétien
Premier Ministre du Canada
Fdifice du Parlement

Ottawa

Canada

Monsieur le Premier ministre,

Je vous remercie de votre lettre du.ler septembre dernier concernant
Thyssen BHI et la décision de votre gouvernement de se procurer des transports de
troupes blindés auprés de General Motors. :

Je ne désire pas vous ennuyer avec de longs échanges de correspondance
a ce sujet mais votre lettre souléve quelques questions que je me dois de relever. Vous
désirerez peut-étre demander & vos fonctionnaires de communiquer directement avec moi
a ce sujet, si vous préférez. '

Votre lettre fait référence «aux politiques d’achat et défense du
gouvernement fédéral». J’ai toujours cru que ces politiques étaient basées sur le principe
de I’appel d’offres public, de facon a assurer non seulement la transparence dans les
contrats gouvernementaux mais aussi que le gouvernement obtiendrait la meilleure valeur
pour son argent. Vous vous rappellerez sans doute que nous avions I'un et 1’autre
participé, il y a plusieurs années, au processus élaboré qui avait mené a I’acquisition des
chasseurs F-18 et des frégates canadiennes; dans les deux cas, des appels d’offres ont eu
lieu et les citoyens pouvaient avoir I’assurance que 1’intérét public était protégé. Je sais
que, sous le régime conservateur, ce processus a été ignoré en plusieurs occasions mais
je n’ai jamais pensé que le public canadien avait élu votre gouvernement pour poursuivre
cette politique du gouvernement précédent. Je vous serais donc reconnaissant si vos
fonctionnaires pouvaient me faire parvenir le texte des plus récentes politiques
gouvernementales qui sembleraient favoriser le recours aux confrats dirigés plutdt qu’a
I’appel d’offres.



STIKEMAN, ELLIOTT

Votre lettre indique en outre que la stratégie gouvernementale d’achat «a
été guidée principalement par des considérations d’ordre opérationnel et par le facteur
colts. J’apprécierais connaitre de la part de vos fonctionnaires quels autres facteurs ont
pu intervenir dans cette stratégie. En outre, j’aimerais savoir comment le gouvernement
pouvait en arriver 4 la meilleure décision au plan cott et opérations quand Thyssen BHI
(et d’autres) se sont vus empéchés d’obtenir les spécifications détaillées du ministere de
la Défense ainsi que de soumettre une offre formelle en rapport avec le projet en cause.

Je vous prie d’agréer, monsieur le Premier ministre, ’expression de ma
haute considération.

STIKEMAN, ELLIOTT

I.’hon. Marc Lalonde, c.p., 0.C., C.T.



Ministre
de la Défense nationale

Minister
of National Defence

Ottawa, Canada K1A 0K2

2eh s

Mr. Marc Lalonde, P.C., Q.C.
Stikeman, Elliott

Barristers & Solicitors

40th Floox

1155 René-Lévesque Boulevard West
Montréal, Québec

H3B 3V2

Dear Mr. Lalonde: Q%¢LOA4;

Thank you for your letter of March 14th, 1995, concerning the
keen interest of Thyssen BHI to participate in the supply of
armoured personnel carriers to the Ccanadian Forces. I am also in
receipt of your letter to the Prime Minister which was forwarded
September 1lst, 1995. '

The process leading up to the Department of National Defence
decision to acquire these vehicles from Diesel Division General"
Motors was long and complex. However, one of the underlying
factors was the preference for a wheeled vehicle. Unfortunately,
the offer by Thyssen BHI to provide a tracked vehicle was
inconsistent with this preference. ‘

once again, thank you for your letter and for bringing this
matter to my attention.

Hon. D.M. Collenette

Canadd



THE HONOURABLE MARC LALONDE, P.C,, O.C., Q.C.

1155 René Lévesque Blvd West, 33rd Floor, Montréal QC H3B 3V2 CANADA
T:1-514-397-3080 F: 1-514-397-3428 Email: m_lalonde@rbs.rogers.com

BY COURIER December 12, 2007

CONEIDENTIAL AND PRIVILEGED

Mz, Michael Nelson
REGISTRAR OF LOBBYISTS
255 Albert Street

Ottawa, ON'KITA RS

Dear Sir:

Re: Thyssen / Bear Head Industries Limited

Through the media, I have been informed that I may not have registered under the Lobbyist
Registration Act ("LRA") when I carried out certain lobbying activities some time in the first half
of the 1990's on behalf of Thyssen BHI/Bear Head Industries. I am extremely surprised to learn
of this as I was - and I am still - convinced Thad done so.

Since the enactment of the LRA, it has been myy practice to scrupulously comply with the
registration requirements whenever there was any possibility I might engage in activities covered
by the LRA. My multiple, detailed registrations over the years attest to my record of compliance.
In fact, if anything, I tended to over-register even when it did not seem required by the law.

