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MEMORANDUM FOR THE PRIME MINISTER

Thyssen proposal for Cape Breton facility

The proposal by Thyssen to bhuild a facility
on Cape Breton Island is still active. Senator Murray
and officials from the Atlantic Canada Opportunities
Agency have met recently with Thyssen officials to
discuss the specifics of thelr proposal. One of
Thyssen's conditions is that it be chosen as
sole-source contractor for one-third of DND's
reguirements for light armoured vehicles. Thyssen
expects to export to the United States as well.

The Thyssen proposal ralses some concerns.
The domestic market for light armoured vehicles is
already fragmented and Thyssen's share of this market
would likely not be sufficient to guarantee
profitability. The potential for exports to the U.S.
is not confirmed and the U.5. market is well-supplied.
Other likely export markets for Thyssen products would
require export permits, Mr. Clark has already voiced
his opposition to the issuance of export permits for
Thyssen products to Middle East countries.

I will keep you informed of any developments
on this issue.

Paul M. Tellier

Swan/Swain/jt
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MEMORAN]QUM hOR M# ﬁlgELLIER

Thyssen A.G. Prdpgéqk

We are forwarding the attached memorandum to
the Prime Minister for your 51gnature and onward
transmission to him.

The memorandum expresses oQur concern, which
derives from the very highly sensitive nature of the
Thyssen proposal. As you are aware, the proposal calls
for construction of a plant in Cape Breton by a major
German manufacturing concern to produce military
vehicles (including light tanks)] for sale in the Middle
East and, perhaps, elsewhere.

As you will see, we have somewhat unusually
and rather forcefully stated our (your) strong
reservations about the Thyssen proposal; this in the
full knowledge that senior ministers (NB Stevens) and,
indeed, the Prime Minister - strongly encouraged by
both Messrs Doucet and McMillan - appear to favour it.
Stated succinctly, Harry Swain thinks the economic
risks outweigh any possible advantages; for my part, I
believe approval of the proposal would be the type of
"political accident" a la Jerusalem Embassy (both
domestically and internationally) the Prime Minister is
Judiciously trying to avoid.

¢.Cc. Mr. Swailn 7
Mr. Shortliffe

T
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MEMORANDUM FOR THE PRIME MINISTER

Thyssen A.G. Proposél

The purpose of this memorandum is to provide
you with an update on the Thyssen proposal to establish
a manufacturing facility at Bear Head, Cape Breton
Island.

The salient points on this issue are:

-. the Memorandum to Cabinet from Mr. Clark has
been circulated and is being brought to the
Committee on Foreign and Defence Policy today
(February 5th);

- it will be considered following further
discussion of revisions to the policy with
respect to arms exporis;

- you should be aware that initial
consideration of the revised Export Controls
Policy by the F&DP Committee on Januvary 22
resulted in a fairly even split among
Ministers as to whether the policy should be
made more liberal or more restrictive;

- Mr. Clark and Mr. Stevens have not been able
' to resolve their fundamental differences on
the policy bilaterally prior to the F&DP

Committee meeting today.
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it is expected that an even stronger
divergence of views will obtain when the
Thyséen proposal is considered. Some
Ministers will support the proposal because
of the promise of economic and job creation
benefits the manufacturing facility proposes
to bring to Cape Breton. Others will be
opposed because of the potentially serious
implications for our foreign policy in the
Middle East (in particular for our relations
with Israel) because of Thyssen's insistence
on guaranteed export licences for their
military vehicles {including tanks) to

a number of Arab countries.

You should be aware that a few years ago,
Krauss~-Maffei (a German firm which built the
Leopard tanks now used by the Canadian
Forces), attempted to sell an updated version
of that tank to Saudi Arabia. The German '
Government intervened and stopped the sale,
arguing that they did not want to be
perceived as descendants of the Nazi regime
selling arms to a country in dispute with
Israel. The analogy with the Thyssen
proposal is compelliing, the perception in
this case being a German firm attempting to
"end run" German government policy and, in
effect, "laundering® its sale of military
equipment through Canada. {See attached
references to the Nazi background of
"Thyssen's founder whose autoblography is
entitled "I Paid Hitler".)

Economically the Federal Government's
investment would be $19 million in start-up
infrastructure costs plus $35 million in
investment tax credits. This would represent
a direct cost per job of $42,000 and an
overall cost (factoring in the tax credit) of
$119,000 per job created, which would
probably be viewed as very excessivea.

Additionally, many aspects of the proposal
{technology transfer, spin-offs, Canadian
content) have not been spelled out,
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- A more cdmpelling argument against acceptance
of the Thyssen proposal is the bleak prospect
for entry into the American market, a market
which is assessed as prerequisite to the
success of the Thyssen venture,

- The Defence department does not support the
proposal as the Canadian Forces have no need
for the eguipment to be produced by Thyssen,
vet fear that once production commenced,
there would be extreme pressure in favour of
a major DND purchase in order to maintain and
expand the production lines between
anticipated sales.

- Finally, if the Thyssen proposal were
accepted; they would be entering into direct
competition with General Motors Diesel
Division of London, Ontario -who are already
producing similar pattern vehicles.

Having reviewed and analyzed the Thyssen
proposal, both from an economic and regional
development and foreign policy perspective, and in view
of significant foreign policy considerations, we would
recommend against Government approval of the Thyssen
_proposal. In our view, the potential damage to our
bilateral relations with Israel (and the attendant
domestic fallout from the Canadian Jewish community),
coupled with an assessment that the forecast economic
benefits are based on what we believe to be tenuous
markel assumptions, militate against approval of the
Thyssen propcsal. '

The attached list of excerpts from a recent
telex sent by Amnbassador Bartleman in Tel Aviv serve to
reinforce our foreign policy concerns vis-a-vis Israel.

Paul M. Tellier

Sutherland/Fowler

c.c. Bernard Roy
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February 14, 1986

MEMORANDUM FOR THE PRIME MINISTER

c.Cc. The Honourable Erik Nielsen

Possible Question in the House:
« Proposed Thyssen Plant in Cape Breton

The attached speaking notes (Annex A) have
been prepared in the event that questions are raised
in the House or elsewhere regarding today's Globe and
Mail article {(Annex B} highlighting alleged
differences in Cabinet between Mr. Stevens and
Mr. Clark over the proposal by Thyssen (a West German
Conglomerate) to build in Cape Breton a plant to
manufacture military equipment for export.

‘The speaking notes do not seek to deny the
article, which 1s essentially accurate, but:

o) indicate that Cabinet business is not
conducted in public;

0 indicate that Thyssen has made inquiries
about investment in Cape Breton; and

0 avoid commenting on the issue of Canada's
export. permit.policy in relation to arms
exports to the Middle East.

The attached "fact sheet" on Thyssen
(Annex C) has been provided by the Department of
Regicnal Industrial Expansion.

CTTAWA
KA OA3
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Although no comment should be offered on

the detail

of the Thyssen proposal, you should be

aware that

the proposal raises a number of

fundamental issues, many of which are potentially
divisive, which will have to be dealt with in Cabinet
over the upcoming weeks. Some of these issues

include:

O

material t
Mr. Andre.

the effect on other Canadian manufacturers,
including the operation of General Motors
at London, Ontario;

the nature and size of any financial
contribution sought from the federal
Government;

the effect on Canada's international
relations;

Canada's export permit policy;
the employment which would be created in
Cape Breton, economically one of our most

depressed regions.

We have provided copies of the attac
o the offices of Mr. Clark, Mr.

Paul M. Tellier

McNamara/Swain/bl

Attachment
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Proposed Speaking Notes:
Thyssen Plant in Cape Breton

The Government does not conduct ite Cabinet
business in public

- hence I do not propose to comment on media
reports concerning issues which may or may
not be before Cabinet.

I would point out, however, that the Government
has introduced a generous tax assistance package
for investment in Cape Breton and has received

nearly 700 inquiries in response to that package

- it has received an inquiry from Thyssen, a
West German company, which has expressed
interest in developing an industrial-based
complex in Canada, and, as often occurs in
such a situation, has made specific enquiries
with respect to our export permit policy

- that this Company already has a substantial
presence in Canada, and is a major employer
in Kitchener (1400 employees), and Winnipeg
{about 200 employees). ' '

The issues will be considered by the Government,
and an announcement will be made after we have
given due attention to Thyssen's inquiry.
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Cabinet split on
arm Middle East

BY JEFFREY SIMPSON '\E’\
The Globe and Mair- -+« i

OTTAWA

The federal Cabinet is deeply split over a
controversial proposal by Thyssen, a Weg|
German manufacturing conglomerate, | to ‘
buitd a plant employing up to 400 workers in |
Cape Breton to export military equipment 'to-,
Middle Fastern countries, including Saudi
Arabia and Kuwait. ‘ :

Thyssen wants o build a range of armored

vehicle carriers and fanks at Bear Head ~

Point at the northeastern entrance v the
Strait of Canso.

The secret propesal has been debated twice
by Cabinet and is supposed to be discussed
apain upon Prime Minister Brian Mulroney’s
return from his trip to France next week.

Exteveal Affairs Minlster Joe Clark Is.
“RTNg ministers fighting the project while
Regionat fndustrial Expansion Minister Sin-
clair Stevens und Nova Scotia ministers are
leuding the camp in favaor,

The Thyssen proposal pits Cape Breton's
tweed for jobs apainst seme of Canada's pen-
cval palicies barring arms eXpOTLs. Approval
of Thyssea's .proposal - would alarm mar
proips in Canada, including the” Jéwish
cammurities whose counterparts in the Unjt.
od States have often lsbbied against U.S.
arms sales to Saudi Arahig,

Thyssen, whick manufactures about. B0
varietios of armoved  vehicles and tanks,
rannot export any of ihese products 1 (he

Shiddle Fasce from ity West German base, A . B

pevial West German law forbids the issuing
al expert permits for milida ry cquipment to
Trepions. of tension,”” which ipelude Isroet
andd AVl states bardering on seack,

But the West German Government often
quictly encournpges companics o set up ofl-
“hae i ordey to seld in Middie Fastem
miithets. Thyssen is seeking from the federa]
Cavirnment ik five-year export permit to ship

prwducls munufactured in Cape Bretun e j

o

r -

MY = personnel carrier in Saudi Arabla,. +YERT permit, would bind the. Cana-

NLS. piahi to

' . Government, which it has found
Saudi ‘Arabia, Kuwait, Pakistan, Teceptive. Government sources
-Bahrein, Algeria and the United SuBgest GM will scon be applying

Arab Emirates. . for {he export itcence for vehicles
Thyssen wants' approval for the | manufactured in London. )
, &xport permit in order to conduer ~  EXisting Canadian policy pre.

| marketing campaigns in these coun.  Cludes granting export licences for
« tries. If successful, it would invest Military equipment to  countries
- more than $100-million in Cape Bre. Consldered enemirs of Canada,
tlon, also taking advantage of the 1hoSe condermned by the United
‘enriched investment tax credits-for.  Nations, those which abuse human
_the area included in the last federal Tights where military equipment
budget. Cape Breton's officia} TMight be used as tools of further
-unemployment rate is about 74 per Tepression, and to Talwan.

-ceal, but the unof(icial rate is sup. . Another category Includes those
-stantially higher, ) Countries engaged in hasuht_:es orin
"+ The island has recently suffered q Imminent danger of hostilities, In
series of economic blows, including  1NiS category are Jordan, Syria,
the closing of {ts two heavy-water Libya, Iran, Irag and Israel, .
plants, o fire at a Glace Bay col- Among the countries 1o which
Hery, and a fire at u Glace Bay fish . Thyssen wants o export from Cape
.Plant. The istand’s coal and steel - Breton, Saudi Arabia and Kuwait
industries “are also in longterim . [all Into grey areas. 5o might the
“decline, [ N UAE and Algerin, :

The Thyssen application is com. Normally, Canada would issue a
plicated by a broagly similar re. One-year Expoit permit for military
quest from General' Mators® diese} ,¢quipment. Byl: Thyssen s asking
operation in London, Ont. ’GM hag f‘;ﬁ a.fivi-year permit, Some Gov-

““been trying to market an,armored {€rnment sfficials fear that the five.

Although GM has not yet applisd . dian ‘G{)ver"nment‘.sul’mr.i'ds.” .
~ for.an’ export licence, It has-made .yézp?-’zi%r(‘)l;ag r;ﬁi?iﬁlsé:&e f‘l‘;‘;"
: ings With (he Je€ar: . { w the
preliminary soundmgﬁ Wltf“]: the‘:‘f company toseareh’ sudcesslully for
" customers lh the Middle East. The
company, if fuccessful In Cape
Bretoh, wolld] also hope 1o sell
eflulpment Tater .ip 1. Canadian
afid U.S. armed forces 4
- -Some:Gaverniment officials wor-
Iy, howeven, that if THyssen were to
run outd of . contractsin “acceplable
Middle Eastern countries, it might
seek: permission to a2l o those on
the .Government's proseribed ‘lisy,
using the tever of shutting s ‘Cape
Breton operaiions i1 the Goverm.
ment resisted, L
Mr. Clark is among those minis.
ters who had serlous doubts about

0_KILOMETRES 200 |'F the long-term econamic viability'ot

e O T | R : Lhe pl‘f}[)osed Thyssen plan['

R PR







SECRET

February 14, 1986

MEMORANDUM TO MR. TELLIER

FROM: Robert R. Fowler

Further Foreign Policy Aspects of the
Thyssen A.G. Proposal

In view of the importance of the decision
concerning the Thyssen A.G. proposal, it-may be useful
to outline some additional aspects of this issue which
we reel have been either ignored or underplayed in the
discussion as it has developed thus far. Some of these
expand on points raised in our previous thoughts on
this subject (copy of the original of our Memorandum to
the Prime Minister of February 5 is attached for your
ease of reference); some relate to considerations which
have been raised by others in their own
representations.

1. 1t has been suggested that there is little, if
any, difference between the venture Thyssen seeks
to establish and the General Motors Diesel
Division (GMDD} in London, Ontario. Both produce
wheeled armoured personnel carriers; both seek to
sell abroad, including in the Middle East. Yet
there are differences which are far from e
insignificant,

(a) General Motors is not a German company. This
e Te
Nag enormous sLgnirlcance for certain groups

likely to be opposed to the Thyssen deal.
{see Point 6 below);

(b) General Motors does not produce tanks. It is
at least arguable that vehicles designed to
protect troops are defensive in nature. This
digtinction — between offensive and defensive
weapons — has been a cornerstons of Canadian
arms export pelicy with regard to sensitive
areas such as the Middle Fast. Thyssen
insists it must be able to make and market
tanks at its Cape Breton facility. Tanks are
unambiguously offensive arms.
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{c) zGeneral Motors, at least hitherto, has not
sold to the Middle Fast. Although it has
“attempted to do so, its only client thus far
has been the USA Marine Corps, a contract
agsisted mightily by the nature of its parent
company. Thyssen, on the other hand, says
that it requires access to Middle East
markets to survive. This may well be true,
given that the USA market 1s unlikely to
yield significant contracts. 1In this latter
connection, it should be noted that the USA
has never purchased a tank from abroad.
Should Thyssen be somewhat more successful in
the USA with its armoured personnel carriers,

this would compete directly with GMDD's only
developed market.

(d)

against a Government which may wish to change
its nmind in the future.

