Documents in Support of

The Honourable Elmer MacKay’s Testimony

Tab Documents
1 Minutes: Cabinet Committee on Priorities and Planning, dated February 11,
1986
Document # AGC00460
2 Thyssen/Bear Head Industries Proposals - Chronclogy and Current Status,
undated (covers events from 1987 to 1991)
Document # AGC00422
2(a) | Notes on a meeting held in the Office of the Minister responsible for ACOA on
October 20, 1987
Document # AGC00981
3 Letter from Karlheinz Schreiber to Elmer MacKay, dated December 8, 1987
3" party document
4 Summary of Record, Committee of Atlantic Ministers, dated June 14, 1988
Document # AGC00401
5 Aide-Memoire, dated September 19, 1988
Document # AGC00014 ]
6 Understanding in Principle, dated September 27, 1988
3" party document
6(a) | Memorandum from D. McPhail to Elmer MacKay, dated September 6, 1989
Approved Cabinet Confidence document
7 Memorandum from Peter Lesaux to Elmer MacKay, dated October 26, 1989
Approved Cabinet Confidence document
8 Letter from Elmer MacKay to Harvie Andre, dated October 31, 1989
Approved Cabinet Confidence document
9 Letter from Karlheinz Schreiber to Elmer MacKay, dated November 28, 1989
3™ party document
10 | Letter from Karlheinz Schreiber to Elmer MacKay, dated November 29, 1989
3™ party document
11 | Letter from Harvie Andre to Elmer MacKay, dated December 4, 1989
Approved Cabinet Confidence document
12 | Memorandum from Peter Lesaux to Elmer MacKay, dated January 4, 1990
Approved Cabinet Confidence document
13 | Note for Operations Committee, dated January 22, 1990
Approved Cabinet Confidence document
14 Memorandum from Ronald Bilodeau to Mr. Protti, dated January 24, 1990
Approved Cabinet Confidence document
15 | Memorandum from Ronald Bilodeau to Mr. Tellier, dated January 25, 1990
Approved Cabinet Confidence document
16 | Letter from Bill McKnight to Karlheinz Schreiber, dated January 25, 1990
3" party document
17 | Letter from Karlheinz Schreiber to Robert Fowler, copying Elmer MacKay,




dated February 13, 1990
Document # AGC00306

18 | Letter from Karlheinz Schreiber to Elmer MacKay, dated March 5, 1990
3" party document
19 | Letter from Karlheinz Schreiber to Elmer MacKay, dated March 13, 1990
3" party document
20 | Letter from Bill McKnight to Stanley Hartt, dated March 22, 1990
Document # AGC00484 001 ]
21 | Letter from Karlheinz Schreiber to Elmer MacKay, dated April 5, 1990
Document # AGC00307
22 | Letter from Laurent Beaudoin to Brian Mulroney, dated May 11, 1990
Document # AGC00022
23 | Letter from Karlheinz Schreiber to Paul Tellier, dated July 6, 1990
3" party document
24 | Letter from Karlheinz Schreiber to Robert Fowler Copying Elmer MacKay,
dated July 6, 1990
3™ party document
24(a) | Memorandum from Paul Tellier to Brian Muironey, dated July 12, 1990
Document # AGC00855
25 | Letter from Paul Tellier to Karlheinz Schreiber, dated July 13, 1990
3™ party document
25(a) | Memorandum from Peter Lesaux to Elmer MacKay, dated August 23, 1990
Waiting for the document to be released B
26 | Letter from Karlheinz Schreiber to Brian Mulroney, dated August 27, 1990
3™ party document
27 | Memorandum from R.N. Sturgeon, dated Oct. 90
Document # AGC00023
28 | Letter from Elmer MacKay to Brian Mulroney, dated October 17, 1990
3" party document
29 | Note from R.D. Gillespie, dated November 30, 1990
Document # AGC00111
29(a) | Memorandum of Understanding, dated November 1990
Document # AGC004006
29(b) | Note by R.D. Gillespie, dated November 30, 1990
Document #AGC00110
30 | Memorandum from Paul Tellier to Norman Spector, dated December 10, 1990
Approved Cabinet Confidence document
31 | Memorandum from Peter Smith to Elmer MacKay, dated December 10, 1990
Approved Cabinet Confidence document
32 | Memorandum from Frederick Gorbet to the Minister, dated December 10, 1990
Approved Cabinet Confidence document
33 | Letter from Elmer MacKay to Brian Mulroney, dated December 11, 1990
Approved Cabinet Confidence document
34 | Letter from Elmer MacKay to Norman Spector, dated December 19, 1990
Approved Cabinet Confidence document
35 | Telcon with McDowell, dated January 9, 1991




Document # AGC00493

36 | Memorandum from Paul Tellier to Norman Spector, dated Janvary 16, 1991

Approved Cabinet Confidence document '
36(a) | Letter from Peter Smith to William Rowat, dated January 9, 1991

Approved Cabinet Confidence document

37 | Letter from Gillespie to William Rowat, dated January 28, 1991
Approved Cabinet Confidence document

38 | Memorandum of Understanding, dated April 9, 1991
AGC document

39 | Letter from Karlheinz Schreiber to Brian Mulroney, dated April 19, 1991
3% party document

40 | Memorandum from Greg Alford to Jurgen Massmann and Karlheinz Schreiber,

dated April 30, 1991
3™ party document

41

Email to R. Gilbert from ED Champagne, copying CA Kerr, BL. Thomas, and
Maj MK Brandon, dated June 18, 1991
Document # AGC 00310

42

-Letter from Karlheinz Schreiber to Michael Wilson, dated August 21, 1991

3" party document

43

Memorandum from Glen Shortliffe to Hugh Segal, dated September 17, 1992
Approved Cabinet Confidence document |

44

Letter from Karlheinz Schreiber to Marcel Masse, copying Brian Mulroney and
Elmer MacKay, dated May 13, 1992
Document # AGC00030

45

Selected agenda entries made by Karlheinz Schretber (1993)
3" party documents

46

Letter from Karlheinz Schreiber to Brian Mulroney, dated March 16, 1993
3" party document

47

Selected agenda entries made by Karltheinz Schreiber (1994)
3" party documents

48

Timeline:1999 - 5% estate
Open source

49

National Post: Mulroney asks Schreiber to clear the Airbus air (Philip Mathias), N
dated August 20, 1999

Open source

50

Statement made by Elmer MacKay, dated October 5, 1999 (removed)

51

Document # AGC00383
Letter from Karlheinz Schreiber to Brian Mulroney, dated January 14, 2004 ﬂ
3™ party document

52

Email & Letter from Karlheinz Schreiber to Brian Mulroney, dated July 20, 2006
3" party document

53

The Chronicle Herald Nova Scotia: MacKay: Just trying to help, dated
December 5, 2007
AGC document

54

Letter from Karlheinz Schreiber to Brian Mulroney, dated January 29, 2007
Document # AGC00253




55

Letter from Elmer MacKay to Brian Mulroney, undated
3™ party document

56

Letter from Elmer MacKay to Brian Mulroney, undated
Approved Cabinet Confidence document
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signl fivanos and bthe role af ehe Frime Minister in
ehis dnitlative.

The Primﬂ Hinisber sengladasd tha imouszian
by riontng ENBL e o lrl mske & mbabomesrnt Lo bhe B
on Pacliamentary reform in the asfternoon of
Februgry $l. .
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The Damuby Prime Binlster siveulzbed @ Hpm e
mhakement £47T Somment and infoomeed Minimﬁﬁrq P23 5 Lhorae
phage communicaclons plan &o publiciza kha Fﬂﬁﬂ1tb aff
v progrem raview initlative. The fivsg
b babIing £ e} Bigddgek , wruld {nslade a
ofn ragulatrory raform, major surveys, and ﬁantinu@a
congal tations wish the proviicoes, =ll ococdipacsd by
the Cablner Committas o ﬂﬁm%uﬂﬂuﬁtfﬂﬂ%. =t i
Hhage woeunlkd £ & wn tive Rrodess of progiam revia
Iﬁeluﬂing praw Logaly amurroonaed desisieonn, The Baod
impock of program review,; and @ sonmltment bt ohe
reledge off Task Force Study Tesm ceaporkts. Thess
meagures woauld be lnoludsd in the Budgss apeach Iy whe
Minister 9Ff Pinanom. The bhicd stage, Dok Euﬁqet
woviylel inwalv& briszfings for Hislisiers sod £he goscus,
88 aningemsnts of the date off relassss of the

mgg Wil
ey Dass poeporks and of the orsstios a apacisa
tagk L£ored o alaming the gomnerid iaE PROO T A

reviow. Tha wenty sbudy boam fepﬁrtﬁ Wl el Likeslyy b
fEabkied in the week oF Harch 10 and refferrcaed ho vha
apprope liate Standing Tompileboaen. Baol papars
Wl contaln s olear Sisclaimer noving Shat the
nnalysis and coeammendatians of the mixesd {pabklis ond
private seqcver) Deuadly fsoms: did gob fegregsant
Goihermnent polidy, . :

: . e the genarie dtom, Mr. Hisloen soof
that o speclial tssk fores wegld sxamings &he D
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Cismmuen, such =z the ﬁﬁrumturﬂ ol Ehe publiao amrwimm,

fdentifisd it pot denli with yider program zDeview.
Thin sepiarats study woenpld be coorvdinated by Sowdon
Dmbaldeston whe would advise tha bPrlms Ministor
FLroaotl e

I3

Tr kEhe ensuitg discsvasion, the following
wainhe waese wEiseds

113 Mintsters noted thﬁ importanse of gpsaeing thak the
i gzl sime m SRRy hean reperhe spacifiad that £he

Grersrnmenk did wmor ascept sowms of bhe

wewonirend st L ong .

£21 Mintseers sppressed the wish that & dekaliled
briafing be provlded sn sensitied lznsasn containsd
im whe variour poporis i good bBise polar o cheis
Eelazns .

£33 Seme Ministers esprassed Lho hﬁp& Ehat sdvance
aoples of the soudy baam Feports eould be providad.

T4 Byme Mitnlstars ssxpremzed ooncesn e bho orrsabics
aff & gpecial study feoam o geneCie issusd; and the
winh thot ¥inlstsrs bHe cosaulted ot gegulars
intervals B8 WOrK DEoprasaad.

Tho ETrime Minloter sonociuded bhe Siscudsian

By neriting thak the Depuly Poims Hinister would sonsides

arafuily &1l the points waised. It was important o
Bndurs that the pRogran review spmoumssments -
complamented the Budgolk prooess, The drafs stacement
THh poogram £aviey wad approved, Bny fdecizion on s
Euvther apescisl sbudy o poaneris is=ues ahogld e
@lacuzsod again by PEF aftar publicakbien of the inikfsl
shudy Lanm ceportsme

fEgueld ity for &1L
ET=U0G4-A6 0T

Hapmorh

sprt "Egalifs poyk eous™
AT =ea5A-E613L ) :

Minisker of Jamt ﬁ"aeek PN i B the
Fabruary 25 ﬁﬁadiinu Eop bhe Sovarnmesit®s sosponse D
v papocts. Tha fombee woeuld bs gonnidered at a

submaguani, mesting of $the Sommlitboe .

BECRET

-

N

R T SZMNECOOD ~mz-mpid CUT “ZMECOOD

“

AMz-gp CO <ZMECODD -m2

Pt e 3

&afta

SESEEEN

AGCOD4E0_00g



a

o

4

e W

“

GIMBLO0T AMZ-~grDd €0 -ZMILO0Q «MZ-UP0 CU <ZMECOO0D -mz

i iRElesia i

AGCO04680

La

=

Fa

SELHET
-G - ERe B T

ﬁmlnntin Enterpe idgs Prodnath
T 2-0042~86RDIGA I IR

‘?rq £ DI Boteepriss dtlantigue
" ‘ 2=20042-8BRERi 02 {0} )

Tha\@aqmiﬁﬁgq mgrags] Ehaty

a e discretispary program of loan Insuranos aod
monkritutions towards lntersgt oSsts | inobarsst
rata bhuy downsz) For becwm loens of &8 minlmwm oF :
RB250,000 for now capiisl ipvesbment be agstablighed
within the Deapariment SFf Regleonal Industrlial
Expansicon, Eo¥ bho bBenaflt o Businssaas Ln Ll
Atlantic provineas and the Geapd Rcaiaﬁ ol Qusbeaoy

8 privakts sector asdviacry board. b e gallsd the
feiantie Entarprlss Board, whish will olay & hey
rols in ehe deliversy o the pragram, be
artablished purauant ko secition 7 ol the

D pris 2 RIG T off Regionnl industrial Expansion hoty

the htimntls Encerprles Board invnlwn Eha Faode
Businesz rralopment Tank Lo the axtent £ i
in implamanting the Atlzxptic Enterpirise Program:

raguliabtions be put in pléegse kBo allow the Minilatew
of Regicmnal Todustrial Bxpansion to ofifar BSR
Pnsupance {uwp o 0% with divess miniscerial
aspEproval and op D B15% with Miolster of Finaocoos
aoncurTeasa l on lLogsesn on nesw bterm losns by
approved leandavs, na g4efingd da Annex B8 Lo Sab.
gy s E=UO04R~48MO{0LY , under wobe kia) of hhe
Bepsrtmenk of Hegilonal Industrisl Bxpaosalony

Earms ] sonditidsns be Sotablisbad under voba 10D
af nhe Depscrtpont of Boglonesl Indestelsl
Expangian, o esnabla the Nmnxﬂﬁﬁr o5 8 Rﬁq&ﬂna1
Induabrial Bxpansion &0 preovide contsibuab
puy down lnferest coats up Bo six perosnta
polnkz, applizable Lo pgoe Baem losns > q
sapital investmant from approved Lan o

AEfinmd in Anber B o Cab. DOc. 2004 2-88Mc{NE s

a refaevansae bhe includod in bhe HSopplomenBasy
Eatimatmﬁ o Besynread woke LSS and azpand it g

give the Minister of Baginnal Industrizl Expsnsaion
the agthowity o taks aroek prlﬂﬁq in sofmaoetion
wirh =an fnsured Losn, i sddition Lo the authoriey
Lo sxeraise suwch skock opbiongs

eive mpproved lenders pay At annuasl fes @f L% ono
cubsktanding loan halances &S the Minlaskar o=of .
Esgional Induatrial Expansiopn for payment fo Eho
Honanlidated Rovenos Pundy

wmeatEores oy which term Icans and inlnrﬁat rake haay
downs are available inoelude elomanbs ;
manifactuiring ., fabrloemtirng. ptﬂvﬁﬁﬂiv‘ Taan el s
relataed mervicn sosbors and bhe primssy Sedpoe
Armeluding agribusisssss

thea goabails &€ escbEsrs b be Soesed be defised in

regquistions and hermg and conditlona, atoer
appeoprisbte Minlsterial and departmental
aonsultaticons:
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oans for refinancing, for wmergers. or for
Acquiateiong not gualify for ipsurance o inteda=b
Eata buay dowroky

Loansg Por workliag oepital nobk gonerslly bhe
2ligdklie for loan lnsurpeaces oF interest. waks Buy
demms . but o sonaidersd by thes MNinklater of
Erginn&l Indugtrial panEion @nd the Minlosbayr of
Figanes in speginl giveumstanses; bo be daflasd In
the vegnilstiliona:

fadaral , provingatal, and muticipal govsromanis .

Crown sorpocitions, Crewe agenoles, sl Goown

S pEnies , o3 wall as their offactively conkrolled
anbaidinrias,; net bhe aligible Eor agsiteancs waderw

Pha aArplasnbic BERpterprize Progran,; o wieh the ax a@tion
of the Federal Buginess bevslopment Bank. he ok
@i appEoved lsmdsrsye

£

the sunmet deve for applicesvions ssoeived undsy
Fhe program be Dedembar 31 19907

The refeveance Lavel of the Departmens of Reglanal
Tadusbrial exdpansion ba redoosd by £lve pere :

per pear of the aomopunt of lokn insuesnce isgued far
magh ol Fivws Fisenl vaars Foallowipn guch ipsaangdy
By

e Departimentt &f Regionmal Industeial BExpanalion fund
bhe prograswm from Ltz axisting wsferenca levels amd
aw additlonal Einancial resources be preavided.

-

I Comitd wmonvienbtsa

@u& Foilt Geablkil dw =zein i minitendzs g -
¥ Lwlastrialle cfgiopale wo ouvesa
pruﬂrammn dismrdcionnsire 4°8Sz0ranca=prSts =i G
lbutione vigani 3 copvsie les Erals 4
fpriges an arge drune partie dus frails ﬂ‘inhéLﬁti
poue lay priéte N berme a”au ming 250 ﬂnu 7
pffectBs & ga ONVRAUR : ! d
lag snhreprizas de prﬁvimcaa e
o FappSsie . au Judboimy

que gndl e, oo verba de Ivareiole T ds Is fed

[ Lo om nedfve de L'Bxpansion induabriells
ragionagle, un mrganimm& uﬁnault&tif T SecDeur
priv& Hul asrva eppeld Copge=1i da L7 antreapcine Az
LrAtlapeligus st gui jow g B2EHie de piemier plan
dans LresSoynieon dd progrmmme

G im Conasll de ITentwoprise dans 1¥asliankigus

Y SEEUTE,, dans Lo mesurs o0 walm wnpe Eaxjizablae: Xa
particigation de Lo Bangus £848eale e dBveloppemant
Hans Pg mida ou ceuvre duo Prxogramme Enbreppias
Berlantfguar

gud Aokn mid an oeuvts wn rdglement pour pormetLrs
&u minlatce ds l“Exﬂanmiﬂ' ndugtrielle rEglionals
foffrle whne assuTance oo ot 8% p. 100 {pouvank
milar Jusgu® i %0 @, 10D aus l'upptﬂhatamn Al waate
vhabre o Juaquts 35 p. 100 sver 1'asocesd do
wmiftlgitre des Finances? des porkes 3 1*%gacd da
urmrads prEes § toecme goosenbiz pay des priEbauvs
ﬁéaimﬂﬁﬁe Eels gua dSCinpdis 3 Ltenfews B do dow. do
Coba. Z=d042-@EMO{0L}, on vevtue du sdie 1imb ou
mintardre de ifEzpansion industciells sSgionaley
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gue goisnt Slabories, an vartu gy ortdit 10 go
minixgtd@re do 1L 'Expansion dindustrielle whoioneale.,
doa modalitdSn parmetiant su mdnistcre G
LrErpansion industrieliis pdgionsle de Fournis dng
contributtons afin de prendrs sn charg@ Anseg B
six points de powrcentacss duo bane §° dah@rEn
applicsabie sux Douveaux pelte B bsrme consenikis
g dag priteurs d@ai Ry Eals gue dFFRdinls &
L'anneks B duy Jdoo. dn Qab, I=00dE-g&mc{0l). pous
dea neegvosux Inveaslizsemanisy

epeier fecgr@dit LES molt rdechivi dans iz Budagen
dua ddpensss supplinesnbaly at: gue B porbdv dolb
largie poUr agboriscer Ie minisive A LY Expans Lo
industriollis riglionsle 3 souvsceics & des gebionzm
I'@gard diun pridt smsurd:; an plug de L*asutoriser &
#chataery a8 Sctliondgy

gkt Latm prdtours d8sidgode waraant o ministre do
T Expansion industrielile rdglonale das frata
annuels correspendsnt 8 1 p. 100 du Salde das
pratd wi AGUEEEAGGE

gue seuls los goecheurs de la fabricakian: ds La
transformaticon, o0 Eourismg, J08 gervicon odnnemod
st la messtaur primalice, ¥ zpomprles le ﬂwmaﬁne
agrorlimsntaire, soell adunimaibl
is prise a5 ghargse d'une parkle des frais GiniEcsn
pour les préts I terme:

Gus des préclialfons aur las seasbaurae gquil gerank
wouwgrhd Solent formuldaes dams e BEglemenk st Ies
modalitie, aprds gue des oonanltabisne ausonik an
Lisyw suprds den ministres oh 9es ministiros
incBrasadss

ptres lers prBts @ffeoiabs 8 dea Eino de
rafinancemsnt, de fualeon ou dacquiaitlioan oa
sofant pas somlggibles I Llassurance 7l I ls prisa
an eharges dfane partle des Frals d*IntScsty

gua i@g pﬂﬁba visaht L“amﬁraﬁaﬁﬂm&n& ghia Bovagde S
aEndEcralament sdmizalbles

a l'&ﬂﬁnrﬂnc& ni K- la prige i chargs d%7une poaridls
dea f£raig 4 inbSeSt, wmais ogues Le min;atra e
l*Bxpansion findustrislilse rdgionsis
Azm Fipancaes Tan DrafiRond &n 8o

des girconstances parbioulifces @ui ‘sersnt
dBEinins dans Le Baglamenks g

rET e ESdBral pravinaidur i
miunliaipadt, T s, cGEnieTE ab Sompoagnies
@' Brar, =t iea flifales gont 1ls ont le oonbcdls
v@el 3 l'sycephion dz la Barrgpe f8dAS8rals o

EEVe Lanipaniant , e Soflant o adpizsiblilas & OLYadde
acoordis an veren du Perngramma Enﬁr&pwiae Helannlguas
Hh nd pyizgsent pas Esire fonobtlon do pedtouts
ﬁ&signésw R

iy L?ﬂ = foi 2

I

fiae 1a deta limite de pEcepiion deg demandss
A alde prisentdes an warby du Pragoamns Sodh Thatig
an 31 dScanbes 1BSd;

wgrisy ter mivemaoy de eS8 FREronow du minimc@pe de

T Expangieon industelelle #B8glonsls soit rdduls
shagues sunds de 5 p. 100 i meng: clcs

1’ asguradce-prdy Gmins, pour chacuns des okng
snifics financidvos suivant Lfacerail de

1 assuranos i =t
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Ratification oFf the Peciglons of Sabinet Commitbscs

Batification dex gocislons des Comitfs du Calingh

The Cabilnet dommibkhea on L Comitd du Sabingg
Prioceibies and Plansning ehacgd des priozitss s
tarifiaﬂ e ﬁwuiaion A I planifigation &
Eﬂﬁiﬁiﬁ les dEcislons des
ivrde du Cablpat telles

R P L 2

ﬁuivantaﬂ

Fatarnh Rules Jovesaning ihe Raglstoatlion
LBE Poprent Ageobs e .

BEgles sur les bravets @gissank L“inmmripnimn
- . [ aqpm+$ e bfgvnt -

The Cebinet fommittes on Beosoooic and Begilonel
ey lopmatt ab Los mestiog of Pelruscy 4; IDE6, had Eor
aonaidsratlion o Memovsndum from whe Ministar of Cobmomen
ard Corporashte Affalrs {Uab, Dos. 6-0040-86MO(BLY, dated
Favntary B0, 1586} conesarning bthe Government’s raaponne o
e poocomsrendal ion of che ind Repert of she Sesred Lrg

Jolnt Comnittoy on Reguelatlons and mvhmr sbarnnarj
Lt ruman by o

5

The Commlties agr@eﬁ Thak s

A s provlsions of n:m; Reglstesr of PFatant Agenis
Rules 31348, made pubasant we sextlon A5{2} of the
Parant act bo formally rBVﬂkﬂﬁa Ehaa ﬂfﬂ?&ﬂﬁ
gactions IBZ Lo 138 of the Patent R e
purasuant s gastion 12T of vhas Patand &ut =151
kavwaekad mndd revenacked undsr bhe approprlats
asgnions @f thoe ¥atent Aot )

. L Homitl due Cabinel charg$ dy dfivelopogment
Boenomigue ak sl 3 SRudid, J o EGunion Jdn 4
favrlar 1986, e i ey Ay m}ﬂzatrq de la Tonsommation
% Jos Codporarions {(dovs, du Coh. G-0030-B6MOIOLY Q.