My mandate in the case Thyssen BHI/Bear Head Industries was no secret. Its objective was to try
and convince the federal government to call a public tender for the supply of light armored
vehicles to the Department of Defence, rather fhan resorting to sole sourcing as had been done by
the previous government in a similar situation,

As early as July 16, 1997, in a letter to the Access to Information Agency, I agreed to the public
release of all the information which may have originated from me in this matter. In fact, my
letters of July and September 1993 to the Prime Minister in that regard have been released and
made part of the public record for several years (copies enclosed).

My registrations have always been completed by my assistant, upon my instructions and under
my signature, either through paper or, when they became more prevalent, electronic means. Asl
was chairing a major arbitration case in Vancouver between November 29 and December 10 last,
I was unable to access my files of the early 90s. Upon my return, I have immediately proceeded
to review the records of the registry of lobbyists for the period 1991-1995, I have indeed been
unable to find a particular registration under Thyssen BHI or Bear Head Industries, although a
significant number of other registrations appear under my name during that period.

10254094
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However, a review of my own files indicates that I would have so registered on November 23,
1993, You fill find enclosed copy of an entry in that respect in my personal agenda as well as in
the time sheet kept by firm for the purpose of billing the client. You will equally find another
entry into my personal agenda of the same day for the registration of Abbott, a pharmaceutical
company. Strangely enough, I cannot find either in your registry an entry under the name of that
company at that time. That same night, I flew to Iranona two-week mission for the World Bank.

1 obviously cannot confirm whether my assistant at the time (she left me in 1995) actually sent the
registration forms or neglected to do it, any more than 1 can affirm that an official at the LRA
would have neglected to enter my registration forms at the time. But I can say that after
verification of my files, my previous conviction about my registration has been so reinforced that
1 would have no difficulty delivering an affidavit declaring that, to the best knowledge and in all
__good—conscience, 1 took all reasonable_steps to comply with the LRA in connection with the

Thyssen BHI/Bear Head Industries file, as well as in the case of Abbott.

Yours truly,

The Hon. Matc Lalonde, P.C., O.C., Q.C

Enclosures

10254094
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- Court File No.~
:ONTARIO COURT OF JUSTICE . '
(GENERAL DIVISION)
" BETWEEN: | -
" . BEAR HEAD INDUSTRIES LTD. and
THYSSEN INDUSTRIE HENSCHEL AG
- Plaintiffs

- and -

3
'\\
i
1
I
L
1
1
1
‘
1
3
I
B
1
1
B
N
'

_HER MAJESTY THE QUEEN IN RIGHT OF CANADA,
© THE ATTORNEY GENERAL OF CANADA, -
WILLIAM McKNIGHT and MA_RCEL MASSE

: Defendants
.. STATEMENT OF. CLAIM

| TOTHEDEFENDANTS |

A LEGAL PROCEEDNG HAS BEEN COIVﬂ\dENCED AGAINST YOU by the Plaintiff.

The clmm made agamst you is set out in the fouowmg pages.

IF YOU WISH TO DEFEND THIS PROCEEDHQG .you or an Ontarxo lawyer actmg for o
yon must prepare. a statcment of’ defence in Form 18A prescribed by the Rules of C:vil '
Procadure, serve it on the Plaintlff‘s lavwers or, where the Plaintiff does not have a lawyer, -
serve it on thc Plaintiff, and ﬁle ity with proof of scrvice, in this court office, WITH]N
TWENTY DAYS aftcr thls Statement cf Claim is aerved on you, if you are served m '

Ontano

MUL00004



’ ~- 2 - . .
If- you are scrved in anothcr provmcc or tcrrnory of Canada or m the’ Umted Statcs of :

America, the pcnod for serving and fﬂmg your. statcmcnt of dcfcnce is forty days If you are "

scrved Outsxde Canada and the United States of An;wnca the penod is sxxty days

Instead of serving and filing a statement of defence, you may serve and file a notice of intent

to defcnd in Form 18B prescribed by the Rules of Cwil Procedurc This will enutlc you'to

ten more dayu within which to serve and ﬁle your statement of defence.

" IF YOU FAIL TO DEFEN‘D 'rms PROCEEDING, JUDGMENT MAY BE GWEN |
' AGA]NST YOUINYOUR A.BSENCEAN‘DWITHOUT m'rmm NOTICE TO YOU ¥
- YOU WISH TO DEFEND THIS Pnocmmmc BUT ARE UNABLE m PAY LEGAL o

i

)

d

4

4

:

:

i
1
v
-
i

5

B

B

i

L

i

4

‘ FEES, LEGAL AID MAY BE AVAIIABLE TO YOU BY CONTACTDIG A LOC.AL LEGAL .

