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July 20, 1987

On July 16, Bill Pettipas and I met with Don McFhail, the Canadian
Ambassador to West Germany and President-designate of the new
Atlantic Canada Opportunities Agency (ACOA). ACOA became oper-
ational as of June 8, 1987. Sen. Lowell Murray is the Minister
responsible for ACOA, a new board responsible for the coordination
of all Federal regional economic development activities In Arlan-
tic Canada. Most of DRIE's responsibilities for programs in
Atlantic Canada have been transferred to ACOA.

The purpose of the meeting was to discuss the proposed Thyssen
Henschel joint venture and the MAN-GM truck programs. Don
McPhail, as Canadian Ambassador to West Germany, has had discus-
sions directly with both MAN and Thyssen at various times on these
topics. I wanted to find out the subject of the recent discus-
slons in Ottawa between Perrin Beatty, Don Marzankowski and Sen.
Murray concerning Thyssen. McPhail was briefed by Sen. Murray
prior to our wvisit, and either directly, or indirectly through
Murray, was aware of these recent discussions between Thyssen and
the Canadian Govermment.

McPhail has on several occasions met with two of the top people at
Thyssen(Dr. Spethmann and Mr. Bartels} to specifically talk about
Canada and the proposed joint wventure with GM, MecPhail has had
previous discussions with MAN concerning the HLVW Program, and
indicated that MAN had been trying to meet with him when he was in
Bonn last week.

McPhail indicated that the Members of Parliament from the Atlantic
region are apparently going to formally establish an "Atlantic
caucus” similar te the "Quebec caucus". Although he did not say
s0, the clear impression was given that any program approved by
ACOA could count on the full political backing of this caucus
through Sen. Murray.

McPhail was told by Sen. Murray in briefings prior to our meeting
that the Government is concerned about the future of GM's plant in
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London in light of the Government’s initiatives to use defense
procurement as a tool for Atlantlc development. However, he also
indicated that Government figures show that Atlantic Canada bas
not received a proportionate share of Canadian defence spending
and the Government is determined to remedy the situation., The
impression given was that Sen. Murray and McPhail are going to be
key players in Canadian defence procurement, at least as long as
the Conservative government remains in power,

McPhail indicated, as mentioned above, that the Governmment is
trying to grapple with the problem of maintaining the GM facility
in London. He made it clear that if GM presented a package pro-
posal which included a new facllity in Atlantic Canada (for exam-
ple, a faeility in Cape Breton for trucks for the HLVW Program?})
subject to an "immediate" contract for the production of armoured
vehicles in London, that ACOA and Sen. Murray would provide the
required "support™ for the total package. 1 personally feel that
they have the clout to do this, and I base my opinion on discus-
sions concerning Thyssen Henschel which are covered later in this
memo., In other words, if GM 1is prepared to do something in Atlan-
tic GCanada, he gave the clear impression that something could be
done to make sure the London plant gets some "early" armoured
vehicle business. McPhail also gave the impression that the
Government would probably prefer that GM, as opposed to Thyssen,
go inte Atlantic Canada, and that wheeled trucks, as opposed to
tracked vehicles, be built there.

In so far as Thyssen is concerned, when I indicated that the major
focus of our discussions with Thyssen had been the export market,
McPhall made a poilnt of making sure that we knew that his previous
discussions with Bartels and the meeting in July between Beatty,
Mazankowski and Sen, Murray had dealt with a Thyssen proposal to
build 300 armoured personnel carriers im Cape Breton for DND.
McPhail was surprised that this had not been discussed by GM and
Thyssen, and he wanted to know what we had In fact talked about.
When I indicated that the imminent market potentials that we had
been discussing with Thyssen had focused on the export market, and
the Middle East in particular, McPhail was surprised. In fact, he
went so far as to say that the export of vehicles from Canada was
not being considered by Thyssen based on his discussions and
information. McPhail also gave the impression that notwith-
standing the recent DND White Paper, that the Govermment is pre-
pared to "adjust” the expressed procurement plans to make funds
available for a purchase of armoured wvehicles from Thyssen if
those vehfcles are manufsctured in Atlantic Canada.

What this seems to indicate is that if GM was to put a facility in
Atlantic Canada for the HLVW (and HET)} programs, that the Govern-
ment would probably be very receptive te giving an "immediate"
order for 300 LAV's from Lendon.