20 jenwiar 1I986) concernant is ripense oy goueroemsnt B
Am cedaoimnanciation brodasddms gagport @9 Comipd miste
permanent des rSglements @b sutros toztes viglasencalred.
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I g lew dizpoglkions des Bigles do 1948 oSongernant .
le Boglstes dog agents ﬂ& biraywee, Btabilics puxn
tormas @u paragraphe 15{2% de La Lol swr las
Bravets, zoaiant fﬂrmﬂllmmmnt FHvequBeg . B ogus les
argiclas 152 3 158 Asa REgles sur las bravets,
actyelleomsnt an viguddr . SEabilsg audx eermes s
Y*articla 12 de 1lan Lol sur les bravebksa soisank
FEBvognEs eb golent rdadoptis an,verto des
articles portldents Se Ia Lol 08 lag bravets.s

Canada-Jusber Hemsoandum of Dnderstending sn the
bavelopment 9f the FPraoch-=Langquage Telavision Systan

Entisate g uﬁﬁéﬁrt&tlﬂﬁ @ a4 harmuniﬁatifmn
sanada~gubes sur o dEvwsloppement du systBog de La
rElEuwision ﬂfﬂﬁﬁogﬂ'&@ﬁﬁ . .

The Cablant Oommltites on Eeconomic snd @ﬁﬂi&ﬂaﬁ.
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Bevelapment At ifts meeting of Pebieuaary 4, 3988, had Fop Ey%) B
oS o Eae Lan Mamorandom from the Hinistar of B
Towmunicstione (fab. Doo. 4-0031-88M0{01F, daned T T Y
F9,. 1986} canmerning the signisg of a WNemocosndum of i
nderatanding o tha dawmlwpmﬂnt of the Prench-—Languags T
Tt Téawr £25 G001 Syaben. 3

Tha Copmletvtes agoesd thags .
T, the Mimlster of Comaunlcatfons B authorised bo L
soncluds s HMemerandum of Underatanding (MolY om &
Ehe devalopnent OF thy Freach—-Languagse holevision B
gystam with the fSovernment of Quebecy and i
Fe o the undsrabanding thak s addisional flnanclml - g
aommitmenkt wruld be peguivred . ehe 00,000 funding
Fajquirad for Shw MU for wach of tha ff’x:sur FEars T
From IFAEGSET o IHRY9/90 e shared on a 32:30 bas .
with Lhe: frovines of Quuabeo and ba aﬂutﬁuﬁi Brem ¥
ths Qestadas=Qoebes Subsidiary pgresment £or 3
v Commutnicarinnse Enterprises Develspment pooviocusly ﬁ:
a@prquﬂ by Sabinet [(Calb. Des: I3-35BO). 'iJ
@ L Tomits gy Sabicoek ﬁhnrgd A AEvaRloppement =
Joopomigque % rfgisnal 4 nwdid, 4 aa pdunion du e
4 Egwri I9gs, un mBmeiedg Oy miglisboo Jdos ﬁ:qmuniﬁﬂs‘-zﬁm*‘ -
{dnc, du Ooaba S=0041-B6MOiHTY du 28 Janvisy 1% L
L gonerrnant la gigrature 'une snkenke de oanserbasion ok =
3 A" harnonizskion sur e dBvelsppemsat do aysehme Ja Lla oy
i wEIGviaion Trangophond . ) : LE
U e
Eg Em Cowmitd canvisnts -y
M ix Yoex miniahxa den Commubicabicns aole subtovisd B &8
T : = Lag iy la gouveroaemant Jda Qubbso une i
) J, BRtente de aanasrtauiaa at d'harmorhansisn sus 1e [ |
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gruvernomant de Quiibee et e gouvernemsnt LfEAGval
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The Cshinst Domnitkes on Boonemic and Faglonal
mewnlopmentk, st its mestiag of Fabruacy 4, 1984, had fow
mensiddecatlon 4 repornt frem the President e TeaaRdEy
Boprd ecacerning the cogrdinakion af pommunlestlons
Emlatod Lo bhe Honkreal replons

Ther Committss agrued thsat:
1w rhe Mipisterisl Comwnlekde op the nevelopment of
bR Monkeeal Reglon e savised =f all plannsd
fadoral announcemints aitfsciing theé Moankbraal ]
rogion chrough the S5fice &E the Fodaral Boonomis
Tewglopaenl coordinatos for the miraheo Baglarn-
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The Government®s Hesponses i the Bigheh Repost 9Ff nhe
Swanding Commibtoe on Public Aogounis {Bespecting the
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The dabinet Comwmiitses on Povelign aod Defencs
Folisy &t its mesting of Wednesday, February 5, 1986, haod
Tt epngidaratisn a Memacandiwm to Sabipan from dha
Minister of Externsl Relations (Cab. Ooc. S5=0045-BEMEIOL}
=g Jaraary Tk, 19867 gancarning & reagponas Lo
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THYS: 1ES PROPOSALS

CHROMNDILOGY

198T~firat half 1988 - Thyesgan hplds discussions with
Govermmant of N.5., secures cummitments of suppori,
incopporates Bear Head IndAuvatries [(BHI), and opens
discussions with Paderal departmwents and Ministers:

27 Zep A8 -~ Understanding in Principle {(UIP) migned
baetween company amd Ministers of ARCOA, DND, ISTC;

1989-1990 ~ numoerous initiatives by company to secure
directed gontract. Briefing notes, meetings, ste;

Oot 90 -~ forwmal propasal by Thyssen to ACOA to
providn 250 Fax wvehigles for $290H; original hriefing
materigl by DESPDI sucoessively updated by DDIR;

I Nov 90 - MND, Minister Mackay, and senior officials
meat with Mr. Spector to discuss proposal. Teskilng
to preopare detaliled paper faw PMO;

7 e YO - DHD input provided to Mr. Lesaux of ACOK;

8-10 Nec 20 - ACOM produces joint paper and paszas Lo
FCO /PO ;

11 PBec 90 - ACCOA receives latter from Thyssen
plarifying details of TH 495 offer:

12 peg 90 - ACOAR {(Smith) letter bo DND ADMI{Man}
conveying minimum details of Thyasen letter (actual
letter not provided to OHD);

14 bag 9% ~ DDIR re-write of DND analysls paper
taking dnto acoceunt TH 495 pffarx, togother with line
by line proposed amendments to ACOA part of paper,
and supplementals, speaking notes, dril notes
fooasting}) etc for MND wse at podsible Ops Committae,
pasged to DGEIFDI;

20 Dec 90 - letier from Premier of WS to Prime
Ministey speaking of Canada~N§ Cooperation Agreement
on Industrial Development Opportunities and

gpecl Fleally asking for PM support for Thyssen
profect. DGERDI interventicen with FPRO and PCO to
enAurs non-~-committal reaponse;
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- 2 Jan 91 - items from 14 Dee 90 bullet above (line by
line amendments to ACOA vaper and new DNB analysis)
pasaed by DUSPDI to PCO (Billings), thence to ACOA;
not olear if briefing material sent Lo MND: 2A00OA :
ealls DPIR to reguest diskettes { provided by DDIR):
AC0A produfes pew disgisBion paper and passes o
PMO/ECD (Lopy provided to DDIR on 15 Jan anly after
verbally requosted. DDIR pagses coples to CLDO, PM

- MECV. Copy onclosaed];

= Y Jan 91 - letter fxom Feter Smith to Bill Rowat
{(PCO) saying there was an incongistency in DND
analysls re TH 995;

= 17 Fan 81 - rebuttal letter to PCO, copy Peter Smith.
to aDM{Mat) for approval and signaturse,

o I _STATH
PO (Billings aud Gentles) hast advice:

- 1% Dee 90 {approx] - discussion PH, Mackay {(ACDA),
fpector, PH axproessed shoek at vost of Thyssen
proposal and asked Mackay to confirm nuambexs. Mackay
accepted numrhere were probabiy real, Speotoer advigas
Mackay not to push ilssue st present time. Mackay
fasls PMO has lIet him down i.e. purpose of 1 NHov mesl
wan to foree isgun and this not dona;

- no plang foar mattor to he discussed at Ops. Whether
progesal dead, or to be handled ountsida of OpR not
clear, BShe has asked the guesticvas and may ox may
not get an answer. Ouly Spector kbowsg

- PY was Lo go o London in January and Maockay to FRG.

Informal plan for M to croes to FRE for pomgible
neet wWwith Thysssen. PM'e trip vancelled.

LG {unconfirmed rumpur)
- Gan Vanoe {(res'4) recommerngdad to Thysesen that theay

hack off, mressrve rempinlag geod will, and return to
vompete when time is right;

- PN has spoken by pheone to Hehreiber {(Thyssen) within
last 140 days,
SECRET
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Hotes on a meating held in the office of the Minister rosponsible
for ACOA on October 20, 1987 at 4 p.m,

Subiects Thysgern

Fresent: - Benator Lowell Murray
« Honourable B, MacRsy, Minisiec of National Revenus
. Honourghle F.D, Mooteg, Chairman of the Board,
Gavernment Consultants Imtoecnational
+»  Praul Beranier, ACDA-Ditawa

Piscugsion: Mr. Moores provided backgroand infarmation on the
current status of Thyssen'w interest in establishling a military
vehicle manufacturing facility in the Stralt of Canaso, Hova
Scotia, In particular, he noted that:

« DRD could develsp spesifications for itg vehlele Yagolramant
within about 2 month {f the gime frame for production and
fonding were advanced; this was oonficmed to him by
Goeneral ¥Yance;

- Thyssen's Board had approved the project;

w garlier dincunzions on 8 Jolnt venkure with Gensral Motors had
falled and were no longer belny pursued; and

-~ discussions had been held recently wish Bombarbier, Pawer
Corperation and Lawvalin.

He siated thab there was agparent agreement to form &
Thyssern-Lavalin Joint venture in which Lavalin's egaity posision
would be 2% percent, In addition, ths doint wenturs woguld
include the avguisition of the Rawker-5iddeley Trenton Works.
The eguity positions would be 75 percent Lavalbin and 3% pecrownt
Thysgen., The understanding was that Lhe two facilities arested
Ly the Joint venture would be mutually exclusive.

Mr . HMoores understood that Thyssen would have no
di¥ficuliy in meobing DNDYs technical spacificatcions, and would
ba anle to offer an acveptabhle price to DHD. However, he
believed that DND objected to sole-acureing, The addition of
Trenton as an offset should minimize any difficulty with
fole=-sourcing , he suggested,

Senator Mucrdy indicated that he had recently wiibben
to the Prime Minlster bto report on the Thyseen doszler and
proposed to inform him of those most recent developments.

Hr . Mackay planned to raise the lssue on 2L October
with the Premier of Muova Scotla,

raul Bernfer
Gotoler 23, 1987

Cemcdimuie Set HED Erie:] AN
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THYSSEN
BEAR HEAD INDUSTRIES LIMITED

Suite 908, 350 Sparks Strest
Otiawa, Ont., Canada
KI1R 758 ’

TELEPHONE (613) 563-3321 TELEFAX (613) 563-7648

TELEX 053-3981 bhi ott

December 8, 1987

Hon. Elmer MacKay, P.C., M.P.
Minister of National Revenue
Room 509

Centre Block

House of Commons

Ottawa, Ontario

KlA 0A6

Dear Mr., Minister:

I am writing to provide vou with a short summary of the recent
developments relating to our project at Bear Head, Cape Bretoun.

1 have also written to Senator Lowell Murray, Lawrence G'Neil, M.P., and '
Robert Coates M.P. today to provide them with the same information.

Canadian Partner:

Lavalin ¥nc. has agreed to a joint cooperative agreement with Bear Head
Industries to market Thyssen light armoured vehicles (LAVE) to Canada's
BND. Both parties are actively exploring the opportunities for
production cooperation at independently and/or jointly established
facilities. (namely, at Bear Head and at the Trenten works).

Province of WNova Scotia:

Premler Buchanan and Minister Thornhlill have. committed, through the Hova
Scotla Department of Development, an option for the land required for our
plant. We will proceed with detailled discussions relating to the project
as soon as a Federal commitment for vehlcles is recelved.

U, 8. Market Outloock for Thysseun:

The Thyssen Fuchs LAV was recently selected by the U.S. Army for a phaze
1 order of 44 vehicles. The second phase of this order originally

ddentified as 230 vehicles is now forecast ai approximately 430 to 500
“vehicles. As you are already aware, thils 18 only a swall part of 5200

billion U.S5. Army program for armoured vehicles in the 19%0s.



THYSSEN
¥ oW

BEAR HEAD INDUSTRIES LIMITED

Project Status:

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

Please note that moving the LAV ornder forward to 1990 from the original
DND procurement date of 1992 is no longer required by us. We would
procesd immediately wilth constructiion of the plant and uandertake te load
the plant with civil work as well as some work from the U.S5. LAV order
until production for the Canadian covder could commence.

This armoured vehicle productlon facility will be unique in Canada and
provide & major addition to Canada's Defence Industrial Base,
aestablishing a new capacity to produce DND requirements domestically.

Not to he overlooked is the very high skilled labour content of these
products which will be buile 1o Nova Scotia but will impact on the entire
country through scurcing of components and systemsS.

In addition Tto this initial wilitary vehicle production, we plan to bring
immediate diversification to the plant threough civil manafacturing
assocliated with existing North American Thyssen operations -and North
American jolint ventures.

Timing:

Having hegun discussions with the Government of Canada in May of 19285,
Thyssen cannot delay the decision of where to locate this Horth American
manufacturing facility much longer. The increasiogly encouraging market
outlook in the U.S. helps to confirm the corporate decision te expand our
North American coperations by establishing this new facllity, but
understandably strengthens the case for locating in the U.S5., and sites

in that country are now being mULh more seriously considered. Time 1s of
the essence.

If I can provide any further informatiom on this subject, please do not
hesitate to call me at 613-536-3321,

Sincerely,

,,;;L

/‘r Chairman




Proposed draft Letter from Govermmeant of Canada to Bear Head

Industries Ltd.

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

a)

b)

c)

d)

e)

in ¢ooperation with DND you .define and develop a
vehicle from the entire vange of Thyssen tfechnology
to meet DND operational requirements

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

you transfer the necessary technology to your
facility in Cape Breton and share jobs with suitable
Canadian manufacturing partners

you meet our requirements la terms of quality,
delivery and logistic support dncluding personnel
training )

vou perform the aforesaid services/tasks at
internationally acceptable prices
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SUMMARY RECORD

COMMITTEE OF ATLANTIC WINISTERS
TUESDAY, JUNE 14, 1588

In attendance; Senator L. Murray [Chairperson)
., Croshie
5+ Mclnnes
E. Matkay
G Marrithew
B. ¥Yalcourt
B, Camp

Orficials: B.5. MePhait
K. Moyer

Minister Murray informed his colleagues that the Agency was making &
further submission to the Treasury Board, requesting additiomal person-years. He
noted officials had expected four times the workioad, howsver, with the program
expansion and improvements, the actuni case Joad was teén times greater. A large
percentage oF ACOA resources, thersfore, have besn divertad to program delivery.,
Minister Murray expressed his concern that the advocacy and ceordinstion roles would
E suffer as & consequence. Wr. McPhall remarked the submission was 2 modest increxse
: given the volume of applications the Agency was dealing with. He added respurces had
been borrowed Trom other functicnal areag in the Agancy 4o beef up the program sida,

Mr. Merrithew remarked that enly 1300 person-years was avatiable for
atlocation in 1988-BY9, against a demand of 5000, Demands were coming from the free
trade and tax reform initiatives, as wail as many others. Mr. McPhail stiated hiz
epartment was carrying on more programs than 1ts predecessor, PRIE, in addition to
1ts new inmitiatives. He further noted the Agency was operating with fewer paople
than DRIE, productivity was four times greater, and people were badly overworked,
Minister Nurray noted the Agency would not be able to mest b3 projectsd 30 day tuen ;

around under these conditions. Minister Murray asked that an Agency official get in
tauch with Mintsters Merrithew and MeInnes before the submission went forward to
Treasury Board, to supply them with all ‘the arguments possiblie. In addition, Mr.
McPhall agreed to meet with Mr. Veilleux to discuss the matter further.

li!fz

Canadi

|

AGCO0401 01

Vit Dinciounn St O Tafd ARG

AGCO0401



. .
B
v
PR
. N
> i
- . B H B :
¥
- o, sy -d
.t
v 2 S d
LY ' -+ vy 2 M
- b - i PR
B - < s I
n s . N
¢ G By - s
) . »
- . . B
PRy 3 N ¥
. . e )
d + " -
i
L P o , : 2 , oy
- : ¥ Bl teh : ) i it ‘ ' '
P Y e N IS
- .

S0 Dinchomurg Sk 07 sof4

AGC00401 AGCO0401 _D02



-

. “ s

¢ Tt

With respect to the Chair for Regional Developmeny at the tniversité de
Honcton, Minister Murray stated it would keep the profile of regional devetopmant
high. He added thal the universities hud &n Integral role to play, and stressed the
{mporiance of escouraging a culture of entrepreneurship., Mirister Yalcourt would be
making the announcément on behalf of Ministar Murray.

Mr. McPhatl fnformed that he had asked Thyssen officials to submit a
business plan before the Chancellor's visit. In the plan, he wanted the company fo
confirm 1ts Intantions to move awdy from & firm comtment Tor Vight armovred
vehicles, &nd instead, move towards more traditions) reglonx] development assistance
ang grants for thalr hsavy industey faciifty. Mr. MoPhatl stated Thyssen had mow
backed away from tha {ssuvs, becayse their associates . in Ottawa had heard 2bout 2
draft Memorandum to Cabinet from OND, 2ilocating certain procurement $o the West,

Mr. Mackay noted the possibility that sconer or later, thefr proposal could
be overtaken by events. He stressed that Thyssen was prepared to put & major
tndustrial presence n the reglon. Hr. HoPhitl stated that ke did not see any
alternative fo thix course of actton. Hinister Murray raquested a note on this 1ssue
e written for the atteantion of the Prime Minister.

Concerning the Halifax Metro Agreement, Mintster Murcay explained that
federal funds would be directed to particular parts of the agreement. He also noted
the poliuter pay principle. Winister Valcourt ralsed his concern about distancing
from the parception that ACOA'S funds were being used for infrastructure. Minister
Murray agreed Mr. Mclnnes' spacuncement would hive to be refined to address this
concern.

With respect to the pext rownd of ERDA mestings with his provincial
colleagues, Hintster Murray stated he had mat with Premier McKenna and would be
meeting with Premigr Ghiz this week, and was arranging meetings with
Premiers Peckford and Buchznan.

Ministers agreed it was necessary to have 2 1ist of management principles
for the ERDA process far federdl Vine depariments, as well ax 4 letter to 1ine
departments concerning further negotiations.

Meating adjourned at 9:08% a.m.
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A PROTOBAL BY BEAR HEAD PROPOGSTTFION DE LA BEAR
INDUGTREES PO HSPABRLISIN HEAD ENDUSTRIES POUR %A
A CHEAVY MANURACTURIHG . % - PABRICATION ¥ PRODUITS
FROILITY IN CAPE DE §L'EIRDUSTRIE LOURDE.
HRETON _ AU CAP-BRETON
Heptember 19, 108 le 18 septdygbre 1988 .
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o PUREBOSE: 20 davelop an approprizste rasponge by the
\Government of Canada te the proposal by Beax Haad
industries Limited, fa asubsidiary of Thyssen) te
akbtablish a heavy-incustry ssaufacturing facillity in
Cale Breton, whioh wonld supposrd the regionts economia
davgiopment. T r

Thyssen Indusivies 36, based in the Faderal
Mo of Germany, is ongs of the world's lsrqgest
industilal manufacturing coppanioes with annual salss
exceadingy 830 billlon, and 136,000 enployees world wids.
of Thyssen's sonual galse, less= than 8% are fn the

- dofenca seutor. .

In Canada, \Thyssen's heldings includes:

-  pudd Cansla Tne., fitcnener {sutomobile paris):
= Horthern EQevator Heldings Ltd,, Toronte {elevators)y
=  Greenling DOopald o, Wd,. . Hamilbton (metal
Eabricationhy :
=  Ihiyssen Harathon Cannda Ltd., Mississauga {stesl
importexa)y § aid .
-  Shyssen Canadasbbd. Eax&ale;{at&@l impoertera) -
In all, Thyoscen employs Soms 3,400 Canadlans..
Iy Ehe %fgﬁg i aﬁm?:ny-ﬁbgixgﬂaﬁtly rgggﬁaﬁ agn
1 e ayreemantawith @&ﬂaf&l‘Dy&%ﬁiﬁﬁ‘U@ﬁ&ﬁtniﬁﬁaﬁechnﬁlﬁgy
o sharing foi the prodootdon of jight armourad véhieles
foir the T.g.military, furbher dnoaressing Th§§3éﬁ‘ﬁ
existing NortH smerican commitmant. ,

In 4985, the then DRIE Hindgter during = visid teo i
Semmany . reguesbkod that Thydgen auvbpit a propossi e ¢

i extablish = manafacturing fakiiify 1o Cape Brabon. In :
Harch 1858, Uhyssén pubmlitadha revised propossl oy the
Sotsrnment , Ghrough ACOA; to ekxtablish an $85 million
haavy-industry maimfacturing Ffagility at Baasy Head, dape
Bralon. ;

@hé‘igﬁtia% capital cost of the £3cilivy would b _

54 wll%%ﬁﬁ, axaisted by the Fidewhl (and poezelbly the

provincinlj goveriment in g@éqxﬁaa;f"wiﬁh exigting

"y programs ant guidelinss. 5 Further $a27 million fox

L @ common-gRer iWtcasbtruchire vould be providad by the

sy o fFaderal &nd the Sragintlal governmentk. Thyszen would -

§ut work closely in itsdseduction sund subfontzacting
r ' ﬁﬁ%ﬂitﬁm$ﬂt$‘wiﬁhmﬁgval ~ihredgh the Yrenton Works
Faailityl, possidily Bysco Tep gsource it steel

recmivemente) fhnd Heransg Ma i, 3f the Y=bter is
Buccessfual Lps main batile tanks.

‘supplying DHD witlreg
Formal undedtakings in cuppert of ‘Shese wolk-sharing
srrangenarts are in plaoa, ,

Shyssen proposss to establish the Hearx Hesd fazllity in
two phagogt . .

- phase £, bthe producticon of miiitazy vebicles for
the Hovth American defonce mavkety sl .

- Fhmsae XX, diversificatien, within ftwelve months,
inte oiviiian proeduahion.
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The axact preduct mix,
Phase ITI 5re curre ]
the oonpany is preporing s formal business plan for
Phsse TE., ThHyssen has conslstently maintaiped thets
Poase I is a necesssaryy faunching pad for uliimabs
divergitication inte elvitisn production, amnd the
ompany 48 witling to commit to repay povtions of
gbvernment fundg recsived under Phass I, ghowld Phase IX
%t procesd. :

l
IHOERSTANDING JH _Poipoy

1 : § REiErEm: The attaghed
Undéraetanding in Princlple is not o formal Hemopandowm of
Tandebstanding {H0U}, -but indtead, hag boen preparsd o
sabk aft the pature gf discuaslons o date. This -
docuneRt ig regquired te initiate & declsion fxeom
Thyssem & Beard of bDiresbors to Proceed in cape Breton.
To &hieand, it is desivabls that this doocomant be |
signad by the 00k Hinistes, Hhe DRIR Hihister, and ths
DHE Mindizfer.