AID OFFICE.

. IF YOU PAY THRE PLAINTIFF(S) CLAIM and SI 000 00 for costs, w1thm the txmc for . |

servmg and ﬁlmg your Statement of Defence, you: may move to have this proceedmg .

.dismissed by the Court If you bcheve the amount c]mmed for costs is excessxvc, you may -

.‘pay the Plalntlﬁ(s) claim and 5100 00 for cosu and have thc costs assessed by thc Court

MUL00004



. Date: . ‘

R 'Isiue‘d'b§: .

" Address of Corit Offcs:
145-Queen. Street West

- Torontq,. Ontario
MSH N7
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l .

| ‘.1‘. |

Thc Plainuffs c]alm

@) damages i the amount of $100,000 ooo oo
. | .(ib) a dcclarat.ton that thc decnszon of the Dcfendant Marcel Masse that ); contract |
- (thc "Contract") to producc up to 229 nght Armorcd Veh;cles ("LAV"s) be .. -
- ; awarded fo Diesel D?vmon of Gcneral Motors ("DDGM") thhout tcnder is -

s s null and void and in vm]atzon of the Underta}dng refcrrcd to hcrem, .
(;3)- its costy’ of thxs actlon and B B ‘ S
.;: o @ :f .such further and other rchef 85 o tlus Honourable Court scems Just L
2. - 'Thc Plaintiff Bear Hcad Industrxes Ltd ("BHI") 13 a company incorporated undcr the

’ Iaws of Nova Scotia, formcd to engage in the buainess c:f the dcsign, manufacturc ﬁBd

semcing of mihtaxy equxpment in Canada The Plainhff BHI is a wholly—owned o
' sub51dzary of Thyssen Industrie AG ("‘I‘hysscn Industnc"), a German based dxversxﬁed :

X mternanonal manufacturer, and carries on busmess in Ontado o

- The Plamtiﬂ, 'I'hyssen Industrie AG Hensche} ("I'hysaen Honschel") is a German S
‘. :based wholly-uwued subaidimy of Thyasen Industrle, cngaged in the bus:ness of the '.

T . ‘_.design, manufactute and semcmg Of mﬂk&fy equipment-

MUL00004
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Thc Defendant Wﬂham Mcnght ('Mcnght") was mester of Natmnal Dcfencc 1
between January, 1989 and April, 1991 ' R

- N The Dcfendant Marccl Masse ( 'Masse") was Mmjstcr of Nanonal Dcfcnce bctwcen P R

April 1991 and January, 1993

-

m or about 1984%ysscn Industne was appmached by repf@seﬂmnves of me':.‘ i

Canad:an govemment, as a potcndal invcstor in’ Canada Bctween 1984 and 1988 :

Thysscn Industrie cntered mto negcmat:ons w:th the governments of Ctmada and o

L Nova Sc:otia, w1th 8 view to buﬂding i manufactunng plant at Bcar Head Cove NOVa P "

. Smﬂﬂ, and mcorporatcd BHT In 1985 It wa& foreseen in these nagonanons that BHI . R

LT In or. about 1987 the govemment of Canada, through 1ts thte Papcr on Defencc SN
o - (the ’thte Papex*’), announced its mtennon o procurc néw IAVs Tl*ns bccame'

' known as thc "LAV Procurement Program

. " 8 On or about Septembar 2‘7 1988 the Plainﬂff BHI entcred into an Understanding in,

R Pnnciplc (the 'Undcrstanding in Pnnciple") with the Crown in Right of Canada (the S

5 :';,'Federal G—avcmment"), as reprcscnted by the Ministcr OfNational Defence (Pemn . |
L - ._..:',Beatty), the. Mimster of Regpna] Indugma] Expansion (Robert De Cotrct) and tbe -

i

)

¥

b

B

|

|

|
P
. ﬁo,md manufacmre .LAVs‘for tne Canadmn mmmr?
|

|

|

|

|

B

i

|

i
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6-.-

Mxmstct responszblc for tha Atlantxc Canada Opportumncs Agency (Gera.ld'; :

Merﬁthcw)

It was a terrn of the Undcrstanding in Pnncxple that the Minister of Natlonal Dcfence T

would consider thc pamcxpatmn of BHI in the lAV Procurement Progmm

- estabhshed pursuam to the Whnc Papcr In addjtmn 0 the Understandmg i

L- EE EE 8B s B

MUL00004

l’nnmple, in dlscussxons held in or about 1987 and 1988 1t was rcprescnted orally to -
BHI by varxous Mimstem B.nd agents of the chcral Governmcnt that BHI would : I
" have the Opportunity to compete for the planned LAV Procurcment Program (the ,. .;
L "LAV chrcscntatfons") These represcntadons constituted a promisc cm bchalf of N ;

‘ Her Majasty The Queen in Rjght of Canada to BHI that Was rched upon by BHI to - .