Tt would be unfortunate were the controversy over

Thyssen to prejudice the prospects of GMDD in its

attempt,. . to expand 1ts market beyond the USA. GMDD

has sought approval in the past prior to efforts

to sell its products to countries such as Egypt.

Although no contracts have been secured thus far,
the chances of success in the future would be
dealt a blow by severe negative reaction to
Thyssen. Although the products of GMDD are very

different from Thyssen (i.e. not tanks), guilt by
association cannot be ruled out. In this
connection, it is worth noting that the potentialk
contracts for GMDD involve more jobs, more money,
and greater Canadian content than would be the
case with Thyssen,

It has been speculated that GMDD may be selling
its vehicles to the USA Marine Corps, with the

latter selling or transferring their weapons to

other states, including those in the Middle East.
To the best 0of our knowledge, th;s has not

happened. More 1mportantly, ware it to happen
without Canadian permission, this would violate

Canada's current arms export control policy.
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Some have suggested that it is unfair to focus on
the tank/armoured personnel carrier aspect of
Thyssen's potential operation, insofar as the
company intends to eventually establish a .
diversified production facility. While this may
be factually correct, three points must be made.
First, these 'other' products would not be
introducéd™until the second phase of the project.
In other words, at least initially, Thyssen would
be, and would be seen to be, a tank factory.
Second, there is no guarantee whatsocever that
Thyssen would expand its facilities beyond those
initially built for military production. And
third, were such expansion to take place, it is
unlikely that the manufacture, say, of submarine
components will reduce the controversy over tank
production.

Some have made a distinction between 'light' tanks
of the sort Thyssen manufactures and 'heavy' tanks
familiar to Canadians in the FREuropean Central
Front context. This distinction is made in order
to indicate that 'light' tanks are somehow less
offensive in nature than ‘'heavy' tanks. It should
be noted that the role of light tanks in modern
warfare is well-established, and that they have
been fully integrated into offensive tactics and
strategies. In the Middle East, light tanks have
proven particularly appropriate to the adverse
terrain of the region (sand, rock, etc), providing
an ideal combination of low weight and firepower.
They are also appropriate to the terrain and
climate of other regions, such as Central America.

The German context within whilch Thyssen operates
is worth elaborating upon. As you are aware,
Germany has imposed upon itself a very strict arms
export policy, including a virtual ban on sales to
the Middle East. This owes its origins to the
Holocaust of World War II. While Israel always
protests Western arms sales to the Middle Fast, 1t
reserves particular venom for West German
companies and sales.

During 1981, Chancellor Schmidt of West Germany
considered allowing the sale of tanks and armoured
personnel carriers by Krauss—-Maffei to Saudi
Arabia. From the outset, however, there was great

opposition from all political parties in Germany,
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as well as a visceral outcry from Israel. Foreign
Minister Shamir - who is also Foreign Minister
today, and soon to be Prime Minister, - said on
May 2, 1981 that such a sale would help "finish
off the job the Nazis started of exterminating the
Jews". While one may disagree with the degree or
raticnality of the Israel:i reaction, one cannot
ignore its reality, nor the resonance it finds
abroad amongst Jewish communities. As the Israeli
Ambassador to Germany said in January 1984,
“public opinion in Israel has a special reaction
to German weapons". That sale did not go through:
nor have any since.,

The points here are obvious. First, Israeli and
Jewish reaction is not likely to arise simply from
the fact of yet another arms sale, but from the
particular nature of the company in guestion.
Second, it is not only the company which would be
exposed to such critiecism, but the Government
which legitimized - and indirectly funded --
activities which would not be allowed by the
German government. '

It should also be noted that a probable factor
behind the Thyssen proposal is the possibility
that the Social Democrats may win the next German
election, expected in 1987. Johannes Rau, the SDP
candidate for Chancellor, has made more
restrictive arms exports a central plank in his
party's platform. German arms manufacturers are
planning for this eventuality by moving off-shore.

A prominent feature of the Thyssen discussion has
been the guestion of the arms sales policies and
practices of other Western states. It has been
argued that the prodigicus arms sales tao the
Middle East by, among others, France, RBritain and
the United States, call into question the
rationale for our own restrictive policy. It
cannot be denied that some states are free and

easy in their approach to arms sales. 7This has
always been the case.

Most of these countries have made the deliberate
economic and political decision to adopt liberal
arms sales policies, in many cases reflecting
interests arising from the prior colonial status
of some of the countries in the Middle East. In
the American case, large sales of modern aircraft
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and other sophisticated weapons have been seen as
an instrument of USA foreign policy designed to
maintain a military balance in the reqgion and
encourage a peaceful resolution of the conflict.
Many have disputed the effectiveness of these
policies, and domestic and international reaction
to these sales has been far from supportive.

There are important points of policy at issue
here. Canada made a principled decision long ago
that it would not seek to profit from regional
conflicts in its arms export policy. That
decision was not designed to mirror the policies
of other Western states; it was a decision
reflecting a Canadian view of international
propriety. Acceptance of the Thyssen proposal
would be seen as a de facto alteration of this
policy. To be gure, Canadian sales of tanks to
the Middle East are not going to trigger a war in
this region.  Neither will a refusal to sell bring
everlasting peace. At bottom this is a moral
choice, a point of principle, a decision not to
build a stall in the Middle East 'Arms Bazaar'.
It has also been a policy strongly supported by
the Canadian public over time. i

]

Mr. Shortliffe
My. (Clark

M-, Swailn

M. Broadbent
Mr. Seaborn
Mr. Protti
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" MEMORANDUM FOR THE PRIME MINISTER

Thyssen Proposal for Cape Breton Facility

It would appear that the proposal by Thyssen
to build a facility on Cape Breton Island is still
active. Senator Murray and officials from the Atlantic
Canada Opportunities Agency have met recently with
Thyssen officials to discuss the specifics of their
proposal. Thyssen's proposal is geared towards the US
market for armoured vehicles. They are asking for $25
million as a start-up grant from the federal and Nova
Scotia governments and a directed sole source contract
from the Department of National Defence for 250 light
armoured vehicles (valued at about $425 million) to see
them through the initial two years of its operations.
It is argued that this would allow them to penetrate
the US market.

In our view, this proposal is highly
questionable from a variety of viewpoints. First, it
is doubtful if this operation could ever becocme-
economically viable. The US defence equipment market
is tremendously difficult to penetrate. Without a
close relationship with one of the big US
manufacturers, Thyssen's chances must be rated as very
poor. (Thyssen's negotiations with General Motors
Diesel Division for a cooperative venture have
collapsed.)

Second, DND has no requirement for the sort
of vehicles manufactured at present by Thyssen,
Moreover, the department's acquisition plans are such
that major and undesirable alterations in its program
would be necessary in order to accommodate Thyssen's
demands. In this connection, it is probable that
Thyssen is hoping to secure the entire DND contract for
armoured vehicles {about 2,000}, realizing that its US
market hopes are optimistic and that once an initial

OTTAWA
K1A 0A3
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Canadian procurement of its product is secured, it will
become easier to ask for an extension. The Government
might then be faced with prospects of closure of a
regionally sensitive but economically unviable
operation.

Third, Thyssen would be in direct competition
with General Motors in London, Ontario for both the
domestic and export markets. It is extremely unlikely
that the market will be such as to sustain both
operations.

Finally, it is possible that Thyssen, once
established, will seek export permits for countries,
including some in the Middle East, which would cause
great difficulty for the Government in terms of its
foreign and export control policies. This was a
central feature of Thyssen's proposal of last year, one
which was strongly resisted by Mr. Clark.

——

I will keep you informed of developments on
this issue as they arise.

Tellier

Swan/Hagen/Swain
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MEMORANDUM FOR THE PRIME MINISTER

Thyssen Proposal for Cape Breton Facility

It would appear that the proposal by Thyssen
to build a facility on Cape Breton Island is still
active. Senator Murray and officials from the Atlantic
Canada Opportunities Agency have met recently with
Thyssen officials to discuss the specifiics of their
proposal. Thyssen's proposal is geared towards the US
market for armoured vehicles. They are asking for §$25
million as a start-up grant from the federal and Nova
Scotia governments and a directed sole source contract
from the Department of National Defence for 250 light
armoured vehicles (valued at about $425 million) to see
them through the initial two years of its operations.
It is argued that this would allow them to penetrate
the US market.

In our view, this proposal is highly
questionable from a variety of viewpoints. First, it
is doubtful if this operation could ever become -
economically viable., The US defence egquipment market
is tremendously difficult to penetrate. Without a
close relationship with one of the big US
manufacturers, Thyssen's chances must be rated as very
poor. (Thyssen's negotiations with General Motors
Diesel Division for a cooperative venture have
collapsed.)

Second, DND has no requirement for the sort
of vehicles manufactured at present by Thyssen,
Moreover, the department's acquisition plane are such
that major and undesirable alterations in its program
would be necessary in order to accommodate Thyssen's
demands. In this connection, it is probable that
Thyssen is hoping to secure the entire DND contract for
armoured vehicles (about 2,000), realizing that its US
‘market hopes are optimistic and that once an initial

OTTAWA
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Canadian procurement of its product is secured, it will
become easier to ask for an extension. The Government
might then be faced with prospects of closure of a
regionally sensitive but economically unviable
operation,

Third, Thyssen would be in direct competition
with General Motors in London, Ontario for both the
domestic and export markets. It is extremely unlikely
that the market will be such as to sustain both
operations.

Finally, it is possible that Thyssen, once
established, will seek export permits for countries,
including some in the Middle East, which would cause
great difficulty for the Government in terms of its
foreign and export control policies. This was a
central feature of Thyssen's proposal of last year, one
which was strongly resisted by Mr., Clark.

I will keep you informed of developments on
this issue as they arise.

Swan/Hagen/Swain
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Mr. Peter B. -Lesaux
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4th Floor -
60 Queen &Street
Ottawa, Ontario
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Dear Mr, aux:

Attached pleagse find the Department of National
Defence’s analysis of the unsolicited Thyssen propogal for a

‘directed contract for 250 FOX vehlcles. We have taken a’

serious and searching look at - this propesal, what it would
cost and what actions we would have to take to implement it.

Unfortunately, ocur analyeis clearly shows that the
FOX is not the right vehicle for our forces. It is not
air- transportable in a C-130 Hercules aircraft; it would not
provide ug- with the necessary fleet rationalization of a
“family" of like vehicles; 1t would result in significantly
fewer vehicles for the army; and would result in purchasing
the infantry variant before it is required, instead of
replacing other obseclete variants.
(See attachment paras 11-15)

At this point we can not really consider the TH 495
as an alternative to the FOX. The TH 495 is still on the
drawing board and constitutes . an untested and unproven
design. (See attachment paras 16 and 17)

Based on the information about the propocal
contained in the business plan, our analysis indicates that
the net impact on the defence budget of amcquiring 250 FOX
would be over $765 Million (98/91 dollars). Thig i's net of

.the funds available for such vehicles in the current defence

program.  During the acqguisition phase (1993/94 - 97/98),

i 2
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this buy would create a reguirement for $655 Million (S0/91
dollars) in unforeseen capital cash flow in this period.
(See attachment paras 24 - 27) We are simply not able to
identify how such an amount could be diverted from the other
elements of the Defence Services Program without causing
costly and disruptive dislocation to existing plans,
contracts and projects. Indeed, even were such an amount of
money available from sources outside the Department of
National Defence, we have, from our perception of defence
pricrities, much more pressing requirements on which that
money should be spent. For example, projects such as TCCCS
(the army radio. program}, NSA (the naval helicopter), and
the Northern Terrain Vehicle are currently fac1ng
affordablllty problems, ¢

I assure you that we have done our. best to provide
an objective analysis of the rather limited information
available in the Thyssen proposal, -

Yours sincerely,

Enclosure: 1

EFC‘R;E‘T
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The ‘Minister
DND PORTION OF THE ACOR
COORDINATED PAPER ON THYHBEN PROPOBATL
1. a Enclosed please flnd a copy of the DND portion of

the ACOA coordinated paper on the Thyssen proposal for a
directed contract from DND for the FOX Infantry Combat

Vehicle (ICV). This paper clearly depicts the costs and
consequences of proceeding with the proposal.

2. Not until last Friday did ACOA provide the Thyssen

proposal to us. Unfortunately,

it is not really a proposal

but merely some sketchy ideas about vehicle acguisition

within a rather sparse business plan.
conducted our analysis as best we can.

extensively within
concurrence.

the Department,

Nevertheless, we have
It has been reviewed

and has DCDS and ADM{Mat)

3. The main concerns that I have with the Thyssen
proposal (Which are expounded upon in the paper)

a. the timing is inappropriate as DND is
in the midst of a policy review which

will change the structure and the

roles

of our army;

include:

b. since FOX does not fit our operational
requirements, we weuld have to reverse
prlorltles for replacement of army vehicles.
This would result in further review and

revision of army roles and structure,

combat

deficiencies, and unscheduled operations and
maintenance costs;

c. once training, logisities support,

1nfrastructure,

etc are considered,

a contract

price of %290M for 250 vehicles translates into a
total Infantry Combat Vehicle project cost for

and an additional $130M
in operations and malntenance over the next

93/94 .

decade

Canadi

97/98 of $725M,
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d. when factored into the Defence Services Program,
the amount of unavailable capital is $655M in the
93/94 - 97/98 period. This money is not
available in DND’s existing reference levels
without major dislocations of the Defence
Services Program (ie, deferment, cancellation, or
downsizing of such projects as TCCCS and/or
Northern Terrain Vehicle;

e. we would distort the desired mix of
the three variants (infantry, combat
and recce combat) of this vehicle
family. In essence, we would acguire
44 more FOX ICVs than we need. In
doing so, we would use 50% of the
funds available (as opposed to our
planned 14%) for the total family
purchase to acguire only one of the
three vehicle types in the family. B We
would be left with the option either .
to buy fewer of the remaining two
vehicle types or to look elsewhere in
the DSP for funding; and,

f. exacerbation of existing overcapacity in the
vehicle sector of the defence industrial base.

4. I understand the Minister for ACOA, Mr. Elmer Mackay,
" has arranged to have this topic placed on the agenda of the
‘Operations Committee for Tuesday, December 11, 1990,

L
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i 5. As this issue 1s going ahead, with your concurrence
we will provide our analysis to ACOA, so that as lead
department they may prepare the requisite Cabinet documents.
our staff are standing by to work with ACOA on this.

6. - I must advise you, however, that I believe that a
decision to proceed with this directed contract to Thyssen
" would result in a more significant and far-reaching
controversy than that which followed the decision to move
the CF-18 maintenancé contract from Bristol to adair.

Fowler

Encliosure: 1

SECRET
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DND ANALYSIS OF THE THYSSEN PROPOSAL

1. While inadegquate for all but gemneral planning purposes
due to lack of detail and narrow scope, the unsolicited
Thyssen proposal for a directed, sole-source contract as
contained in the paper provided to ACOA has been used as the
basis for this analysis. The Thyssen propogal ig for &
directed contract for 250 TpZ 1 FOX vehiecles, at a cost of
$290M (1990 dollars), with delivery beginning in FY 93/94.
Within one year of signing such a contract, DND may, after
negotiations with the company, Ewiteh the order and purchase
an unspecified guantity of TH 495 vehicles for an unspecified
price (see para 16). .