Bhiile the Understanding.ino Prinsiple formaliy bBinds
peither Lhe Guvernment per Thyspen in & manner which the
other side woild wish, the osopany ig clted &a ba
consisfoerad foly participation in'the light armoured
vehicie projecth (part of the Govsrnment's projschedg
moderpnizagtion offy the Danadian PForges, envisaged by 2HD
o prossed in hé eaply-to-mid 1880e), preovided the
sopparry meekz the Qovernment s teohinicsl, opemablional
and industrial//regdoral benesfite regulremoente,

arig dlrechion &= SHenator Burrpay
ata mnd report bagk on the Thyssen
£ieiats, in comsulimtion with
e Sy oocnsion, POO; Finanoe,
alre,  have wet with Thyssen ot

gince the BPrims Minis
in Jube 1%87, Bo svaid
propeaal, senicr ADDE O
officials of DRIE, DHE,
Justics, and Externasl AL 4
length and developed furtber the company s Deavy—
imdustry proposal. akthoudh Thyssen had ociglireily
‘sought & diveotad conbtract fvoen the Government o

ge’x}ﬁ;; provids DBRD -wich-250-LaVe in Kbe early 19804, The -

BT v wompaiy hao softened copsidesialdy Lis positicn, and is

now willing. to procecd With theNheavy-indugbry faclliisy
o Bl bazls of established goveknueirl reglonal snd
indystrial development dnsistangel and oo &he
underatanding that it will be consl8ered Loy
participation in fthe LAV progran.

From the Governmenils perspeotive, Tthel heavy—indusizy
propogal for Cape pPrebon nffevs Very odgslidevaile
banefits, ineluding technelogy Sfansferto a
gartionlarly undepdeveloped region of Caufgda. YThe tape
- Bieton plart would alac pursue zhaked pragyoelion and
gopurcing srrangoements withi-Favalin [ah TresfEony, and is
idasily positioned to supply hepvy-industzy cagnirements

A% this poink, Thyssen will cdmmit Lo ssiablisbing &
factiity which weuld employ o mEnlnuan of 400 padple.
Eaployment g expecked to grow oconsidepadly when®
giverai fication Doours.

SPATES:  Yn order to waport Lo the Prime Mindster of the
Thyssen proposal, Ghe Prime Mindpbterta office and |
Fanator Murray asked ACOA gEficials to take discussions

“ ~

A nf &

T heing discussed with Thysszan, ana 7

ALSEOnlia

4 "
- tho Disttmsure Sk 05T
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wregulred from the Sovernment of tanads ko ailow the T e
project to progeed, would be da&ﬁr#iﬂedﬁ

U September %2, Senabor Buszay met with My, de dotres

FolGisouse the Thypsen propossi. | iy, de scobrat agread
C Feelgn the Understanding in vrideiple, in vecognision
Ehan Lo proceed, the Beay Head prlopoasl rvequived Eha
docugent as an interim step, pridr te the devalopngnt of
a Lormal business plaw, b .l

1 e

ﬁé%?ﬂﬁféﬁ obsexved: to Zengfior Murray that DHIE had
SO0 prolects sesking applications for financial
zistakhoe £o3 which no DRIE Ffunding was avatiable. In
thic curbaxt, Mr. do Cotret strosdsad GThatb Eha
Fovernpank Wwould bave to develop a sourte o funds for
prajeebs Yalued in oxcess af 20 millien, And thas, in
the case of Thyssen, Sunds wonld have ko be carmmrksa
prior to Thyssan's submission of a busindes plak, and
application \for funding, e

Q¥ Sephbenbeyr A4, Hr. bevek Burney ghalred a mesting

. . attendesad by SeRatorw Hurzay aEd Mr. Beatiy. By Boatby

o bk agreed Lo sign Yhe ﬂﬂﬁ&xat&ﬁﬁihg'iﬁg?finmigié_ﬁﬁbjaﬁﬁ
wi v ko Turiher Hinisterial discusaion,” as raegdred,

3 providing thats N oo

. ’

(1} the gompany bek informed eidarly that in signing the
UIp, " the Minletler of Natidnal Defench wag jub
Binding the Govéynment Lo procsed with the LAV
Projects % : . ) -

A‘ :

{2} =& lebter bhoe sent SNem Ehe DHD Hintster Lo tho a7 Y
HMinister nobity thal 4o sligning the Understanding
in Prinoiple, bthe MilRister oF bafenos was not
liniting bis discrefiyn o determine the Eiming of
Ehe LAV prodsct, #nd vy recswnend & prefarrced
idder to Cablinety awnd

3} ocommunicatleops %é f£he im:ﬁiﬁkév& B MIow-kay®,

These conditions ard entively Y accordance wikh the

Ihyssen proposal and thderstandity in Principle,

Efforte For thaiy dmplemantation re well underwsy.
hal ‘

DEPARTHENTAL POSTIIONS: The Deparfgent of Externsl
AREFalirs has no oahncerns Faegardiiy e Baay Haaed
proponsl, providing that ifs stated dhiaotive, defencss
related productlion simed at Horth Amediocan {or HATO
markets and in the long-term, Siversitication inte
civilian piroduction, is realized. HstveXnal Affanlrs
wold, owaver, be concayprnsd, if, in rheNJong-ron; with
Ehege markebs, the Bear Hesd facilliby wasinet
comuereialiy-viable, and sz & result, petihd
@overimant (o allow smilitery exports.ipto mdy
probhibited uander Canads s swpors cantral peldsy. In
this regard, Exbarnal Affairs cavkions thab Thyssan*o
entey to V.2, pilitayy vehicle mavkets 4o by nd means
sasurad, hacause the ¥.8. Departnent of Defense Las
historicaily purebased its vehicle reguiremenbs Simost
aralusively from domestic scurces.

i Disulreurs et 10T R

AGCO0O14 AGCN0014_D04
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L The Department of Finsnce is congerned bhat if Minlsteors

=i the Dnderstanding in erinciple, the Goveimment will
Bagy

ver gritering inte o de facto comunitment, and goreovern, #
compg bnent ot supporbted by .a business plap. Fipange dis
also wonooerned Shat 1 MEniaters wish to enter into such
x evmtitment, bthat a seuros of fands, frowm existing
ragourges, ba identified.

The Depiritment of Reglonesl Industrizal BExpansion is
conoerneagd that within {ts referends lovels, Funding fTozx
najer prijects, incivding Thyssen, i wpavailable, Ok
Ipdustrial policy arounds, PRIE capnel support tThe
eztablishfent of the Thysszen facliity begansse the
Thysasen preject would exacerbate existing excess
capaciity ir cansda, 14 dhe heavy fabeieation ineluding
the, miiitaky-vashicle zegbor.

dhe Department of Hatlional Defence is praparing
docunentaiicoiyho neet the refuirements of the pogition
agdopted by Mra Hmabby in hig discussions with

Senator Murpayiand Hi. Baznsy of September &4, 1988, am
summarised an oyge 8. ‘ng Basity has agesad ©o sign the
Understanding S Fringigle, on the wndsrstanding that he
iz soting isn acodpdance with. bis gommitment te the
Hinigter of Pinanks, concsrning the funding of {oturs
dofency pyolechs. L

PIMING: Thyssen modst esbablish shortiy a mamifacturing
faciilty in Horth Andrice e be in a poesition to win --
in conjunction with i%s partney, deseral Dynanicg -= a

wmgarElion of an upeomiagU.8. Departhent of bDefance
promazgmant of srimoursd vebiele=, ¥Yalued zl about
[ 3337 mflii@n.gﬁisigg Hdproeover, the T.8. goveagnsent
pians Lo prbessd with a Aasolve proecuremaent of armotived
vehiclas, valudd-at seme %200 billion; for shich
Thiyssan, ab Dear Haadg, wowuid be siigible o compele,

S paferige Pyoduction Shaxing

wrpdelr the Qgpada~i.d.

Agraement. . Y
From She Sovarnmainhis parspeciive, Ehe Thysgen proposal
haz peasn developlhy for- acme tYme,. ~Fhven-Lhe.Liming of

thaeiis @ project, 1f Minimters Wwish te support ihs
astabiishment of Lhs heavy=indudbry fawility ab Bopx
Haomnd, & decisdon teo progaed further wili have to bes
reachod SO A

FEHBYSC EEIONTIONS not apopiying for
government assistance st this junotips, and amy suoh
application cannot proceed wikhout ayforvial busindss
plan. Horaover, in the absences oFf & ‘buzipess plan feor
boeth Phase T and Phame 1T, the uwltliznle draw oi {(and
profilae &f) governmant fundivg, avising from e Beay
Haad projecs, g very Aifficult o daeteyming.

P TORS s Thgggemfi;_

o) o

i federnl
350 million,
s, The
wadlid

Howsvaer, should the Hesr Hasd projscdh prd
envisaged, Inglivding Phase ¥ and Phage IX,
Govsrnnent sssisbanss could be as high s 8
ovar st lsast.fhras y%@xﬁf?b@giﬁﬁiﬁgpiﬁ RR=7:3: ¥
province gﬁxﬁc.a Foelia, if addibtdon vo Landl
provide s further-$8 millfon,.o8% itm share of She
comop-haser Anffastructuds™ %K

2/
Pl

i ipusd
PCHCRITET

e
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A mourge of fumds for the fadeval aselstancs has acst
peen Identlflisd, snd nust bo develepsd prlor to

Fhveseh’s sub

R ; mipaion OF a f£érmal Bbusiness pilan and
popldeation for furnding. {

It will ba necesgary to agréaéwiﬁh.tha Govarnmeni =L
Hove Zgobls o augnent the approximstely §22 million in
funda &pﬁrﬂntly aviiiable in the Bftrait of Canso
Indgusteial Develapment Agrdement, Which be used sz ab
instromelit and a partial sourbe of funds ty provide the
infrastridgturs soelistance. |This Sunding would come fros
the selanfic cooperation {ERDA}] funds notionally zst

wm i, % - %

Funding unddy fhe Defepcs Industey Productivibty Program
{DEIPP), whioh hiﬁ%ﬁfﬁﬂally'ﬂaﬁ.gét boan & partisul sxly
aotive prodest in Atlantic dadads, iz neot availasble
within existing DRIE xefarsros lsvals. Fucther,
Atlantis Bntsrpidse Program ‘Funding, delivared by DRIE,
im ﬂiﬂﬁ not avaiiable within exlsting BRI referance
ioveis ., : .o

Additlonal fundiagifor this project must sventuzally be
sopsidersd within the hroader lssus of how -« following
the axpiration of ¥he IRDY = the Fovernment is o
provide sasistaneoes o, indugtrisl gwojscobs in Atliantic
Canada, valued at graiber $han £he $20 milllon ceiling
for ACOA participationy -

EVOIORFoN OF TH :
originsl raguoast in §
Sermany hag revised its a¥iaments osports polley o
allow for specific arms oxyports Ffrem Sseymany o the |
Hiddie Bast. Accordingly, 'dthes gurrant proposal by
Thyzaen i2 enhirely indspendent of domesbid Gorman
exports policy. %

BEIATED EESURS ﬂ_ﬂﬁ regponding ©o bhe
Thyssen proposal; Ministers may wish bo wWwelgh $he
follewing aonsiderstions; i

BPROPOSAL: Sincs Thyssan's
e Pedetal Republlc of

Buitapility of The Physsen vehldle for DNh: The
operational ahd technical reguiregents foy the LAV
vahiole muast b determined =olely Dy PHD. and, as nobsd
in the Undewstanding in Principls, YWhyssen will ba |
raguired ~-"as will obthey potantial\pontFactors =--— To
satisfy fully thoss operationsl reauirensnts prior Lo

n being congidered fox partieipation ity theBAy-pro)adn”

Eoxssaan Eor s cariy-to~gic 1890s. While Thysgen Has
sonpeistently mainbained Bhabk it will oo able o meet DHD
redgivementa, DED officlals obsarve thally Thyssen does
Aot aurrently sannfactare & Yehiole whiol méets the
operaticonal reguiremente envimaged for thi BAYV project.

] Lhyssen has
alraady Anthred Inth an bgrosment wilh the Giverrment of
Howa Sgotia wegardling the provifilon oF landy Wod

suppor ofbthe dovermiant of ﬁﬁva?ﬁ;gtiai

provintial sihe<estzblishhent-aselstandal

Craation of additional Compdian millitaey vahﬁcael
productlon oapacity: while thexe Is no guestien
the Desr Head beavy-indusitery faciiity would add Lo
tanadatz existing industrial eapscity in this genbsy,

vt

T Creciormur e Gwk _dEH'
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now comprising primaviily thé oM plant in London,
~mbaris, fand sisc potentially inciunding FHo, Canadisn
Forsmuct, Tavalin, Hamhar&lé&;Wﬁﬁd”&d“@ﬁ}”tﬁ&wgrﬁ@mge@~wmmw
arrangemant with Thyssen for parfloipation In the Lav
Sonbtragt would not exclude Sthaers e Including 68 -
. Irem partlieipating ss weill. - Horouveyr, when
 diversirication indo Giviiian productlon soours, tho
\Beay Head faoility wowld gontribute greatly bo the
wndustrial base of Atlantic,Canada, and create -
Kacility capabie of sompeting for milikary wehidle
Shntraele «+- and in other civilisn narkebs - in the
UAE.  On the sdnbrary, in podear to establisp. an Atlantic
CagLilty, G, 2o far, ha? mought directed LB E U T e,
Rt W tert Wi eingle-preduot-—Sdollity bapis,
A e the segicnsal wx;athazwﬁﬁéugtrial_
fication bdnefite of the Thyssen proposal.

&

':“kﬁ%giﬁ

Consistenay of the "Understa

nding in Frinaiple® and the

Govaelrnsenth's procuse t policy: The Covernment would

shragy Nrom the byl o bhaf whiles Bearx Head wounld be

considerdd for participation in the LAV contract, bhe

Progoged Arrangements in no way consbitute sole .

sonroing, Ror guaranteed participatisn, and thak the

fupdamentalyprinciples of operationsl regulrements snd

conpetitive wrie are protegbad

=] B

i
£
i
1
1

'ii'ﬂgé’:ﬁ STERS: Should e wiahi Lempiata &

raglional development pi pasdl of thide kind, the

follewing course of apticsn dould b Rursnaa

Sxplombar 133 l . . ;

= ipmediate finalization of tha'ﬂndax&imnﬂiﬁg in

Principie:; amngd )
= Bgrsanent on, and sigoature of, the Undacstanding in
Brinciple by invelved Ministage.

o (lsaiveure SEk o0 o ) Tol B
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T EOemAl, detailed neqgobiabd ng batwesn key fedeprai

deghrtments {(ACOA, DREH, DHD, Supply and Sexvicasy - -
and ¥he company to devetop fully & Uorpovabte business

and aasletance packaga:

Y negobiations betwean the Federal ‘
Sovernmant and fhe Government of Hova Soeotia on fhe .
= vy Infrastvuciuge arzangements .

~  preparation “gf a formal Hémoz»—as's&mﬁ 2# Undepretanding
betveen the dyvernmont of Cansds and Hozr Hesd
Induserias nbd e

=  formsl submissic
CCBRD

~  the signing of o forms
agreanent betwoen Bear

TOoF a Memorandum to Sabinat to

i monbractusl, lzgally-binding
fead and the Sovarnment.

AEFCACIH S

vax Elsalorure Set 00 Bl
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UNDERSTANDING IN PRINCIPLE

This document signed thisI:P day of September, 1988,
batwaen: . : '

THE GOVERNHMENT OF CANADA, as
rEPresanted by: .

1) the Hinister responsible for
the ntlantic Canada Opportunities
Agency (hereinafter called “the

ACOA Minister"),

1i) the Minister of Regional
Industrial Expansion {hereinafter
calied "the DRIE Minister“}), and

iil) the Minister of Natlonal
pefernce (hereinafter called "the
National befence Hiu}ster); and

BEAR HEAD INDUSTRIES LTD., &
company incorporated under the
iaws of Nova Scotia, a subsidiary
which is one hundred (100%) '

. percent owned by Thyssen
- Tndustries A.G. of the Federal
Republic.of Germany (hereinafter

called “the Company").

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

WHEREAS the company must have in place o
North Amerjicen heavy-industry manufacturing facllity on
an urgent basts, snd deslres to establish such a
;acélity in the Bear Head peninsula region of Cape
reton)

WHEREAS the Government of Capada
racognlzes that the proposed Bear Head facility
represents an important economic development and
di;ersificaticn of the industrial base of Cape Breton;
and.
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WHEREAS the Company is preparing finsncial
details on its proposal, to meet the informatlon )
requiremenits of the Governmeni's established regional
developnent capital contributioen, and other assistance
programs.

1. In accordsnce with this understanding in
Principle, the Company shall establish a diversified
heavy-Sndustry manufacturing facility in the Bear Head
region of Cape Breten, Nova Scotia, which will:

. {a) create in Cape Hreton a ngw and diversified
activity in the canadian civilian and defence
industrial base, with access to the Horth American
defence markets, under the Canada U.S5. Defence
Production Sharing Agreemant;

. (b} trapsfer to the fscility, all technology
necessary for the construction of light aEm?ured
vehicles, and other heavy-industry products:

(c) =ource its requirements co-operatively from.
and jmplement arrangements for joint-venture activities
with, the Lavalin (UTDC) heavy—industgy fac;lity, in
Trenton, Hova Scotia, in asccorxdance with existing
agreements baktween the Company and Lavalin;

{d} to the greatest extent possible, suurce_its
requirements from, end promoite the establishmant of, .
small business enterprises located in Atlantic Canada;

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

- {f) employ a minimum of 500 people on a
pérmanent, full-time basis and, where necessary, train

“these indlviduals in required skills and knowledge,

utilizing, where appropriate, local educational
facilities.

2. In accordance with this Understanding in
Principle, the Government of Canada, in order to
facilitate the establishment of the Company's X
heavy-industry manufacturing activity in Cape Breton,
will:
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{8} " enter into negotiations with the Province of
Nova Scobtla, In accordance with existing letters to the
Compeny from the Premier of Nova Scotia, to put in
place financlal arrangements for the co-funding of
reguired physicel infrastructure, up to a maximom value
of $27 million, and to use the Shrait of Canso

'Industrial pevelopment Subagreement 85 2 source of

Funding;

{b} entertain an application by the Company to
the Minister of National Revepue for assistsnce based
on eligible project costs up to a maximum of G68
million, under the provisions of the Cape Breton
Investment Tax Credit, in accordance with the formal
application for such assistance filed by the Company

prior to June 130, 1988§; :

{c)} entertain an application by the Company to
the Minister of Nabtional Revenue for duty ramission en
the importetion of machlnery, parts, and components for
the manufacturing of vehicles, under the Machinery and
Equipment Tariff Program, consistent wlth thls program
at the time of such importation; and

(d} entertain an application by the Company to
the Minister of Employmant and Immigration for
government participstory funding, for initial employee
training. . ‘

3, In recognition of the need to procesd urgently,
the Gévermment of Canada and the Company agree to adopt
a two-phased approach toc the establishment of the Bear
Head Ffacility.

PHASE T

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

{a) the Company:

{1) ‘the Company will proceed forthwith
with the construction of an initial plent, as described
In the document submitted to- ACOA in March 1988,
reguiring an initial capital investment of $58 million,
to manufacture defence products for the North American

markets;
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(13) the Company will have submitted a
formal application to Enterprise Cape Breton. in
advance of June 30, 1988, seekihg assistance under Lhe
cape Breton Investment Tay Credit (CBITC); and

(iil} the Company will provide by
October 21, 1988, financial and other details
assoclated with Phase I, and, in the shortest time
possible thereafter, the remaining information required
in order to qualify for assistance under the Defence
Industries Productivity Progrem (DIPP), and other
government assistance programs, under which funding is
sought. . .

(b) the Goverpment of Canada:

{1} the ACoOa Mipister, and the DRIE
Minister, will eonsider assistance to the Company, up
to a maximum of fifty (50} percent. of eligible project
costs, under programs delivered by Enterprise Cape
Breton, consistent with these programs at the time the
Bear Head project becomes nliglble fox such assistance,

(1i) The Minister of National Defence, in
recognition of the sxcellent internamtionsl reputation
for. quality and performance earned by Thyssen

- Industries A.G. in the military vehicle sector, and in

the context of the major acquisition program for the
upgrading of the Canadian Forces envisaged in the
pefence White Paper, will consider the participation of
the Company in the nLight Armoured Vehicle Procurement
Program, envisaged o occur in the early-to-mid 1950's,
provided the Company: '

(a) develops, designs, and
manufactures, in its Cape Breton facility, these
vehicles from its entire technplogy range according to
the operational reguirements of the Government of
Capada, . -

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

. (c} delivers and performs at
internationally competitive prices, and

{d) provides accéptable regional and
industrial benefits; and

KHS00028
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(1ii} the DRIE Minister will consider
capltal establishment assistance to the Company. under
the pefence Industrier Productivity Program (DIPP),
consistent with this program at the time the Dear Read
project becomes eligible for such assistance,

PHABE II
5. The Government of Canade and Company furthet
agree that in Phase I1I, the respective parties will ‘
undertake. the following: . '

(a} the Companvy:

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

{1i) the Company will provide within six
{6) months after the commencement vf production under
Phage I, financlal details including product and market
projections associated with Phase XI; and

. {14ii) s=ahould Phasé IT not be proceeded
with, the Company will reimburse the Government. of
Canada for:

{1) assistance as is provided by the ACOA and DRIE
Ministers wunder peragraph 4 b(i) above, and

{2} a portion, to be determined in subsequent
negatiations, of ths infrastructure assistance
providaed under paragraph 2 (a) above, ln the
event that the planned empleyment level of 40D
people for Phase Y iz not sustalned for 5 years.

(b) the Government of Canads:

the ACOA Hintister, and the DRIE Minister,
will consider assistance to the Company, undar
established regional and industrial development
programming, consistent with such programs at the tims
the Hear Head project bacomes eligible for such
assistance. .

6. This Understapding in Principle may be complemerited
by future #emoranda of Understanding.

KHS00028
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7. The understandings in principle set out in this
Understanding in Principle do not create any
anforceable, legal or equitahle rlghts, nor
aobligations, bul merely serve to document the:

{a} parameLers that have besen set; and

(b} areas on which discusslons have been held,
and understandings in principle reached. o

Further clarifying negotiations and the
requlsite approval from all appropriate parties
(including without limitiny the foragoing, Treasury
Board, and the Board of Diractors of Beaxy Head
Industries Ltd,} are needed before contractual

‘documentation can be entered into. "

THE GOVERNMENT OF CANADA
g

- " ﬁ
' , . . £ J
e Tkl g atp @ \ R
Minister respondible for ths o
Atlantic Canada Opportunities Agency

%M AL
M%ysf Regional phdustrial
EXpansdar

g

//

 Minister chationalJ Defenbe

2,

BEAR HBEAD INDUSTRI{ZES LIMITED
Wéinz Behreibexy, Chairman
.—// |
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DRAFT "“C"
- MEHORANDUM .
TO: The Honourahle Elmer MacKay
FROM: D.S, McPhail

8UBJECT: Proposed GM Contract, and its Implications
for Bear Head Industries ‘

The purpese of this nete is to brief you on a
forthcoeming request to Cabinet by the Minister of
National Defence to award, on a sole-source basis, a
military vehicle contract to General Motors (GM}, and to
review the implications of such a decision for Bear Head
Industries.

We understand that this initiative is likely
to be discussed on June 21 by the Cabinet Committee on
Forelgn and Defence Policy.