OTT/SDC/CCS
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When 1 again indicated that Thyssen had never discussed an im-
mediate order for 300 vehicles from Canada, {(these vehicles are
probably TH 400 6x6 wheeled vehicles), McPhail gave the impres-
sion, although he certainly did not say it directly, that Bartels
may not be receiving totally accurate information about the
meetings between GM and Thyssen Henschel. At our meeting with
Thyssen Henschel in August, we will obviously have to get this
cleared up. Either GM or the Canadian Government, or both, are
being misled by Thyssen or Frank Moores' GCI, The messape being
conveyed to the Canadian Government by Thyssen {(or GCI?) is clear-
ly different from our discussions.

McPhail salid that when he talked to Bartels, after Rartels visit
to Diesel Division Iin June, Bartels had indicated the following:

that Bartels was optimistic that a joint venture could
be "worked-out" with GM,

that Thyssen was interested in providing vehicles for
the Canadian Government, and McPhail had the clear
impression that Thyssen was no longer proposing to build
vehicles in Canada for the export market.

As far as the first point is concerned, McPhail expressed the view
that the debacle surrounding Thyssen'’s first attempt to establish
a facility in Atlantic Canada, "should have taught them" that they
must cooperate with GM. In view of the "public relations" prob-
lems concerning Thyssen’s initial attempts, Thyssen may now be
trying (or perhaps more appropriately, Frank Moores and GCI may
now be trylng) to get a manufacturing facility in Canada on the
basis of politically acceptable wheeled vehicles built solely for
DND. Then Thyssen would start to manufacture tracked vehicles for
export. At that point the plant would already be committed for
and future jobs and the plant’s continued operation could be used
as a lever to get the necessary political support. According to
McPhail, Thyssen has indicated that they are anxious to move very
quickly to establish in Canada. This urgency ties in with my
previous conjecture that Thyssen may already have a substantial
commitment to deliver wvehicles to some politically unacceptable
foreign country for which the German Govermment has revoked Thys-
sen's export licenses, I am susplicfous that certain elements in
Thyssen may feel that by haviog a Canadian plant, Thyssen will be
able to get out of that bind by running the production through
Canada.

RECOMMERDATIONS

Based on these discussions with McPhail, the following is ap-
parent;

Fu
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. The objective of the Canadlan Government to "regionalize”
defence procurement In Atlantic Canada poses a threat to GM’'s
armoured vehicle business in London.

Thyssen Henschel, or for that matter any other armoured
vehicle manufacturer, which is willing to establish in Atlan-
tic Canada could be awarded a contract for light armoured
vehicles by DND.

Although the Canadian Government is in a quandary about what
to do about GM's armoured wvehicle plant in London, this
concern may be secondary to the Government's primary objec-
tive of getting something going in Actlantic Canada.

The Canadian Government would probably be very receptive to a
proposal which would accomplish both objectives of maintain-
ing production in London and of establishing a facility in
Atlantic Canada, whether that be a second GM plant in Atlan-
tie Canada or a GM Joimt venture plant in Atlantic Canada
with Thyssen.

The ideal sclution for us may be the establishment of a GM plant
in Atlantic Canada, financed with federal and provincial govern-
ment incentlves, for the manufacture of trucks for the HLVW and
HET programs. This would have several benefits:

. for the Canadian Government, this would be the best "politic-
al® solution because the product is wheeled, and is not an
armoured vehicle.

for DND and GM the HLVW Program would likely be expanded.

for GM, the Government would probably be receptive to award-
ing an "immediate” contract for LAV 8x8's to Diesel Division
to keep the London plant operating.

for GM, in addition to "immediate" armoured vehicle produc-
tion, GM would preserve the London plant for the longer term,
and could turn away the threat posed by the initiatives of
Thyssen.

. It places GM in the position of obtaining “strategic source"
designation which could be a very important lever in any
cooperation with Thyssen.

»

This strategy is dependent upon the HLVW and HET Programs. If
GHM is unable to proceed with those programs, then we may be "for-
ced" to work something out Iin cooperation with Thyssen in Atlan-
tic Canada.
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222221707 -

B T e }

AGCH0008



A102 : 7249 : 20020305 : 2722222 : 0000209 : Front]

Public Disclosure

Set 001

I told McFhail that we will be meeting with Thyssen. If we are
not successful in reaching an agreement in principle at that time,
we should get back to McPhail and explain exactly what the problem
is so that he can have an opportunity to interact directly with
Bartels, If Thyssen and GM cammot reach agreement,the HLVW and
HET Programs in an Atlantic plant may be critical to eliminating
the threat posed by Thyssen,

W, J. Beckley

/ip

ce: J. G, Larmond/
W. J. Kienapple
W. L. Claggett
H. E. Mitchell
W. J. Pettipas

OTT/SDC/CCS
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Some time ago you asked me, in my capacity as
Minister responsible for ACOA, to address the guestion of
esitablishment Sf a vehicle manufacturing plant in Cape
Breton, by Thyssen. I believe it is timely that I give
you a repart on this subject,.