2. In order to understand what would .be regquired for DHND
to satisfy this request, it is important to understand the
environment in which DND ie currently operating.

THE DND . ENVIRONMENT

3. The Department of Natlonal Defence {(DND) is. currently
undergoing a “defence policy review™. Due to the rapid and
drastic changes in the security environment in the last
several years, the policy set out in the 1987 White Paper
requires change. The process for determining those changes
is not yet complete. g

q. Concurrent with the Defence Policy Review, we are also
pursuing & major program review for determining the &guipment
requirements associated with the roles and missions defined
by the new policy. The proposed -Defence Policy and the
assoclated capital program will net be considered by Cabinet
until sometime in the new year.

5. In generel terms, the new defence program, in
reflecting more realipstic future budget expectations, will
reflect dramatic reductions in the capital program foreseen
before the last two budgets. Even that reduced capital
program ig contingent upon government approval of major
reductions in armed forces structure and supporting
infrastructure. Otherwise the funding for capital will not
be available and further capltal program reductions will be
necessary. Throughout the armed forces, there will be fewar
equipments and significant rationalization of different types

of gimilar equipménts to yield the necessary savings in

operations and maintenance costs, .

6., This state of‘uncertainty affects ali elements of our
capital equipment program, including the equipment program
for the Army. While the precise nature of DND'E future army

SECRET
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requirement is unknown pending finalization of the Defence
Policy Review, DND planning is proceeding along the following

lines:

a. & Bhift towards a lighter,.more mobile, more
~ flexible army;

k. a rationalilzation of army combat vehicles that

will reduce the current inefficilencies lnherent in

a multi- type vehicle fleet; and

c. fuller exploitation and integration of the Militia

with the regular force.
7. 'These considerations have led to the formulation of
the Multi-Role Combat Vehicle (MRCV) project. Over the next
fifteen years, the future army will require seven to eight
hundred Multi-Role Combat Vehilcles (MRCV), in three primary
variants, to replace, augment, and rationalize existing
fleets only as their useful life expires. Thus, the
requirement is to procure the variants in the following
order: & Reconnaissance Combat Vehicle (RCV), the Armoured
Combat Vehicle (ACV), and the Infantry Combat Vehicle (ICV).
The department recently agreed in principle to such a
project, o it could be inserted in the long term plan. No
pignificant funding is avallable prior to the mid-1%90s.

IMPACT ANALYSIS AND ACTIONS REQUIREDR

8. The following sections outline as best as we can,
given the imprecise nature of the information available,
the impact of accepting the Thyssen proposal and what DND
would have to do in order to proceed with the proposal. The
remainder cf this section is organized according to the
primary areas of impact:

a. operational reguirements;

b. defence budget;

c. Defence Services Program;

d. defence industrial base; &nd’

e, public relations.
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DND OPERATIONAL REQUIREMENTS

9, The next step is to define more clearly, over the next
two years, the exact nature of the MRCV requirement. Not
before then would the Minister of Naticnal Defence be in a
position to demonstrate a fully-defined requirement and seek
preliminary approval from Cabinet, including a procurement
strategy.

10, At this fime we do know that, in general terms:
a. the MRCV muit be highly mobile;

. the MRCV must provide a moderate level of -
protection;

c. a family of vehicles is the preferred concept (ie,
variants with & high degree of commonality, such
ag the chaseis, spareg, ccmmunications, etec.}):

(1) "Reconnaissance Combat Vehicle (RCV) to
gather intelligence and to deny information
to the enemy through direct fire,

(2)  Armoured Combat Vehicle (ACV) to provide
heavy direct fire support and to be part of
the anti-armoor capability,

(3) Infantry Ceombat Vehicle {(ICV) to prbvide
protected transport for infantry; and

d. the vehicle must be transportable in C-130
Hercules aircraft (weight limit of 17.97 metric
tonnes and a useable width of 2.87m).

11, The FOX probably would meet mobility requirements as
it is a Bix wheeled vehicle of proven design offering good
road and track mobility with reasonable cff-roamd movement.

In addition, the FOX appears to offer a reasonable degree of
protection.

12, With regard to the family of vehicles reguirement,
although the FOX has a number of variants, these variants do
not match our other reguirements: .

a. while advertised as a nuclear; biological,

chemical (NBC) reconnalseance vehicle, the FOX ig
not a normal reccé vehicle. It is configured ‘to

SECRET
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held egquipment which could determine the extent of
contaminated ground through ground reconmalssance
pnd air monitoring. It would not fulfil cur
conventional RCV requirement, which entalls
penetration of enemy lines, and possibly denial by
direct fire of friendly information to the enemy;

b. Thyesen itself acknowledges that the LUCHS is its
conventional recce vehicle;

c. some mbdifications to other FOX variants might
" make it a candidate for the Armoured Combat
Vehi;le variant DND requires; and

d. the FOX itself is an infantry combat vehidle, and
s 1t currently exists, would be appropriate only
for the Infantry Combat Vehicle (ICV) reguirement.

Thus, the FOX 1s not suitable for the family of vehicles
concept based on a single chassis with the particular
variants DND has identified to meet the army’s future needs.
Several European and US manufacturers currently produce
families of vehicles which do have our regquired variants,
such as the Vickers Valkyr (UK}, the Rraus-Maffei Puma (GER),
and the Alvia Stormer (UK}.

13. On the air-transgportable réquirement, the FOX weighs
17 metric tonnes, but with a width of 2.9%98m it is incapable
of transport by the C-130 and therefore unsultable for the
new roles foreseen for the army. If the FOX were to be given
a turret and cannon/gun to make it fit the ACV or RCV role,
it would likely exceed the welght limitation of 17.87 metric
tonnes. The LUCHS, the Thyssen recce vehicle, weighe 19.5
tonnes, making it too heavy to carry in a C-130¢,.

14, To buy the FOX as the ICV first would mean that the
nececsary acguisition order of Recce Combat Vehicle, Armoured
Combat Vehicle, snd finally Infantry Combat Vehicle would he
reversed. This would mean that we would be postponing
replacement of those types of armoured vehicles which are
nearing the end of. their operationally useful and econemic
life (ie, the current recce and direct fire vehicles), and
supplementing the existing infantry combat vehicle fleet
before necessary. The vehicle requirement is based on
projected future force structure; therefore, it would be
difficult to absorb the FOX with existing force structures.
This difficulty would be exacerbated by delivery

SECRET
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of variants in the reverse order. The consequences ©f this
acticon would be:

a. need for increased operationeg and maintenance
provisions (see para 22 below);

L. need for trained personnel to operate and maintain
the wvehicles; and

. 1f we do not proceed with the purchase of » Recce
Combat Vehicle as scheduled, we would be creating
a combat deficiency ms our current recce vehicle,
the Lynx, will be operatilonally deficient after
1896.

15. Theé army would end up with fewer vehicles than they
need and could otherwise afford. They would also end up with
the wrong mix of the three variants (infantry, combat, and
recce combat vehicles). Thyssen proposes to provide 250 FOX
infantry combat vehicles (ICV), whereas the army reguirement
ig only 206 such vehicles, Because of the additional costs
of the Thysscen proposal (see bslow para 24), the ICV portion
would consume over 50% of the funds available for the MRCV
(rather than about. 14% as is now projected). Since this
purchase would satisfy only the requirement for the
relatively less expensive ICV, the army would only be able to
afford a maximum of 550 vehicles rather than the currently
planned 735. This assumes & competitive, off-the-shelf buy
of an existing vehicle which would meet our reguirements but
would be less capable and less expensive than an improved FOX
variant or fully developed TH 485. The new mix would be 250
ICVes plue 300 armoured and recce combat vehicleg, rather than
the 206 ICVs with 529 ACVe and RCVs.

16, TH 495. The TH 495, suggested by Thyssen as an option
sultable for discussion onte the directed contract is let, is

a conceptual vehicle existing on paper only. It eventually
might promise to satisfy all the MRCV requirements, Intended
ac a tracked vehicle, it would offer reasonable mobility over
all. terrain. 1Ite proposed dimensions and basic weight would
indicate & suitability for the C-130 Hercules aircraft. The
suggested family of variants would meet the MRCV principal
requirements for a reconnaissance vehicle, a direct fire
armoured vehicle, and/or infantry carrier. Furthermore, it
has been suggested that the TH 485 would meet current
anticipated protection requirements. Given the advertised
characteristics of the TH 495, it is judged that the Thyssen
vehicle could enter with good prospects, subject td price,

RECRET
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the open competition in the peried of 1994-95 to satisfy the
Canadian MRCV reguirements.

17. The Thyssen proposal, however, would have us begin
planning to acquire the FOX, and then switch plans to
eccommodate the TH 495.  The TH 495 is still on the drawing
board and the development timeline for the TH 495 is
coptimistic in our view. Given that quantity, price, and
specifications would be subject to negotiation, sBuch a
proposal makes little sense. . It would double the disruption
in the MRCV project and would reguire that we agree to
purchase an unknown gquantity of unproven vehicles for an
unspecified price. Clearly, we are.unable to calculate costs
of this part of the proposal.

Actions reguilred to proceed with the Thyssen propesal

1a. If DND were directed to purchase the FOX vehicle
according to the Thyssen propesal, we would have to take the
following steps with regard to operational reguirements:

a. stop the process of defining the operaticnal
requirement for the ICV portion of the MRCV
project and direct the army to use the Thyssen
vehicle;

b. reverse the prlorltles for replacement of army
combat wehicles;

¢. reconfigure existing forces to take the vehicles
and examine in particular the maintenance problems
associated with early delivery;

d. vreview and revige the roles for the army foreseen
in the current policy review to make them
consigstent with the limited transportablllty of
the Thyssen vehicle; and

e. determine the feapibillity and costs of meeting the
Armoured Combat Vehicle and  Recce Combat Vehicle
requirements from the Thyssen product line OR plan
for additional costs due to inefficiencies arising
from a mixed fleet of wvehicles (see below).

/'’
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BUDGET CONSIDERATIOHNS

Note: all dellar figures are 90/91 CY §
Capitel

19. Budgeted Defence Servicep Program project costs for
the Infantry Combat Vehicle (ICV) portion of the MRCV project
are curresntly esptimated as follows

a. 206 vehiclen at $565K each = $116M;
b. §$116M times project factor of 2.5 = S290M.

The project factor of 2.5 provides the total project cost,
" including the costs for the vehicle itself, project '
management, and integrated logistic support (initial
provisioning for spares, training, technical data pdckages,
etc.) Project factors are based on the complexity of
individual projects and 2.5 1ls what has been estimated for
the MRCV prodect.

20. The Thyesen FOX ip an expensive vehicle compared to
most other potential ICV contenders., Based on confirmation
from ACOA officimls, the Thyssen proposal. for FOX is:

a. 250 basic vehicles (not including normal project
support costs - see para 19) at 8$1.16M each =
S290M; . :

b, $290M times proiject factor of 2.5 = §725M.
Not only is the Thyssen unit price almost twice as much, but

Thyesen is proposing to supply 44 vehicles more than our
requirement of 206 ICVs.

21, The increase in the total Infantry Combat Vehicle
progect cost that would be-created by = directed buy of FOX
is quite Bignificant a5 detailed hereunder:

- Thyssen-proposal: £725M

- Budgeted costs 5290M
for competed ICV

portion of MRCV

‘Increase S435H

/o



22. Since these vehicles would be introduced to the
current fleet nine years earlier than currently planned, and
there 15 no corresponding retirement or reduction of other
vehicles wsecheduled, some proviselon must be made to cover the
unforecasted operating and malntenance costs. The leamst
disruptive option for army cperations is additional money,
Based on a comparable project, we estimate that this buy
would -add another £14.5M & year for § vyemrs or $130M, befare
inflation, to the Operatiocns and Maintenance (O & M) budget.
An slternative would be to place the newly purchased FOX in
storage. Another possibllity would be to put other vehicles,
such as trucks or the current M 113 {fleet into storage. Both
would be disruptive of congelng army activity.

o

" 23. Financiai expenses from the lost opportunity for

economies of scale when several hundred vehicles are
purchased in two or more separate buyes (by increased per unit
costs, inefficiencies in the purchase of spares, in stocking,
storage, '‘contracting and other such areas) could run to at
least 10% of the MRCV project’s cost (current estimate $2,100
million) or an additional $200M,

Summary of Copts
24, In summary, the additional costs of the Thyessen

proposal, over and above those already budgeted for the ICV
portion of the MRCV project, would include:

a. §435M in capital for the Infantry Combat Vehicle
project;

i

. S130M in unforecasted O & M for the additional
vehicles; and

C. $200M for inefficiencies and lack of fleet
raticnallzation;

d. for a total of $765M.

With the already scheduled $290M for the ICV portion, the new
total ICV cost under the Thyssen proposal would be $1.1B.
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actions reguired to proceed with the Thyesen proposal

25, In order to proceed with the Thyssen proposal, all of
the required funding has to be included in the defence budget
in the appropriate years. This involves:

a. -bringing forward the originally scheduled costs of
the ICV portion of the MRCV project of $250M from
2001702 - 2005/06 to the 1993/94 - 1997/58 period;

b. finding a source for the mdditional $435M in
capital for project costs over the period 1953/94
to 1997/98 (para 21 above),

c. finding a source for the additional $135M in
operations and maintenance funding over the pericd
1994/%95 to 2003/04 (pera 22 above); and

d. abesorbing the $200M in inefficiencies over the
life of the project (para 23 above).

26, Over the proposed Thyssen delivery period of 1993/94
to 1995796, the Defence Services Program (DSP) contains only
$70M in funding for the entire MRCV program. Acceptance of
the Thyssen proposal would thus require an additional $480M
in capital over this time frame, together with an additional
5175M over the subseguent two years to cover the remaining

. coets for integrated leogistics support. This is a total of

$655M (the total ICV project cost under the Thyssen proposal
of $725M as described in para 20, minus the $70M already

. allocated for the MRCV project)

27, In the absence of new funding, the impact on the

capital program of having to absorb an additional $4B0M over
the delivery period (93/94 - 895/96) would be enormous. This
is particularly true since these are years in which DND
already has severe cash flow problems, The entire army
capltal program for this perilod totals $1.4B for 5] projects
addressing the replacement of obsolete eguipments. The
additional funde required eguate to more than one-third of
programmed funds, and for only one part of one project,

IHPACT ON THE DEFENCE SERVICES PROGRAM (DSP)

28, The Thysaen proposal to begln delivery by
FY 93/94 would call for cash which is not available from

"within the current Capital Program plan. If the additicnal

§655M were not te be provided to DND, there would have to be

/¥
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massive displacement of well developed and higher priority
Programs. ' ,
29. Large army projects in this period mrxe the Tactical
Command and Control Communication Systems (TCCCS8), the
Northern Terrain Vehicle (NTV), the Utility Tactical
Transport Helicopters, the Light Support Vehicle Wheeled, and
plans to increase Reserve esguipment and infrastructure.

30. TCCCS addresses the hilghest current ermy priority -
new radice and communications. The winning proposal was
recently approved by Cabinet but is unaffordable within the
DND capital funding allocatlon for this project. We are
currently reviewing the size of the reguirement, negotiating
with the contractor, and trying to find other projects which
can be reduced to make TCCCS affordable.