The essence of the issue is the following:

A decision to award the vehicle contract to GM
would result in meaningful high-guality industrial
benefits for Atlantic Canada. Nevertheless, the
contract is the last light armoured vehicle contract
that DND expects to bring forward for at least the next
five years. L :

This is not to suggest that Mr. McKnight, or
indeed other Ministers, would gladly forgo awarding this
contyact to GM, and award it instead to Thyssen.

Indeed, a primary reason for awarding the contract to GM
is to ensure that the company retains an armoured
vehicle manufacturing facility in London, rather than
moving this production -- and some 350 jobs -~ to a U.S8.
location. /

However, as you are aware, the much larger
light armoured vehlcle contract for which Thyssen had
been bidding has effectively been cancelled as a result
of the Budget. Thus, of the remaining millitary vehicle

L ’ e /2
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contracts to be awarded by Canada in the foreseeable
future, the contract that Mr. McKnight is seeking to
have awarded to GM is the only military vehicle contract

proceeding right away, and -- because the contract is
- for armoured vehicles =- it 1s alsc very likely the only

contract in the forseeable future consistent with the
heavy-industry skills and technology which Thyssen
proposes to bring to Nova Scotia.

A brief description of the proposed GM
contract, including its benefits for Atlantic Canada, is
attached as Annex A. In addition, you will find
attached a copy of an October 1988 letter by the then
Minister of National Defence, Mr. Beatty, providing
comfort to GM on the contract award.

As far as the status of the Bear Head proposal
per se is concerned, we understand that senior
representatives of the company (Karliheinz Schreiber)
visited Mr. McKnight on May 17th, on an informal basis,
to review the file. The company reports that this
meeting was constructive, that Mr. McKnight appeared
generally receptive to the company's plans for Nova
Scotia, and that the Minister did not indicate that
anything was amiss with the LAV project.

‘However, as the impacts of the Budget for
DND's capital requisition plans become increasingly
apparent -- in the case of the LAV project, for example,
"the project office is closing -- Thyssen is gradually
realizing that the LAV project may be delayed
permanently. Thyssen hag not indicated so far whether a
cancellation of the LAV program would mean an indefinite
postponement for its proposed Nova Scotia facility.

D.S. McPhail

Attachments

o)
_ PR |
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ANNEX A

MILITIA LIGHT ARMOURED VEBICLES

CONTRACT BCOPE:

Prograﬁ cost to DND: $201.3 nillion to be funded from
within the existing reference levels of DHD.

GM contract: up to 199 yheeled vehicles, wvalued at
about $110 millien.

FMC contract: up to 22 tracked vehicles, valued at
about %10 milliecn. ’

ATLANTIC BENEFITS: Following interdepartmental
negotiations last December, GM agreed that, if it
received the order, the company would place flfteen

. percent of the contract value -- approximately %25
million -- in each of Atlantic and Western Canada.
Overall direct Canadian content is to be 60%, and the
regional benefits are to be of a high-technology
manufacturing nature.

So far, the negotiating objectives with FMC Corporatien
concerning benefits from the 22-vehicle contract would
be =similar.

on this basis, and prior to the Budget when DND was
still intending to proceed with the larger (Thyssen} LAV
contract, ACOA indicated its departmental support for
the award to GM.

GM has been gquite receptive to Atlantlc Canada., At the
request of ACCA, the company travelled to MNova Scotia,
New Brunswick and Newfoundland to meet with potential
suppliers, such as ADIL. GM is hopeful that, once it
has established a subecontractual relationship with
Atlantic suppliers, these suppliers can be relied upon
for future orders.

IMPORTANCE OF THE MILITTIA CONTRACE TO GM: GM has
informed the Minister of National Defence that, although

its Diesel Division facllity in London, Ontario, has
good prospects for future export sales of armoured
vehicles, it neverthelesg has no orderd to fill its
productive capacity in 1989 and 199%0. As a result, the
parent company -- U.S.-based General Motors Corporatian
== has threatened to close the vehicle production arm of

LGl olY Q3
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-2 - ANNEX A

its London plant. If GM wins this order, the 350
current jobs will remain, and an additional 125 Jjobs
will be created. GM informs that currently only about
200 people (including professional staff) are employed.

BACKGROUND: DND hopes to acguire 221 light armoured
vehicles, and associated support.

The vehicles were originally envisaged for training
canada's militia reserves for duty in Eurcpe. Since the
Budget, DND 1is now stressing that, in addition to
training, these vehicles are to be used for territorial
defence and international peace keeping,

DND wishes to acquire a mix of wheeled and tracked
armoured vehicles (wheeled vehicles are generally more
mokile on roads and cheaper to operate, but tracks are
essential for some specialized tasks. such as engineering
(bulldozer-type), armoured vehicles). Accordingly, the
military 4s seeking to acquire approximately 159 wheeled
vehicles from GM, and 22 tracked vehicles from U.S.-
based FMC Corporation.

June 7, 1989

. sudssl
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Qutehar 20, 1908

H¥, G.A. Feapplas

Presidant and General Mansger
Genarel Motors of Canada Limitad
218 William Street Yast

cahawa, Ontario

- L1G 1K7

Dwar Hr. Feapplest
' Further t¢ my letter of September 36, I &n plansad to

"advise you that the svaluation of the Qeneral Motors Dlesal

Divislen Unaclilcited Proposal for Light Armoursd Vehioles has

been completed,

A8 you are no doubt avars by now, cfflclals of =y
Dapartmant mat ogain last weak with representetives of the
Diesel Divislon in ordar to conduct & woxe destalled reviav of
individunl elemants of the Unselicited FProposal and lts costs,
During these neetings, it vas detsrzinsad that 8178 million feor
all eslenente of the propossl is the order cf the magnituds of
gosts regulred for implamentation of the proposal.

' The purpose of this letter is to ndvise you that, on.
the understanding the 200 Light Arwoursd Velilclas and &1l othep,
elomants of your proposal can be deliversd at a "not to exoeed!
cost of BL75 mlllieon, I nm preparad to support the proposal to
ngpet my Departbent's urgant raguirement for Light Armoured
Vehicley ngsooiatad with our land Reserve Medatnization
prozran. Conseqguently, it 45 my intention to vecommsnd to oy
Cabinst colleaguns -that a contract swaxd be made to your
COmplnf, subiect o sucoessful negotiation of spscific terms and
conditions and total costw by the Department c£~aus£ly and
Berwices, I anm confident, thersfors, that a decisien will be
taken In sufficisnt time to snsure the viability of the General
Motora manufacturing operstion in Lenden and the centinuanca of

"'/2

RCMP.SCH_INQ.HQ.5TXT.03.0850 ' Bof 9



| A102 3237 : 19980130 : 10:26:20 : 3416/57 : 0000235 : Front ]
MO Z74 FE4CERS RN

5 i5:18

T

o
o0

o e O

q6-3u-57

w ] -

: I am also forwarding copies of this letter to
aollsagues, ths Hinister of State, Tinance, the Kenourabla
Ton Hookin and the Ropourable Otte Jelinsk, the Hinister of

- Bupply and fervioes who have also sgresd to suppoxt your

propossal,
Sinceraly,

K;. .
Tarrin Baptty

"&b, The Ronourable Tom Hookin, P.Ci, H.P.
The Honourabls Otta Jelinsk, ¥.C. M2,

/igmijtﬁ; |
. E%QQQ#:Z§{,L
' | - | -<g£,Q¢JLJLA£

. oas
[ A
RCMP.SCH_INQ,HQ,STXT.03,0050 WLl of9






103

Allantic Canada  Apencede

Opportunities promotion économigue
Agency - - du Canada atlantigue
’ ez bout .: e b gt . tead Ollice Sidge social
P,0. Box 6051 BLP. 6051
Monclon, N.B, Monclon'{N,-B.})
Canada E1C 948 Canada E1C 9.8
SECRET
MIMORANDUM 0CT 25 1008
TO: : The Honourable Elmer MacKay
FROM: Peter B. Lesaux
SUBJECT: Bear Head Industries (Thyssen): Update
PURPOSE:

To p_pvide a brief status report on the Bear
Head Industries (BRI) wmanufacturing facility planndd for
Cape Breton, and a proposed letter for your signature to
the Minister of Industry, Science and Technology Canada
(Iswey .

ACTTON REQUIRED:

Your signature on the attached letter to the
Honourable Harvie Andre.

BACKGROUND:

The key aspect of the BHI file at this juncture
concerns the Cape Breton Investment Tax Credit (CBITC).
As you will recall, BHI complied with the June 31, 1988
application deadline under the CBITC program. The
company alsc continues to be mindful of the next
statutory CBITC deadline which requires that applicants
have assets purchased (and presumably in use) prior to
December 31, 19952.

/2
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Az part of a general review to identify the
aggregate value of the Government's contingent liabkillity
under the CBITC program, ISTC officials, at the request
of the Department of Finance, are ending the CBITC
eligibllity of specific Cape Breton projects which have
requested tax oredit assistance but which appear
unlikely to proceed. In this context, the business plan
for the Thyssen project, which has been pronised for
gome time, remainz outstanding, and ISTC officials are
contemplating. droepping BHI from future CBITC
eligibility.

CBITC assistance -— which could provide BHI up
to 60% of eligible project costs through the tax systenm
-— is a key requirement in the company's plans for Cape
Breton, and indeed the company is concerned that failure
to gualify for CBITC funds could sound the death knell
for the project.

BHE 1g, however, unable to complete its. business
plan, and thereby remain active under the CBITC program,
kecause the status of the DND light armoured vehicle
(LAV) project rémains unclear. (The company recently
recelved a response from the Honourable Bill McKnight to
its July 195th, 1989 letter concerning the LAV project,
and a copy of these letters is attached.)

In this centext, the attached letter to the
Honourable Harvie Andre -- in drawing attention to your
Cabinet-azsighed lead role on this project -- geeks to
ensure that the BHI proiject indeed remains eligible for
CBITC agsgistance, pending DND's resolution of its
intentions on.the IAV project.

On the non-military production front, BHI
continues to plan possible production in environmental
(waste disposal) sectors., A copy of an Octobher 11
memorandum submitted by the cowmpany to I8%¢ officlals is
alsoc attached.

RECOMMENDATION:

That you sign the attached letter to the
Honourable Harvie Andre, Minister of Industry, Sclence

and Technology. _
(w 'J/ /. /éwdw’ j ‘
) ﬁ etey"B. Lesaux f
v |

Canadd ' 030057

Attachmants /
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DRAFT "C"
ANNEX A

MILITIMR LIG ARMOYURED ICLES

aE CONTRACT BCOPE:

Program cost to DND: $201.3 million to be funded from
within the existing reference levels of DND.

GM contract: up to 199 wheeled vehicles, valued at
about $110 million. .

FMC contract: up teo 22 tracked vehicles, valued at
about $10 million.

ATLANTIC BENEFITH: Yollowing interdepartmental .
negotiations last December, GM agreed that, if it
received the order, the company would place fifteen
percent of the contract value -- approximately 525
million -- in each of Atlantic and Western Canada.
overall direct Canadian content is to be 60%, and the’
regional benefits are to be of a high-technology
;- manufacturing nature.

So far, the negotiating objectives with FMC Corporation
concerning benefits from the 22-vehicle contract would
be similar.

on this basis, and prior te the Budget when DND was
still intending to proceed with the larger (Thyssen) LAV

— contract, ACOA indicated its departmental support for ,
the award to GM. .

"GM has been guite receptive to Atlantic Canada. At the
request of ACOA, the company travelled to Nova Scotia,
New Brunswick and Newfoundland to meet with potential
suppliers, such as ADIL. GM is hopeful that, once it
has established a subcontractual relationship with
Atlantic suppliers, these suppliers can be relied upon
for future orders.

IMPORTANCE OF THE MILITIA CONTRACT TO GM: GM has
informed the Minister of National Defence that, although

lts Diesel Division facility in London, Ontario, has
good prospects for Future export sales of armoured
vehicles, it nevertheless has no orders to £ill its
productive capacity in 1989 and 1990. &as a result, the
parent company -- U.S.-based General Motors Corporation
-~ has threatened to close the vehicle production arm of

000050
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SIECRET

The Honourable Harvie Andre, P.C., M.P.
Minister of Industry, Science and
Technology Canada
Room 558, Confederation Bullding
: House of Commons
Ottawa, Ontario
. ' K12 OA6

: Heevse
ﬁi ; ﬁy/éear Colleague;

! I am writing with respect to the Bear Head
Industries (BHI) manufacturing facility planned for Cape
Breton, and in particular, to ensure that this project
remains eligible to recexve the Cape Breton Investment
Tax Credit.

As you will recall, followlng consideration by
Cabinet of the BHI proposal last fall, the Govarnment
signed an "Understanding in Principle" wilth the company
which provided, inter alia, that the company be
considered for participation in the Government's
antlcipated purchase of light armoured vehicles (LAVS) .
. Moreover, the Minister responsible for the Atlantic

canada Opportunities Agency was directed to return to
Cabinet with the BHI initiative when this project had
developed further.

As you may know, however, following the

April 1989 Budget, PND guspended its major planned
capital acqu151tlons, including the IAV program, pending
the completion of an overall review of spendlng
priorities —- a review which is still ongoing. 'aAs =
result, while BHI continues to develop its proposal --
particularly with respect to clvilian production -- the
i company is unable to finalize its business plan, prlor

: to a determination by DND on the scope and timing ‘of the
LAV program.

O VY P,

e

R T

add 00090465
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I understand that your officials, as part of a
general review of several Cape Breton projects which
have applied for CBITC funding but which remain
inactive, are contemplating recommending that BHI become
ineligible for CBITC assistance.

In light of my responsibilities to return to
Cabinet with the BHI initiative, and the inability by
- +BHI-to complete a business plan pending the outcome of
DND's decisions on the LAV program, I would reguest that
the BHI project continue to remain eligible for CBITC
assistance.

Yours sincerely,

W

ner MacKay

0o B 000056
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BEAR HEAD INDUSTRIES LIMITEE

Sulte 908, 350 Sparks Street
Ottawa, Ont., Canada
K1R738

TELEPHONE(613)563-3321 TELEFAX (613) 563-7648

28 Novembey 1989

PRIVATE AND COMMERCIAL CONFIDFHTI&L
HiS BYES ONLY!

The Hon. Blmer MacKay
Room 509

Confederation Bulldlng
Hou=me of Commons
ottawa, Ontario

1A 0As

Dear Elmer:

I am writing today to explain that I have become so frustrated with
the situation around the Thyssen Industrie AG (Thyssen) plan to
establish in Nova Scotia that I fear we may be losing the chance
to make this project a reality.

At the start of the new year, I must report to the Board of Thyssen
on the prospect of Thyssen’s participation in any Canadian military
vehicle program as a start up for the Beay Head Industries
project. Needless to BaY, their patience for this project is very
strained.

In 1985, the Minister responsible for Regional Industrial Expangion
axplained to Thyssen that EREastern Hova Scotia was the Prime
Minister’s and the Govermment’s highest priority for economic
development and urged the company to invest there. The FPrime
Minister’s interest was obvious given his electoral attachment to
Fagtern Hova Scotia and the high unemployment rate resulting from
the difficulties faced hy Sysco, Trenton Works, and the closing of
the heavy water plants.

At that time Thyssen was ready to establish a new facility in the
United States to gain entry to the large upcoming armoured vehicle
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programs. I was proud to be able to convince Thyssen instead o
concentrate their efforts first in Canada and access the US defence
market fhrough the Canada-Us pPefence Production sSharing Agreement
and secondly, the civilian market through the pending Free Trade
Agreamnent..

Thus, Thyssen committed itself to making Eastern Nova Scotia the
gsite of a new North American heavy industrial manufacturing base,
targeting defence and civilian production. The dimensions of the
Thyssen commitment are evidenced by thelr preparedness to make a
capital investment of more than $68 wmillion with a promise to
create 500 Jjobs.

For Thyssen to justify their abandoning the U.S. as the site for
thelir North American base, they had to have a reason, whigh ceonld
only be having business with DND. At this time, DND had a declared
armoured vehicle reguirement for some 1600 vehilcles, so it appeared
quite reasonable to pursue a commitment of a 250 vehicle start-up
arder. Farthermore, on HMay 27, 1987, Gen. J. Fox, then Coamander
of Mobile Comwmand, in public tastimony teo the Senate Committee on
befence, revealed the desperate need in Canada’s army to have
armoured vehicles with adequate protection. Additionally, the Prime
Minister confirmed that same year to the Canadian Forces in Lahr,
that he would give them the right eguipment to do their job.

Thyssen has further committed to diversify in the first phase
through production of Thyssen’s entire range of environmental
protection products which have been proven in Europe and the U.§.
as state of the art gsolutions to problems like acid rain causing
gas emissions and treatment of municipal solld waste. Market
regearch has confirmed that the Thyssen environmental technology
will fit the North American market, and it is ideal as & second
produact: on the manufacturing facility ntilizing similar work force
skills and production technology.

Much encouragemaent has been offered to Thyssen, and none stronger
than that received from ACOA. Since its very creation, the agency
having been mandated by the Prime Minister with specific
instructions to "make the Thyssen project happen?, immediately
assumed the role of advocate for the BHI project and has remalned
80 since. To our knowlege, the Prime Minister’s support for the
project is has not changed.

In 1888 ACOA’s support for the BET project encountered what was

-supposed to be the single immovable obstacle to the project, that

being the requirement for a sole gourced start-up order to design
and bulld 250 units from DND’s then 1600 LAV regquirement. At that
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time =mole sourced orders, in some quarters were described as
contrary to the policy of the Government of Canada.

Later inm 1988, Ministers Beatty, Jelinek and Andre announced &
scle sourced stder in Calgary, for 400 northern terrain vehicles
for Canada’s Armed Forces, from a Swedish fivm and their Canadian
partner in Calgary.

This was understood by Thyssen as 'a change in the previously
descoribed policy, on the grounds that this particular sole sourced:
order benefited a regional economy. This situation encauraged
Thyssen because of the commitment made to the Atlantic region.

On September 27, 1988, Thyssen held a press conference in Halifax
o publlcly announcs the BHI commitment to Eastern NHova Scotia at
a time when thea announcement was Leqaested to show the progress of
the Government’s commitment to Atlantic Canada. The company was
confronted with difficult accusations of making a pre-election
announcement, but steod by the announcement in good faith to the
Government, having received a document of understanding from the
Government which carrisd the signatures of the Ministers for ACOA,
DRTE and DND and symbolizing the intent of the Govermment toward
the BHI project.

In April 1989, the Pederal budget brought major cuts to the DND
capital budget However, in July 1989, DND announced a scle sourced
order to General Motors Diesel BDivision of London, Ontario after
the company reported in the media that they might have to close
down operations on thelr wheeled armoured vehicle Iline.
Unenployment in that reglon wam 3.3% as of May 1989.

From the standpoint of any logical analysis, the long awaited Force
Davelecpment Plan (FDP) for the Canadian Forces cannot fail to
include the Multi-Role Cowbat Vehicle (MRCV)  regoirenent.
Furthermore, a minimum gquantity of 250 vehicles is readily
apparent. The actual nunbear will undoubteadly be substantially more.
We see examples of major projects proceeding in advance of the FDP:
the Arcturus Aircrafb; the Maritime Coastal Deferice Vessel; and
no, IRIS. Hence, why can DND not now proceed with the MRCV which
1s of such fundamental importance to any and all ILfuture army
structures?

This series of events has left me al a loss to find any rational
axplanation to offer to the Thyssen Industrie Board, as to why they
should continue their commitment to Canada.
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Five years have past since Thyssen was first invited to place their
North American heavy industry praductiun bage in Canada, but I hope
yvou can understand that their patience is nearlng an end. I doubt
that further explanatlons will retaln Thyssen’s commitment. The
time is here when some concrete commitment is necessary with
respect to their participation in the design and construction in
Nova Beotia of the next DND armoured vehilcle. If something ¢an be
done o engage such a commitment, I urge you to do it now as I will
ke obliged to report the sltuatlon as I see it upon my return to
Germany next wesk.

In closing! T would ask vou to advise me on two difficult matters.

First, would yeu he so kind to tell me how I should respond to the
continued enguiries about our project from Opposition Mp’g, the
press, and the people in Nova Scotia? I feel, I cannot delay my
reply much longer without incurring unnecessary public criticism
of Thyssen for Yastone-walling'.

Secondly, as you know, I am duty-bound to inform the Prime Minister
of the serious situation the whole matter has reached. Will you
wanit me to write to him directly or would you prefer to do so on
my. behalf?

In closing, I thank yeou for your personal support of the BHI
project, and want vou to know, I am very sorry we have still not
achieved results after so long a time. However, I wani you to know
that, despite my present concerns, T believe one last concerted
effort is worthwhile. The needs of our soldiers, the livelihood of
the unemployed in Nova Scotia, and the commlitwments of our Prime
Minister together make it so.

Yours Sincerely,

¥ariheiz Schreiber






Karlheinz Schreiber

Sulte 908, 350 Sparks Suest, Qitawa, Datario
Telephone; (613) 563-3321 Pax; (613) 563-7648

PRIVATE AND COMMERCIAT, CONFIDENTIAL
FOR HIS FYES ORIV

29 Novembar 1980

The Hon. Elmer HMacKay
Room 509 :
Confederation Building
Ottawa, Ontario

K1A QA6

Dear Bilimer:

I just finished the letter you find attached, dealing with the Bear
Head Industries (BHI) situation.

Reading this letter, I eannot stay away from sending you another
private note on the same subject.

When you think of our lack of progress, it is ironic to look back
at the phrases that we started out with in 1584/85, "come Lo Canada
to investY, "canada iz open for business®™.

The Hon. John Crosbie and dozens of delegations are travelling
around the world and especially in Germany to invite companies to
invest in Canada. In Germany, [ receive an invitation evexry few

; weeks from the Canadian Ambassador or the Canadian Counsel General

Ly in Munich to attend meetings with these groups. Recently, the
Premiers of New Brunswick, British Columbia, Ouebec, WMayor of
Hontreal , Trade Comnmissioner from Alberta, etc., have all come to
Germany with the same basic requests.

Now consider, Thyssen

-~ one of the largest industrial and high technology
companies in Europe '

-~ 130,000 employees worldwide

= extensive diversification,

- axtensive international sales,

~ gome 15,000 employees in the U.S8. and;

= almost 2,000 in Canada.

For five yesars Thyssen has been preparsed teo carry out axactly what
8l) the aforementioned delegations are asking for.

oeran
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The main conditioms to start the project:

- a starfmup order to design and build 250 armoured
vehicles to meet the operational requirements of Canada's
army,

~ gupport from the Government of Canada on exports to the
U.s

- the land and basgic infrastructure of road, rail and
sarvices. '

On the other hand, Eastern Nova Scotia faces high unemployment in
Light of the difficulties enccountered in Sydney, Trenton, Sheet
Harbour, and with the close of the Heavy water plants.

Nova Scotians who have left their home Province te find work have
written us from all over Canada, to tell us that they would like
to return to Nova Scotia if they can £ind work with us.

The poor Canadian soldiers with inferior eguipment, face the danger
of being shot on a peace keeping mission even while they are inside
their so called armoured persocnal carviers ( which are of a more
than 30 year old design), with no capability to stop 7.62mm (armour
plercing) machine gun bullets. This type of ammunition is now used
all over the world as standard issue to soldiers. You yourself have
seen the samples of how thiz small bullet pierces through the so
called armour aluminum plate, having a thickness of more than one
inch.

Canadian soldiers, aboard either their Mil13 or the AVGP would be
wiped out by as common a weapon as the standard artillery shell.