My officials and I have met several times with
Thyssen officers or thelr representatives and, as well,
with officials of Naticonal Defence and Supply & Services.
I have in addition corresponded with and/or met relevant
colleagues, in some cases Jointly in meetings convened by
pon Mazankowski. We have concluded that their intentions
are serious, to set up a viable and long—-term
manufacturing facility in Cape Breton. Their first
objective is to produce a light armoured vehicle for the
Canadian Armed Forces, but they are through this action
positioning themselves in North America to compete for
U.5. military requirements. Their preferred location is
the Strait of Canso area. Their expectation of
conventional assistance is related to factory site and
related infrastructure and is modest., They alsoc want an
assured order for 250 of the 750 vehicles required by
Canada. More importantly, they want that order to be
advanced in time by several years from the current DND
timetable, i.e., to 198~ from 199-., This has obvious
funding implications. Thyssen's request for earlier
production relates to their need to position themselves to
bid for US orders.

While there has been recognition of the value to
Canada and to Cape Breton of this proposed initiative, I
have been unable to achieve consensus on either a firm
requirement for a Thyssen-built vehicle (the military
requirement has not yet been defined, since the time frame
of their need is still several years away); or on the
question of earlier funding than contemplated in the
Defence White Paper.

Thyssen is not the only manufacturer in play.
We have also had disctussions with General Motors Canada,
who are bidding on a different vehicle (truck/light:
armoured vehicle) and who are looking for far greater
government infrastructure assistance, as well as an offset
order for their London, Ontario plant.

AGC Disclosure Set 016D 3ofd AGCQ0979
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More recently our colleague Paul Dick has
brought to my attention other German manufacturers
who are interested in constructing a plant in Atlantic
Canada to build one or another of the Armed Forces'
vehicle requirements and who might be prepared to combine
with Thyssen, although to my knowledge this has not been
explored in any detail.

To sum up, the Thyssen proposal is the most
mature one yet received and relates to the Light Armoured
Vehicle. The design gqualifications for the LAV have not
yet been firmed up by the military, although a project
officer exists and I am given to understand that the
specifications could be developed quickly 1f the time
frame for production and funding were to be advanced. The
sole sourcing of a part of the Armed Forces reguirement of
itself does not appear to be a problem. Advancing the
funding time frame, however, is for DND not possible
except with specific assistance from our colleague the
Minister of Finance,.

The suggestions offered by Paul bDick may well
warrant further exploration, especially if a consortium
enhances the size and scope of the eventual manufacturing
facility.

In the final analysis, however, neither
possibility can proceed without a political decision on
sple sourcing and earlier funding. It is on these points
specifically that I am writing to seek your direction to
me and our colleagues.

AGC Disclosure Set (160 4 0f 4 AGC00979
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rurther o my letier ¢f Ootobes o fhe
sxtabl ighment by Physsed of a militazy vehioles manafacturing
piast in Cape Broton, I wish bo spprise vou of new developmants
just brought to my attention by Frsok Moores and BElwmer Macfay .

Firek, Thyssen, whose Boprd bas approved this project,
iz roady o join forges with a Csnadian parboer. I gabther
understanding has been reached with ravalin, giving the 1atter a
25 par ooent share s the weniyre. OCooparabion with aither
Bomband bee or Powsr Corporakbos wag #lea regently sxatiined, hob
neltler oDage was as mubtwally adrantageous az kha phopised
Thyagen-havalin patbnsrabip.

Becond, the acguisition of the Trentoen Works from
Hawker—giddelay would be part of ehe proposed Joink vedtuzz, We
arderstand £hat Lawvalin would agsues @ 74 percent sguity
sopition,

adding Trenton to an offseb packege certainly throws &
differant light on the original propossl. Horeower, the
potential beosfits Clowing Erom Davallan's association with
Physsen desorve comaideration, I draw these developnshts o gour
atietibion, of poubse, be gz of thelr velgvance ©o & reguifed
government decizion on sols sousclag and advancieg tie tinming of
the DND wehicle oontgact.
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Aotes on @ meeting held in the Office of the Minister responsiblas
for ACOA on October 20, 1587 st 4 p.w,

subjest: Thyssen

ks »  Bensargr Towell MHuveay
. Honsoeable B. MacKay, Hinister of Hatisnal Revenne
+ Benograble F.D. Moores, Ohalrman ofF the Boapd,
. Gavesniiear Congeltants Takernabional
+  Paul Burajer, ADA-OLbawa