31, Northern Terrain Vehicles are in the definition stage,
_ and affordability will be addressed in early 1991 when this
“u stage i completed.
ﬁ%i 32. 1t 15, therefore, impossible to absorb the cort of the
- . Thysgen proposal wilithout creating capability gaps or deleting
combat functions vital to general purpose land forces.
Without outright cancellation of TCCCE as now defined, or
NTV, plus deferralg/cancellatione of other projectes, DHND
could not proceed with the Thyssen proposal within funds
currently budgeted for army equipment. Furthermore, projects
in advanced stages in other environmente--such as the Naval
Reserve vessels, the New -Shipborne Aircraft {NSA), new Search
and Reecue Helicopters, support to the RCMP--weould have to be
adjusted as well. At the very least, someé of these projects
would have to be delayed, creating more combat deficiencies.

33. As many of the advanced projects are replacements for
aging equipment, delaying implementation involves additional
costes aspociated with life extension until such time as the
equipment can be replaced. The continuation and expansion of
0O & M expenditure reguired for the maintenance of obsolete
equipment cannot be estimated accurately, but .could be con the
, order of bundrede of millionme of dollars., For example, the
\E : relatively inexpensive 5/4 tonne truck (LSVW, .Light Supporf
Vehicle Wheeled) is currently being operated seven years past
the end of its scheduled life; the O & M is in excess of $30M
per year, These additional expenditures would then create a
i%pple effect, displacing other projects further down th
ine. '

SECRET



" 34. To implement the Thyssen proposal would require the

following actions with regard to the Defence Services
Program: ’
a. cancel, downsize, or defer TCCCS (aB currently
planned)}, NTV, as well as other army projects;
L, cancel, dowrneize, or defer projects in other
environments, including the New Shipborne
Aircraft, the Naval Reserve wvessels and the Search
and Rescue Hellcopters;
¢. chart out second and third order effecte 'and make
additional adjustments in the 0 & M and capital
programs; and
d. revise roles and missions to take account of the
‘tombat deficiencles created by the DEP
dislocations.
DEFENCE INDUSTRIAL BASE
35, A new military vehicle facility would exacerbate the

exigting, widely documented overcapacity in the sectoer,
leading to any of the following impacts strictly from a DND
point of view:

a.

increased demands on government from other
suppliers for similar directed contracts and/or
subsidies in the wake of lack of work; this could
further distert our planned acguisitions;

chronic layoffs and dislocation of gector
personnel, leading to increased demands for
government assistance; and

relocation out of the country of existing and
proven facilities, potentially disrupting our
supply llnes for existing vehicles and spares; ang

intensive competition which could lead to
deliberate underbidding, with resultant contract
difficulties and cost overruns and demands for
government assistance. :
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36. Defence industry would algo be impacted in other
gsectors as the cancellations, downsizing, and deferrals of
other projecte occurred to make room for the additional costs
and earlier funding of army combat vehicles. HMany companies
anticipating new contracts, after much definition work and
expensge, would be impacted in the electronics, aircraft, and
shipbuilding sectors. )

37. To adjust to the effect of proceeding with the Thyssen
proposal on the defence industrial base, we would have to:

a. cancel or defer plans for affected projects;

b. develop a sector rationalization pelicy and plan
with Industry, Science, and Technology Canada,
Department of Supply end Services, Atlantic
Oppertunilties Canada Agency, and Western

_ Divercsification, including associated money to
handle the various industry demands and needs;

c. continue te menitor and adjust the DSP for follow-
on disruptions.

IMPLICATIONS FOR PUBLIC RELATIONS VIS-A-VIS DND

38. Recent events such as the situation at Oka and the
¢risis in the Persilan Gulf have created a reasonably positive
envirenment for DND and the Forces. Maintaining 1t in light
of major defence reductions which will be embodied in the new
policy review will be a challenge. This directed procurement
would create a strong negative public reaction based on:

a. distorting the army program against-e background
of significant reductions in army structure in the
new policy;

b. 1increased costs of this project against a
background of financial restraint;

c. the impact on industrianl overcapacity in the

military vehicles sector; and .

d. the departure from the normal competitive process.

ey
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39. - In order toc counter the negative publicity, we would
have to develop a defensive communications plan.

SUMMARY

40, In general, based on our knowledge to date, 1f DND
were to be ilnstructed to preoceed with this proposal, the
Department and the army would face a daunting task to fit the
FOX .into the MRCV project. DND’'s budget does not allow the
increased costs to be taken from existing reference levels.
In short, our points are as follows:

a. the timing ie inappropriate as DND is in the midst
of a policy review which will change the structure
and the roles of our army; . :

L. DND would only be able to afford 550 of the 735
vehicles required, and with the wrong mix among
the infantry, combat, and recce varlants;

c. since FOX does not fit cur operaticnal
requirements, we would have to reverse priorities
for replacement of army vehicles resulting in
further review and revision of army roles and
structure, combat deficiencies, and unscheduled
operations and maintenance costs;

d. once integrated logistice support, training,
infrastructure, etc are considered, a contract
price of 5290M translates into a project cost of
£725M, with ar additional $130M in operations and
maintenance; ) .

e. once factored into the Defence Services Program,
the amount of unavailable capital is $655M in the
93/94 -~ 97/98 period, with an additional $130M in
O & M over the next decade;

f. this money 15 not available in DRD'’s existing
reference levels without major dislocations of the
Defence Services Program (ie, deferment,
cancellation, or downsizing of such projects as
TCCCS and/ox Northern Terrain Vehicle: and

g. exacerbation of existing overcapacity in the
defence industrial base.

SECRET
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Otawa Ofiice Bureau d'OHawa
4l Floor 48 glage
6U Queen Slreel 60, ruz Queen
P.C. Box 1667 Casier poglal 1667
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Tanuary 9, 1991

A

Mr. William Rowat _
Assistant Secretary to the cabinet C ' SRR
(Economic Policy Committee) A
65 Sparks Street

Room 506, Blackburn Building

ottawa, Ontarlo . .

KLA OR3 - | | L 3as g

’ . o
Dear Mr““ﬂﬂﬁ/t ' ' o Lty
-~ I am writing to express concern on the Thyssen/
Bear Head Industries issue, regarding the January 9, 1991,
version of the aide méwoire, and in particular, DND's
assessment of the costs associated with the company's next
generation TH 495 vehicle.

While not wishing to challenge the expert advice
being submitted to the Government by DND officials, T

-pelieve it Ilmportant to draw attention to an apparent

internal inconsistency in the DND analysis, which could
regult in a significanl overestimate of the financial
costs to the CGovernment of effecting the direcvited contract
sought by Thyssen.

- As you may recall, it has consistently been the
position of Thyssen that the new generation TH 495 vehicle
-- under development -- would be designed and built in
close collaporation with DND military experts, in order to
ensure that DND's operational regquirements are achieved.

The DND analysis (para 16) notes the advertised
characteristics of the TII 495 vehicle could satlsfy the
potential operational requirements of the various groups

of armoured vehicles proposed to be acquired by DND under
the Multirole Combal Vehicle (MRCV) project.

However, when the TH 495 directed contract is
costed by DND, the costing methodelogy assumes (paras 25-
29, and 45c¢) that the vehiele {like the older Thyssen Fox
vehicle) will only meet the infantry combat vehicle
variant, thereby reguiring DND to expend considerable
additional funds (estimated by DND at $115 million, and
5200 mllllon respectively, for increased 0&M and

Canada /
/2



- 2 - : SECRET

inefficiencies). Under this assumpticn, these potential
cogts would be incurred because the order of the vehicle
purchases would have to be juggled by DND, and because the -
degree of fleet interoperabilities would suffer.

However, 1t the TH 495 vehicle potentially neets
the operational reguirements (known to date) of.the entire
range of vehicles to be purchased under MRCV project, then
DND would not have to juggle its purchases, and the
worries over ‘fleet inoperability subside -- thereby
roeducing overall project costs, by DND's own estimates, by
gome $300 million.

Accordingly, should our interpretation of this

inconsistency prove correct, the TH 495 directed contract
would indeed present a preferred cption to the Government
(over the Thyssen Fox directed contract), because it would
in principle meet the needs of the mllltary at a cost
estimated by DND al approximately $770 million, rather
than the $1,055 million estimated costs of acquiring the
Thyssen Fox vehicle,

T trust that this letter will accompany the
packaqe of materials to be submitted by your staff to the
- Prine Minister's Office,

\

Yours sincerely,

(___““j*\g e (
eter Smlth -t

Vice-President

c.,c. Rob Gillespie
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Mr. /M, Bilodeau
Mr./M. Rowat
Ms./Mme Billings
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April 17, 1991

MEMORANDUNY FOR MR. PAUL M. TELLIER

. E_— ;",'-’ o ‘,_A:‘., ’; o
Analysis of the New Thyssen Proposal o bew 20

On April 12, Mr. J.A. Doucet sent you a new

proposal on behalf of Thyssen/Bearhead Industries. The \ﬂ-

purpose of this note is to give you an assessment of /] h1f4

this new proposal. Eb“/g

Background | | -~ M A

T _,{J/" ?/—/?
Thyssen is asking for a firm contract from U ;w’

DND for 250 light armoured vehicles and $8 million in ﬁ} e

assistance from ACOA (plus $4.2 willion provincial) to - "/V

establish a $61 million manufacturing facility in Nova /Lp

Scotia (believed to be in Plctou County). _ thLV

. // 'j._/ “"/,

The previous Thyssen proposal was for d -

a
%200 million contract, either 207 of the new TH 405's
or 250 of the less expencsive existing Fox medgl. The
latter are not well suited to DND's operational needs
and the TH 495 exists in prototype form only, a source
of concern to DND. Thyssen is now recuesting a

$350 willion contract for 250 of the THE 495 (Annex I
compares the new proposal to the previous one.)

Using DND calculations.the new proposal WDuld
cost $875 million, inclusive of operations and
maintenance (0&M), using the DND O&M factor of 2.5
($350 million times 2.5 -~ we have documentation on
this factor which DND views as "conservative").

Tnysesen calculations include only $101 million Ffor oaM
over 10 years, an implicit factor of about 1.3, for
total project costs of 5451 million.

DHD also estimates further costs of
$330 million, representing unforecasted 0&M and
inefficiencies due to a lack of fleet rationalization,
raising their estimated total costs of acquiring 250
TH 495's to $1205 million relative to 2 budgeted amount
of $290 million, which funding is not sourced. Some of
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these extra costs come from lhyssen proposing to
deliver the vehicles =several years earlier than DND
needsz them. Thyssen hes now indicated that. 1t is
prepared tc be more flexibple on the delivery date but
has provided no specifics. With a firm DND contract,
it would apparently go ahead with construction of the

plant so as to fulfil a small U.S5. contract it. hopes to
\ - .
soccura.

Comment

Nothing in the revised proposal alleviates
any_cf our fundamental concerns about this project. It
involves DND acquiring a product that has not been
demonstrated to meet its recuirements; in quantities
larger than it reguires; at a price higher than it can
afford: in a time frame in advance of its needs, and
fer which a source of funds has not been identified.

One must also consider the regional balance

guestion. Reductions in defence procurement arve |
expected Lo be anncunced shortly, affecting Quebec,
Ontarieo and the West, It would be difficult to explain

moving ferward on this project for Nova Scetia at the

same time Lhat plants in these other regions will have
to close.

The U.5. is also reducing defence
procurcment, so the pressure to source its remaining
procurements domestically will be heightened. We
understand from our Washington Embassy that in this new.
environment Thyssen has a very low probability of
winning many of the contracts it needs to make the
Nova Scotia plant financially viable.

ot

MacGillivray/lc
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SUPERText

RCMP/GRC "A" DIVISION A
Commercial Crime
Délits commerciaux

Project/projet A102
File/dossier: 95A517

EXHIBIT INFORMATION
Date Seized: 2001-06-27
Seized By: 5/8gt. ALEXANDER
Exhibit No.: 95-27
ltem No.: 222
Sub Location No.: | )
Location: Industry Canada, 236 Queen St., Ottawa

COMMENTS: These documents were handed over to us by Kurt THEORET of Industry
Canada. They are original files and were held by him since we first indicated an interest
in them. He had previously turned over photocopies of these files to us, Upon his
retirement, he handed over these files o us.

These documents are from a file labelled: 5063-315%/0! o2l
Section 06
Companics, Corporations, Firms
Bear Head Industries Ltd.
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CONFIDENTIAL

MEMORANDUNM

DATE:
TO; The Honouraple Michael H. Wilson

¢.¢, The Honourable Tom Hockin
The Honourable William ¢. Winegard

FROM: Harry Swain

SUBJECT: BEAR HEAD INDUSTRIES (THYSSEN) PROPOSAL TO
DEVELOP AND ESTABLISE A MANUFACTURING
PACILITY FOR LIGHT ARMOURED VEHICLES (LAV).
IN MONTREAL, QUEBEC

ACTION REQUIRED

For your information.

BARCRGROUND

Since the mid-1980's Thyssen Industrie AG of
Germany, through its Canadian office, Bear Head Industries
(BHI), has approached the Government of Canada for
assistance {including a directed procurement from the
Department of National Defence (DHND)} to develop a light
armoured vehicle (LAV) manufacturing facility in Canada. A
chronology is attached.

The cancellation of DND's Multi-Role Combat
Vehicle Project and the announcement of the directed
procurement of Lynx replacement vehicles from General Motors
Diesel Division (DDGM) has forced Thyssen/BHI to rethink
their approach.

aes2

Oll/~8o ey
2212119 .
R CRERA R
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CONFIDENTIAL

In the Spring of this year, BHI presented a
proposal to DND seeking assistance in the development of a
new family of armoured vehicles, focused on peacekeeping
missions. DND had no operational regquirement and joined
with ISTC in wvolcing concern that there were insufficient
export markets to support the proposal. BHI was informed by
DND and the Prime Minister's Office (PMO) that DND would not
support the proposal. At this time, both DND and PMO told
BHI that the proposal would be more appropriately addressed
to you, as Minister of ISTC.

In the late Summer, the proposal resurfaced,
addressed to the Minister responsible for the Federal Office
of Regional Development for Quebec (FORDQ). This proposal
is not gignificantly different than those which have been
rejected previously.

The proposal has two phases. In phase one, four
variant prototypes of the Thyssen TH495 Multi-Purpose Base
Armoured Vehicle would be developed. Thyssen would provide
$13 million in cash and existing techneology to be
transferred from Germany, valued by them at 540 million.
The federal government would proevide an interest-free
forgivakle lcan of $117 million. The provincial government
would provide a development facility at no cost to the
company .

Phase two, establishment of a manufacturing
facility, would reguire a further interest-free forgivable
loan from the federal government of 556 million. The
province would provide a production facility at no cost to
the company, and the company would provide an additional
$12 million eash. DND has bean asked to consider support
through testing programs and assignment of engineering
Yesnirces,

The tompany's proposal is vague on financial
details so that it has not been possible to identify a
potential program under which the project would be
supported. Similarly, a source of funds has not yet been
fully identified.

+sed

3of 26 AGCD0207
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While it might appear that ISTC is not a major
player in this imssue, wa have strong concerns about
potential detrimental effects to Canadian industry that
would arise if the project were to be pursued. ISTC also
does not believe the project, as we understand it, ig a
viable business proposition. The market projection put
forward by the company is not credible. Consequently, we
believe that the funding requirements identified above must
be seen as a minimum. This facility would likely reguire
on-going support from government, if it were to proceed as
cutlined in the present proposal.