Of courme, in light of the changing intermational scene there is
a temptation to delay and delay any decision on acquisitions for
the Canadian Armed Forces. But experts sastarting with NATO's
Secretary General confirm that the events ccourring in the east
blog are the direct result of NATD’s very existence. ALl are agreed
starting with our own Prime Minister that now 1s not the time to
digband or withdraw from NATO.

Let’s look at the NATO partners and the moves they are making to
acguire wvehicles with a multi-role combat capability for their
forces. The British have launched theiy program for 7,500 vehicles,
the Norwegians for 400, the Swiss for 400, the French have a new
reguirement for 2,000, the Americans have a broad range of vehicle
programs that reach $200 billion in value. As I wmention the swiss,
with their reputation of a neutral couvntry, not only are they
buying these 400 heavily protected vehicles, they do this having
Just held a national refervendum which decided 2 to 1 in favour of
retaining their armed forces.

NATO nationg together are facing the need to devote their attention’
and resources o equip their arwmed forces with a multi-role vehicle
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that will allow them to carry out their role in peace-keeping as
well as maintaining the ability to serve other roles such as
territorial defence.

No WNATD mnabtion needs such a vehicle more than Canada, the
recognized leadér among all NATO for our peace~-keeping role.

In short, Canada needs a single modern veshicle which can be used
in a variety of roleg from NATO to peace~keeping while providing
an adequatbte degres of protection in each scenario.

This is exactly the vehicle ceoncept which Thyssen has proposed to
davelop and build in Nova Scotia for Canada’s Forces and for the
United States. ‘

Canada ig finding a lead role in the . international scene with
efforts to protect the enviromment. Thyssen is regarded as a world
leader in environmental protection technology, in particular with
their sorubbers which stop acid rain causing sulphur dioxide.
Thyssgen’s environmental syvstems are the first priority among their
broad range of ﬁmnmmllltary'technalogy-whlch,Thycsen have comm1t+ed
to the production line at Bear Head Industries.

To me there ssems an obvious opportunity £or Nova Scotia; Jjust
consider the following :

-~ Coal is an essential part of the econeomy in Hova Scotia,as well
as New Brunswick and British Columbia,

- mining coeal provides essential employmernt,

~ Cpal‘’s major use is for fuel in thermal power generating,

- the powar generated serves the domestic market and can be a
valuable export as is envisaged by the Blue Nose Project of
‘Hova Scotila Power. -

If we simply burn coal we will continue to release into the
environment, acid raln causing sulphur dioxide and nitric coxide,
untess power stations are fitted with scrubbers. Thyssen want to
bproduce those very scrubbers in Rova 8Scotia for Canada and for
export.

Why shouldnft we build the technology in Canada which will solve
coal’s impact on the snviromment and give coal a continued future
a5 a safae energy source.

Every Canadian taxpayer must be frustrated with the constant losses
they see through industrial development programs of grants which
have laft a trall of iIndustrial tombstones. Grants are not a
foundation for success. What is reguired *to assure success is
taechnologlicoal expertise, internationally competitive capability,
and new private investment.
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Thyssen has proven this by its annual return of increasing profits.

A healthy industrial infrastructure has to ensrge ip'ﬁﬁlantic
canada, and Thyssen is prepared te make theiy contribution teo that
infrastructure.

Here we sit in BHY, having spent well over $2 million on travel,
office operations, staffing, etc, having seen all the efforts you
have nmade champloning this project with the support of the Prime
Minister, and nothing has yvet been accomplished.

8o, I ask what im going on in ouxr country?

Is it weally necegsary that a company from abroad with the
intention to place a substantlal investmant 1in Canada nmust first
give a conbrolling share of its own company to a U.8. company and
locate in Ontario to make it work. By this, vou know, T refer to
the "shobgun® marriage" orchestrated by DRIE officlals betwsen
Thyssen and General Motors. Is this the Canadian Sovereignbty we
have to protect so badly?

on top of this history, you are also aware that we are in
conpetition in the U.8. to supply our NRBC Fox vehilcle to the U.5.
Army. Qur teaming parxtner is General Dynemics and 1if we win this
project and can establish BHI in time, we will bring the Foy hull
fabrication to Nova Scotia. The competition to this bid in the U.8.
is General Wotors teamed with TRW. We have learned that the
technical evaluation team has recommended our Fox vehicle for
selection, and last week, this information appeared in Washington’s
defence media. Now we are finding that the champion of an assault
ot the Thyssen selection is none other than the Canadian Embassy.
This seenms to suggest that our intention to bring jobs teo Nova
Scotia is less valued than the interests of Ontario,

Elmer, I truly cannot believe that the Prime Minister with his busy
schedule ig aware of what is really geoing on with and arcund the
project. What 1z going on here hurts the Prime HMinister’s
reputation and is damaging the interest of the Canadian people.

If it is in the interests of the Government to see -the Bear Head
Imdustries plant ceme intc being with its assoclated jobs in
construction, engineering, production, ete, then I must draw yonr
attention to the attached "shortest time schedule for develepment
and production¥ of this new multi-role combat vehicle,

i am really scared that Thyssen could give up on this project and
the story of what happened over the last 5 vears will come out in
puklic., For sure, then the Canadlan Governuent can save a lot of
money by not sending covernment delegations to Germany to invite
investment, becaunsgse they will not be taken sericusly.
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Consider the impact this would have on Canada’s target for further
sales to Germany’s Armed Forces for Challenger jets, reconnaissance
grones, sto,

Elmer, you for sure, are the best advocate to witness Thyssen’s and
my personal patience in this matter, but it comes Lo an end,

¥ would ask you to think my letier through and advise me whether -
vou prefer to discuss the matter with the Prime Minister yourself
or for me to write to him directly.

Yours very trul
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The Honourable Elmer MacKay, F.C., M.P. MONCTON

- Minister Responsible for the . Gord s
Atlantic Canada Opportunities Agenay : JEC 8 1989

House of Commong, Room 509-CONF. .
Ottawa, Ontaric : ' -
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e R 35~ -
Ny dsar Colleague: . '

Thank you for your letter of October 31,
1989, cuncerning Beay Head Industries and the
Cape Breton Investment Tax Credil’ Program.

officiale of my departwment have been
negotiating with this company for many months
concerning their request for agsistance and are fully
cognizant of the difficult pasition that the ‘company
finds itself in with respect to the light armeured
vehicles program, '
_ I I recognize your responsibilities to return
to Ccabinet with the Bear Head initiative, and the key
. position that my departent has in this matter. I have
<o therefore instruoted ny officials to defar making a ' ‘
- recommendation concerning the. company’s ragquest foy
assistance until ‘Bear Head Industries has had time to
further develop its propusal foy the manufaoturing
facility.

Yours sincerely,

« e FL
by o
Harvie-Andre

- : - ' MINISTER'S OFFICE
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. ) ‘ 3700 -4
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Atlantic Canada Agmeegg

Opportunities promotion économique
ARency © duCanada atlanitique
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Moncton, N.B. Moncton {N B}
Canads 1€ 9JB Canada E1C 948
MEMORANDUM
JAN - 4 1500
: The Honourable Elmer MacKay
FROM: Peter B. Lesaux

SUBYECT: Attached Letter to Thyasen

Attached for your signature is a letter to
Thyssen Industrie AG, on behalf of the Government of
Canada, reaffirming the Government's support for the

. gompany's heavy industry fac1lity propased for Cape
Breton.

The letter propeses to the company that the
facility be based primarily on environmental production,
and suggests that,- 1f the company agrees with this
approach, the Govarnment would work immadiataly to
assemble a package of acssistance.

We believe in the current environment, there
are excellent prospects for the development, with

‘government support, of a facility focused on

environmental technologies. Horeover, the establishnent
of a leading-edge-teschnology envircnmental £acillty in
Capa- Breton would be a very significant step in support

‘of the Government's Envircnmenthl Agenda.

Should the company agres with the prcposed
anvironmental approach, several areas will require our
immediate attention, -pacirlcally

- . a more preclna ldentification of the scope of
' tha envlronmnntal marketplace;

- the best way of ensuring that such an
industrial initistive can compliment fully the
Environmental Agenda of the Governmaent; and:

MNISTER'S OFFICE
AGCA A

C g ' JAN 1999
El - $7ves -

BUREAU DU MINISTRY



-2 -

- what government incentives might be available,
and what specific measures might be taken by
the federal government, posaibly in
conjunction with provinclal governments.

In responsae to the firat of these areas,
identifying the environmental marketplace, we have had
very preliminary discussions with officials at
Environment canada and ISTC. Moreocver, Bear Haad
Industriss (with ACOA Actlon Program support) has

commiesioned a major consultant's raport on the

_environmental market, and a draft will be available

shortly. However, further analysis will be required,
and ACOA officlals will meet urgently with key fedaral
officiale, and I would propose also, with appropriate
representatives of the New Brunawick and Nova Scotia
governmante,

With respect to the military light armocured
vehicle contract that Thyssen is pursuing -- and which
comprised the key element o¢f the 'Understanding in
Principle' signed last September -- we have been
informed by the Deputy Minister of DND that DND will not
be proceeding with any LAV contract (or any comparable
equipment which could be supplised by Bear Head) for the

" foresesable future. . '

You will recall that a satisfactory business
plan has never baen received from Thyesen, dua in large
part to the inability of the company to plan its key
nilitary production. Accerdingly, the letter te Thysaen
does not refer at all to a military markst or contract,
but simply notes the Government's interest in segking to
orient the company towarde envirommental preduction in
Cape Breton,

_As a separate matter, while the cabinet
decision directihg the signing of the “"Understanding in
Principle" also established the ACOA Minister as the
lead Minister on the ACOA file, nevertheless, the

. proposed letter to Thyssen may very well be interpreted

&5 a formal communicatien to the company by the .
Government, n this context, therefore, you may wish to
speak informslly with the Prime Minister, prior to its

slgning., \1 '

Canad¥ | - 4
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Mr. Wernsr Bartels, the addresses, is & close
colleague of Mr. Schraiber, and is the Chairman of the
Executive Board of Thyssen Industrle AG , the parent
company of Bear Head Industries. We understand that the
approval of the Executive Board would bs reguired for
Thyssen to decide to locate ln Cape Braeton on the basis
of environmental technology. Mr, Bartels has visited
Cape Breton, and while not invelved with the day-to-day
operations of Bear Head Industries, or indeed Thyssen,
is known to be suppoertive of the Cape Breton preject,

.

‘_,.."

»

Peter B. Leesux

X;Hinister:

34 {3 }(A)

Inasmuch a5 this is a very sensitive file, and .
has been the subject of much discussion both

in cabinet and amongst officials, I believe it
imperative that -you spezk with the Prime Minister

your intenticns. [As the letter guite properly

‘states; you ar ursuing an important initiative
on behalf of the Government-of Canada.! .

and/or Mr. StaZiff Hartt to apprice them of
P
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Minister Minisire

Ottawa, Canada K1ADA4

Dr. -Ing. Werner Bartels
Chairman of the Executive Board

‘Thyssen Industrie AG

Am Thyssenhaus 1
4300 Essen
Federal Republic of Gerwmany

Dear Mr. Bartels:

I am writing, on behalf of the Government of Canada, tc
reaffirm the Government's gtrong interest and support for the
establishment, by Thyssen Industrie AG, of a major manufacturing
facility in Cape Breton, Hova Scotia.

As Thyssen has acknowledged, such a facility will
sigpificantly increase Thyssen's manufacturing base in North
America, and will allow the transfer of investment and leading-
adge technology to Canada to supply commercial and other markets.
Moreover, by locating in Cape Breton, Thyssem will benefit from
access to world trade routes, proximity te central Canadian and
northeastern American markets, a skilled labour force, and be
eligible to receive assistance under a number of Bovernment
programs. :

As you know, Thyssen and the Government of Canada have been
engaged in discussions in recent years, leading to the
“Understanding in Principle" reached by the CGovernment and the
Company in 1988, and the submission of a prelimihary proposal by
Bear Head Industries this past summer.

I have noted with satisfaction that Bear Head Industries has
consistently cited the production of environmental protection
equipment as one.of the prime markets to be pursued.  As Canada
enters the 1990s, responsible steéwardship of the Canadian ang
international environmehts is a key priority for canadians, angd
for our Government. :

Nz

Canada

4



Indeed, the market for the production of environmental
protection. egquipment in North America is emerging as one of the
most significant commercial growth areas in the foreseeable
future. The opportunities for your firm, with its extensive
experience in leading markets in the environmental field, shoulgd
be particularly attractive.

Accordingly, to advance the Bear .Head proposal, the
Government of Canada would like to encourage Thyssen to orient
its business plan toward a preductien facility in Cape Breton
which would be targeted largely at environmental markets. Should
Thyssen wish to pursue such a manufacturing facility, the
Government is prepared to lend its sUpport to this decision; and
to begin work immediately to assemble a package of assistance. I
would like to reassure Thyssen, in this context, however, that
should the company choose to pursue an early environmental
orientation for its Cape Breton facility, this course of action
would in no way compromise the company's access to other &
markets or production areas in Canada now or in future under
copsideration. .

I look forward to hearing from Thyssen Industrie AG
following its consideration of this matter.

" Yours sincerely,

Eimer Mackay

c.c.: Mr. Winfried Haastert
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NOTE .FOR_OPERATIONS COMMITTEE .
_ January 2z, 1990
Item Atlantic Report: Overview of Key -

. Issues snd Proiects

The following, is an inventory of key files
ing" Atlantic Cahadd.. Tt 'is intended ornly to
-.the decisiongitha .e pending and the dec151on—

HAJOR FILES‘

1) NORTHERN COD

Issue/Pending Decision. Development of a package
_of long-term measures related to restructuring of
the fishery.and rebuilding the resource base. In:
the short term, tie Harris Committee will report o
Mr. Siddon in early ‘Pebruary. Harris is likely ‘to-
recommend major changes to fisheries management

: 'practices.and a lower quota for 1991,  implying.
fiirther plant closures. Public discussion will ™

“bPegin on the credibility 'of DFO science, the need
for further conservation and future TAC levels.

Process: Ad—hoc Committee to meet January 23 to .
.,consider long term ‘restructuring package. Detailed
program design. and fnégotigtions with provinces will
follow. Censultatiops with-industiy and. provinces
on fisheries maragement, the Science. issues raised
. by Harris and rebuilding the resource base should

lead to federal action by mid-summer.

2) UNEMPLOYMENT INSURANCE ACT AMENDMENTS

Issue/Pending Decision: .rescolution of impasse with
the ‘Senate over passage of C-21. The impact of the
impasse pn individual claimants has been minimal

... . and would not- be-felt unless the impasse is-not e
- tesplved for four or five months. . CEIC has -Spegidl ;

measu¥es in place- to protect the entitlements of
fishermen but has :not publicized them,

Pco.scH_INQ.HQ_LO.MuL.15.0001 00
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‘employment or uses of bases!

-2 - SECRET

Process: Discussion by the Dparntions chmittee.'
The Government has indicated 'to date that it would
not amerid its legislation, pending recélpt of
Senate report, perhaps by end of Jahuzry.

BASE CLOSURES‘ SUMMERSIDE AND C!HA’I'HAM

-'Issue/Pending Decisions- public and - p:ivate

sector initiatives to generate alternate

Process: Ad-hoc Committee on Base Closures activer'

‘Since July, 1589. Regular CEIC .and ACOA programs
‘ are being used. Summérside: - consultant!s teport

on-potential private segtst initiatives 1§ due dn-

. late Jahuary. ISTC is negotiating with P.E: I. and;
*‘Cavendish Farms (Irvingsj for a major potato -
';pracessing plant {SEE ITEM 9 BELOW). Potential
.. faderal jobs centre on the unresolvéd
“eonfiguration and lecation of permanent GST -
facilities to . .be -established in 1593.-
fanneuncement is pending that Ottawa will serve-as

the -interim centre. Chathami. consultant s .repoct

.én conversien to civilian airport dusé in April.

THYSSEN {Bear Head, Cape Breton Islandy

Isgue/Pending Decision-- ge-ahead from-federal
government and German parent company. Thyssen
proposes to: build a mamifacturing plant at Bear
Head. However,-before & £imal-deciSion, ‘the. compnay
must complete & ‘viable business plan-for non-
military products. and the Govermment must resclve
the level and source ef federal ‘funding.

"fProcess JACOA has funded- a study by ‘Price

waterhouse examining patential macket for pon-

‘'military products, especially scrubbetrs for - thermal

power plants. Preliminary results may be dvailable .’
in. early Pebruary. Mr. MacKay.proposes to write to

~the parent company to invite early discussions.

. WESTRA!AJPictou County, NWova Scetia)

f’Issue/Pending Decisfon:. final details of. Toan:
insurance and -interest rate buy-down. assistance
“prior: to dhpouncement. Isgues- include whether -

assistance will flow to Westray or its parent,’

. Gurragh Resources. ' Contract between Nova 5c0t1d~'

Power Commission and DEVCO has not been signed..

PCO.SCH_ING.HQ_LO.MUL.16.0001.00
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Process: approved by P&F in December and written
offer aceepted by, company. Einal announcement
could be regdz in two or three weeks. f,‘

6) POTATO. PRGCESSING PLANT (Summerside P.E.T1.}

Issue/Pending Decision level and source of .
federal funding for. Cavéndish Farms (Irving) -

- project. * AGOA.  CEIC, ISTC and Agriculture walild
share the $25 million cést from .existing- resources
McCain objects strongly and is’ raising pDSSible
t.8. countervail.

Process: to be discussed by the Operations"
committee on January 22.

-

73 HIBERNIA fNewfoundlana)

Issue/Pending becision: final binding agreements
needed. before June 30. Xey issues are allocation -
Do e .7 'pf industrial benefits andan operating agreement
R _'gamong the private sector owners.

i 'Process- Ad- Kot Energy Committee met January 18 on
-a-federal negotiating strategy on industrial
‘benefits. Mr. Epp.is to meet Premier Wells as soon

Cag possible to discuss industrial berefits. If a
common approach. ¢an be found, .the two governments
‘would- then meet ‘Mobil, -If not Mr. Epp will report

back to the Ad—hoc Energy Committee.

8). OOSE BAY NAE‘Q BASE

Issue/Pending Decision- .whether Cariada will :
actively contimie ifs bid for the NATO tactical
fighter centré, which is under review by NATO-. If
Canada withdraws it§ bid, 1t may jeopardize
activity under existing internatienal agreéeements
which is the economic mainstay of Goose Bay.

‘Process: review of eptions by Cabinet Committee on'
Foreign ‘and Defence Policy” on February 7.

MEBIUM AND LONCGER TERM ISSUES

9) P E I. lenn LINK

Issue/Pending Decisibnsr completion of T
_envirohirental réviéw prio¥ to f¥nal go-ahead,
- including selection of ptime codtractor.

PCO.SCH_INQ.HQ_LO.MUL.16.0001.G0
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11)
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Process: EARP review under way with public
hearings scheduled for February/March. Final
report due in April/may.

NEW BRUNSWICK HIGHWAYS

Issue/Pending Decision: Premier McKenna's repeated
demands since 1988 for up to $1.4 billien to
dpgrade highways, particularly the Trans-Canada.

Process: Mr. B. Bouchard to bring recommendations
to Cabinet in 1990 on a National Highways Strategy,
preferably in the context of a strategy on the
different modes of transportation. An MC may not
be ready before the summer recess. Total national
demands for federal assistance to highways are
estimated at $17 billion. In the longer term, the
Royal Commission on National Passenger
Transportation could make relevant recommendatlens
in an interim report due in 1951.

FUTURE OF DEVCO AND ENTERPRISE CAFPE BRETON

Issue/Pending Decisions: DEVCO has just signed a
four year labour contract, providing progspect of
stability. DEVCO could be ready in February to
announce that the Lingan colliery will introduce
retreat mining. This 1s a sensitive local issue
because this alternative method has been called for
in order to extend the life of the mine. 'Funding
has to be finalized in the Main Estimates. Optilons

for the future of Enteprise Cape Breton are under
review.

OTHER ISSUES

12) MAGNA:
Mr. Andre will report on Magna's increasing losses
at its Sydney, Nova Scotia plant. Current
employment is 150.

Wernick/da
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MEMCRANDUM FOR MR. R. PROTTI

c.c. *R. .Bilodeau -

Outlined below is the recent sequence of
events on the Thyssen file, as I understand them:

Jan, 11 - Peter Meerbury, Elmer MacKay's Chief of
staff, writes to 8. Hartt, attaching a copy of
a letter of comfort which Mr. MacKay would
like to send to the Chalrman of Thyssen
Industrie AG 1in West Germany.

- The letter expresses "the Covernmentfs strong
interest and support for the establishment
.by Thyszen of a major manufacturing
facility in Cape Breton". 'The letter goes on
to note that the Government and Thyssen have
been engaged in discussions in recent years
over such a facllity, and more recently over a
new proposal by Thyssen subsidiary, Bear Head
Industries, to produce environmental
protection equipment. The letter states that
"should Thyssen wish to pursue such a
: manufacturing facility. the CGovernment is
- . prepared to lend its support ...and to begin
i to work 1mmed1ately to prepare a package of
: assistance."

Jan. 1% - R. Bilodeau memo.tc 8. Hartt (attached):
reviews background to proposal. Recommends
MacKay letter be toned down to express
: "willingness to discuss" but avoid giving a
4 ’ firm commitment of assistance.

o , - about this time, Mr. Schreiber of Bear Head

i arrives- in Ottawa, seeking a firm expression

. of Government support in advance of a PFriday,

& ) January 26 meeting 1n Germany of Thyssen's

o ‘ Board of Directors. - (PCO was not informed by

ACOA of Mr, Schreiber's efforts, nor of the

date of the impending Board meeting.) The

i Board meeting apparently involves an "auction®

| 7 for new develcepment funds, open fo all of the
conglomerate's subsidiaries.

o
L
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Jan. 23 - Mr. MacKay passes a note to P. Tellier
expressing fear that the project will go to
the U.S. 1f Schreiber is not given a letter of
comfort. Note is passed to R. Bilodeau, who
follows up with ACOA/Lesaux and with PMO to
try to determine whether there is an
inclinatlon at PMO to provide letter of
comfort.

- MacKay places a midnight call to P. Tellier.

Jan. 24 - M. Smith speaks to PMO/Grauer. According to
Grauer, Hartt 1s firm that no letter be'sent
to Thyssen, on grounds that any letter would
sound 1like a plea and would put the Government
of Canada in a weak negotilating pesition in
any subsequent discussions with Thyssen.

After speaking to Meerburg (about 4 pm),
Grauer also reports that Telliler apparently
had convinced MacKay that letter should not go
forward. Grauer's view is that a decisicn had
effectively been made not to send a letter to
Thyssen,
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Thyssen Proiject

We understand that Minister MacKay is seeking

‘'your guidance on dealing with Thyssen AG with respect
to their project to build a manufacturing plant' at

Bear Head, Cape Breton Island.
note, which was requested by your office,

The purpose of this
is to recap

-some of the key events and lssues surrounding this file.

History of the Project

o

The project has its origins in efforts by then
Minister Sinclair Stevens to find economic projects
and foreign investment to address Cape Breton's

~ persistent unemployment.

Thyssen AG has long been interested in establishing
a manufacturing plant in North America to compete
for Canadian and U.S. procurement of military
vehicles, Cape Breton offers advantages to the
company, including potential assistance from the’
provincial and federal governments.

The original project received a good deal of
unfavourable media attention in 1985 and 1986,
essentially charging that Thyssen intended to
export military vehicles te sensitive areas such as
the Middle East and would use the Cape Breton plant
to circumvent West German export controls.
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The Government has repeatedly stated since then
that any exports from the plant would be subject to
stringent export controls. The project was still
attractive to Thyssen because there was a prospect
of significant U.S. and Canadlan orders for

military vehicles.