B

Digscugsion:s Mr. Moores pr&vi&ﬁ& baskgroaund information on the
curtent status of Physgen®s Interpst in eztablishing a millivary
vehicle mannfacturing Fagility in the Strait of Canso, Nova
Seotia, In partigalar, he noeied that:

~ OBO ocould davelop speeificavisns for ity vehlols reguirenent
within aboat a sonth i the time frame for produstion and
Tunding were advanced; thls was vonfirmed ko him by

Soaneral Yanooeg

= Thyssen's Board had approved the profeck;

- gatlier dizcgzsisss on a jeing venture with Gengral Motors kad
fatled and esre no longer belng pussuaed; srd

« disoussions had been held recenily with Bonbarbler, Fower
Corporgtion and Lavalin.

He stated khat there was apparenk agr&&ManE o Eorm a
fhyssen~Lavalin joint wentors in which Lavalin's eguity posiviss
would e 25 peroent, In addition, bthe dolnt venbursz would
Enelufde the acquisition of the Hewkec~Slddeley Trenton Works.
The eguity positions would ba 75 pergent Lavalin and 35 poroent
Thyagen., The anderstanding wog that the two facilities crusted
by the joink venture wounld be motually exclusive.

i, Hoores mﬂﬁ&ﬁ&ﬁﬂﬁﬂ that Thyssen would havs no
difEiouley in mecting DNDYs tochaical specifications, snd would
be able e offer an a&&egtahle price En UHD. Howpver, he
believed that pHp obiscted fo gole-souzcing. The addition of
Trehkon a8 an offset should mininize any difEicalty with
sole«soueeing , he suggested,

senabor Mnrray Indicated that be had ragently written
g bhe Teime Mianlsker ko report on khe Thyssen dpsaler snd
sroposed to Infore his of bhese sost secent devslopmoents.

) e . Hackay plasned to rolse the iesas on 2E Dctober
with the Premier of Hova Sgotia.

rFaupl Rernier
Oetober I%, LIHT
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- : BEAR HEAD INDUSTRIES

Sengator Lowell Murray LTD,
Daader of the Government in the Senate
Minister Responsihle for ACOA

Room 275-8,

Centre Block gﬁi?‘éaaa
The Senate of Canada gﬁ@fﬁmﬁﬁﬁmm
Ottawa, Ontariec Kﬁﬁ?’ml

FHO 4) Ea3-WAT
Kia 0a4 ) TELEFAY ma% EA1-7640

TELEX 0333991 bhl ol :

i

pee  Octoher 30, 1987

Dear Sanabor:

Ags you are aware, Thyssen Industzie AG has recankly approved
expansion of their industrial base by establishing a new Narth
American manufacturing facility.

We are now at the point where we must Tmake ovur final decision
a8 to ity site. One of our optiocns and indeed our praferred
option at khizg time is a site in Canada; namely, Bear Head,
Cape Breton, Nova Scotia.

I therefore thought it appropriate to send you this letter to
sel forth what we are prepared to do and what steps are
necesgary €0 trigger our tommitment.

Bear Head Industries Ltd., owned by Thysseh will commit:

1) to establish an advanced technology manufacturing center for
steel product fabrication, thereby initially creating 400
direct jobs; -

2) substantial direct capital investment in the first phases:

[

3) a joint cooperative agraement with a Cenadian partner; namely,
Lavalin Inc, (this agieement has already been reached):

4) direct technology transfers to our Canadlan facility;

~ Page 2 -
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5) technology transfers to our Canadian cooperative partner,
Lavalin Ina., for major projects; 1. e.) rail gars and
related equipment, Terms and conditions have to be agreed

upon;

Sy

6) participation with appropriate govermment programs to
provide worker training at existing vocational centres and

in our to be bullt plant:

7) immediate commenhcement of sourcing tomrs to identify
potential Cenadian subcontractors;

8) technology transfers to Canadian ventures where we ¢an .
s . be prime or joint partners. Terms and conditions have to bhe
© agreed upon}

89} PBear Head Indugtries is prepared Lo share working hours with
production facilities located in Trenton Nova Scotia to
support the efforts of the Canadian Government to solve un-
employment problemsb Terms and conditions have to he agreed

' upon s G
1) %echnology transfer to TxentOn»subcontractor$' Termsg and
conditions have to be agreed upon.