As this proposal would lead to creation of a new
armoured vehicle manufacturer in Canada, it is contrary to
the ISTC strategy for development of the military vehicle
sector. This strategy is to support Canada's one
internationally competitive armoured vehicle manufacturer
{DDGM in London, Ontaric). Domestic business is
insufficient to sustain DDGM, export marketsz are essential
for survival. In spite of being in a sector which is
experiencing world-wide excess capacity, DDGM has been very
successful in international wmarkets, selling wheeled
armeoured vehicles in Canada, the U.S., and Saudi Arabia.
BHI would be in direct competition to DDGM domestically and
in many international markets.

RRE BTATUS

At the request of the Privy Council Office (PCO),
FORDQ hosted a meeting on September 29, 1992, of
representatives from ISTC, DND, External Affairs and
International Trade Canada (EAITC), Department of Finance,
Treasury Board Secretariat, and PCO, in order to put in
place an interdepartmental task group to carry out analysis
of the BHI proposal.

It was agreed that a detailed business plan would
be reguired from the company hefore full analysis could be
undertaken but that it was possible to proceed with an
evaluation of the market, based on data and projections
provided by the company.

The interdepartmental working group submitted an
assessment of the BHI market projections to FORDQ on
Hovember 13, 1992. FORDQ officials will be meeting with BHI
in the near future to discuss the propesal.

eeed

U?T/CQC;QCS
2X212121 .
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The major concerns with the proposal are that:

the domestic market for military vehicles is far
too small to support a viable enterprise;

the company's export market projections for
military vehicles are excessively optimistic;

there ig¢ no comprehensive business plan addressing
diversification;

financial details are sketchy and the figures
which are provided must be viewed as a minimumnm,
given the apparent absence of the basis for a
continuing, viable, self-sustaining business.

Harry Swain

Attachment

Jameg J.

Slattery/JIM

Sof 28 AGCODLOT
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BEAR HEAD INDUSTRIES
BUMMARY AND CHRONOLOGY

BUMMARY ¢

Thyseen Industrie AG, based in Germany, is one of the world's
largest industrial manufacturing companies. In Canada, Thyssen
Industrie AG employs several hundreds of people at four
operations all unrelated to the military wvehicle industry,

Thyssen Industrie AG first declared interest in establishing a
facility in Cape Breton in the mid-1980's and established Bear
Head Industries (BHI) as its negotiating office. BHI is
incorporated in Nova Scotia but is located in Ottawa with a small
staff.

In 1988, an Understanding in Principle (UIP) was signed between
BHI and the Government of Canada, as represefited by the Ministers
respongible for the Atlantic Canada Opportunities Agency (ACOA},
the Department of National Defence (DND), and the Department of
Regional Industrial Expansion {DRIE}. This UIP established that
the company would be considered for participation in upcoming
military vehicle procurements and be considered for assistance
under a number of funding mechanisms. The financial details were
to be worked out in reference to a business plan for military
vehicle and commercial projects, to be provided later,

While there have been a number of informal and formal proposals,
all based on directed procurement by DND to BHI, of light
armoured vehicles, none have been sufficiently developed or
supported by DND or ISTC.

CHRONOLOGY *
1985-86 . Negotiations ongoing for UIP
Feb 1987 . Thyssen backs away after unfavourable
reading on requested "blanket" export
permitg and adverse publicity
Jun 1988 ] Cape Breton Investment Tax Credit
application received
Eep 1988 . UTP signed between BHI and the
Governnent of Canada as represented by
Minigters of Natianal Defence, ACTOA,
DRIE
PR
Olr/<ncrecs
77212173
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Dec 1988 . Business plan submitted found
unacgoeptable

Jul 1989 . Revised Business plan submitted still

unacceptable te ISTC :

Fall 1990 L) BHI sponsored by ACOA subnite proposal
for establishing a plant in Nova Scotia
in return for directed procurement of
250 light armoured vehicles (LAVs)

Jul 1991 . BHI informed proposal not supported

Aug 1991 . BHI coffers to move proposed plant to
Trenton Works Lavalin or greenfield site
in Pictou County, N.S.

. Minister Wilson suggests to BHI that
they deal directly with Trenton Works
Lavalin (TWL)

Apr 1992 ) . DND announces cancellation of Multi-Role
Combat Vehicle Program

May 1992 . BHI submits unsolicited Memorandum of
Understanding (MOU) proposal to
establish a facility in Montreal, Quebec
to the Minister of DND

Jul 1992 . The Prime Minister's Office (PMO) and
DND inform BHI that the MOU proposal
better suited to Minister Wilson's
porticlios

Sep 1992 . Proposal resurfaces, addressed to
Province of Quebec and FORDQ

OT1/<0c /00
22212124 .
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HEHMHORANDUM

DATE ¢
TO: The Honourable Michael H. Wilson

c.¢c. The Honcurable Tom Hockin
The Heonourable William C. Winegaxrd

FROM: Harry Swain

BUBJECT: BEAR HEAD INDUSTRIES (THYSSEN) FROPOSAL TO
DEVELOP AND EETABLISH A MANUFACTURING
FACILITY FOR LIGHT ARMOURED VEHICLEEB (LAV)
IN MONTREAL, QUEBEC

ION UIR

For your information,

BACEGROUND

Since the mid-1%80's Thyssen Industrie AG of
Germany, through its Canadian office, Bear Head Industries
{BEH1), has approached the Government of Canada for
assistance (including a directed preccurement from the
Department of National Defence (DND)) to develop a light
armoured vehicle (LAV) manufacturing facility in Canada. A
chronology is attached,

The cancellation of DND's Multi~Role Combat
Vehicle Project and the announcement of the directed
procurement of Lynx replacement vehicles from General Motors
Diesel Division (DDGM) has forced Thyssen/BHI to rethink
their approach.

csad

OTT!QQQ/QCS
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In the Spring of this year, BHI presented a
proposal to DND seeking assistance in the development of a
new family of armoured vehicles, focused on peacekeeping
missions. DND had no operational reguirement and joined
with ISTC in voicing concern that there were insufficient
export markets to support the proposal. BHI was infermed by
DND and the Prime Minister's offjice (PMO) that DND would not
support the proposal. At this time, both DND and PMO tolad
BHI that the propcsal would be more appropriately addressed
to you, as Minister of ISTC.

In the late Summer, the proposal resurfaced,
addressed to the Minister responsible for the Federal Office
of Regional Development for Quebec (FORDQ). This proposal
is not significantly different than those which have been
rejected previously.

The proposal has two phases. In phase ohe, four
variant prototypes of the Thyssen TH49%5 Multi-Purpose Base
Armoured Vehicle would be developed. Thyssen would provide
£$13 million in ecash and existing technology to be
transferred from Germany, valued by them at $40 million.
The federal government would provide an interest-free
forgivable loan of $117 million. The provincial government
would provide a development facility at no cost to the
cFomMpany .

Phase two, establishment of a manufacturing
facility, would require a further interest-free forgivable
loan from the federal government of $56 million. The
province would provide a production facility at no cost to
the company, and the company would provide an additional
§12 million cash. DND has been asked to consider support
through testing programs and assignment of engineering
resources.,

The company's proposal is vague on [inancial -
details =o that it has not been possible to ldentify a
potential program under which the project would be
supported. Similarly, a source of funds has not yet been
fully identified.

c..3
OM/<nc/neg
222121726 .
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While it might appear that ISTC is not a major
player in this issue, we have strong concerns about
potential detrimental effscts to canadian industry that
would arise if the project were to be pursued. ISTC also
does not believe the project, as we understand it, is a
viable business propoesition. The market projection put
forward by the company is not credible. Consequently, we
believe that the funding requirements identified above must
be seen as a minimum. This facility would likely regquire
on~going support from government, if it were to proceed as
outlined in the present proposal.

As this proposal would lead to creation of a new
armoured vehicle manufacturer in Canada, it is contrary to
the ISTC strategy for development of the military vehicle
sector. This strategy is to support Canada's one
internationally competitive armoured vehicle manufacturer
(DDGM in London, Ontario). Domestic business is
ingufficient to sustain DDGM, export markets are essential
for survival. 1In spite of being in a sector which is
experiencing world-wide excess capacity, DDGM has been very
successful in international markets, selling wheeled
armoured vehicles in canada, the U.S., and Saudi Arabia.
BHI would be in direct competition to DDGM domestically and
in many international markets,

CURRENT STATUE

At the request of the Privy Council office (DPCO},
FORIIQ hosted a meeting on September 29, 1952, of
representatives from ISTC, DND, External Affairs and
International Trade Canada (EAITC), Department of Finance,
Treasury Board Secretariat, and PCO, in order to put in
place an interdepartmental task gqroup to carry out analysis
of the BHI proposal.

It was agreed that a detailed business plan would
ke required from the company before full analysis could be
undertaken but that it was possible to proceed with an
evaluation of the market, based on data and projections
provided by the company.

The interdepartmental working group submitted an
assessment of the BHI market projections te FORDQ on
Hovember 13, 1992. FORDQ officials will be meeting with BHI
in the near future to discuss the proposal.

ek

22212127
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The major concderns with the proposal are that:

the domestic market for military vehicles is far
too small to support a viable enterprise;

the company's export market projections for
military vehicles are excesgively optimistic;

there is no comprehensive business plan addressing
diversification;

financial details are sketchy and the figures
which are provided must be viewed asz a minimum,
given the apparent absence of the basis for a
continuing, viable, self-sustaining business,

Harry Swain

attachment

James

J.

Slattery/JM

ON1/<oc /e
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BEAR HEAD INDUBTRIES
SUMMARY AND CHRONCLOGY

SUMMARY :

Thyssen Industrie AG, based in Germany, ls= cne of the world's
largest industrial manufacturing companies. In Canada, Thyssen
Industrie AG employs several hundreds of people at four
operations all unrelated to the military vehicle industry.

Thyesen Industrie AG first declared interest in establishing a
facility in Cape Breton in the mid-1980's and established Bear
Head Industries (BHI) as its negotiating office. BHI is
incorporated in Nova Scotia but is located in Ottawa with a small
staff.

In 1588, an Understanding in Principle (UIP) was signed between
BHI and the Government of Canada, as represented by the Ministers
responsible for the Atlantic Canada Opportunities Agency (ACOA},
the Department of National Defence {DND), and the Department of
Regional Industrial Expansion (DRIE). This UIP established that
the company would be considered for participation in upcoming
military vehicle procurements and be considered for assistance
under a number of funding mechanisms. The financial details were
to be worked out in reference to a business plan for military
vehicle and commercial projects, to be provided later.

While there have been a number of informal and formal proposals,
all based on directed procurement by DND to BHI, of light
armoured wvehicles, none have heen sufficiently develcoped or
supported by DND or ISTC.

CHRONOLOGY ®
1985-86 t Negotiations ongoing for UIP
Fel: 1987 * Thyssen backs away after unfavourable
reading on requested "blanket" export
pernits and adverse publicity
Jun 1988 . Cape Breton Investment Tax Credit
application receivesd
Sep 1988 » UIP signed between BHI and the
Government of Canada as represented by
Ministers of Maticnal Defence, ACOA,
DRIE
L 2
Clt/encices
22212129,
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Business plan submitted found
uniacceptable

Revised Business plan submitted still
unacceptable to ISTC

BHI sponsored py ACOA submits proposal
for estaklishing a plant in Nova Scotia
in return for directed procurement of
250 light armcured vehicles (LAVs)

BHI informed proposal not supported

BHI offers to move proposed plant to
Trenton Works Lavalin or greenfield site
in Pictou County, N.S.

Minister Wilson suggests to BHI that
they deal directly with Trenton Works
Lavalin (TWL)

DND announces cancellation of Multi~Role
Combat Vehicle Program

BHI submits unsoelicited Memorandum of
Understanding (MOU) proposal to
establish a facility in Montreal, Quebec
to the Minister of DND

The Prime Minister's Office (PMO) and
DND inform BHI that the MOU proposal
better suited to Minister Wilson's
portfolios

Proposal resurfaces, addressed to
Province of Quebec and FORDQ

OTTfCQCICCg
212130.
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inGustry. Science and  Industrie, Sciences et
Technology Canada Technologie Canada

Otlawa. Canada
1A OHS

MEMORAMAMNDUMNM

DATE:
TG The HKonourable HMichael

¢.¢. The Honourable ‘
The Honourable' William ¢. Winegard

FROM: J.M. Banigan
Assistant Deputy
Capital Goods a

S8UBJECT: BEAR HEAD INDUSTRIEB (THYS8BEN) PROPOSAL TO
DEVELOP AND TABLISH A MANUFACTURING
FACILITY FCE/ LIGHT ARMOURED VEHICLES (LAV)
IN MONTREAL/,, QUEBEC

inister
Service Industries

ACTION REQUIRED

(BHI1), has approached the Government of Canada for
assistance

The cancellation of DND's Multi-Role Combat
Project and the announcenent of the directed

ment of Lynx replacement vehlcles from General Motors
Division (DDCM) has forced Thyssen/BHI to rethink
approach.

.
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In the Spring of this year, BHI presented a
proposal to DND seeking assistance in the development of a
new family of armoured vehicles, focused on peacekeeping
missions. DND had no operational requirement and joined
with ISTC in voicing concern that there were insufficient
export markets to support the proposal. BHI wvas informed by
DND and the Prime Minister's Office (PMO)} that DHRD would not
support the proposal. At this time, both DND and FMO told
BHI that the proposal would be more appropriately addressed
to you, as Minister of ISTC.

In the late Summer, the preoposal resurfaced,
addressed to the Minister responsible for the Federal Office
of Regional Development for Quebec (FORDQ). This proposal
is not significantly different than those which have been
rejected previously.

The proposal has two phases. In phase one, four
variant prototypes would be developed. Thyssen would
provide $53 million, of which $40 million would he
taechnology transferred from Germany. Governments would pick
up $117 million. Phase two, establishment of a
manufacturing facllity would require a further government
investment of $56 million. BHI will invest $12 million.

DND has been asked to consider support through testing
programs and assignment of engineering rescurces,

The prototype vehicles would be part of the TH495
Multi-Purpose Base Armoured Vehicle family currently under
development in Germany by Thyssen Industrie AG. The TH495
is a tracked vehicle with the ability to accept various
weapon systems and turrets.

While it might appear that ISTC is not a major
player in this issue, we have strong concerns about
potential detrimental effects to Canadian industry that
would arise if the project were to be pursued. ISTC also
does not believe the project, as we understand it, is a
viable business proposition. The market projection put
forward by the company is not credible,

As this proposal would lead to creation of a new
armoured vehicle manufacturer in Canada, it is contrary to
the ISTC strategy for development of the military vehicle
sector. We already have a strong internationally
competitive player in this sector which is currently facing

ee.3
CYT/SRC/CCS
12112136
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worldwide overcapacity. BHI would be in competition with
General Motors Dliesel Division (DDGM), which produces
wheeled LAVs in London, Ontario, for Canada, the U.S., Saudi
Arabia, and other countries.