) ::‘."'. its detrimeut as set out bclaw

- In or, about Aprﬂ, 1989 the. Federal Govemmcnt cancelled the LAV Procuremcnt B
R Program As a result of percexved changcs in Canada 5 defcnce needs the cheral
: Gcwernmmt bega.n to consider instead a multx purpcse vclncle whxch weuld both ‘

- replace. the obsolete LAVs and fulﬁll othex mxhtary funct{ons

g This mulﬁ-purposa vehicle, known as the Multf-Rolc Combat Vehicle("MRCV"),
wauld coma m three forms bascd on a common desi@ the Reconnmsance Combat ‘ -

o _ Vehxc]e ("RCV“), the Infaﬁtry Combat V@hxcle ("ICV“), and the Ammured Combat




12

Vemcle ("ACV‘) It was. foreseen that the MRCV weuld be acQuired by the

Dcpartment of Nanonal Defence in threc phases, ccmmcncmg with the RCV

K and BHI but W1th the focus shxfﬂng to manufacture of MRCVs by BHI Dunng thxs

penod the Dcpartment of Nanonal Dcfence released mformanon regardmg thc . ';

i
)
¥
¥
f
H
B
H
o
-
§
y
i
i
B
Z
i
i
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L lff.‘below

' uepartments pcndmg techmcal requu‘emcnts to BI—H and others m the mdustr'y L

Based on ﬂus tcchmcal mformanan, Thyssen chschel develaped a new model of o

armoured vehxcle known as the TH 495

o On or about Ianuary 25, 1990 the Defendant Mcnght expressiy gave hxs

undcrtaking in wrin'ng 6 BHI, on’ behalf of thc Federal Govemment, that in thc' -

' evem the Canadxan mihtmy decidcd to acquxre MRCVs, BHI would be gwen an
) oppartumty to participate in the tcndcr for the contract, to suppIy such vehxc]es (the o h :
| e "Undcrtakmg“). Tho Uudertakmg Was 10 remain valid for a period of ﬁve years The
. Undertakmg was. both 2 legally bindmg qontract betwecn Hcr Majesty the Queen in .. . ': B
) nght of Canada and BHI and a promise on- behalf of Her Majesty the Queen in -

ght of Canada to BH.I that was relied upon by BH‘I to its dctnment, a.g set out ~:,” ‘;.

. 'The ’Undertahng was based in part upan the Department cf National Defences S .

'assessmcnt of the expenencc and tcchnical competence Of Thyssen Henschel agan

In er about 1989 to 1991 ncgohanons contmucd betwcen thc Federal Govemment_' e



/l

. 1

5.

- am:oured vchicle dcvelopcr and producer. and in part upon thc design conccpt of

S ‘;-thc new TH~495 vehicle lntcnded tc satisfy the Departmcnt of Natxonal Defcnce 3

k 'x‘eqmrerncnta as, advxscd to’ mdustry

: It was an. xmplfed term of the Undertakmg that the tender process w0u1d be

f conducted fiurly and in good faith &nd that subjcct to BHI satxsfjrzng thc rclevant

" K . " . . . P . . . -
e .. - Ky .

[

: ; apcmﬁmnons and dcs:gn rcqmremcnts, xf BHI quotcd the lowest contract pnce BHI

. would be awarded thc contract

a6

| 9, 1 1 and 10.7. 1 of the QQ__gg_tj_gg_Mggggj prowde 1 follows' :

MULO0004

. Ir was also an 1mp11ed tcrm of the Undenaldng that thc Mmister of.NatxonaJ Defencef T

" . would comply with 1he chcral Govcmmcnta ovm ngging_h_g_m a pubhclys ':‘:, s " ,
' aVaﬂable ma.nua] produced and distrfbuted hy Treasury Board to guide thosc who. S

- havc authonty ta entcr mto contracts on bchalf of the Crown. In partxcular, artxcles o

BRI " R ‘I‘lzeobjccﬁveofgovemmcntpmcurementconmcting!sto-

' - aoqmmgoodsand&erviedaudtﬁmnyoutoommm.tng" '
;. .tnd leasing in a manner that results In best value onif . .
S -appmpﬂate,moopumalbalaneoofmmubcuﬂmwme" :

. Crownand Chnad!an people. : , .

s lpars T Luawordancawiththo ltcymtemanttoreﬂmnhnmf" Lo
TR apcndmgpubucfnna,thnmthodof'pmmmtmed R

R TR e pastiala acquisition” muat, -within: the' smits.-of

. practicatity, giveanqnnunedﬁmanequnopponunﬂytor:‘-:‘ e
. amwmmmcntbudnm



at Bear Head cha Scoﬁa Thc Plamnffs also mcun'ed expcnse.s,

L ‘9.,.'