=

Required Canadian action to commit this project to Cape Brehon:

1} provision of infrastructure and investment incentives and
T, investmant tagx credits applicable to Cape Breton, as wa have
digscussed f¢o date with the provinge of Nova Scotia, the
Atlantic Canada Qpportunities Agency and the Department of
Regional Industrial Expansicny

2} a letter of intent to procure from the Thyssen Bear Head
facility a minimum of 250 light armoured vehicles as required
by the Canadian Department of National hefence. This letter,
of course, would be subjiect to reasonable conditions for
satisfactory pricing, direct Camadian production jobs,
compliance with DND specifications for design and performance,
atbd. .

- Page § -
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Senator, we know of your interest and aszistance to date in
encouraging us %o establish our Forth American facllity in Caps
Braton; and we are preparad to proceed immediately if such a
letter of intent from Canada can be provided,

Sincerely,
BEAR HEAD:INDUSTRIES LID,

WA

Jirgen MaBmann
ragident

L
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FIRM/SOCIETE:
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AGC Disclosure Sef 016D
2of8
AGCO0e82



CA102 4012 £ 19980428 : §2:43:20 - SUBJ37 : 0000056 : Front |

MOW 13 797 11:33 BCL OTTAMA PO2 G0-4-16 (21
1
WovERss g SUFTE €30, SOLFCIRIMA SIRERT,
Gerald 2. Doucel. (.0, EII‘:';E‘I‘ : I: ’\\1\? amnr:ﬁmi gnlupm: ;1; e
Hovember 13, 1087

CONFLDENTLAL
TO: Senator Lowell Murray
FROM: Gerry Doucet,

SUBJECT: TRENTON AND THYSSEW

MEMORANDUM

In the midst of the unnecessary confusion over
Thyssen, I thought it worthwhile reminding that
all it takes 13 a highly conditional letter from
DND to Thyssen such as: "If you meet all our
requirements at your proposed Cape Breton plankt
regarding specifications, price, delivery and
guality, then we are prepared to give you an
crder for the initial 250 light armoured vehicles
of our 1600 reguirement."

The moment this is done, you or the FM can

annpunce 400 direct permanent jobs, eventually

increasing to 2000 in Cape Breton (not counting :
500 immediate construction jobs). Thyssen is

prepared to transfer 50% of manhours to Trenton,

which ties in with the PM's statements on the

attached clipping.

Why :basn't this been done yet? Because DHD
¢hooses to be unaware of the Government's stated
policy to use procurement as an lmportant
component of regional economic development. And
perhaps because it may be “falling between the
chairs" between the Ministers?

On Monday, November 16th, the senior Thyssen
people on this file will arrive in Canada ro

AGC Disolosure Set 016D~ - T Taghe T T AGCO0982
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conclude a deal with Bernard hamarre and they
would be available for any announcements,

S
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solution’ for rail car v

By DON MacDONALD

Ottawz nuﬂumuﬁﬁa
Acwtiing it is “a hell of 2 prob-
e~ Prume Minister Bnan Mieoney
1 nil) haldmp oot hope 5 ..EuEu_..nB
solmtion™ will be found 1o ssve Tren-
ton's Hawier Siddelsy rafl car worke
Mr. Mntropey sed m Haliiaz Foe
day fie wapts 2 lomgterr “cerubie”
resalution {0 the owpersip difficed-

kem, 5 real tough one
eht oo Which be, Hi
Flmer MacRay, ind:
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Bureanes are worionn
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asreemen: Wik Haws
Keep toe piasl OperiiL

5 BOY B exish a
a*good deal” of MDUtOrS at the Hotel Nova Scofian.

- WD.MUO W ties a¢ the Trentorn piani. and nut A [OmMZ searsa for new g

5 ule, if ot mapas "hegvy-water kind of soiwos” wmar THYESEn e

= B.mu the first of costs millions of dollars anc iz to be ot Zrmoured vekicles, :
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, ‘¢ peht 2 view 10 eslablshipy 2 permanent He admitted it 5~

m M %ﬂhmﬂﬂwnﬁv ﬂnﬁﬁmu operanion at the Tremon iz~ Sen fught have some
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It} . oites Kaspdom if
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o - . : By BRILN UNDEEHILL

g _.., .h_n ﬁnﬁwmnﬁam. Prime Minister Bnan Mulreney Teceives a hostile welcome from a group of ugﬂnw«mn workers Frec uw.w“mhmﬂﬂ. .muaﬁn trad

N ; as he arrived in Haktax on Friday to acdress 3 group of Conservative parly iop finaneal con- 1yopal trade links belwesn Nova
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Provincial sources sey that the
on3y thing holding wp the company's
degtsion to nvest In the province i
the tinu! appraval of the prims minfs
ter, bul warn of & strong Ontacia lsb-
by trylng to kill the deal.