CURRENT STATUB

At the request of the Privy Council O0ffice (PQO}

on September 29, 1992, FORDQ hoated a meeting on September

. 1992, of representatives from ISTC, DND, External
Affairs and International Trade Canada (EAITC}, Department
of Finance, Treasury Board Secretariat, and PCC, in order to
put in placte an interdepartmental task group to carry out
analysis of the BHI proposal. It was agreed that a detailed
business plan is reguired from the company before full
analysis can be undertaken. However, as a first step, it
was believed useful to proceed with an evaluation of the
market, based on data and projections provided by the
company. This ig being finalized by a working group
including ISTC, DND, and EAITC. The working group has met
on several occasions and a report should be ready by
Hovember 13, 1992. The report will be provided to FORDQ
which will decide what further action, if any, is reguired.

RECOMMENDATION

We are proceeding with the course of action
initiated by the interdepartmental task group. However, we
would appreciate receiving any comments you may have
concerning this issue.

J.M. Banigan
Assistant Deputy Minister
Capital Goods and Service

Industries
Attachment
c.<. Harry Swain
Deputy Minister
Leah Clark/OM
o11/8nC/CCS
22212137
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BEAR HEAD INDUBTRIES
BUMMARY ARD CHRONCLOGY

BUMMARY :
Thyssen Industrie AG, based in Germany, is one of the world's
largest industrial manufacturing companies. In Canada, Thyssen

Industrie AG employs several hundreds of people at four
operations all unrelated to the military vehicle industry.

Thyssen Industrie AG first declared interest in establishing a
facility in Cape Breton in the mid-1980's and established Bear
Head Industries (BHI) as its negotiating office. BHI is
incorporated in Nova Scotla but is located in Ottawa with a small

staff.

In 1988, an Understanding in Principle (UIP) was signed between
BHI and the Government of Canada, as represented by the Ministers
respongible for the Atlantic Canada Opportunities Agency (ACORA),
the Department of National Defence (DND), and the Department of
Regional Industrial Expansion (DRIE}. Thig UIP established that
the company would be considered for participation in upcoming
military wvehicle procurements and be considered for assistance
under a number of funding mechanisme. The financial details were
to be worked out in reference to a business plan for military
vehicle and commercial projects, to be provided later.

While there have been a number of informal and formal proposals,
all based on directed procurement by DND to BHI, of light
armoured vehicles, none have been sufficiently developed or
supported by DND or ISTC.

CHRONQLOGY ¢
1985-86 . Negotiations ongoing for UIP
Feb 1987 » Thyssen backs away after unfavourable
reading on requested ®"blanket™ export
permits and adverse publicity
Jun 1988 . Cape Breton Investment Tax Credit
application received
Sep 1988 . UIP signed between BHI and the
Government of Canada as represented by
Ministers of National Defence, ACOA,
DRIE
PP ]
OY7/8nCr/ees
22212138 .
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Dec 1988 . Business plan submitted found
unacceptable
Jul 1989 . Revised Business plan submitted still

unacceptable to ISTC

Fall 1990 » BHI spohsored by ACOA submits proposal
for establishing a plant in Nova Scotia
in return for directed procurement of
250 light armoured vehicles (LAVs)

Jul 1991 . BHI informed proposal not supported

Aug 1991 - BHI coffers to move proposed plant to
Trenton Works Lavalin or greenfield site
in Pictou County, N.S.

. Minister Wilson suggests to BHI that
they deal directly with Trenton Works
Lavalin (TWL)

Apr 1992 . DHD announces cancellation of Multi-Role
Combat Vehicle Program

May 1992 » BHI submits unsolicited Memorandum of
Understanding (MOU} proposal to
establizh a facility in Montreal, Quebec
to the Minister of DKRD

Jul 1992 . The Prime Minister's Office (FMO) and
DHND inform BHI that the MOU proposal
better suited to Minister Wilson's
portfolios

Sep 1992 » Proposal resurfaces, addrassed to
Province of Quebec and FORDQ

« Disclosure Set 003 22of 28 AGGRO207
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DATE :
TO: ‘The Honourable Michael H. Wilson

c.c. The Honourable Tom Hockin
The Honourable William C. Winegard

FPROM: Harry Swain

S8UBJECT: BEAR HEAD INNUSTRIES (THYSSEN) PROPOBAL TO
DEVELOP AND ESTABLISH A MANUFACTURING
FACILITY FOR LIGHT ARMOURED VEHICLES (LAV)
IN MONTREAL, QUEBEC

ACTION REQUIRED

For your information.

BACKGROUND

Since the mid-1980's Thyssen Industrie AG of
Germany, through its Canadian coffice, Bear Head Industries
(BHI), has approached the Government of Canada for
assistance (including a directed procurement from the
Department of National Defence (DHD)) to develop a light
armoured vehicle (LAV) manufacturing facility in Canada. A
chronology is attached.

The cancellation of DND's Multi-Role Combat
Vehicle Project and the announcement of the directed
procurement of Lynx replacement vehicles from General Motors
Diesel Division (DDRGM} has forced Thyssen/BHI to rethink

thelr approach.
!IP2
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In the Spring of this year, BHI presented a
proposal to DND seeking assistance in the development of a
new family of armoured wvehicles, focused on peacekeeping
missions. DND had no operational requirement and joined
with ISTC in voicing concern that there were insufficient
export markets to support the proposal. BHI was informed by
DND and the Prime Minister's office (PMO) that DND would not
support the propcesal. At this time, both DNDP and PMO told
BHI that the proposal would be more appropriately addressed
to you, as Minister of ISTC.

In the late Summer, the proposal resurfaced,
addressed to the Minister responsible for the Federal Office
of Regional Development for Quebec {FORDQ). This proposal
is2 not significantly different than those which have been
rejected previously.

The proposal has two phases. In phase one, four
variant prototypes of the Thyssen TH44%5 Multi-Purpose Base
Armoured Vehicle would be develocped. Thyssen would provids
$13 million in cash and existing technology to be
transferred from Germany, valued by them at 540 million.
The federal government would provide an interest-free
forgivable loan of $117 millien, The provincial governmant
would provide a development facility at no cost to the

company.

Phase two, establishment of a nanufacturing
facility, would require a further interest~free forgivable
loan from the federal government of $56 million. The
province would provide a production facility at no cost to
the company, and the company would provide an additional
$12 million cash. DKD has baen asked to consider support
through testing programs and assignment of éengineering
resources.

The coumpany's proposal is vague on financial
detalls so that it has not been possible to identify a
potential program under which the project would be
supported. Similarly, a source of funds has not yet been

fully identified.
*--3

OTT/sac iecs
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While it might appear that ISTC ig not a major
plaver in thiz issue, we have strong concerns about
potential detrimental effects to Canadian industry that
would arise if the project were to be pursued, ISTC also
doegs not bhelieve the project, as we understand it, is a
viable business proposition. The market projection put
forward by the company is not credible. Conseguently, we
believe that the funding reguirements identified above must
bhe seen as a minimum. This facility would likely require
on—going support from government, If it were to proceed as
outlined in the present proposal. '

As this proposal would lead to creation of a new
armoured wvehicle manufacturer in Canada, it is contrary to
the ISTC strategqgy for development of the military vehicle

sector. This strategy is to support Canada's one
internationally competitive armoured vehicle manufacturer
(DDGM in London, Ontario). Domestic businegs is
insufficient to sustain DDGM, export markets are essential
for survival. In spite of being in a sector which is
experiencing world-wide excems capacity, DDGM has been very
successful in international markets, selling wheeled
armoured vehicles in Canada, the U.5., and Saudl Arabia.
BHI wonld be in direct competition to DDGM domestically and

in many international markets.

cy T 87T 8

At the reguest of the Privy Council Office (PCO},
FORDQ hosted a meeting on September 29, 1992, of
representatives from ISTC, DND, External Affairs and
International Trade Canada (EAITC), Department of Finance,
Treasury Board Secretariat, and PCO, in order to put in
place an interdepartmental task group to carry out analysis

of the BHI proposal.

It was agreed that a detailed business plan would
be required from the company before full analysis could be
undertaken bhut that it was possible to proceed with an
evaluation of the market, based on data and projections
provided by the company.

The interdepartmental working group submitted an

assessment of the BHI market projections to FORDQ on
November 13, 1992. FORDQ officials will be meeting with BHI

in the near future to discuss the proposal.
.I-4
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-

2722121472 .
26 of 26 AGCO0207

-« Disclosure Set 0G3

AGCO00267 AGCH0207_025



[A102:6831° 20010624 : 2722212 . 0000143 : Front:

- Qisclosure Set 003

AGCD0207

-~ 4 - CONFIDENTIAL

The major concerns with the proposal are that:

the domestic market for military vehicles is far
too small to support a viable enterprise;

the company's export market projections for

»
military vehicles are excessively optimistic;

» there is no comprehensive business plan addressing
diversification;

- financial details are sketchy and the figures
which are provided must be viewed as a minimum,
given the apparent absence cof the basis for a
continuing, viable, self-sustaining business.

Harry Swain
Attachment
James J. Slattery/JM

OTT/<nc/ccs

"o,

£77212143 .

26 of 28 AGCON207

AGCO0207_028



{4102 06831 20070824 1 2722212 © 0000144 ; Front

- _ CONFIDENTIAL

BEAR HEAD INDUBTRIES
SUMMARY AND CHRONOLOGY

SUMMARY:

Thyssen Industrie AG, based in Germany, is one of the world's
largest industrial manufacturing companies. In Canada, Thyssen
Industrie AG employs several hundreds of pesople at four
operations all unrelated tc the military vehicle industry.

Thyssen Industrie AG first declared interest in establishing a
facllity in Cape Breton in the mid-1%280's and established Bear
Head Industries (BHI} as its negotiating office, BHI is
incorporated in Nova Scotia but is located in Ottawa with a small
staff.

In 1988, an Understanding in Principle (UIP} was signed between
BHI and the Government of Canada, as represented by the Ministers
responsible for the Atlantic Canada Opportunities Agency (ACO0A},
the Department of National Defence (DND}, and the Department of
Regional Industrial Expansion (DRIE). This UIP established that
the company would be considered for participation in upcoming
military vehicle procurements and be considered for assistance
under a number of funding mechanisms. The financial details were
to be worked out in reference to a business plan for nmilitary
vehicle and commercial projects, to he provided later,

while there have been a number of informal and formal proposals,
all based on directed procurement by DND to BRI, of light
armoutred vehicles, none have been suffliciently developed or
supported by DND or ISTC.

CHRONOLOGY @
1985-86 . Negotiations ongoing for UIP
Feb 1987 . Thyssen backs away after unfavourable
reading on requested "blanket" export
permite and adverse publicity
Jun 1988 . Cape Breton Investment Tax Credit
application received
Sep 1988 » UIP signed hetween BHI and the
Government of Canada as represented by
Ministers of National Defence, ACOA,
DRIE
ces2
TT/c
22212144 ..
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“ 2 0= CONFIDENTIAL
Dec 1988 » Business plan submitted found
unacceptable )
Jul 1989 ' Revised Business plan submitted still

uhacceptable to ISTC

Fall 1990 . BHI sponsored by ACOA submits proposal
for establishing a plant in Nova Scotia
in return for directed procurement of
250 light armoursaed wvehicles (LAVs)

Jul 1991 - BHI informed proposal not supperted

Aug 1991 - BHI offers to move proposed plant to
Trenton Works Lavalin or greenfield site
in Pictou County, N.S.

» Minister Wilson suggests to BHI that
they deal directly with Trenton Works
Lavalin {(TWL)

Apr 1992 . DND announces canaellation of Multi-Role
Combat Vehicle PFrogram

May 1992 . BHI gubmits unsolicited Memorandum of
Understanding (MOU)} proposal to
establish a facility in Montreal, Quebec
te the Minister of DND

Jul 1992 - The Prime Ministerts office (PMO) and
DND inform BHI that the MOU proposal

better suited to Minister Wilson's
portfolios

Sep 1992 . Propesal resurfaces, addressed to
Province of Quebec and FORDQ

OTT7s0c 1ccs
22212145,
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" IROM: Lafrance, Joanne
mo: _ ACON, BRUCE cGST Lrvge T DYTE: 07-27-93
C}ﬁ{ﬂéﬁéié;;:i:::) TINE: 10:45

¢t Aube, Joamme

CARDIRAL, LOUISE CGSY
COSSETTE, SYLVTE CGSI 4dm5‘4’10~ < ¢ ft/éa .
Ellis, Xaren - !
Lafrance, Joanne QU £ LN /“;) 6_:d d\% /W
LAROCHE, JEAN ITRG ) 9/ -
MacKillop John a AV Vo 2o I
SUBJECT: Thyssen
PRIORITY: R é;?C{szﬁﬂ)
ATTACHMENTS:

s e i, i i . i o v o Vi A e R e o o A N A T e R Y W e 0 e A W i ) WA U At P i i A T TP T S S T A A M A e o e B e, o B it e W A0 S TR

REQUEST FOR BRIEFING
MINISTER: Minister Charest

REQUIREMENT: Minister Charest will be neeting with Minister Corbeil on
Thursday, July 29, 1993. Minister Charest has requested a
briefing note on Thyssen. In this briefing note, he would
like to have information on the company, i.e. what they

?f? wmanufacture, whe owns them, etc. Also, on the two areas:
_*“__M¥9v~ 1} Grande-~Anse (Saguenay} and 2) Gros Cagouna. Also in the
hriefin note vou should inform him that Thyssen had applied
;¥ ge Jout they ware refused (I believe FORD~Q
was alﬁo invelved), Please prepare the briefing note for the
Deputy Minister's signhature. Background should be attached
as an annbex only Lf considered necesgsary.

NOTE: In the preparation of the hriefing note, please
congult with other sector(s), 1f required, and identify the
sector(s) consulted on the routing slip. Pleage ensure that
thae brisfing note does not excesd ¢wWo pages.

DEADLINE: 'Please forward the original on white bond paper, the diskette
and 7 copies of the backyround to the undersigned, Office of
the Corporate Secretary, by NOON, July 28, 19%3.

BESL 9507 O 2F

- Joanne Lafrance
843-7042, room 1150D-A

£L HTEE ﬂ%{}’/ -

Otr/socrces
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MEMORAND M

DATE :
™0 The Honourable Jean J. Charest
c,c. The Honourable Robert Nicholson
FROM: Harry Swain

BUBJECT: FOR YOUR MEETING WITH MINISTER CORBEIL
THURSDAY, JULY 28, 1693, ON THE SURJECT OF
REAR HEAD INDUSTRIES LTD, (A SUBSIDIARY OF
THYSSEN INDUSTRIE AG)

ACTION REQUIRED
For your information.
BACKGROUND

S8ince the mid~1980's Thyssen Industrie AG of Germany,
through ite Canadian office, Bear Head Industries (BHI), has on
several occasions approached the Government of Canada for
aseistance (including a propeosed directed vehicle procuremant
from the Department of National Defence) to develop a light
armoured vehicle manufacturing facility in Canada.