In return for and in relxancc on the Undertalang and thc L.AV chfasentanons, the

',-. lenﬁffs ctmtinued with dlscussions with a vxcw to buﬂding manufacturmg faczhnes' o

pamculars of

S whxch wﬂl be given bcfore maL These cxpcnses mcluded costs assocxated thh thc

';'.devclopment of thc various conﬁguranons of the TH 495 and also costs assocxated

- wnh thc admmistration and managcment of EHI

U ié

L 19 In or. about Ma.rch ‘or Apnl, 1992, Ma.sse decided that B¢11 Hehcopter Canada Ltd

20,

B
]
]
i
B
|
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B
|
|
i
i
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|
i
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Subsequent to thc Undenaking, thc Defendant Massc succ@eded Mcnght as

‘ .:~,' B Mini.ster of Nauonal Defencc On orabout Scptcmbar 17 1991 Massc m a thcy_: Y

' statemcnt on dcfence, pubhcly repcatcd the Department of Nanonal Defences '

o commitment to thc MRCV program. Furthem:ore, on or about February 10 1992 o
o the Canadmn Ambas.sador to

. '.: Bundesmmlstcnum der Vertcldigung (Deputy Mimstcr of Defcncc) rexteratmg that
g Canadawould proceed witb the MRCV pmgam. _

' of Mirabel, Qucbec would be selected to prov:de up 0 100 hehcoptcrs to the

P Department of Nadona] Defcnce (the "Bell Helico;:ter Contract’) This decisxon was
- made without cﬂllingfor tcnderx. Ca '

1

s In or about March or Apn.l, 1992, Masse decided ﬂmher that the MRCV acqumjtion
S ';','would be cancelled, and that the RCV pha.se would be replaccd by the acquisition

Germany wrote to the GErman Staatssek:rctar d@s R |



- L 21 . ."- On or. about Aprﬂ 7, 1992, on. thc same day as Massc announced the Bcu Hehcopter o

_ ST S
of up to 229 reccnnalssance-cnhancud I..AVs from DDGM. The sclecnon of DDGM

) " waa alao made without canmg for ’tcndcrs

Contract, it was announced that DDGM “had been selccted to prowdc the

- reconnamsancc enhanccd LAVB at an approxlmate cost of $800 mLIMOn for 229 ‘

IR 22 The reconnmssance-cnhanced LA‘V: ate 1n substance equxvalent to thc RCV phase‘~ T

”vcmcl"er T

v of the MRCV progam, and the Defendant Masse breacbed the Undextaking m"':' E
R faxling to providc the Plainﬁff the, Qpportunhy to parﬁcipate In a tender before L |
l-.,:selectlng DDGM. Moreover, the canccllation of the xvmcv pramm was 8 sham,

' for whmh the sole purpose WaS- 10 avo:d or cucumvent the Undertakmg

A In ngmg the Undertakmg in- return for the Plaintift‘s canﬂnucd parnmpatlon m‘ ' .
negotxatjons to buﬂd a manufactunng facmty in Nova Scoua, and in rctum fm— the -

o Plamtif;fa mmrring cxpenscs in contemplatxon of buﬂding such a facilfty and in | S

T contemplatian of parﬂclpa'dng in the tandcr pmcess, the Dafendant, McK.night, . '
X o contracted cm behalf of He.r Majesty the Queen in Rizht cf Canada to be bound by | ’
i the terms of tlw Undertaldng Thc Defcndant, Her Majesty the Q‘ueen in Right of '. -
:'.Canada, is thcrefore m breach of contract for ﬁaﬁmg to honour the terms of the T

o gUnder:amg

)
|
|
M
i
o
¥
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i
i
i
i
|
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NT By Xerox Telocopier 7021 6 23 93 LA wm 3 ,' . 8627661~5135637646 00704015:8 2

) ‘:‘24. In addxtion and m the altematwe the Undertakmg and the earlier LAV B
' Representanons were intended to be relied upon, and were actuany -relied upon by‘ :

thp Plnjnﬁf-‘fn m;heir_demxnam T‘he defendant. Her Mmestv the Oueen in. R{aht oF C

Canada is; therefore estopped from breachmg the tenm of the Undertalnng and the :. 3

." :_ LAV Reptesentations. SRR .