Discussions within the federal government and with
the company through 1987 and 1988 centred on
Thyssen's request for a directed contract for

250 light armoured vehicles (LAV} and on the level
and source of financial assistance. Thyssen also
reached '‘an understandings with Lavalin that would
see some sub-contracting flow to the former Hawker-
Siddeley plant in Pictou County.

On September 27, 1988 an Understanding-in-principle
wag reached with the company and ratified by
Cabinet (5-0361-88RD{01)}). The next day an
announcement was made (with Mr. Mackay
participating) that the plant would go ahead. The
agreement was carefully drafted to provide comfort
to the company but te minimize legal commitments by
the federal government.

The original project called for an $85 million
investment, $58 million frem the company, which
applied for the Cape Breton Investment Tax Credit
on its share. Nova Scotia was to provide the site.
The federal assistance package inciuded $27 million
plus the cost of tax credits and other assistance
for which the project might qualify.

The September, 1988 agreement requires a number of
issues to be resolved before any final agreement,
including the level and form of any federal
assistance, the possibility of armoured vehicle
contracts, and submission of a business plan
acceptable to the government that would provide for
a diversified range-of products. These issues have
not been resolved to date,

Since 1988, federal expenditure cuts have altered
DND planning and there is no prespect of LAV orders
for the foreseeable future. The ability of the
plant to produce and find markets for a range of
non-military products is eritical to its succéss.
Any estimate of the potential number of jobs should
be treated with extreme caution in the absence of a
business plan. .
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with ACOA assistance, Thyssen's Canadian company,
Bear Head Industries, has retained Price Waterhouse
to look Into the market for non-military preducts.
The company apparently has some prospects to sell
emission control scrubbers for thermal power
plants. This is presumably the "environmental
field" referred to in the drafti letter from.

Mr. MacKay to the company. Prelimipary results of
the Price waterhouse study may be available
informally in February.

Despite Government disclaimers, there are still
concerns that the plant may be ultimately intended
for military exports to sensitive areas. The Prime
Minister received a letter voicing such concerns

in September, 198% from Sidney Spivak on behalf cof
the Canada-Israel Committee, This aspect would
require very careful handling if the project gees
ahead.

The federal government has tried to keep the onus
on Thyssen to develop a business plan ang
demonstrate the viability of the plant. Tt would
be counter-productive for the Govermment to appear
too eager or to provide too strong a level of

‘comfort to the company before that work is done.

The level and form of any federal assistance would
still hasve to be resolved, as the project is too
large for ACOA to handle and DIST has no reserves
for large projects,

Thyssen AG is a decentralized conglomerate, in
which operating subsidiaries compete for available
investment capital in a sort of suction process,

It is not clear that the parent company will still
give the Cape Breton project a high priority if the.
rationale shifts to non-military products. Thyssen
is still in the running for U.S. military wvehicle
procurement, but it is not clear whether they would
use a Cape Breton plant if -they win the contract.
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Comment

Wwith the LAV procurement cancelled and such
key issues unreseclved, 1t is not clear the Bearnd of
Directors ef the German parent company 1is still
supportive of any project in Canada., While Mr. MacKay's
desire to provide Thyssen AG wilth some reconfirmation of
the Government's interest 1s understandable, you may
wish to suggest toning down his proposed letter. The
letter should indicate a willingness to discuss
- development cpportunities in a general way but aveid
giving too firm a commitment until Ministers are in a
position to examine a specific proposal and to decide
whether the initiative is still viable, preferably cnce

preliminary results of the Price Waterhouse study are
available. ) i

Rondld Bilodean

Wernick/da
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. We understand that Mr. MacKay and
. N Mr. McKnight, with the agreement oI PMO, agreed last
o o night that Mr. McKnlght weunld sepd an anodyne letter of -
- ' .comfort to ThysSen industrie AG. The letter (draft _
A aEtached) would note the Government's long-term intent

4 to acquire a.fleet of military trucks, and offers

Thyssen the opporfonity £o participate in Tendering on
the contract, subject to its abllity o mest technlcal

specifications.

g After consulting with ward Elcoék, we have
B : : & provided comments back to PMO, with the intent of .

ensuring that no legal obllgation on the part of the
Government is engendered by this letter to Thyssen.

e

R

0.

Ronald Bilodeau
smith/de

Attechﬁent*
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I"'. Governiment of Canads Gouveinement du Cahada

Prvy Councit Qilice Bureau du Consell prive
To Dale .
Pour- Bob Grauer Jan. 25/90
Subject: !

bjet: . .
9'8 Bear Head Industries

Ia]
From: Ronald ﬁélodeau
De: s

Via:
Your Signalure . .
Votre Signature - D Inlorma‘hon
For Commenis Material lor (he P.M.
Dbservalions ) Documenis pour le P M.
Remarks:
Hemargues: . .
I talked to Ward Elceck on the Thyssen
letteér. A few minor suggestions in
paragraphs 2 and. 3. Para. 4 should
probably be deleted since we are not
really undertaking anything beyond
our regular government practice.
A time limitation is therefore not
very relevant.
c.c.
Drafling ollicer
Rédacleur

PCC-aCR-79




DRAFT

KARL - HEINZ? SCHREIBER
BEAR HEAD INDUSTRIES LTD.

: on September 27, 1988, an Understanding in
Principle was signed between Bear Head Industries
Limited and the Government of Canada (represented by
the Minister of National Defence,.the Minister of
Industry, Science and Techhology and the Hinister
regsponsible for the Atlantic Canada Opportunities
Agency) expressing the intent of the parties that Bear
Head Industries establish a manufacturlng facility on
Cape Breton Island in the province of Nova Scotia.

In order to provide a basis for discussions
leading to the formalization of plans to proceed with
. the realization of this project, I-am pleased to
ﬂ confirm that, in the event that the Canadian Feorces
- determine to acguire a Multi-Role Combat Vehicle, and
= sUpbject To Bear Hedd Industries Limited sa&i§£ylng in
all respects the specifications and design regquirements
GF thé cdall for tenders and all contractual matters, § To pos

Bear Head Industries Limited will be given an TTHAT A

oppertunity to #ﬁsai? for the contract to supply such WL RE

vehicles. O ) v a ComPeTiT
| __waﬂ e topdming g
“H“‘JfIt must be understood,that the-canadian Vosole

~ Forces are still in the process)of developing their SOUR
plans for future acguisition of material and equipment,
that, in particular, no decision has yet been reached
or approved by the Government, to proceed with such an
acqu151tlon, and that such de01slon will remain in the

le discretion of the Government/

ﬁﬂ&urrent evaluation of possible requirements for
armoured.vehicles indicates that variants on the TH-
495 design currently available from the parent company
of Bear Head Industries Limited could satisfy the
characteristics and capabilities, as presently defined,

\\\\if the type of armoured vehicle being ccﬁtemplatggf\

) \‘\HC““'“——*TﬁTEHGEEE;tak1ng will remain valid for a

-Cj "~ f period of five years from the date hereof, and may only

L. be renehed by express stipulation in wrltlng




If the foregoing is mceceptable as
the commencement of discussions leading to
of the subject facility in the province of
we would be prepared to participate in more
discussions at your convenience.

A basie for
lhe building
Nova gcotia,

detailed

Yours truly,

William McKnight
Minister of Nationnl pefence







R

Minister of National Deferice

Ry,
o, gt
iy

CANAGA

January 25, 1990

Mr., Karlheinz Schreiber

Chairman, Beaxy Head Industriesa Litd,
Suite 906, 350 8parke Btreet
OTTAWA, Ontario

Elr 788

Deayr Mr. Schreiber:

On September 27th, 1988, an Understanding in Principle
was signed between the Government of Canada
(repregented by the Minister of National befence, the
Minister of Industry, Science & technology, and the
Minister responsible for the Atlantic Canada )
Opportunities Agency! expressing the intent of the
partieg thal Bear Head Industries egtabliah a
manufacturing facility on Cape Breton Island in the
province of Nova Scotia.

In order to provide a bhasis for discussiong leading to
the formalization of plans to proceed with the
realization of thig project, I am pleased to confirm
that, in the event that the Canadian Forceg determins
to acquire a Multi~Role Combat Vehicle, and subject to
Bear Head Industries Limited satisfying in all respects
the specifications and design regquirements of the call
for tenders and all contractual matters, Bear Head
Industries Limited will be given an opportunity to
participate in the tendering for the contract to gupply
#uch vehiclesn.

Ottawa, Canada K1iA 0K2



Current evaluation of poasible requirements for
armoured vehicles indicates that variants on the TH-495
design currently available from the parent conmpany of
Beay Head Industries Limited might egatisfy the
¢haracteristics and capabilities, as presently defined,
of the type of armoured vehicle baing contemplated. It

—' must be understood, however, that thg Canadian Forces
ara atill in the process of developing their plans for
future acquisition of material and equipment, that, in
particular, no decision hasg yet been reached or
approved by the Government, to preceed with auch an
acguigition, and that such decision will remain in the
sole dimeraetion of the Government.

Thig undertaking will remain valid for a period of five
vears From the date hereof, and may only be reneswed by
expresgs stipulation in writing.

If¥ the foragoing is acceptable as a basia for the
commencenent of digoussions leading to the building of
the aubject facilities in the province of Nova Scotia,
we would be prepared to participate in more detailed
discusgsions at your convenisnce.

Yours sincerely,

B F‘f\%%&

Bill McKnight
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BEAR HEAD NBUSTH ES LIMITEI

12 Februoary 1950
Mr. Robert FPowler
hepmty Minister
Pepartwent of Nationsl Defencse
10l Colemel By Drive
Oftaws, Untagia
Hlm OHZ

Boar Hr. Fowler:

Thank yeu for providing the spportunity to meet on February &,

390, #nd to have guch spen and frank discussicns with you and yous
gagies in the Department of Ratlomal Defence [(DHD), and the
othay departments of the Govarnmant in attondances. -

Be you mald at the ﬂpaﬂmg; this was a mesbing which was leng
overdus. I hops that it provided a clesrer umderstanding of the
capabilitiss of the THYSSEN GROUT of companies as they relate ko
the interashs of Canada and DND.

Certainly, fropm our perspecitive at Thyssen, we found wywous
statenents and these of your oolilisaties €5 have been enlightening.

I um surs you are awsee of the Importance of this nesting Lo
THYSSEN, apd the fact that its outoome wilil be the basis of
d%ﬁl"lﬂﬂﬁ wa will maks with respect to whethsr we proceed orx
shandan our investmenk plaps A they are proposed for Hova Scatis.

wWith this in mind, I wonld likse to share with you t;im understatid i g
W have Laken f’rﬁm the wieting and ask that yeou correct me in any
args whete I am not accuraie.

WG Trgetsayt e g Rty S D0 ROTS
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win our obviopuns inkerest to loarn of regquirensnts in the field
srmoured vehicles so ¥ will first review the principal poings
that ares:

- The nndertakings of the Govermment which have soc far besn
efferad o tha company in the form of the Séptemher‘Z? 1888
“Unﬁeratanﬁzng in Frinciple® which csrried thea sigﬁatures a3
Hon. Perrin Beatiy, then Minister for OHD and his ministerial
eslleaques for BO0A and BRIE; and more xucaﬂtly Kinistey
Hmﬂn;qht's ketter of January 25, 1990 wWere In your ppinlon,
the maximum that conld be affered to the company;

~ Geo=political eyents are baving inpacts on ths OND budgety

- ney budget is due szson (Ao announced for Fab. 23R}, amd
thers iz speculation that DHD will Be affected by further ocuts
to eapltal spepding:

=I% ie not yeobt possible to commit te an  Army need within
wour DD planning framework which is mow onder review:

~ The Canadian Army has & peed bo replacse its current fleet
wf armoured wehicles with & vehiecle described as & Meltld Hole
Combat Vehicle {(MROV):

This BRCY vehicle xﬂqullemeﬁt was desiribed ez
le wsapible of servihy Canads’s Lasgd

meuea thrmugh thair entire range =f roles;

= A& famlly sonoept osing A comoon chass o all
tarianks;
~ Eyaitimlly rgglatﬁ;&ﬁg the curreit filest of Srmosped

vehicles )
= Bome of the wehieleas within the curvent Flest sre
ayardue for replacement;

-~ Wnilea the need for the MRCY was described ¥y the 3rmy, it
WS g@iﬁtnd gt that thiz nesd is fot ﬂutum&tlﬁallf &
Yreguiremant® of DND until the conclusion of the formal
planning process for DHD;

~ Kn estimate nf Liming for conclusion of DHD plannisg is
diffieult, partignlarly before the next budget:

"G Trtdasurs Ma-Babeass i £07 RafE
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=~ BND planning is within a § year Iramework for near fecmn and
reéaches out to 15 years in the long term, and even decisions
within the naar-term framework ars swhiest to changs.

= Estimates of gquantity are nobt possible, bud at any rate thay
were described asz small - meaybe “huadreds'.

~ The DHD procuremsnt policy apd procedurzl framework was
deascribed in considarable detailﬁ with inolusion of these
-principles which were described sz having recently bsen re-
affirmed by the Government:

iy governed by Treasury boerd Rules

iij congideration of long term regional development
111y mesting National obiactives

1%} pesisring Canadlarn fires to be competiviwve;

Zubgequant to s presentation by Juergen Massmann of & now Thyssen
soncept vehicle (the TH 485), we turned to sone discussions askhoub
thie Armw's current viaw ef the MROV regquivement. Thers was an
acknewledgenent that the TH 485 wehicle capcept presenbed appoars
capable of meeting the HROV requiresent as it is defined at presemt
in Army planning

Comments that were pade by Lhe other Govermment departments in
abktandence are supmarized g Tallows:

e TSTE (BHIBY doepartnental abjective, sinoce some flve years, Jas
to fimd a proposal with the gaximun possibility of success.

C Furthermore, it was noted that consideration . for rsgional
indwstrisl devalorment galis wlthin the nrnauremant ProreRs
described by Hr. Healay, and it is within that process that ISTC
sontinue o work ta serve the shisctives of industrial davel dpment .
Lastly, ISTC ¢ited the 1922 statutory desdlines of the Caps Braton
Investrent Tax Credit PFrogram for which there iz an applicakion
frofn  Thyasan/Bezar Head Industries.

A&C0RA aloo acknswladged their support for the proourement policy
putlined by Me. Haaley, and made E?Eﬂlflu refarance Lo AO0RYs
intention to esntinue to encourage the regianal industrial benefits
coasiderations whithin the prﬁcurﬁment pracess. AUGER also paointed
out the poszitive cconemic impack to the Atlantie RE@lGﬂ througn
Iﬁﬁllﬁﬂtlﬂﬂ.@f'tﬁb Thysscnf BRI investment, snd that it is somewhat
un;qua ag an ipdustrial investment opportuplity for this paxbtisular
ragion of Cianads.

P
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Thyssen rezponded %o the DRD suggestions that an MROV degigned
specifically for Cansda would be expected to be wary sxpensive
apd that the numbers gontenplated in the MROV reguirement are "wery
small rpelative to programs of other Armicg®,

The essentlial point of pur response waz to explain tha TH 495
concept iz baged uposn wajer momponents and systenz whioh are shakte
of the art developments, all of which srée proven and oparating as
existing aystems. Fhis utilization of proven systems sllows Thy s@en;
to offer the TH 495 concept without having to garey profhiibifive
ceets for ths devalopment of asch Individual system and 1t allows
roducnd logisties and eporating costs for the usse.

on the paint of DND's concern that Capadian guantibtisz needed may
reqaxﬁaﬁ a8z "ioo smull®, Thyssen axplained that our sxpariencs
in UFHinE pEpgrams has proven that even o program of & few hundeed
HRits 15 vary significant Lo Thyssen, and that we have baged our
TH 425 uonsept on meeting prograns of that size, cost affectively.

Mr. Fowler, I invite yoo to corroct any inacouracy in this summary
of our discussion and I hope khat I will have ihe apportunitsy %o
meet with you agein before my Zeturn Lo Geomany.

Sinceraly,
BERR HEAD INDUSTRIES LTD.

. “-:‘- 1%"@*}”

Eahrfih&r

ot. Hon., Elmer MacRay, P.C.,H.F.
Minigter for Atlantic Canpada dpportunities dgency

A0 Bathrune B Robss S 601 CBelS BECRNXE
AGCO0305_N0s
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Suite 908, 350 Sparks Sireet
Ottawa, Ont,, Canada
KiR7S8

TELEPHONE{613)563-3321 TELEFAX (613) 563-7648
March 5, 1990

PRIVATE AND COMMERCIAT, CONFIDENTIAT
HIS EYES ONLY! '

The Hon. Elmer MacKay
Minister of Public Works
Room 509

Confederation Building
House of Commons

Ottawa, Ontario

Kia 0Ae6

Dear Elmer:

At the end of November 158%, I wrote to you expressing my
frustration around the Thyssen Industrie AG (Thyssen) plan to
establish in Nova Scotia. At that time I shared with you my fear
that the chance to make this project a reality was being lost..

In a subseguent meeting with you I promised to make every effort
from the Thyssen side to ensure that we not abandon our plans to
invest in Canada until seeing the outcome of one last and final
effort to make the Thyssen investment possible.

I attach for your reference my letter te you of November 29, 1589
which summarizes the events up te that date.

Today I am writing to provide you with a summary of the recent
events that have taken place around the project.

1. T received from Minister Bill McKnight a letter dated January
25, 1988. This letter acknowledged the capability of
Thyssen/Bear Head Industries to meet the army’s potential
reguirements for the Multi Role Combat Vehicle (MRCV). However,
Mr. McKnight’s letter did nothing to expedite the placing of a
start-up order, but rather hedged against any undertaking that
would get our project off the ground in the immediate future.

2. However, through your and Mr. McKnight’s good offices, a
meeting was set up for February 5 at the Department of National

KHS00278
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Defence Headquarters, where senior defence officials and
representatives of the Departments of Finance, Supply and
Services, Industrie, Science & Technology {ISTC/DRIE), and
External Affairs and Atlantic Canada Opportunities Agency were in

attendance.

3. Prior to that meeting being held, I met with Mr. Stanley
Hartt, Chief of Staff, PMO, where we outlined our plans for
Eastern Canada and discussed why the initial start-up order from
Naticonal Defence was required. Mr. Hartt seemed to understand
what the position was and volunteered that what was required was
a senior government person to act as a catalyst between Bear Head
Industries and National Defence and he was to advise us of his
choice. I concurred with thiz suggestion; but to date, have not
heard from Mr., Hartt as to his nominee even though our meeting
was held over a month ago.

4. ©On February 5, a meeting was held in the offices of the

Department of National Defence attended by those mentioned in

item 1 above. The meeting outlined a possible requirement by the
army for the MRCV; however, at that time, they could not give. us
an official confirmation. It seemed that the meeting was very
carefully scripted and the words used by DND officials were very
carefully chosen. Our interpretation of the meeting was written
in a letter to Mr. Robert Fowler, Deputy, Minister of Defence, on
February 13, a copy of which is attached. We, as we have come to
expect, have heard nothing further from Mr. Fowler.

5. On February 8, I joined a meeting with L~Gen. David
Huddleston. I had agreed to this nmeeting for the separate
purpose of follow-up discussions on the outcome of the Atlantic
Bridge Conference hosted in Germany in November, 198% - where I
was a delegate and met General Huddleston. Arriving at General
Huddleston’s office, ¥ found M-Gen. Reay who had presented the
army’s MRCV reguirement in the February 5 meeting at DND. At
this point, I learned that L-Gen. Huddleston wanted to return to
additional discussions on the topics of February 5. In summary,
I-Gen. Huddleston’s message seemed intended to:

a} discourage Thyssen from continuing to pursue the MRCV project
at this time because in his view this army reguirement was far
from being accepted with any priority within overall DND
regquirements.

b) to warn Thyssen that continuing to pursue the MRCV project
would risk damage to the relationship of Thyssen within DND -
whereby, in effect, if Thyssen pursued their interest in the
project in Nova Scotia, they would end up with "nothing at all."
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All in all, a very unsatisfactory discussion at what was supposed
to be an unrelated meeting.

6, On February 14, a meeting was held with John Crosbhie,
Minister of International Trade, where once again, I outlined
together with yourself the concept of Bear Head Industries’
potential investment in Eastern Canada. Mr. Crosbie expressed a
great deal of interest and was particularly keen on the export
potential of the company. Minister Crosbie acknowledged
particular interest in the export potential of the Thyssen range
of technolegies which can be produced from Bear Head as well as
support for the positive economic impact that the Bear Head
Industries plant would bring to Atlantic Canada. The neeting was
very satisfactory and concluded with Mr. Crosbie offering any
help he could.

7. Since the above meetings, we now understand that the Canadian
Army has confirmed the need for an MRCYV and have designated it as
the Army‘’s top equipment priority. Although the Development Plan
for the Canadian Forces as a wholea has not yet been finally
decided, a core reduirement of the revised force structure for
the land element is expected to be the MRCV.

At this point, I would like to repeat once again, that the reason
for the start-up order of 250 vehicles is reguired by us, is so
that we can have one year of stable production at a time when we
are lining up variocus environmental and industrial projects.

In that regard, since I have corresponded with you last, we have
been advised by the Government of Argentina that Thyssen have
pre-qualified on the Corredor Rosario-Bahia Blanca project. This
project involves the restructuring, building and operation of a
railway in that country. If successful, it could mean up to
5,000 km. -of railway track to be purchased, engineering for the
project and the supply of leccomotives, cars, ete., with the
technology being supplied by Thyssen~Germany with significant
production mandated to Bear Head Industries and also to other
Canadian subcontractoeors, where possible. Arrangements have been
made for payments in hard currency.

Additionally, I have met with the principals in Las Vegas on a
high speed rail link between Los Angeles and Las Vegas where the
Thyssen Transrapid Magnetic Levitation Train is a front runner
(press clippings attached). This multi-killion deollar project
would have a substantial spinoff for Bear Head Industries.

I have alse had meetings in Alberta and with American businessmen
regarding environmental equipment regquirements. It is now
obvious tens of billions of dollars will be spent on
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environmental protection in the next few years and as you know,
Thyssen has given the mandate to Bear Head Industries to produce
the entire range of environmental equipment for North America.
Alresdy, Thyssen has provided 17 coal-fired power units in the
U.S5. with scrubbers - whose value is in excess of %1 billion U.S.
We were also advised in Alberta that they have an industrial
commitment of $30 billion in new investment (only projects over
$50 million included) primarily in the oil and gas and pulp and
paper industries. Each of these sectors requires critical
environmental protection technologies which wa hope to offer from
our Nova Scotia plant in cooperation with Western Canadian
contractors.

As we have discussed many times before, a great many industrial
initiatives were possible from the proposed Bear Head Industries
base. However, it is virtually impossible to do so without an
initial start-up order. We have not asked the Canadian
government for huge grants, soft loans or any other meaningful
financial contribution to our factory, but rather for a start-up
order in order to secure Thyssen’s establishment in Canada
instead of the United States, as our North American hase for the
entire range of Thyssen heavy industry technologies.