Thyssen Indugtrie AG, based in Germany. is one of the
world’s largest industrial manufacturing companies, including a
line of military vehicles for the German armed forces. In
Canada, Thyssden Industrie AG employs approximately 2,500 and its
heldings include Budd Canada Inc.; Northern Elevator Holdings
Ltd; CGreening Donald Co. Ltd.; Thyssen Marathon Canada Ltd.; and
Thyssen Canada Ltd., all situated in the greater Toronto area.
None of the above noted pubsidiaries manufactures military Q1T /800 1CCS

vahicles.
cee-2 27207063
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Thyssen Industrie AG first proposed to establish a
manufacturing facility in Cape Breton in the mid 1980's and for
that purpose formed Bear Head Industries {(BHI). BHI is
incorpoerated in Nova Scotia and the office ig situated in Ottawa
with a staff of two. Again, in the summer of 1992 the company
proposed (to FORD-Q and to the Quebec provincial government} to
logate in Montyeal East a facility dedicated to the manufacture
of military tracked vehicles for export markets. The proposal
included a potential federal-provincial package of assistance
totalling up to %60 million. The company did not apply for
Pafence Industry Productivity Program {(DIPP) assistance.

In the autumn of 1992, ISTC led an interdepartmental
working group which was charged by PCO to provide an assessment
of BHI's market projections. The findings of this study did not
suppoert the Thyssen projectionsg. The result of the
interdepartmental analysis was provided o FORD-Q in Qotobery
1992, In March 1993, officials of the Province of Quebec met
with Thyssen in Germany. ISTC officials did not participate on
the basis that nothing had changed since the 1992 interdepart-
mental market assessment and that global overcapacity in the
production of military vehicles continues. Furthermore, the

eastablishmenit of a vehicle plant would be in competition with the
Diesel bivision of General Motors {DDGM), in London, Ontario, who

build the LAVZ5 vehiecle for export markets.

Howevexr, subsequent to the Quebec provincial officjals

wigit in March 1993, the interdepartmental committee was asked to
revigit the igsue. As a repult, a comprehensive set of gquestions

were prepared and FORD-Q was asked to obtain additional and

substantive information from Thysesen on the market place for the

Thyssen wvehicle; Canadian in-vehlcle content; and, on other
pertinent company plans. To date, FORD-Q has not received a
respense from Thyssen.

L#) IDATIO

None. For information only.

Haryy Swain

Helmut Zankl, 954-3789

OTT/80C/CCS
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Location: Industry Canada, 236 Quesn St., Ottawa

COMMENTS: These documents were handed over to us by Kurt THEORET of Industry
Canada. They are original files and were held by him since we first indicated an interest
in them. He had previously tursed over photocopies of these files to us. Upon his
retirement, he handed over these files to us.

These documents are from a file labefled:  5063-B15 Vol O 2
’ Section 06

Companies, Corpotations, Firms
Bear Head Industries Ltd.

 Disclsurs Bet 003 1uf8 AGCON7G

AGCOD176 AGCO0178_001



i i T T o e

{A102 7 6831 : 20070824 : 2722212 : 0000056 : Front| K KR " e

MEMORANRNDUM

BATH
T The Honourabkle Jean J. Charest
c.¢. The Honourable Robert Nicholson
FROM: Harry Swain

SUBJEQT: FOR YOUR MEETING WITH TBYSSEN THURSDAY,
AUGUST 26, 1993, ON THE SUBJECT OF BEAR
HEAD INDUSTRIES LTD, A SUBSIDIARY OF
THYSSEN INDUSTRIE AG, GERMANY.

ACTION REQUIRED
For your information.
BACEGROUND

8ince the mid-1980s Thyssen Industrie AG of
Germany, through its Canadian coffice, Bear Head
Industries has, on several occasiona, appreached tha
government of Canada for assistance (including a
propoged directed vehicle procurement from the
Department «f National Defence) to develop a light
armoured vehicle manufacturing faclility in Canada.

Thyssen Industrie AG, based in Germany, is
ane of the world's largest lndustrial manufacturing
companies, including a line of military vehicles for
the German armed forces. In Canada, Thyssen Industrie
A0 employs approximately 2,500 and its holdings include
Budd Canada Inc.; Northern Elevator Holdings Ltd;
Greening Donald Co. Ltd.; Thyssen Marathon Canada Ltd.:
and Thyssen Canada Ltd., all situated in the greater
Toronto area. None of the above poted subsidiaries
manufacture military vehicles,

is 2
OTT/¢0C rces
22212056 .
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Thyssen Industrie AG first proposed to
establigh a manufacturing facility in Cape Breton in
the mid 19808 and for that purpose formed Bear Head
Industries (BHI1). BHI ia inceorporated in Nova Scotia
and the office is situated in Ottawa with a staff of.
two., Again, in che summer of 1992 the company proposed
(Lo FORD-0 and to the Quebec provincial government) to
locate in Montyesl Bagt a facility dedicated o ths
manufacture of wmilitary tracked vehicles for export
markets, The proposal lncluded a potential federal-
provingial package of assistance totalling up to $60
million. The company did not apply for Defence
Industry Productivity Program (DIPP) assistance.

In the autupm of 1992, the former IBTC led an
interdepartmental working group which was charged by
PCO to provide an asseasment of BHI'e market
projections. The findings of this etudy did not
support the Thyssen projections. The result of the
interdepartmental analysis was provided to FORD-Q in
Gotober 1992. In Maroeh 1993, officials of the Province
of Quebec met with Thyssen in Germany. ISTC officials
did not participate on the basls that nothing had
changed since the 1992 interdepartmental market
asgessment and global overcapacity in the production of
military vehicles continues. Furthermoxe, the
establishment of a wvehicle plant would be in
competition with the Diesel Division of General Motors
(BDGM) , in London, Ontario, which builds LAV 28
vehicles for export markets.

However, subsegquent to the Quebsc provincial
officiale' vieit in March 1993, the interdepartmental
committes wag asked to revisit the issue, As a resule,
a comprehensive set of guestionas was prepared and FORD-
0 was asked to obtain additional and substantive
information f£rom Thyssen on the market place for the
Thyssen vehicle; Canadian in-«vehicle content; and other
pertinent ¢ompany plans. To date, FORD-Q has adviged
it has not received a response from Thyssen.

PR
22212057 .
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RECOMMENDATION

I recommend that you listen and encourage
your vigitor(s) to continue to work with ISC officials
in identifying initiatives which are not related to the
manufacture of military vehicles and hence minimize
digruption in the industry,

Helmut Zankl, 584-3789/WJ

ATTReb BT

4of 5

Haryy Swain
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TALRING POINTS

Recognise Thyssen’s expertise and presence in Canada.
Pogitive contribution te Cansda’'s automobive sector,
(Reference only. mainly concentrated in Ontario).

Applaud the company’s efforta in establishing
additional manufacturing capacivy in Canada.

Digeourage the company’s efforts of establishing a
facility dedicated to the production of wilitary

vehicles.

Encourage the cowmpany to actively look at other
vpportunities not related to the manufacture of
military vehicles.

Welcome positive new developments and proposals from
the company in the areas of manufacturing environmental
squipment and processeas.

Welcome proposals which would examine other areas and
invite further conslderation by all parties involved.

Note some of the options the company may wish to
pursue. We suggest joint ventures with Capadian
industrialists, other options, sto.

Invite company officials to continue a meaningful
dialogue with ISC officials on all new proposals.

Expregg interest in seeing a company business plan for
Canada/Thyssen cooperation in the future.

OTT/enc/cog
22212059 .
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. *i Indusiry Canada  industrie Canada

s

Daputy Ministec Sotig-ministre

gﬁmgﬁ Canada - . ) _ .y
c0é3- £ S
HEMORANDU ﬂ / )
DATE: DEE 1 5 1993 ; ; '

7o The Honourable John Manley
¢.&2. The Honourable Jon M. Gerrard
FROM: Harry Swain

BUBJITECYT YOUR MEETING WITH THYSSEN BEARHEAD
IRDUSTRIES (BHX), FRIDAY DECEMBER 17, 19%3

ACTION REOUIRED

For your information.
REASON FOR MEETING

fthyssen officials wish to eatablish personal
contact with you to provide information on their
interest in,astabiighinz'a light armoured vehicle
manufacturing facility in Canada, and to obtain

insights Into the new government's attitude toward the
defence industry. . -

-

Thyssen BHI offieclials have also requested
meetings with your colleagues, the Honocurable
Paul Martin and the Honourable David Collenette.
Confirmation of the meetings has not y2t been received.

ﬁe have discussed this briefing with the
Department of National Defence {DND) and the Federal
office for Regional Development in Quebec (FORD-().

Mr. John Banigan, Agsistant Deputy Minister,
Manufacturing and Processing Industries, is available
to attend your meeting,

_— 1
Canadi - 221295
EACRAT - |
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Thyssen ITndustrie AG, based in Germany, is
one of the world's largest industrial manufacturing
companies, including & line of military vehicles for
the German armed forces. In Canada, Thyssen Industrie
AG employs approximately 2,500 and its heoldings include
Budd Canada Inc.; Northern Blevator Holdings Ltd.;
Greening Donald Ce. Ltd.; Thyssen Marathon Canada Ltd.;
and Thyssen Canada Ltd., all situated in the greater
Toronto area. The above noted subsldiaries do not ‘
manufacture defence products.

Thysggen Industrie AG first proposed to
establish a facility for export of military vehicles,
at the Bearhead, Straight of Canso, Cape Breton, Nova
Scotia in 1986. Although Thyszen BHI was incorporated
in Nova Scotia, it has no facilities there and instead
operates a small office in Ottawa with a staff of
three. Because the company could not obtain a multi-
year export ligense, it withdrew its propomal.

Thyssen BHI then asked the former Dapartment
of Industry, Science and Technology {ISTC) to broker a
Thyssen/Diesel Division, General Motors (DDGM) joint
venture in Canada with spin-0ffs such as manufacture
and assembly in Cape Breton. It was a 50/50
undertaking for both wheeled and tracked armoured
vehicles for global merkets. HNot long after the
agreemant had been reached, DDGM reported that Thyssan
had attempted to circumvent their joint venture
agreement by pursuing unilateral direct sales of
Thyssen's tracked vehicles to DND. DDGM reacted by
terminating the agreement. . L

Subscdguently, in 1988, the company initiated
discussions with the Atlantic Canada Opportunities
Agency (ACOA} which lead te an Understanding in
Principle (UIP) between BHI and tha Sovernment of
Canada, (ACOA, DND, and the Department of Regional
Industrial Expansion (DRIE}). Principally, the UIP was
established so that the company would be considered for
participation in upcoming Canadian military vehicle
procurement and for assistance under a number of
goevernmant programs. Yo opportunity presented itself
and the UIP was not consummated.

'0@?/%&¢;CCS
22212057 .
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ONFIDE

Since then, there have been several conmpany
initiated proposals, all based on directed procurement
by DND of light armoured wvehicles. None of the
proposals have bgen sufficiently developed or supported
by the various Government departments involved.

In September 1992, the comparny proposed to
FORD~Q and the Province of Quebec, to locate a facility
dedicated to the manufacture of military tracked
vehiclea in Queben.

An Interdepartmental Committee consisting of
Industry, Science and Technology Canada (ISTC),
FORD~Q, DFAIT and DND, undertook & market analysis and
concluded that: (a) Thyssen BHI had not substantiated
that there was a market; (b) Canada already had a
manufacturer of military vehicles, DDGM and proceeding
would have an adverse effect on DDGM's domestic and
global markets.

DDGY is situated in Lendon, Ontario, and is a
wholly owned subsidiary ¢f General Motors of Canada
Ltd., Oshawa, ontario. The company is active in two
majoxr business areas, Locomotlives and Dafence
Operations. The Defence Operations produce a family of
(8X8 wheeled) light armoured vehicles for the domestic
and export markets. The company employs 1,050 persohs
with sales in 1993 eXceeding $2300 million and ‘
deliveries to the U.S,, Auptralia, Saudi Arahia, and
Canadsa.

CURRENT COMPANY PROPOSAL,

In August and September 1983, the gompany
once again approached the government with a ‘proposal to
establish a facility to manufacture tracked light
military vehicles in East Montreal, or at some other
location in Canada, ac¢ceptable to the government.
Proposal elements axes

{a) that DND tests end evaluates two existing
TH 495 tracked vehicle prototypes in Canada;

{b) to design, develop and build a prototype (one
variant, of a family of & models) in an
existing facillity in canada;

(c) if government(s'} assistance is provided and
markets are encouraqging, to commence 01T/ sy fCCS
production of the family of TH 4955 vehicles -
in Canada for export markets. 272120573
...4
4of6 AGLOD,
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.In early Septéﬁb&rrlBQB, government officials

were insgtructed to re-open the file on the following
basist

(1) DND officials would commence negotiations of
a potential service contract with the cowmpany
for a test and evaluation program for two
prototype wvehicles, provided that it was on a
full cost recovery basis.

Discussions were initilated but subsequently
suspanded pending directien from the new
government.

{(2) Industry Canada would lead an
interdepartmental team (DND, FORDQ, and
DFAIT) to examine the company's most recent
proposal with an initial focus on market
aspects.

Drafts of the company's market projections as
well as the underlying assumptions and supporting data
have since been recaived by Industry Canada. Initial
indications (yet to be verified) are that Ffuture
international markets for the TH 495 family of vehicles
may exist. However, the magnitude and timing of the
market demand, its expleitability by a new Canadian
manufacturer, whether the company will receive esport
perwits, and whether the proposed project can be
crafted to be of net benefit to Canada remain to be
determined. In our analysis, we will again explore
whether a Thyssen/DDGM joint venture is either possible
or desirable. :

DDGM officlals, who are aware that the
government is talking with Thyssen, are adamant that
the light armoured vehicle industry has global
overcapacity and there is no room for two manufacturers
in Ccanada. DOGM believes that the emergence of a
Canadian competitor would weaken the company's position
in domestic and global marketws. DDGM also believes
that there will be a worldwide shake out of light
armoured vehicle manufacturers and only the financially
strong and competitive producers will survive,
including DDGM. :

E}
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We recommend that you be non-committal. You
might wigh to indicate that:

' ‘In general, the policy of the government is
not to use public funds to establish a
competitor to an existing Canadian
capablility;

. However, if the market can sustain more than
one facility over the long term without
adverge impacts on the existing Canadjian
industry, we will examine the proposal;

- Thysgen should be encouraged to examine
prospects foy cooperation with DDGM.

H

Harry Swain

/rw....‘:. peamiadeie G $05n Lolly Lan Lream
YR SN wYY 4 Jh41 {muu'¥ov uu»wwmj Tﬁammhhlama ey .

o Formn b et s 46 b 2
WMM&&MMMPW-

@S

OTT/¢00 1oy
22212855 .

s Uisclosure Sel 001 Gofs AGOO0G..

AGC00048 AGCO0048_006






A102 6837 . 20040834 : 27238 . 00001 - Fromt

- SUPERText

RCMP/GRC "A" DIVISION A
Commercial Crime
Délits commerciaux

Project/projet A102
File/dossler: 95A517
EXHIPIT INFORMATION

Diate Seized: 2001-06-27

Scized By: 5/Sgt. ALEXANDER

Exhibit No.: 95.27

ltem No.: 222

Sub Location No.: §

Location: Indusiry Canada, 236 Queen 5., Ottawa

COMMENTS: These documents were handed over to us by Kurt THEORET of Industey
Canada, They are original files and were held by him since we first indicated an imterest
in them. He had previously tumed over photocopies of these Bles lo us, Upon bis
redrefent, be handed over these files to us.
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SURIECT: Thyssan'maﬁting with Minisgter gi,;kﬁzr,ﬁg.i ﬁ&;;a_;ﬁr_;;ﬁ=6?
- = i A

PRIORITY
- M-

ATTACHMENTS :

Lalonde priefed Minister Dec on their proposal to manufacture armoured
perponnel carriers in Canada gMinister Collennette was briefed by company
agrlier in the week. Two pagé summary of marketr amalysis wae glven ta
Ministey consistent with longer document provided to officials.