25 In the further altemative, the Defendant, Her Majesty the Queen in Right of Canada : - B SR

has been unjustly enriched hy the expenses mcurred by the Plainnﬁs i x‘eliance upon RN

resntuﬁon of these. expenses. :

26 Furthermore, the decisxon to award the Contract to DDGM wnhOut callmg for
e tenders wau based on improper consxderations and was not in comphance wath the y
Govemment Contmct Rzgzdauans, SOR 87- 402, 36 nor the prcmsxons o£ the -
COnMthtg Manual In particula: l.he dedsion was made fnr the pu.rpose of ' h
obtaining the poﬁﬁcal suppert of elccted reptesentanves ﬁmm Qntano fer the Bell s
HEhcopter Contract, in. hght of the fact that one of Beu Hehccpter § eompetxtors, =

Eurocopter, Was based m Fort Ene, Ontano.

)

|

l

I

|
l

|
1
| ‘ the Undertakmg and the. LAV Reprcsentahons of Beatty, and the Plamnffs claim | o
l

|

l

l

l

i
I
I
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12~4._

o2 I.n dcmdmg to award the LAV Comract to DDGM, M&m thctefore errcd in law.,'-‘:";- - -
L cxeecded his- jurwdietion, and ex:rcised hJs statutory authcnty in an meroper':’.’:«i :
'manner ' ' ' o

s

'In the altcmaﬁvc thc L.AV chrcsentaﬂons and Mcnght 8 subsequent Undenakmg

thet BHI would bc pcrmittcd to pammpatc in. thc tendcr procch for thc MRCV

) 29 T'he Defendants had a duty to the lennﬁs te axercxse due cdro to cnsurc that thcn- CA
80,

|
|
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|
|
|
|
¥
l
i
i
|
|
B
i
il
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Were fa]se

' '3 representatjans ware accu:ate, and the Defendants breached this duty

At all matenal times the Dcfendants Mcnght and Masse were actmg a8 Mxmsters
" and/or agents of tho men, and thc Defcndant Her Ma)esty the Quecn in nght of
Canada is.in law rcsponsﬂ:le for theu actxons.
. In the aJtemahve, the Defandants Mcnght and Masse were actmg outside the scope
of theu- Mimstcml authority and 20 a:e pcrsonaliy lxable to the Plaintiﬁ's for their
acﬂonil. - :' s R ‘ .

.At a,ll material umes, BHI was better able to meet the desi@ and technical

SR o "spemﬁcaucns set by thc Department of Nauonal D&fence than DDGM. Had EHI
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. becn &blc to Partmpate m 8 tender pmcess £or the Comract, BHI would hkety havc‘.;’.‘
) . b°°nawﬂrdedtheconmct P el

In pamaular, m the contcxt of the RCV phase of the MRCV thc Dcpartmcnt Df .

Nadonal Defcnce reqmred that RCVs be eqmpped unth armour reswtant agamst

o 14 Smm armour pxercing ammunitxon and deslrcd that thcy be cqmpped thh armour i

B

|

i

A

g
L
l
"
i

H

.

g

i
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rasis tan ; ag ainst 30mm armour piercing ammumﬂon 'I"hzs was regarded a8 cs.sermal N
| by the Depanment of Naﬂoml Dcfcncc for the protecﬂon Gf Canadxan h‘DOPS in, a N _: ,
) combat sjmanon 'Ifhe TH-495 mccts thia rcqmremcnt, while thc LAVS mRﬁUfaCfmed i .

byDDGMdonot. ' Lo . |

y tramponable by Hetcules mrcraft. Thxs Was rcgarded as essenﬁal to. the Canachan .

- Forcca abﬂjty to transport and deploy it.s LAVs quickly and eﬁ‘ectwely in a nmauon i

calling for a rapid mxlitary respome Dcspitc thc much highcr balhstic protccnonf -

LI le.vcl of the TH—495 o3 compared to.the, DDGM LAVs, the TH»495 remains.
5 Iransportable by Herm.xlcs aircraft. '

I addiﬁon, ﬂ:e anit priee per 'vehicle under the. comract with DDGM n inﬂated and i A

- ::'{j_";:'excegsive, aid the Plaintiﬁ‘would in all lﬂcelfhood have been bls 1o submit a lower o o
{.{. bxd had there been a tender proceu At an appmximate cest of $800 mﬂl!nn for 229 C B | B

: L :‘vchicles, the umt pﬂcc per vehlcle is some $3 5 mﬂlion. c

In addiﬁon, the Deparmxcnt of NatmnaJ Defence required that RCVs be .
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: :" 36. As 8 result of the acﬁbns of tbe Defendants, the Plainnffs have su&cred losses,

e 'have cxpected to reahzc had BHI bcen grven the opportumty to pammpatc in a

: ._'tcnder for thc Contract, m thc total amount of $60 milhon

R.S C, 1985 C: F-ll &nd the Gavemem Conlmct Rtgulatzom', SOR 87—402

38 The Plamti%pmposcthat this acuon be tricdin Toronto

GOWLDJG, STRATEY & HNDERSON
- - Suite 4900, ‘Commerce’ Court West .
... 'Toronto, Ontario S DL
C M5L 1]3 :