W, Mulraney aiso sald Friday he
hopey alt provinces will eventually
support @ Iree trade desl with the
Unfted States, an agreement he
strongly feals is fn the national tnter-
a5t

But tha prime minister steongly
binted he 2 prepared lo conclede the
deal, with or without fyll proviarin}
support. Ontarle, Manlichs and
Prinee Edward Island have s said
they oppase the propored agteemectt,

"Unanlmity Is lovely, ot it Is aol

indlspensabla ™ he s3id.

Y Just sssume that i the deal Iy
In the national Interest, provimes witl
be persuaded on ltg value ... and will
want to endorse 1L

Mr. Mylroney moved {u alleviate
continuipg ¢oncerns volced by Pre-
mier Buchanan over the sffects of a
trage deal on reglonal develvpment
programs.

Regional pregramst bave emerged
“Intact™ {rom the trade neguiiations,
he said, hut admitted luture public In-

6ofB

PaS
l e
Trenton:

vestments wilj have Lo be examined
with respect ta possible countervail
actious frain south of the herder,

Mr, Mulradey satd the three
Michelin Tire pisnts operatlug in
HNova Scatly wi!f oot bhe alffected by
“the jtrade) dea) liselt”

But the priene miulsler was at &
fosy to explsin what depuly Heandd
minister Stanfey Harit exscily meart
"when he said 2 week ugo “the Miche-
Hn Thre 1ypo of trapsacion §s just pol
oo anymore.” e

Mr. Mulroney, ln his speech Fri-
day to members of the 868 Club, de- |
Fended the Iree trady doal &5 o doey- !
ment that will prepare Cangda for the §
215t eantury vy

The Corservalive leader, in Bn s
election-siyle pep talk to {he parly &
{altniul, accused Golh Libera) foader :
John Turner and NDP chiel Ed -
Broadbent ¢f wantlag lo drag ihe -
country back te the 19th century with
their sppasition to the wrade deal. . -

The poiitical battle Hnow are -
clearly drawo in the Iree lrade do- !
vate, ar. Mulrogey gald, polating to -
an aoliefree {rade coulitlon of the *
Grits wnd NUF {acing (e Consarva-
tive govarament,

“Tha opponenis speak of a liltle
Canada ... a timld, timorous Canada
That Tequires protection, ihat requires
hig government and high (gey to pro-
fest Hittte Conadn ., " .

Hui Mr, Mironey vowed that “we
are nol little Capadiany... We ure
hlg, strong, vigorous, vital Canadizm -
whe, il given hall & chance, cannot
anly dg our best In tha world, but can
be part of the best in the world. ,

The prime minister sald ha 3ought
a free trade deal trying to aveld “the
burdens of & 1y Canadd, a trendy,
cute, ligtle, protecled Canada.. "

Mr. Mulconey, bls wile, Mita, and
dangbter Careline left Halilax lale
Friday afiernoon [or Quebec City fur ~
a larewet dinner for Queen Ellaubeth
and the Duke of Edinburgh, who yre
ending their 15-day visit o Canade.: *
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THYSSEN
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M}ﬂ\ ' BEAR HEAD INDUSTRIES LIMITED

Suite 908, 350 Sparks Street
QOttawa, Ont., Canada
K1iR 758

TELEPHONE (613) 563-33 21 TELEFAX (613) 563-7648

TELEX 053-3981 bhi ott
December 7, 1987

Senator Lowell Murray

Minister Responsible for the
Atlantic Canada Opportunities Agency
Room 275 8

Centre Block

House of Commons

Ottawa, Ontario

KIA QA4

Dear Senator Murray:

Thank you very much for meeting with me on November 30, 1987, to discuss
our project for Bear Head, Cape Breton.

I write to provide a short summary of the recent developments relating to
this project.

Canadian Partner:

Lavalin Inc. has agreed to a joint cooperative agreement with Bear Head
Industries to market Thyssen light armoured vehicles (LAVs} to Canada's
DND. Both parties are actively exploring the opportunities for
production cooperation at independently and/or jointly estahlished
facilities. (namely, at Bear Head and at the Tremton works).

Province of Nova Scotila:

Premier Buchanan and Minister Thornhill have committed, through the Nova
Scotia Department of Development, an option for the land required for our
plant. We will proceed with detailed discussions relating to the project
as soon as a Federal commitment for vehicles is received.