Company explained attempts to strike alliance with DDGM failed because of
ingistence of both parties to maintain control. Thyssen has abandonned talks
with DDGM and has returned to proposal of greenfield plant which could be
located where ever government wishe, again appealing to regqional develgpment

theme. Motivarion is Canadian endorsement by way of DMD testing and IC
funding to help in export warkecs as "maple leaf selle better than iron

oR8"Y.

nister listened to presentation and offered litrle encouragement othisr than
application for DIPP was poted and will be studied by officials.
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FroM: wain, Harry

H BAHIGAN, JOHNW LGl DATE: 93-~12=-24
Lynch, G. Kevin TIME: 18%:31
o
SUBJECT: Thvssen il
PRIGRITY: /5
ATTACHMERTS ;

FORWARIED FROM: Swain, Harry
FROM: Haniey, John

i i
Tz BANTGAN, -JOHN CGST DRTE: 12«24-9%
TIME: 11:33

CC: Macerolleo, Tony
swain, Harry

SUBJECT: Thyssen
PRIORITY:
ATTACHMENTS! e

Marc Lalonde's visit was mentioned to me by {Minister tuellet.in a telephone
call yesterday. I assured him that any forma: , weuld be considered in
light of available funds, and that we would inform him of any

devolopments in light of hie intersst.

.

i
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Prom ™ eacon, Bruce L. : SMD

To: Erajewski, Dick: SMmD

Co:  Madore, Joesnna: SMED

Subject: PH: Thyseen - Oueliet

Date: 1994-08-21 GR:233

Prioriby:

Meddgags IRy 2E5BEC449

Comversgation IN: 2ABSEC4e9
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I think you should read thig ASAF. It might explain why Bruce asked for a
businemas case analyeis?iy

Louise

Peom: Durnford, Diana J.: OCB

TO: Deacon, Bruoe L, : SMD

Coy 8wain, Harry: QCS; Margerollo, Tomy: OCUS; Banigan, Johin: MPI
Subrject: Thyssen - Oum]llet

Date: Tuescday, Sepbeomber 20, 1994 5:24FM

Min Ouallet still plane bo support asing ahead with the Thyssen project.
His

support is based on the projecked 00 jobas to be created in the Montreal
area, and is premiged on cxport market saleg potential (he recognisces low
domesklc gales potential).

He will probably sign a revised vergionl of the letter tonight.

)
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_Discomne S 011 tal 1

AGCOCE2G

AGCDD820 AGCO0820_001






A N2Y SH A %

“. Industry Canada  Industrie Canada

Deputy Minister.  Sous-ministre ?\7\,» ML
Ottawa, Canad
Riaods o /\/:71) Zl/c?[;‘t

NOV 17 1394

Mr, Robert Fowler

Deputy Minister of National Defence
MGen G.R. Pearkes Building )
101 Colonel By Drive

Ottawa, Ontario

KiA OK2

Dear wler:

Recently, John Banigan and Bob Fischer met to review the long list of
issues of mutual interest to.our departments and ministers. I think it is
excellent that they have decided to meet regularly, along with Art Silverman
from Public Works and Government Services Canada, to review 1ssucs and
provide dIrectlon on joint staff work

In this regard, it is important that Industry Canada become more invoived
in the major procurements which your people are now working on: the
Armoured Personnel Carrier, the helicopter replacement, the military space
project and the possible submarine replacement program. In ali cases there are
issues of mutual interest and political sensitivity.

Furthermore, we would welcome an early opportunity to assess the work
nearing completion on the Defence Policy Review in order to be in a position
{to provide feedback and to advise Minister Manley. The future direction of
the defence sector will have a significant impact on economic growth through
enabling and dual-use technnlogms and, therefore, is of great inferest to us.

If you agree, I suggest this be pursued by John Bamgan and

General Fischer,
- Sincerely yours,
i
Harry Swain 0TT/8SDC/CCs
* 22214099.
Canada
2@~y -y
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THYSSEN BHI

MEMO

TO: Mare Lalonde '

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

DATE: February 3, 1995
SUBJECT: Associaifon Housc Proposal

PAGES: Y

Dear Marc:

Pleasc find attached the repor( prepared by Jamic Deacey and his colleagues at
. Associatiop House. [ have also forwarded this 1o Karlheinz Schreiber and Jirgen

Massmann.

Separate from the report is his cover memo mentioning his discussion with Harry Swain.
It scems peculiar that Swain would have good knowledge of the market study, but not be
aware of our continuing battle 1o get his depariment to relcase the information on the
market analysis Lo the company,

My own update on the market information as of today is that they still won't releasc the
information on markcts without addressing the "other issucs” at the same time. Since the

"other issues" require the Minister’s decision, we continuc to be delayed.

We requested a mecting for 10th February with the Director General for our file Bruce '
Deacon, but he wil! not be in town that day.

Do you think we should escalate 10 the ADM - John Banigan or the. DM, or the
Minister (o ask for a meeting on the 10th, or would that be over-emphasizing th
Industry Departmient? :

Regards,

C.\

® \

FEB 3 '95 12:39 : PRGE .B@1

LALOOO37



. ?Ef@3{1995 i12:28  THYSSEN BHI B135637648 189704015 P.82

@ Association House
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MEMOFAX
To: Greg Alford
From: Jamie Deacey
Date: February 1, 1995
Total
Pages: 1

Subject:  Initiai Report

Attached pleass find & copy of our initial report to you. As we discussed we will present a more:
' complete report 10 you next week which will include specific action plans to accomplish the
recommendations we have made.

Subsoquent to our conversations [ bave met with Dr. Harry Swain, the Deputy Minister of
Industryy and raised the Thysten issues with him. Swain was moderstsly aware and informed
about the file, for example he knew that GM’s order book was full until the end of 1999, and ho
was surprised that IC’s assessmeut of Thyssen’s market review hada’t boen released to you yet.
He undertook to check on that. Purther, be noted the lettey Manjey had sent to other Ministers
had suggcstod that the Thyssen market asscssment was optimistic but that & significant market
did oxist and Thyssen could reasonably expect to be successfiil in it. Swain's general demeanour
on this file was favoursble and, when pressed, be said he would moet with senicr Thyssen
officials. when it was appropriate and necessary. Finally, he agreed that given the speed that
events were moving on procurements that Thyssen's best bet was to find &8 Québes champion.

Ome other intoresting notion which came out of discussion was the possibility of having Premier
Bob Rac of Onterio pressure the foderal government into conndumganiﬁm(hﬂlnn While this
is possible the idea needs to be discussed in detail at our next mecting. .

Overnll the meeting was positive and there is some support in IC for the project.

Pogs 1

. Asgociagion House

FEB 3 '85 12:48 PRGE . 282
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Q THYSSEN BHI REPORT - JANUARY 30, 1995

1. Introduction

political and bureaucratic situation regarding the federal government’s
declared intention to purchase Armoured Personnel Carriers (APC). As
requested this Report will be short and to the point. In the following sections we
will review our understanding of the existing situation, how it is likely to proceed,
what the goirernment's view is of Thyssen and its competitors, and what Thyssen
‘can do in the short end long term to attempt to effect a better outcome for itself.

T hyssen BHI has engaged ASSOCIATION HOUSE to review the current

This Report has been prepared by Jamie Deacéy, Daniel Despins, and Brian
. Metcalfe following & wide range of interviews and conversations with senior
military, bureaucratic, and political officials. Given the short timae period
ASSOCIATION HOUSE has to complete this task we are confident it is an accurate
reflection of the cumrent state of affairs.

. ASSOCIATION HOUSE PaGE1l’

FEB 3 'S5 12:40 PRGE.@83
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. THYSSEN BHI REPORT - JANUARY 30, 1995

2. Current Situation

resently the situation is not beneficial to Thyssen BHI. Specifically, a

[P number of historic actions by the company, the change of govenment, a

""" " new minjster, the legacy of the previous Defence DM, the finances of the
government, and current public attitudes to things military all conspire, separately
and together, to place formidable obstacles before a successful Thyssen bid for the
APCs. This js not to say that it is impossible but it will be very difficult and
involve hard choices and bold actions. However, given how much time and effort
Thyssen has already invested in this project in Cahada. these recommendations are

’ worth considering.

As to the military it would appear that the previous DM, Fowler, has left a
situation wherein the military are reluctant, if not downright afraid, to express their
actual preference and needs for APCs to the powers that be. Collenette did
receive approval last fall for budget items to cover the helicopter and APC
purchases. It appears that the MND doesa't require further Cabinet approval (but
will require Treasury Board approval) to undertake the processes to make these
‘purchases unless he deviates from the recommendations and amount of money that
he put forward at that time. We believe, as do you, that it is his intention to
attempt to go forward with a single source purchase from GM Diesel. The timing
of any announcement on this is likely to come after the Budget at the end of

February, but not much later.

. ASSOCIATION HOUSE PACE2
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. THYSSEN BHI REPORT - JANUARY 30, 1995

% At Industry Canada officials seem to have willingly bought into Fowler’s
11 arguments for supporting GM Diesel, Their prime reason being that IC doesn't
- believe there is a export market for the tracked vehicles which Thyssen would
" produce in Canada, IC is dragging its beels on giving its response to the Thyssen
" marketing report as 8 way of not having to join the fray until it is absolutely
necessary. There is some concern at [C that the military hasn't made itself known
on whether it really prefers tracks, wheels, and\or a mix. This concern doesn't
* appear sufficient to stop them being passive allies in Defence’s rash to judgement
- on this purchase. '

Politics is where the ground is the muddicst. Little is known of Thyssen by the
“new Liberals except for the rumour and innuendo which clings to the company

from the previous Tory regime. As well, this is fed by several bureaucrats who
. fecl that in the past Thyssen was privileged and never proved it was committed to
building a plant in Canada when it had the chance. Ministerial assistants in this
administration ar¢ very young and inexperienced. They take their cues from their
betters or by word-of-mouth. This doesn’t serve Thyssen well as all the oral
history ministers and their staffs are hearing is negative. While this is unfair to
Thyssen there is little that can be done quickly to rehabilitate the Thyssen image in
time to help with this sale. In summary, Thyssen has few friends at court, your -
history and reputation on this file precede you, and your promises are discounted.

S - - -

. ASSOCIATION HOUSE ' _ PAGE3
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. : THYSSEN BHY REPORT -~ JANUARY 30, 1995

3. Conclusions

traditional avenues to acquire fair treatment and a level playing field on

“this file have been attempted by Thyssen. To date these strategies have
not been successful. It remains for Thyssen to reflect upon what sirategies could
be available to it given the relatively short time frame prior to Collenette starting
the process for selection for APCs.

’ T he picture we have just painted for Thyssen is not pretty. Presently, most

If Thyssen continues upon its present course of playing within the lines it is likely
that burecaucratic bafflegab and procrastination will be the rule of the day. This
would mean that Thyssen would still be sending queries to Industry Canada while

. GM was signing the order.

It appears to us that as matters stand there is little to no benefit for Thyssen to

continue to observe the niceties of a bidding process that you aren't being allowed
to participate in. It is apparent that for Thyssen to be successful you will need to
move outside the lines and create a champion and some interest in Cabinet for the

Thyssen proposal.

Thyssen will need to be comfortable with the Recommendations in the following
section for carrying them out will require discfpline and a focussed approach.
Iowever, we believe that Thyssen can be successful if it accepts the fact that it
can't win the bid the way the deck is currently stacked against you. Thyssen can
only win by starting a new game with your cards.

. ASSOCIATION HOUSE ) PACE4
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. THYSSEN BHI REPFORT - JANUARY 30, 1995

4. Recommendations

| hat we propose as the approach for Thyssen in the future on this bid is
v b to undertake a three pronged strategy which would see Thyssen finding
a Cabinet champion, causing the current situation to be publicized, and

maintaining ongoing contact, in a more aggressive, fashion with all the markets
which are presently being dealt with. . '

It is our strong suggestion that only by creating an internal champion in Cabinet
for the Thyssen bid can you hope to be successful. Given the history on this file
and the current state of the Canadian Confederation we recommend to you that
: _you consider Ministers Ouellet and Gagliano as your potential champions. Both of
’ these gentlemen are sharing the Québec file responsibility on Brome snd the
referendumn. Through some of our other clients we are aware of their deep interest
in announcing economic development initiatives in Québec in the very near future
... before the referendum. Further, if you want to pursue this course of action we
recommend that you look to the Honourable Jean Lapietre as your guide in
Montreal. Iam sure you are aware of Jean's background and now because of his
broadcasting career he has a unique multi-partisan role in Québec.

While the preceding aspect of the strategy was going on a very active campaign in
the media would begin. The purposes of this campaign would be to reveal the
unfair treatment that Thyssen and other APC bidders are receiving, the favouritism
being given to the multinational GM, the legacy of Fowler, the real equipment
requirements of our peacekecpers, and the economic benefits which would be
available under a more public, competitive, and fair system.

. ASSOCIATION HOUSE PAGES
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. THYSSEN BHX REPORT - JANUARY 30, 1998

This campaign would be devised and executed by Daniel Desping along with other
regionally based media consultants, as required. As much as possible this
campaign would not have Thyssen's name attached to it but it will be difficult to

completely avoid it,

Finally, we suggest that all the contacts which Thyssen and its various consultants
are having continue but with a more aggressive tone to those discussions. This
will begin to partially occur as the other parts of this strategy kick in. Essentially,
we believe that demands for meetings and real answers should be very correct but
very blunt and plain spoken. For example ADM Finance McLure, currently the
Acting Deputy at DND, is a favourite of Collenette’s and a meeting should be
sought with him as quickly as possible. Coile:_icttc is known to be fond of him and
he will likely recommend him for the DM’s job. We are not suggesting that

’ McLure will get the job but so long as he is there he should be cultivated.

Undoubtedly, our recommendations ar¢ unlike those you would normally seen put
forward by a government relations consultant but we feel your situation is unique
and at a critical juncture. Our analysis and recommendations are based upon the
fact that you are likely to lose if you only continue your current actions. We
believe you must add to these endeavours by having an inside man in Cabinet and
by causing the set-up for GM to be exposed. Usually our recommendations would
counsel patience and playing the game but you have been patient and this game is
about to end uniess you become more active,

. ASSOCIATION HOUSE PAGE 6
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’ THYSSEN BHI REPORT - JANUARY 30, 1995

5. Afterword

didn’t fecl the need, nor did you want us, to rebash the ground as we both
"= have come to know it. It was our view from the outset that Thyssen was in
a critical situation with the APC bid to start with and everything we have leamed
has confirmed that view. :

l T his Report has been presented to you in a compact and brief faghion. We

Our recommendations have been offered here in a condensed fashion. Should you
wish to pursue these options as we’ve put them forward we will flesh them out to
your specifications but we belicve that at this stage it was appropriate to come
back to Thyssen and see if you shared our views on where you may wish to go

’ next.

. ASSOCIATION HOUSE PAGE?
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