TG Scott -
. - Christopher M. D&ssios
Andrew K. Lohn

e 17525

- .Aug_ué.t‘ZO}_lQ:ga

- Sbliclions for the Plainﬁﬁ’

|
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whxch :
1 lossea include axpc.nses Incurrc,d m rchancc on thc acuons and rcprcsentanons of thcA_ |

B 5 Defendants m thc total axnonnt of $40 mﬂhon and. the proﬂts BHI could reasonab]y o

Thc Plamtiﬁs plcad and rely on the provxsxons of the Fmancial Admmummon Act, T
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THYSSEN BHI

fle 808. 360 Sparks Strael, Ottawa, Ontarlo, Canada K1R 788
Talephone: (613) 6563-3321  Telafax: (613) 563-7648

September 26, 1994

Mr. Marc Lalonde
Stikeman, Elliott

1155 Dorchester Bivd. West
Suite 3900

Montreal, P.Q
H3B 3Vv2

Dear Marc;
The enclosed notes of our meetings of Sept. 20, 94, replace those which were provided to

you in draft last week. There are a few additional points in this final form which were
part of our discussions with you but had been overlooked in my first draft,

Thanks.
Regards,

( ' \r\.fs@

Greg Alford

P.S. Al your request, Mr. Patrick Tobin (rom Minister Ouellet’s office has called and
asked that I send a copy of the attached notes via fax today.
‘Thanks. '

SEP 26 ’84 1B:15 PAGE.BO!
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Lunch Meeting with Indusiry Canada

September 20, 1994

Participants: Bruce Deacon, Industry Canada
Dick Krajewski, Industry Canada

Jiirgen Massmann, TH -
Greg Alford, BHI
Jack-Vanee; BHH

Mr. Massmann opencd business discussions mentioning it was June 3, 1994, since the last
discussions of the project with Industry Canada.

Mr. Deacon explained the delay by pointing out that Industry Canada has shared their
conclusion of the TH. 495 market analysis with all interested departments and uxged
them to acknowledge the existence of the export market, their clear understanding that it
js distinctly different from the market for GM LAV and the likelihood of TH 495
penetrating that market. (The Government forecast export market penetration for TH
495 is some 2,000 units over 15 years. This is in contrast to the Company’s forecast of
8,000 units, and il is agreed that the actual market win will be in the range between

2,000 and 8,000.)

The lack of a conclusive response from all interested departments to the market analysis
has delayed Industry Canada in getting back to the Company.

'Mr. Massmann expressed appreciation for the update, but then asked if Mr. Deacon
could shed some Jight on concerns brought to the Company’s attention recently. The
Company has been told on three different occasions that within the Government’s
copsideration there is a detailed negative summary of the BHI proposal by Industry
Canada, to which Industry Canada has invited agreement from other departments for the
closing of this file. The three points of criticism of the BHI proposal, attributed to

Industry Canada are:

1. I'he Government should not support establishment of a new armoured velicle
producer when Canada already has a successful manufacturer in this sector, in
GM Diesel Djvision, (suggesting that there is no product and market
diffexcntiation between GM’s wheeled vehicle and the tracked TH 495).

2. There is international over-supply in the armoured vehicle market leading to -
uncertainty for any export market success for TH 495.

SEP 26 ’S4 16:16 PAGE . @082
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3. There is no Canadian DND requirement 0 which TH 495 could be a potential
supplier.

Mr. Deacon expressed no knowledge of such a position being taken by Industry Canada,
though he did say that it is possible for a negative position to bave been taken toward
the Thyssen proposal at another level (assumed to be political level). Furthermore, he
indicated that the three criticisims more reflect the posjtion of Industry Canada at the
beginning of the discussions one year ago. Mr. Deacon acknowledged that at that time

“‘—*—‘hrdnsny'eaxmda—wwdeub%ﬁﬂ—thai—aaym;ketﬁximd at_all, however, after a year of

investigation and analysis, the Industry Canada view is that a market does in fact exist
and the Government’s own analysis has now concluded that the Thyssen TH 495 is a

vehiclewell designed to_compete in that market and should achieve an absolute

minimum export market of 2,000 + units. That forecast is based on conservative

assumptions considering each market surveyed as if it would be a "first sale" for TH 495.

Further discussions reviewed and found agreement on these addijtional points:

@ The Government forecast method assumed every market surveyed would be a
"first sale" for TH 495, while this supports the conservative forecast methodology,
it was agreed that after a first sale of TH 495 is achieved in one market, the
probability to win additional markets will increase significantly.