H.S. Market Outlook for Thyssen:

The Thyssen Fuchs LAV was recently selected by the U.S. Army for a phase
1 order of 44 vehicles. The second phase of this order originally
identified as 230 vehilcles 1ls now forecast at approximately 450 to 500
vehicles., As you are already aware, this is only a swmall part of '$200
billion U.S8. Army program for armoured vehicles in the 199%0s.

ree/2
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Project Status:

A North American expansion of Thyssen's industrial base is still focused
on Cape Breton, Nova Scotla, as a preferred site, but to trigger such a
large capital investment, we still need to receive a letter of intent
from the Government of Canada that would commit a minimpum of 250 vehicles
from DND's required 1600 LAV requirement. This would naturally be
subject to a vehicle being defined and designed cooperatively between
Thyssen and DHD to meet the operational requirements of DND from the
entire range of Thyssen technology. I have prepared a draft of such a
letter that would be sufficient to secure our preoject in Cape Breton
starting immediately (attachment).

Please note that moving the LAV order forward to 1990 from the original
DRD procurement date of 1992 is no longer required by us. We would
proceed immediately with construction of the plant and undertake to load
the plant with civil work as well as some work from the U.S. LAV order
until preduction for the Canadian order could commence.

This armoured vehicle production faecility will be unique in Canada and
ptevide a major addition to Canada's Defence Industrial Base,
establishing a new capacity to produce DND requirements domestically.

Not to be overlooked is the very high skilled labour countent of these
products which will be built in Nova Scotia but will impact on the entire
country through sourcing of components and systems.

In additlon to this imitial military vehicle production, we plan to bring
immediate diversification to the plant through clvil manufacturing
assoclated with existing North American Thyssen operations and North
American joiut ventures,

Timing:

Having begun discussions with the Government of Canada 1ln May of 1985,
Thyssen cannot delay the decision of where to locate this North American
manufacturing facility much longer. The increasingly encouraging market
cutlook in the U.S8. helps to confirm the corporate decision to expand our
North American operations by establishing this new facility, but
understandably strengthens the case for locating in the U.S., and sites
in that country are now belng much more seriously considered. Time is of
the essence.

If I can provide any further information on this subject, please do not
hesitate to call me at 613-563-~3321.

Sincerely yours,

Karlheinz Schreiber
Chairman

AGC Disclosure Set 011 3of 4 AGL00803
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Proposed draft lLetter from Goveroment of Canada to Bear Head
Induatries Ltd.

Based upon our policy of stimulating regional economic
development through defence procurements and, conditional
upon your establishment in Cape Breton of a suitable
manufacturing facility, we commit to you an order for
delivery in 1992 of the initial 250 light armoured vehicles
of our 1,600 unit requirement, provided:

a) in cooperation with DND you define and develop a
vehicle from the entire range of Thyssen technology
to meet DND operational requirements

b) manufacturing of this vehicle will take place at your
plant in Cape Breton, Nova Scotia

c) you transfer Che necessary technology to your
facility in Cape Breton and share jobs with sultable
Canadian manufacturing partners

d} you meet ourlrequirements in terms of quality,
delivery and logistic support including personnel

training

e) you perform the aforesaid services/tasks at
internationally acceptable prices

4of4
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MEMORANDUM

SECRET
June 1, 1988

Tos Senator Lowell Murray

From: D.S. McPhail
Subject: THYSSEN

On Wednesday evening, I met with Karlheinz Schreiber of
Bearhead Industries and Greg Alford, of GCI, on advancing the
Thyssen file. This note reports on the cutcome of that meeting.

I shared with Schreiber my view that there might be an
immediate opportunity, possibly during the context of the
June 15-21 visit by Chancellor Kohl to Canada, for the Government
to consider the Thyssen heavy-industry proposal. In addition,
key elements of the Cape Breton Investment Tax Credit -- a
possible source of funds for assisting the proposed Bearhead
facility -- expire June 30.

I pointed out to Schreiber that if the Government chose
to adopt this fast-track approach, Thyssen would have to prepare
immediately a formal business plan for the Bearhead facility.

The business plan would state clearly the degree of Thyssen's
commitment to future preduct lines —- particularly civilian
production -- and provide comfort to Ministers that once
established, the Bearhead facility would be independent of
future government support.

I believe that Thyssen is in the process of backing
away from its demand for a formal letter of intent from the
Government, guaranteeing a contract for 250 light armoured
vehicles. I expect that instead, Thyssen will seek increased
regional development and site-establishment funding -- funding
which I am hopeful could be accommodated within existing sources.