I will be returning to Germany on Friday, March ¢, to report to
the Thyssen Beard. Anything you can advise me before I leave
would be appreciated. In the meantime, I would like to thank you
sincerely for your dedicated effort and understandlng of what we
are trying to do. I remain,

Yours sincerely,

’Cﬁ/SChr51ber
/ alrman

KHS/no’n

KHS00278
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BEAR HEAD INDUSTRIES LIMITED

Suite 808, 350 Sparks Street
-..Ottawa, Ont.,.Canada
K1R 758

TELEPHONE (613) 563-33 21 TELEFAX (613) 563-76 48
: ' TELEX 063-3981 bhi ott

Hon. Elmer MacKay

Minister of Atlantic Canada Opportunltles Agency
509 Confederation Building

House of “Commons

Ottawa, Ontario

K1lA OA6

~ 13 March 1990 %

Dear Minister,

‘Further to our excellent meetings with the Minister of
National Defence, the Minister of International Trade,

and our discussions with the department of National
.Defence, I have returned to Germany and received
aunthority from the board of Thyssen Industrie (THYSSEN)
"to agree on behalf of the company, to the concession
outllnea in my most recent meeting with you. st

I ask that you share this with your colleagues, and should
you requlre any further elaboration, please contact me at
my office in Germany, where I will be available at your

convenience.

It is my belief that this concession from the Thyssen side

represents a significant offer which should allow both sides

to reach agreement and allow us to proceed immediately to

“  the construction of the plant, hiring and training of -
workers and manufacturing and delivery of product.

Ry

An early response to this proposal would be appreciated
as.-the situation within THYSSEN has reached a final stage
where we intend eithér to proceed with the BHI proposal
as our North American base, or let alternative plans go
ahead for expansion in.these same fields with plant
facilities based in the United States.

s
fa-
i
¥

Singerely, .

KHS800272
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Minister of Mahonal Delencs .ﬂfﬂq.- .
Tl

22 HhR 138

My, 8Buawnley B. Hartk S
Chief of Sraff Tfmi-;a
to Ehe Prime Minlster a;,“a
Frime Mindakter's Office =
Langevin Bleeck

B Wellingten Etrast
Phtawe, Ontaris

Kik DAZ

Daar Mz. Harctt,

fig sgreed to at our meebting of February 1, 1990, ny Depuey
Migistey, Bob Fowlsr, convensd i mzeting of governmant
officials and reprssantatives from Thyssen and Bear Head
Industries on Fobruary 5 ko dizcuse Thyssen's proposal to
birfld a manufaetur;nq plant in Gaps Breton. The grods of
gfficials inoluded represantatives of every relevant
governaent doparinent with an intersst in the Thyssan/bBear
Hesd igsue. Alsa present wers severml senior army offiesrs
ineluding Gensral Joho e Chastelads, Chiaf of the Defence
Staff. .

Thﬁre Wz a gepersl feeling on bath zides that, for the
apt Lsw years, the Thyssen file had beesn charfacterized by
m;snndugazanﬂxna and miginformation. . Consaguently. bBoih
gides expregsed a plear desirs for opsnneds which
contributed te a Full and frank exchangs of views during
+he pewbing. - Youw will elearly detect this oandid spirit
ruapning through tha enalosad aummﬂry record of discueseicn.

My. Fowler, supported by pitficialn from other d&partﬁﬁntgj
made a teaber of points relating, on oré hand, to tha way
the Sovernment dosg business and, on the othar hand, to the

patore of the Canadisn Forsss' reguirement for silltary

vahigles.

DGCON4G4

Jezv
uj Er
. Fil
!‘m_;'f LN ' “f]_ ¥ £ "' ‘r‘r‘
L S
. i
# . L m
k3] N
. . P
,
¥l w Foob g B Lik.
Tty vy N e ——
AL Disclamume St 08 1afd -ﬁ.*v‘“f}&r‘-%d

AGCON484_001



T e Wikhesegasd to- the forper, my Teputy Mindisker pade it elear
to Thywgen/Bear Heed officlals that the federal———
goverpment 's procorement policy is founded on the principls
of competitiveness driving efficienmt provurcment. Hao
gtreggad that the surrent brend toward deelising defence
budgets reinforced the need for my Dapartpent to maximize
painstakingly, the military atility of each defonce
procurencat expenditure. A a footnote, Mr. Powlor adviasd
cafpany veprésentakives that 1t was regrettable and
imtoierabls thet this peed for a disciplined departmental
process o scrutinize future defence eguipment requirensnts
had besn niscopstrusd in some sirclas as saif-zsreing,
milikary #ribalism, He stressad that sueh allegaticus

S - guestbioning the integrity of sepnior BED gificislsz and

milikary officars ware unfoundsd, uhproductive and
wnaseeptable,

With regerd to the naed for military vehicles, you will
pote from the anclosed recprd of discussion that the
company was given an overview of the Capadian Foresa'
Future reguinemcnts. Offiecials stressed that the army.
whateveyr its fuiure structure and role, would nsad a Trangs
sf mrmoured wehislss bub that thers are uo plans &9 acguire
sy #scow. Specifically, no desisichns on fubture armonzed
#ehiglc procurament oosuld be anticipated with tha next
three to four years and no prodiction smvisaged within the
negt five bo six vears. Purthes, goveriment officials
stressed that apy potantisl Cumadian military wvehicle
reguirement ~ aragured or ctherWise = would Tz small by
intergational standards.

Hr, Fowler emphasized that the Capadian Government would
welvome Thysden investment in Canade. Offjcials
aoknowledged Thyssen's strong reputaticn as producer of ap
axtansive rapge of axuellent, albsit expensive, sguipment
praduct lines, At the sawe tims, the group re&in@aﬁ
coppany rapresentatives thar internationsl compatltion
amaig such equipment supplisrs would kecowns far more fia;q&
in the Futseres, Further, Thyasen represdentatives were told
that officials believed that no Governmenkt wonld lasus =2
carts bianche on export permits. offlcials oonoludsd thak
the Government would po deubt welgome z deeislon by Thyasen
te &8t up = mansfacturing plant in Canads on the baais of &
full anderstanding =f theme realitisas.
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e e Tinally, Iowounld like ko elapify the jesue of bhe General
HWotors Light Armeured Vehisis (Lav) parformance-with United
States® troops in Panamn. Yoo will recall that at our
February 1 mesting, Elmor Hackay suggcested that Besar Head
Industries representatives hard Indiecated to you that the GM
LAY hed performed pearly in Fanama. As we agreed, my
officlals sought clarification from the US Department of
Tefence, specifically dering my Depubty Minister's vislt to
Washingten on Fabraary 23, 1 am sncleosing a report on the
LAV's “"sterling pecrformance” in Panama which has been
raceived from US Deputy Secratary of Defence, Don Atweod.
This report refutes any accusstion Ehat the Americans were
not pisased with the performance af the GM bBuilt LAV ﬂ%rihﬁ
their recent operstions in Panama. .

I bad the opportunity to meet for 47 minutes with

Mr. Schreiber and the Honourable Elmer MacKay in the lobhy

‘ nf the House of Comtions o Mareh 2, During our Siscussaion,

7 I repeatéd and re-cmphaesized the pbints which were brought
ot 8€ hiz mecting with our oificisls on Fahruary 5.

foure finceraly,

| Fignad by

' JREGAT
mﬁvmﬁ' oriorinil

Bill MeXniaht
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BEAR HEAD INDUSTRIESE
Suite 908, 380 Bparks Sires!
Citsws, Ont, Cansdy
K1R748
TELEFHONE{815)5653-0011 TELEFAX (81%] 38)-76458

Aprill 5, 199C

Confidential

Hon, Elmer MacKay

Minister of Atlantic Canada
Opnortunitiss Agency

509 Confederation Building

Gthawa,. Ontario
KIA OB &

Dear Minister.

this latber follows our conversation of yesterday, during which
vou informed me that gertain officials in the Government of
Fanade had ralsed certain guestions to which you have roguested
a ragphonge, namilyl

1. whe gapacity of sur machine te boe alrtifted:

Z. the integrity of the U.8. order, and our response to the
clatm that thiz order had boon nancelled:;

3. r©he matter of whether Lhe Canadian forses scek a wheeled or
a tracked vehicle.

For the last five vears, Minisktor, ouwr approgch haz boon forth-

right at all times. You will appreciate that 1 am somowhat dis- -
rurbed that our integrily may have been quewtiongd, and I am
further upset that misinformation continues to circulBtd ‘as. | L.
ragards Lhig projeot. o
' F41707258 -
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BEAR HEAD INDUSTRIES LIMITED
Howsvvasr, I welavme the opporiLunity onwve again to addrosg these
mater in the hope that we can continue to makKe progréss on
this preject ak a tims when progresgs ix oritical, dictaved by
the urgency of addressing the US order. 1 have always fought
Far tha Canadian venue, and will continue te do 8o until time
timits my options.
Iam including & letter from our parent cowpany which addressaes
the mabters you have raised; 1 also include a copy of Jane =
Pefanco Weakly of Mareh 24, 1990, Thoge documents addross the
issue yvou have raiged.
o Metas s
1. The T 495 1, vehicle Ffumily, in all jite configurations in-
cluding the highest ballistio protection, is alr Lransportabia
Any gtatement to the contrary is wrong. Furbhermore, the
FOK vehicle will alse be alr bransporiable as appsars in
the attached latber,
2. ‘thyssen has recaived an order for PFOX vehigles from the
Us: wa have no reason to belisve that this order shall be
timitad Lo 48 vehicles. Indeed, all our plannieg és now
for the productbion of 210 wehicles. The suggestion that the
UE otder has bheen cancelled by the US is both wrong and
mizchiavous.
3. As you kKnow, Thyssan is capable of producsibhg both wheeled
and tracked vehioles. TF we have roncentrated on the tracked
vehicles in our discussions with you it is bscause of our
understunding that tracked vehicles are the option of pre-
foeranoe for the Canadian furaes. YWe have been actively
invelved in angoing mestings with the Ganadian army and
thig continues to bs our boelisf. Anyune suggesting the ocon-
trapry should gheak with senior army officers involved with
bhis project. Bub should that preference change weé are
preparcd and capable to produce whealad vehicles, As o matter
of fact. both our wheeled and our tracked wvehlicles are,
we Firmly balisve, suporior to anything slse in Lhe world
today.
B+ S A PR 1
3471720259 .
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Finalliy, T have ascertained that should fucrther confirmation

ba reqguired on any of these points. the West Serman Depuby
Mintister of Defence, Mr., lir. Holger PfPahls, Btaatssokretir des
Bundesministariums dor Verteidlgung, S30 Bonn i1, Harth8he,

Tal, Nr. 0238 -~ 1291720, haz agreed to meeb with any of vour
officials, in Canada if need be, Lo clear up any other guestions.

Minister, 1 trust this addrosses the matbers you raised with
me, and permits us all to proceed to meke this project a
reality,

Thank yvou for yvour continued intorest.

Singeraely,

Hear Head Indusiriss Ltd.

o .
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Bombardier Inc,

Corporate Gffice

17th Floor, BOO Aand-Ldvesque Blvd, Wast
Monteéal, Quibes HAE 1v3

Telephono {514) 861 -5481

Talax 058-62139 - Eacgimite (514) 861-H53

001350062

FCQ « FPRO Ay .«
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May 11, 1990 Origlaak

Y Do~
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rafe T ! R
tdont, M,.?#_:’;\ &CM -

The Right Honourable Brian Mulroney
Prime Minister ,

Government of Canada

Prime Minister's Office

Langevin Block

80 Wellington Street

Ottawa, Ontario

KilAa QA2

Dear Prime Mindster:

I am writing 10 you directly to seek your belp in resolving a problem that has
recently arisen,

At Canadair, we have developed and manufactured a surveillance dmgm, the
(1.-289. A German company, Dornier, a subsidiary of Daimler-Benz and a French
tompany, Société Anonyme de Télécommunications, are our partners in the project.
The drope is a sophisticated high technology product that is entirely dependent on
export markets, ,

In 1988, Canadair won a $400M order from Germany and we now have the
‘pmsimct of a follow-on order of $175M, Given our arder book for th;‘s product, the
empioyment prospects of more than 200 Canadair people and other Canadian
suppliers depend on this follow-on order from Germany.

Iu has recently come to our attention that a Mr. Karlheinz Schreiber, of Bear
Head industries (Thyssen) in Cape Breton, has been encouraging German
government offictals and Ministers to not approve the CL-28 fp_ﬂowﬁan order
unless a Light Armoured Vehicle project, directed by Thyssen, fs 35{31“0"‘3‘1 by the
Canadian Government, We have also been tpld hat the Honourable Elmer McKay
has been supporting Mr, Schreiber in these efforts.

While we have no direct knowledge, we understand that the chrances of the
Bear Head project oing forward are small. If this is the case, we need to find a way
to delicalely unwiﬂg an increasingly difficalt situation for the CL-289 German
project.
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We have heard that a budgetary decision on the CI.-289 will be taken on May
191in Germany and that is why we feel that the matter is urgent. If you decide not to
go forward with the Bear Head project, and we continue in the present manner, the
risks are high that we will lose everything from a Canadian point of view,

I s sorry to have to bother you with this issue but I believe that your
personal intervention is needed to help get our project back on track,

Your sincerely,

i

Laurent Beaudoin
. Chairman and
Chief Executive Officer

2012
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THYSSEN
! )

BEAR HEAD INDUSTRIES LIMITED

Suite 908, 350 Sparks Sireet
Ottawa, Ont., Canada
K1R7588

TELEPHONE(613)563-3321 TELEFAX (613) 5637648

July 6, 1990

Mr. Paul Telliex
Clerk

Privy Council
Langevin Block
Ottawa, Ontario
K1A 0A2

Dear Paul:

Thank you for taking the time to meet with me and the
Hon. Elmer MacKay on the Bear Head project,

I am very encouraged by the Prime Minister's support in this
project,

After five years' experience, I am firmly of the opinion that
this project is good for the entire country and most
'especially Atlantic Canada.

Our experlence also teaches us, however, that there are
pockets of misinformation, either arising out cof honest error
or otherwise.

Much of the last five years has been spent identifying and
subsequently debunking this misinformation.

I mention this so that should you hear of any alleged

negative asperts of the project, I urge you to contact me
immediately so that I may give you the necessary information.

/2



THYSSEN
» n

BEAR HEAD INDUSTRIES LIMITED

I am totally confident that a simple phone call to myself or
Mr. MacKay, who is well aware of this file, will set the '
record straight should you ever encounter any such

mlsinformation,.

Thank you again,

Bincerely,







(}

TELEPHONE(613)563-3321

| Mr. Robert Fowler
Deputy Minister

THYSSEN
| § 1

BEAR HEAD INDUSTRIES LIMITED

Suite 908, 350 Sparks Street
Citawa, Ont., Capada
Ki1R788

TELEFAX {613) 563-7648

July 6, 1990

Department of National Defence

101 Colonel By Drive
Ottawa, Ontario
R1a OK2Z

Dear Mr. Fowler:

While I appreciate the fact that you have many matters

reguiring your attention, I have yet to receive a reply to my-

letter of February 13, 1990.

Thyssen's interest in, commitment to, and investment in the
Bear Head project was at the invitation of the Canadian
government and I find it difficult to accept that we are
denied the most basic of courtesiesg.

ce:  The Hon. Elmer Mackay

Yours truly,
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Ag you had regquested, I met rocently with

AN

2. ALM&A Eimer MagKay and Kaviheins Schreiber, Chairmen of Pear Head
3 {r‘J«' ., Industries Ltd., to discuss the Thyssen initiative. 7
L {?'J;L Wr. Schreiber described the history of this initiative which
t : started in 1985 az a result of the request made by
% Feo Sinclair Stevens, to Wost German business peopla to conslder
' investing in ¢anada. PFollowing this reguest, discusslons
started with Thyssen abhoub the possible constiruction of an
industrial €acility in Cape RBreton to assemble armoured
vehicles, other metal products and environmental protechtion
agquipmant., This led Thyssen to set up Pear Head Industrdes
Lo pursus the initistive ard to copdnet the discussions.

Ty July of 1988, the Minlsters of Begional
Industrial Expansion, National Defence and the Hinister in
charge of AC0A signed an Understanding in Principle with
Boar Head Industrisa which ocublined the areas on which
discussions had been held up to that time and understandings
reached. ¥For its part, Thyssen undertook, if it received an
order for 254 Arpoired Personnel Carriers, to procesd with
the constructlon of the Hear Head Plant In Cape Brebon.

As the diseussions have been going ob for almoat 6
years, Mr. Schrelber feels ihat the Goveramernt zhould now
pomez Bo a decision zo the project can elther be parsued or
dropped by the oompany. I agreed that we wers fast reaching
decigion time and, although a number of major and difficult
issups ave ralsed by the projest, the Government should come
Lo a decision sooner, rather than later, 1f it iz the case
that there is politleal will to pursue the project. I teld
my visltors that T would be spesking with you upon your
refturn fyron the Houston Summit.
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In arriving at a decizion about this project you

will want to weigh the following factors:

1.

pefenge Fquipment Requirements

ﬁlth&ugh it recognizss that ite ourrent armﬂureﬁ troop
carriers are obsolete and asre vulnerable to plercing in
some limited clese range conditicos by certaln high
powared arms, the Department of Natlonal Defence iz
orly in the very early phase of asseszing its newds for
a Multi-Hole Carrier Vahimle (MROVY . This means thaf
ader the ourrent schedule, a contrackt for MROVe cauld
be awaprded by 1995-96 assuning no major ohanges in
Bafence policy or budgetary clircumstances. Taking an
eariier decision to procure 250 armoured carriers soles
sourced from Thyssen would therefore mean & mxjor shift
in defenve procurement priovities that could &ffect
other pricoritics and centracts in an already very tight
bapartment of ¥ational Defapnce budget.

Industy] : Benaflte

The vommitment made by Thyssen ls to invest §$70 million
in the short term. The project would create S04 direch
Jobz, and Bear Head Indosgbries would have acoess to
Thyssen techrnology. The Understanding in Principie
gigned in 15488 stated that the Sovernment would alseo
assist the project with its regular programs in foroe
at. the time the project proceeds. This weans thab half
wr more of the capital cosis could be covered by
federal grants and tax credits available in Cope
Brataon.

Additional penafits could result from the fact that
Thyssen and Genaral Dynamlos have formed a partrnarship.
A Horth Amerilcan location could allow Thyssen to have
slgnificant acosss fo United Btates defence
procgurement. Boar Hesd Industries cculd alse proceed
to a gecond phase of the project into aivilian
production,

The benefits are potentially significant but remain
only partially goantifisd st this time. A full businses
plaen would Rave to be cansidered in order to assess the
long run benefits and the cost to government in berns
af direst procurement and subsidies.

-
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-3 - SECRET

A& new facility set up in Cape Braton would compete with
General Motors in London. You will reeall that the
Government bad awarded Genernl Mobtors a ¥201 miliion
contiract for 199 Light Armoursd Vehicles in 15385,

aM is gulte asuceessfully compating. in this field having
obtained an important contract in Saudi Arabia. Also,
a heavily subsidized facility in Cape Breton nmay raise
concern in the U,.5. about unfair competition. However
wa understand from My. Schrelber that the U8, Pefancos
aunthoerities have no conoerns about a Cabadian Ilocation
tor such a facility.

3. Export controls

Bear Head Industries' future success would ba dependant
on exports to the U.8. and to othey ccuntriea. The
posaibility hag been ralszesd that the West Cermans
themselved could procure some MROVE from guch a
facility. Howevar, nobt all experts would hoe to HRPo
gountriss and the ¢avernment must be prapaxed o
address some difficult export contrel issues in ths
event the plant were established 1ln Canada and if
orders are received from Riddle Bast countries for
exanple.

LOMBERT

An investment of this size, in a depreased region,
by n West derman company of this stature would be a positive
signizl about Uanada as a place to invest. At a time when
Canada iz attempting teo give a business as usual signal ko
foreign investors, this would he a reassuring message.
Howeway, if the project ls less than fully sucoasssful, it
may simply add to urrent overcapaclty it the sector wher&
S8 is operuting below lts capacity level.

As motod above, pursuing the Thyssen preject at
thiz time would regulre a redirectisn of the Defenoe
prosurenent program which would bhe disreptive and
vconbtroversial., BExports of Thyssen products from Canada to
sensitive countries could potentially he opposed by
Mr. ©iark on forelgn policy greunds, Given these difflouly
policy issuss, the Govermment's Jdecision should ossantially
depend on whether the deal is a sufficiently good one Lrom
the econamic and industrial dimensionz and whether it will
‘ Do worth the cost of assisting it threough procursmant and
I; supsidies. To make this Judgment, a full businass plaw .o
: should be reguested from Thyssen, and an analysis of this
amd the project's costs and b@n&ﬁits weuld need to be
undertaken thoroughly.
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b T would be pleasoad to dlscuss this with you at
your convenlence, e

Panl M. Telllew
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GAEFFIER DU CONSEIL PRIVEET

CLEBK OF THE PRIVY COUNCIL AND i
SECRETAIRE DU GABINEY

SEGCRETARY TO THE GABINET

CANADA

July 13, 1990

Mr, Rarlheinz Schreiber
Thyssen

Bear Head Industries Limited
Suite 908, 350 Sparks Street
Ottawa, Ontario

K1R 788

Dear Mr. Schreiber,

I was pleased to have the opportunity to meet
with the Honourable Elmer MacKay and yourself last week
on the Bear Head project,

‘ As you made clear during the meeting, the
project has had a long history and hopefully it will be
possibhle for the Government to come to a definitive
conclugion about it bhefore too long. Having said that,
as I mentioned at the conclusion of the meeting, the
project raises major issues in terms of the
Government's defence procurement plans, in terms of
industrial and regional development policies and in
terms of trade policy in a strategic sector. However,
an investment of this size in one of Canada's regions
of slower economic growth would certainly have positilve
benefits. The Government will therefore have to weigh
all these types of considerations carefully in coming
to a coneclusion about the project.

It was helpful to hear Bear Head Industries’
point of view directly, and thisg has contributed to our
understanding of the benefits of the project from the
company's persgpective.

Yours sincerely,

CTTAWA
K1A GA3







Documents in support of the Honourable

Mr. Elmer MacKay

This document is to be inserted behind tab 25a.
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Thigs mamorandum sttaches wording which you may wigh to
incorporate into the proposed "Memorandum of Understanding" (MOU)
with Bear Head Industries (BHIL), to addrese several sources of
potentisl rigk to the Government rrom antering into an agreement,
as cohstrugted, with the Company.

As you appreciate, the credibility of BHI ia derivead
largely from its 100% subsidiary relmtionship with Thyssen

Accordingly, it could ba potentially damaging to the
success of the military vehicle contract, and the subseguent
civilian diversification, if Thyssen Industrie AG divested
prematurely, or otherwise diluted, its holdings in BHI.
divestiture might arise, for asxample, 1f, for tax reasons,
Thyssen Industrie sought to transfer its BHI Cape Bretorn
Invastment Tax Credit assats to ite othar Canadian operations.)

{Such a

While Mr. Schrelber, the Chairman of BHI, is a proposed
signatory of the MOU, my understanding iz that he has no formal
relationship with Thyssen Industrie AG, and thersby may be unable
to commit the parent to ownership of BHI.

Should the dovernment wish to commit Thyssen te
maintaining its current ownership of BHI, the Governmant coul
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. “an.officer or authorized board member of Thvssen Industrla

.G to sian a strenatbened MOU, providing for ongoing
-owhersnip of BHIL, and/or reguiking written consent of ACOA
priox to divest)

ol

2.

Should you wiuh to pursue either optlon, I have
attached wording which may ba halfrul. You will note each taxt

proposes, as an examplae, that a signlficant panslty be paid in
the event of ownership dllution ~= such a penalty should, of
course, be discussed in advance with, and undsrstood by, the
company. (Our suggestion of a penalty valued at fifty parcent of
the outstanding tax credit plus the federal share of
infrastructure assistance is purely arbitrary.)