® TH 495 is a new and distinct product addressing the replacement market for
M 113 and like vehicles and the new requirements for Peacekeeping/Rapid
Reactiop Forces. As such, it is a market characterized by a need for new designs
{o meet newly established requirements. This market is not subject to the
problems of ioversupply", rather it is one in which only a very few products exist
and TH 495 is recognized to have an early lead as a new product. In no way
should this new market be confused with the broad market categories of Main

Battlc Tanks and general armoured vehicles where the suggestion of over-capacity

and competitor crowding could apply.

e There is a clear understanding that TH 495 as a tracked vehicle is a distincﬂy

different product from the GM LAV wheeled vehicles and not a direct competitor

in the export market forecast.

e On the cstimate of the gross market for TH 495, the Government forecast is

30,000 units. If one applies an average price of $2M per unit, this Jeads to a total

export market volume of $60 Billion. Out of that market, if one uses the
Government net market of 2,000 units as a low and the Company forecast net
market of 8,000 units as a high, this leads to a range of $4 Billion to $16 Billion
cxport sales over approximately 15 years.

SEP 25 'S4 1B:16 ' PRGE .283
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e Since the forecast deals exclusively with export markets, the significant economic
activity associated with the project scrves the Government's interest in increasing

export based jobs.

Mr. Deacon expressed concern that if a negative position on the BHI file exists in the
Goverpment, it has been formed without benefit of the most current Govemment market
analysis. In effort to correct any misunderstandings, he undertook to look into the
situation described by Mr. Massmann and reply back through Greg Alford.

Mpr. Deacon also mentioned that it would be premature for any assessment, cither
w_.ﬁ_#.~.posin’ueﬁorfnegatile,ﬁ.of,thcwprgject’s precise contribufion to Canada, since there has not

. yet been a formalized business plan presented. It was agreed between the Company and
the Government that before developing the business plan there must first be agreement
on the market forecast as this is the basic input around which the plan must be built..

Mr. Massmann noted that the Company’s assessment based on production experience in
Genmany is that the numbers being contemplated as a minimum export market will
support a very substantial manufacturing activity, citing the fact that Thyssen Henschel,
having sales in the range of DM 500 M (8430 M) supports a workforce of some 2,000

persons.

In closing, Mr. Deacon agreed to provideAto the company a written acknowledgment of
the clements in the market analysis as agreed so far:

1. Industry Canada, along with input from National Defence and Foreign Affairs have
examined the export market prospects for TH 495 over the past year, to conclude that
there is a total export market of approximately 30,000 units.

2. Of that export market, the Government by independent analysis, estimated that
TH 495 can penetrate and win a market ‘share of at least o minimum of 2,000 units.
This can.be contrasted with the company forecast of 8,000 units to establish the
range of market penetration expected.

3. The Government forecast is g conservative outlook, given that the Government

forecast assumes:
- no Canadion market sale
- every market forecast is on the basis that it would be a "first order" for

TH495
- once a first sale oceurs , the probability for winning other markets
increases by a significani factor. The Governmenl ’s forecast method has
made no allowance for increased win probability due to the conservative

methodology of its forecast..

SEP 26 '84 16:17 ' PAGE . 8B4
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It was understood that such a letter would also be copied to all interested departments.

On the topic of potential Government funding sources to support Thyssen establishment
jn Canada to produce for the export market, Mr. Deacon explained that his confact to
the federal regional development agencies has found that the Atlantic and Western
regional development agencies are unable to support the project due to lack of funds,
Ontario has no regional development fund, so that leaves Quebec as the only potential

QOISO AF €' Y
seuree-of-finaneial-support.

Asked about the Defence Industrial Productivity Program (DIFP) which had been

________ originalsonrce_of funding proposed by Industry Canada, Mr. Deacon indicated this fund
presently has a very limited capacity. :

Conclusion:

This meeting was very positive in that it brought to the attention of Mr. Deacon and Mr.
Krajewski, the information that there may be a view formed at some level of Industry
Canada which has not had the benefit of the Industry Canada led market analysis and
most current conclusions. The actions proposed by Mr. Deacon should bring xemedy to
the issues and concerns which had been brought to the Company's attention suggesting
an Industry Canada opposition to the Thyssen/BHI proposal.

The Company is now waiting for a Jetter from Industry Canada which will confirm their
view of what is the absolute minimum export market which TH 495 will achieve. After
release of that letter, a meeting between Mr. Deacon and Mr. Massmann will be
established as soon as possible to agree on next appropriate actions.

Lastly, it is also understood that Mr. Deacon will seek a rcading from the political Jevel
on the willingness to accept new export orjented job creation when it means an increase
in Capada’s capacity for armoured vehicles into a new market sector which GM LAV
does not reach.

TOTAL P.B5
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