Of obvious concern are the timing constraints dictated
by the pending wvisgit by Chancellor Kohl. I understand that the
Chancellor will be in Ottawa on June 15th.

el /2
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I would hope to receive a business plan from Thyssen
which meets the Government's requirements by the middle of next
week. TIf appropriate, the entire proposal could be tendered for
consideration, first by key Ministers, and then more formally by
Cabinet if necessary, early in the week beginning June 12.

While I agree that these timing challenges are
considerable, I believe that the particular opportunities for

Cape Breton afforded by moving forward at this point are worth
seizing.

pPon McPhail

AGC Disclosure Set 016D 30f3 AGEC00283
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Minister Minisire

Otiawa, Canada K1A0A4

June 14, 1988

My bt e M

As you are aware, Thyssen Industrie A.G. of
West Germany ig proposing through a subsidiary, Bearhead
Industries, to establigsh a heavy industry manufacturing
facility in Cape Breton.

t

I am writing to provide you with a brief
summary of the status of Thyssen issue, in the event that
you wish to raise this matter during your bilateral
discussions later this week with Chancellor Kohl.

Given the still preliminary nature of the
Thyssen proposal and bearing in mind the difficulties
caused when Thyssen's earlier proposal was mrisunderstood,
I doubt that you or Chancellor Kohl would wish to proceed
publicly with this issue at this time. However, should
menticn be made of Thyssen's proposal, it will be
important to stress that Thyssen is pursuing the
establishment of a heavy industry facility for Cape
Breton.

Although it continues to be clear that the
initial basis for a decision by Thyssen to locate in Cape
Breton is production aimed at the North American defence
market, the long~term intention of both Thyssen and
ourselves is the establishment of a commercial,
civilian-oriented manufacturing plant. Thyssen believes,
and we concur, that a facility of this nature would
undoubtedly attract other manufacturing facilities to the
Cape Breton regiomn.

Generally speaking, I believe that Thyssen's
proposal offers considerable economic benefits, including
substantial ewmployment, and opportunities for technology

transfer in a particularly underdeveloped region of
Canada .

e /2

The Right Honourable Brian Mulroney, P.C., M.P.
Room 309-5, Centre Rlock
House of Commons,
Ottawa, Ontarie
K1A OA3

Canadi
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Moreover, if the Government chose to facilitate
the establishment of a heavy manufacturing plant at Cape
Bretan, this facility would dovetall very well with -
Lavalin's revitalized Trenton Works railcar facility, our
defence priorities as articulated in the Defence white
Paper, and of course, offshore development of the
Hibernia field.

, To conclude, I am coufident that Thyssen's
proposal would pepefit’Canada and Cape Breton, and the

L)

mattiBlr 'Is poised to be concluded shortly.

f@ QWQ;LLbJ%
et
f
Ltrbltliron "’f’)
——" Lowell Murray /

Att.
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TUESHAT, JUNE 14, 1588

In sttemdance: Senator L. Murray {Ghadrperson)
dele Crostin
e MoInnas
E. Hackay
Go Mayrithed
B, Valgourk

gfriciaisz 0.5. HcPhaly
K. Hover

Hintster Burray informed his colleaguss that the Agency was making &
fariher shbmisston fo the Treasury Beard, regues adsﬁit;iﬁna_’l peErsof-years., He
feted officials had expeched four times the vorkload, Rowever, &itn the pregran
gxpansion and improvements, the actual case joad w&s t&n £ifes 4 ; 1]
percentays of ACOA réldurdes, theréfore, have bepn diveried to ugram delivery.
Hinister Muryay expressed his concern that the advocacy and coordination roles would
suffer as & consequence. Mr. MePhall remacked the submission was & modest ihcresse ¥
given the volume of applications the Agency was dealing with. He added resources had ‘
peen berrowed from other fumctional areas in the Agency to beef up the program side.

Hr. Merrithew remerked that oely 1300 parson-years was avatlahie for
allocation in 1988-89, against 8 demand pf 5000, Demends wers coming from the Tree
trade and tax reform inttisbives, as well as many others. Mr, MePhail stated Ris
Department was carrying fare programé than its predecessor, BRIE, im addition to
1ts wew Inttfatives. He further noted the Agency was operabing with fewer people
than DRIE, grodectivity was four times greater, and people were badly sweworked,
Mintster Purray noted the Agancy would aot Be able to mesb {5 proféctsd 30 day turn
arcund gnder these conditiens. Minlstér Merray asked that an Agency oFfficial get in
thuch with Winisters Herrithew and Melnnes before the Sulaniszsion went forward to
Tredsury Soard, to sopply them with 811 the arguments possibie. In additisn, Mr.
HerPhatl agréeed &0 feet with Mre Yellieux to dizcuss ihe matber furthar.
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