/

. In addition, the MOU should indicate that it is an
expression of intent, and that a formal contract will be reguired
to specify tha terms of agresment, {(Wording to support this
caveat, which if you agree, could bes added to the MOU, is

contaiped in Annex 2.)

Saparately, you may wish to enhance the incentivas,
putlined in the MOU, for BHI to malntain its promised employment
levels in Cape Breton., In this regard, you may simply wish to
reword slightly existing paragraph 5 a(iii) as outlined below:

Sa)yiiiy :
“Should Phase II not procead, or if the amployment level of

400 for Phama I is not sustained for five years, the Company
will reimburse the Government of Canada for a portion, to be
determined in subsequent nagotiations, of the infrastructure
assistance provided under paragraph 2(a) abova"

From a Government perspactive, paragraph 2 b), daaling
with the qualification of the tax credit, would appeaxr to bind
the Minister of National Revenue. If 50, you may wish to seek
this Ministey's signaturs ag waell.

Pinally, as you instructed, the MOU has pof been
circulated within ACOA or interdepartmentally, and has had no
legal review, Prior to signature, you may wish to seeX n final
legal reviaw, in order to ensure the agreemant binds each party
in the way thay would wish. Indeed, you may recall that such a
revievw was directed by Cabinst prior te the signing of the
“Understanding in Principle¥, two years ago.

. -
/att., jﬁ’d<’“P er B. Lesdux ™

|
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ANNEX 1

In recognition of the very conslderable financial, technical, and
other capablilities realized by Bear Head Industries as a whollye-
owned subsidiary of Thyssen Industrie AG, and the importance of
such capabilities to the Government of Canada, Thyssen lndustrie
AG hereby vommits to retaln its one hundrad percent ownership of
Bear Head Industries, for a pariod of at least five years in
duration, commencing from the date of the sward of the contract
(noted in paragraph 4 b) (1) above) to Bear Head Industries.

Sheuld Thyssen Industrie AG yish to divest, in whols or in part,
its holdings of Bear Haead Industries, prior to 5 years, Thyssen
Industria AfG, , apd will remit

to tha Governmant of Canada & sum agqual to fifty percent of the:
aggregate value of the Cape Breton Investment Tax Credit
outstanding toe Bear Head Industriem at the time of salae,

and;
fedaral contribution to infrastructure {(noted in paragraph 2

a) above).

i)

ii)

In recognition of the very considerable financial, technical, and
other capabilities realized by Bear Head Industries, as a wholly~
owned gupsidiary of Thyssen Industrie AG, and the importance of
such capabilities to the Government of Canada, by copy of the
enclosed agreement between Thyssen Industrie AG and Bear Head
Industries, Bear Head Industries hereby discloses a commitment by
its parent to retain its onz hundred percent ownership in Bear
Head Industries, for a period of at least five years in duration,
commencing from the date of the award ¢f the contract (noted in
paragraph 4 b) (1) above) to Bear Head Industries,

Should Thyssen Industrie AG wish to divest, in wvhole or in part,
its holdings of Bear Head Industries, prior to 5 years, Bear Head
Industries will , and will remit to
the Governmenht of Canada & sum egual to fifty percent of the

aggregate value of the:
1) Cape Braten Investment Tax Credit outstanding to Bear Head

Industries at the time of asale, and;
federal contribution to infrastructwre (noted in paragraph 2

a) above).

ii)

L,

L
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EXERESSION QF INTENT

This Memorandum of Understanding is an expression of intent, but
it is a condition precedent to the reguirament to perform
hereundeyr, that the parties enter into a more detalled contract,
more specifically outlining their terms of agreement. The
parties agree to proceed forthwith to finalize such contracts. .
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Karlheinz Schreiber

Suite 908, 350 Sparks Street, Ottawa, Oniario
Telephone: (613) 563-3321 Fax: (613) $63-7648

PERSONAL CONFIDENTIAL
FOR HIS EYES ONLY

27 August 1980

The Right Hon. Brian Mulroney, P.C., M.P.
Prime Minister of Canada

Ottawa,;, Ontario

K1A 0A2 .

Dear Prime Minister:

First, let me thank you for the telephone conversation last week
and I hope that your mother’s birthday celebration was a happy
event for she and all of your family. As you know, I am going back
to Germany this week to celebrate with my mother on the occasion
of her seventy-ninth birthday. :

In an age as our mothers are, we are fortunate to celebrate every
yvear with them.

Before my departure I wanted to pass on sone information which T
believe important.

The m:eea'tinc;f which I had with Stanley Hartt and Elmer was very
interesting and in my opinien it was very productive.

The visit of Winfried Haastert and his colleagues from the Thyssen
Industrie AG Supervisory Board was very positive in their
understanding of the promising out-loock for establishing our new
Canadian factory in Nova Scotia. :



Karlheinz Schreiber

Suite 90B, 350 Sparks Steet, Ouawa, Ontario
Telephone: (6139 563-3321 Fax: (613) 563-7648

PERSONAL CONFIDENTIAL 2
FOR HIS EYES ONLY

T passed on your regards as you had requested during our telephone
conversation and this wad both very appreciated and respectfully
acknowledged in return.

This group has +travelled onward to Los Angeles for project
discussions after last week’s award to Thyssen for the high speed
rall link between Los Angeles and Las Vegas, selecting Thyssen’s
Magnetic TLevilation train which will provide a 500 km/hour
connection between the two cities.

Observing Canada has been among the first nations to respond to the
Irvagqi invasion of Ruwait, I believe it will be of interest to know
I have arranged, at the request of the U.S5. Goverrnment, fFfor the
immediate supply to the US forces from West Cerman army inventory,
10 Fox NBC reconnaissance vehicles {capable of chemical detection
and protected operation in a chemical warfare environment) and an
additional option for 20 more of these vehicles. As you may be
aWarea, nalther Canada nor the US have any such antlwchamlcal
vehicles in inventory.

The US has now asked for the Fox chemiecal protected personnel
carriers as well. Tt now appears the U.S. may reguest all available
vehicles. Before we agree to such a U8 request, T am offering to
make such vehicles available to Canada should Canadian forces be
deployed to a land base in a regilon threatened by chemical warfare.

If such is your desire, I would need to know as soon as possible.

I trust this is helpful to you.

Az regards the Mohawk situation, I have been concerned for years,
and have expressed thisg concern, about the known fact that certain
Canadian Native groups received training in East German terrorist
training camps, and I have reagon to believe that some such groups
may be in possession of armour-plercing weapons. There are in
8hilo, Manitoba, at the Training Camp, a nunber of Marder
personnel carriers vehicle, which offer protection againgt such
weapons. They are being used for training the German forces

there. I could arvange, either from our company, or on a Nato
country to aocuntry basis, to make these vehiocles immediately
avallable to your forces.



Kartheinz Schreiber

Sulte 908, 350 Sparks Sireet, Otawa, Ontario
Telephone: (6513) 5633321  Fax: (613) 563-7648

PERSONAL CONFIDENTIAL 3
FOR HIS EYES ONLY

I trust thiz may be helpful to you as well.

Hopefully, these conflicts will be resolved peacefully, but I
wanted yvou to know that I am available to help in this way should
it be necessary.

Sincerely,

} //'ﬂ//,ﬁ§/
o ’/2/9 z Schreaiber

P.8., T am enclosing info on these vehicles. Obviously I am not
trying to "sell® Canada anything by this offer, meraely arrarnging

to h?ve the vehicle loaned to Canada to help protect cCanadian
soldiers.
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WORLD CLASS TEAM

GENERAAL DYNAMICS AND THYSSEN HENSCHEL HAVE

TEAMED TO MEET THE .S, ARMY'S IMMELD
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OPERATIONAL NEED TO COUNTER THE GROWING NBC

Airland Batile dectrine requires continuous
operations on the contaminated battlefield. The
abifity to quickly detect, identify, and quantify a
wide variety of conlaminants, coupled with the
ability {0 rapidly communicate this information to
friendly {orces, could decide the cutcoms of the
conflict. That operational capability is missing
nday.

An operational vehicle system that can respond 1o
this need is available now from a proven industrial
team of General Dynamics Land Systems and
Thyssen Henschel.

The FOX NBC Reconnaissance System (RBCRS)
is the enly operational system of its kind in the free
world. Thyssen Henschel has produced more than
140 FOX NBGRS configured vehicles that are
currently fielded and used by the West Germany
Army. In addition, over 1000 FOX combat, combat
support, and combat service suppont vehicles
?ave been produced and flelded to support NATO
orcaes.,

The FOX NBCRS is a highly mobile, amphibious
wheeled vehicle, tailored to meet the operational
requirements for NBC Reconnaissance aon the
current battlefieid. i is the only operational NBC
?%ccnnaissance Systemn in use by NATO forces
oday.

THANSITIONING

MATO TECHMOLOGY INTO THE U,

The FOX NBCRS s already playing a key role in the
defense of kburope,

Thyssen Henschel has a long history of combai
vehicle development and proguction. Today the
company designs and builds some of the nmost,
sophisticated armorsd combat, communicaiions,
migsile, and command systems for the West
Gannan Army and other NATO slfies.

General Dynamiecs brings the sxperience of
decades of design, integration, and prodiction of
defense systems. GD has designed, built, and
supports a wide range of advanced weapon
syeiems including the F-16 aircraft, the Stinger
Misgile, and the M1 series Main Battle Tank.

The combined resources of this feam has resulied
in a program to provide a proven NBCRS system
that meets foday's requiremenis with planned
growth for {uture NBC defense requiraments. The
proposed program offers a low risk approach,
based cn using an NBCRS that has been fislded
and in operation since 1984,

The bassline NBCRS will be expanded duitng a
system improvement program that is based on
current Army combat vehicle command and control
electronics technoiogy as well as the lalest NBC
detection fechnoiogy.

0y
1
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PROGUCTION BABE

The FOX NBCRS meets today's demand for & high
performance armored vehicle tailored to
accompiish the NBC Reconnaissance Mission.

The FOX sysiam ig fully developed and proven.
The integrated Non-developmental tem (NDI)
nuclear, and chemical detection, identification,
location, and marking system is currently playing a
role in the defense of Wesiern Europe. The
current FOX system provides a baseling for
evolutionary improvement with low technical risk,

For full rate production, the FOX NBCRS will
infegraie all of the developed and igsied

AR R

improvemerds necessary o provide a mobiie
standoff sensing capabliity for deiecting,
identifying, and reporting all NBC threats.

The improved FOX will be based on an electronics
architecture that will infegrate all NBC detsctors,
the Posifion - Ngvigation (Pos/Nav) system, and
meterological sensorg, with a digital burst
compnunications: capahility via an inisgrated
ceimputer processing Lnit.

System upgrades ¢an be refrofitied to the current
FOX NBCRS with no degradation io system
petformance or RAM charadieristics.

T e e B e A e S o e e |
B B B A R T R T By,
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1000=) {DDIR 4}
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ADM (Hat} ,
'THYSSEN INDUSTRIES AG PROPOSAL
TO SUPPLY DND WITH 250 MULTI-ROLE
COMBAT VEHICLES {MBRCY} I
Befsr A. 10060-1 {(DOGSEPDT) 24 Jul 50

B, 1000-1 {(DDIR 4) Sep 90
L. Raf A& covered a Briefing Nete to the DM dealing with

the Thyssen propossl to supply DRD with 280 MROV {the
Thyssen Fox) via a sole~gource directed contrzct zs a
prereqguizite to their sstablishing a production facility fox
thelr Canadian subsidiary, Bear Head Industries Ltd,, in
Cape Breton. Ref B was an update of that briefing note and
addition of an Execntive Summary. It is understood that
those Bristfing Notes were used for sundry meebings bDetwesn
#inisters and/er senior officials. :

2. Encloged £ind a further updats to that Briafing Note,
together with 2 forwvarding mens to DG Exea Sec for your
approval and signature. The Briafing note, unchanged in
gubstance from earlier iterations, is intended for use by
MND and senior DND officials involved in the 1 MNev 90
meesting with the Honourable Elmer MacKay and

Mr. Horman Spector.

3. It iz our present understanding that the 1 Nov 30
meoting was prompted by MND's office and that ite purpose is
to make clear once and for all DND's opposition to a
diracted contract to Bear Head Industries. Az a bonus,

this meetbing will draw Hr. Spegtor into the leoop and squip
Rim to ron interference betwaan lobbyists for BHI and the
Prime Minister. It his been suggested that, while MND's
office has been fighting the BHI proposal, gome mllitary

iidf/g
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staffs have been conveying the idea that they rsally would
like the Thyssen vehicle 3f only they had the moneyy in
short, the claim is wmade that mixed signals are belng sent,
Thers is no apparent basis for such a claim. CLRO has besn
tasked by CDS to attend the meeting and to present in
unegquivosal terms the user’s view. We also understand that
GLLFE Mackay willl be in abttendance, as will ¥r. Carl-Heinz
Bohriobey, Chajlrsman of BHI.

4. OHD*s purpose ln calling the mesting may not be
entirely c¢lear to ACOA. From staff level discussicns, it is
understood that Mr. MacKay has had a nomber of discussions
with BHY on the matter, that hs may have signed some re-
iteration of the 1988 Understanding in Principle as recently
as last August, that ACOA sae the meeting as an opportunity
o move the file along, and that thelr hope for the oubconme
of the meeting is agreement by MED to a directed and
immediate contract to BHI.

5.  Tha conulusion continues to be that the Department
should strongly oppose a directed, seis-source conbract to
Thvassen/Baar Head Industries.

BR.M. Siturgecn
05
992-6523

' stie Betisure St 08 ' sufh AGCLOMS
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Recommendad for Signatura:

DRIGINAL SICNED BY

Col J.E.¢. Lavole/DDIR/558~7088 {Data}

ORIGINAL SIGNED BY
T.M. Williams/DGSPDI/992-5715 (ke

ORIGHIAL SIGNED BY.4
HGan G.M. Reay/CLDO/990~B447 (Bate)

ORIGINAL SIGNED BY. .
MGan W.R. 0LAford/CEM/992~-3678 thatal
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3 HNov 80

ATTEMDEES
LECGL: €. Champagne, DDIR 4, 89%4-7081 Chinir
O, C. Cannizzeo, DDIR 4-4, 398-7082 Bepy
Mr. P. Herging, DDIR 4~3, 390~6343
LEGL M.8, Campbell, OMFR 4, 9068354
LCoL J. Trepapier, DODE Cooxd Sso 3, 94507857
Mrs., M.0, Dupuis.. PROC/FIN Mngr, 992-%872
MAT MLH.G. Hurksn, DER 3/PDMROV, 996-5244
COL W. Brewer, PM MROV, 996-5244

EUHPOSE

i, PTo esoordinate work for ADM(Mat) tasking for the DHD
draft position paper on the passibility of a dirscted
contraot bte Bearhesad/Thyssen for over 200 WRUVE. This paper
will ultimately become pazrt of the Atlantic Canada
Opportunitiss Agency’s {ACOAY brisfing for thes Prins
Minigter's office.

BACKGROUND

2. LODL Champagne openad the meeting hy providing &
bhriefing on the history on the Bearnead/Thyssen (BHI/P) issus
and on the current tasking. )

3. The current tashking avises from a meeting held

1 Nov 90, attended by MND, Elmer Mackay (ACQA Minister),
Norman Spscitor (CO5 for Prime Minisker), Peter Smith (VP,
ACOAY, ISTC politleal stafif, ADM(Mat}, and CLUO. From DND's
perspectiva, this meeting was to put paid to the wvarious
afforts by BHY/T to invelgle a directed contract from DHD,
efforts dating back to 1984 as well as to bring Mr, Spector
up te spaed and on side. Unfortinately, the outcome wam
somewhat diffarent. Mr. Bpector directed that the Prime
Minister‘s Office (PMO} wanted a briefing that provided the
costs of going ahead, rasther than arguments for not
procaeeding, as had been previously provided.

4, A follow-on mesting of ADM(Mat), Cliff Mackay, ADM at
ESTC, and Feter Smith was held later tHat same day. They
agreed to produce a paper for the PMO whioah wonld changs the
tnrust to rthe gosts of progseding. {Ses enclosed letter Smith
Lo Gillespie.}

OYT/SUC /NS

JECREY
35124297 - 5
e
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5. ACCA has the laa& fﬂr pzanaging tha hrx&f for the EMG
While DHND‘s preferred strabegy lg to withhéld providing ocur
input to ACCA until ACOA has received a business plan from
BHI/?, this may nobt De tenable, and it is likely that our
input will be provided next wesk, after approval by ADMIMat).,
whether or not a businesg plan or formal proposal Ly BHI/T is
availabisa,. Cur ilapot will be incorporatad intact into tha
ACOA paper. The Final ACOA brief will be asigned by ACOA,
IsTe, and DHND {(signing level TBAY.

&, MED and ADM{Mat} have moted that it ig imperative thatb
wae do nuet loge this one. The Department must speak with one
vaice. Thug, we must coordinate our response/input foxr ACOA
within DOND. :

7.  ADM{Mat) has noted the feollowing pelnts, intexn alis,
which should be incorporatad imto our amalysale:

a, rpe-praesent DNB cgase, bubt with new apgle:

b, CR g0--jie, whers we are now;

e. Eragilivy of MBCV program;

d. effect on DPME (what sould be driven te the right;
impael on obher aray programs; impact en other
prograns} ; :

2, existing cagh flow;

£. spares (b libaral in allowancel;

.  dmprot oo Industov; and

h. probhlems (oosts} of Fflest rationalization:
incremental costs to support mixed fleek.

Our format should divide the various costs inte calegories,
ia: gperational, financial, defenge industrial base, defence
policy review ¢onsiderations, and internatioenal. AGRERD,

8. - While the latest BHI/T proposal is not clear, wa

© should assume that the Jul B9 proposal holds: ovex 200
vahicles [assume 230 for purposes’ ¢f this exercise] ab a vost
(contract) of S250H, with profdustion to begin in sazly %3,

9. The proposed site for the production favility has
poparently hesn changed from Bearhsad in Cape Braten to
Central Nova. Thus, the Caps ABreton investment t&r orsdits
axe off the tabla.

io. ACOA's position iz reportedly “judicivusly sceptical®,
Thay would like to sponsor ¥hiz project very much, bub want
to be sure of the leong temrm viability of the facii;ty {ie, no
long term dependence on DND apders) and they want DND on
alde, ACCA‘s part in the sxercisms will ke te analyze the

SECRET OTTISUTIGLS
34170293 -
¥ f’:; 1
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businesys plan, a3 well da prepare ths fxnai pap@ﬁ1 ﬁﬁntaﬂta
John MeébDowaell.

Ll. IsTC's part will ke bto Lfosus on Lax isswves, if any,
and on the guestion of industrlal base capacity in the
sector. Contact: Leah Clagk.

1z, DGSPAT, Myr. M. Williams, joined the meeting briefly
and nmade the following points:

a. My, MsDowsll has written a gection on oparaticnal
costy based on his discussion with GBN Reay, CLRG,
arnd will be faxing thisg to usy

. he should be informed that DND will write this
gaction; ws will nof simply "comnment” on his
draft;

g, the paper for the PM may have to he wealdy for Ops
meeting in two weeks; and

4., ADHM{Mat) hag gliven em;’:hatm diregkion that
everything to do with this subject iz on vayy
gloss held and bersonnel invelved are to refrain
from discussing the matter except on a4 clear need
o know bhasia.

DISCUSETON
13, The fellewing points were ralsed:
a. project cost for MRCV is £2.38 already;

. +to pull prodect into 93, would have to do ¥D
todday;

¢, splitting the project intoe 2 pleces {le, The 250
then the remaiming 4835} would double such costs ag
technical manualsg; eversything would have to hs
Gone twice if some other company regelves the
contract foxr the reéemaining 485;

&. could not avhisve economies of soale on spares or
anything elise;

e, competing the rast would tend to fawveur BHIJT from

logistivg /operational and cost poeints of view, o
it really wouldn’t be s competition afterall;

SECRET HTT/SOC/CCS
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£. ean’'t get a plant built and running in 2 years;
would take 2 years to tooleup, man, and acquire
materiel Loy an established production line; ig,
g% ieast 18 months to get propsy stegl;

g, this would reverse the order in which the Army
peads the various varlants: need Lyny replacemant-
~the Reone Combat Vehicle {(RO¥)--now sincs no mors
gupport availeble; Fox flts the Infankry CV
profils which we don’t need for & ywaxs; if caah
crunch gomes and we have bought Fox, wa gould lose
the RCY and the Armoured CV; Army has been working
fox years to get their new family of vehiclss
proparly seguencead; and

B. how would thisg £it in with Defernce Review?
x4, The L£ollowing simplifying assumptions weres mads:

a. thse “buy® would be Z50 vehicles, Thyssen's Fox,
for a contract cost of a minimum of $230H in 89
dellars: thig would translate into a proisct cost
for this pection o about, e.g, Bs00M;

. predugtion would start in the latier half of FY
Q2793

. & figuve will e caleonlated for an sastimated new
total project cost; is, current estimate is 52,58,
byt gplitting it in this way would raigs the goat
te, e.g., 53.08; and

8. fhe zegults of a-e can then be fed into the DPMS
analysis to provide some vwhat ifs", ie, what
might have o ba chopped/delayed/dowmsized t¢ make
room {ADH{Mat) suggasted TELLE as one examplel; a
full scale mnalyvéis of the effests on the DEME is
clearly not pessible in the tims available, so we
will have to make d¢ with gome dramatic, but
justifiable, what ifs.

15, The following ACTIOR ITEHMS were agresi:

#. GOl Brewer, MAJ Hutton and Mrs. Dupuils will
provide a coest estimate for the directed coantract
project {(ie, the 204 Fox) and for the new
inoreagsed botal proiect cosk ho LOOLs Trepanier
and Campbell on & Nov, including a cash lime;
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b, LCOLs Wrepanier znd Camphell will condeot the DEME
analysis; .

¢. Cannizzo will drafe the section on “operational
acests” and then go over it with MAJS Hutton on §
Nov;

4. perzons in 4 and b above will provide appropriate
paragraphs £6 Dr. Cannizo for the *financial
adosts® gectdion (on seither 3 I/4 * floppy orp 2¥
diskette in Word Perfiset) LT 1300 onx Thurs, # .
Bov;

v, we will have a progreszs meeting 0700 {sbtill
G-dark-30 for soma of uzi) on Wed 7 Hov in DDIR
Conference room, 6 NT {I'PEM: who sigus off when?
ie, €8, CLDO before it goss to ADM{Mat), or gan
gigunotfs nome hafore it goes ho ACDAT)

f. Qannoizzo will draft ths gegtiong on "defence
industrial basev, rdefence policy zaview * and
*international” costs, and than put &1l the plieges
together NLT morning of § Nov; and

. LOCOL Champagne and COL Lavoia, DDIR, will review
in the morning of 9 Nov, and the draft will be
prasented to DEEPDI on the afternoon of % Nov and
thenge o ADMIMat}.

R
3
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Minister of Public Works -

Ministre des Travaux publics

CANADA

October 17, 1990

Dear Brian:

With all that has been going on w7
lately I have been reluctant even to Cono ot
call you to discuss a few matters down
east, principally the Thyssen project.

When you have an cpportunity in
the next day or so, would you mind if
I call vou or perhaps you could ask
someone to leave word with my staff
as to when it might be comvenient.

I am going to Nova ‘Scotia later
today and I will be there for the Ce
weekend. I shall be linking up with R
Bill McKnight who .will be visiting T AR
Halifax and speaking at my Annual ] SR
Meeting.

Yours' sincerely,

5

by

e

5

Elmex -MacKay

The Rt.Hon. Brian Mulroney i
Prime Minister of Canada e

House of Commons
Ottawa, Ontario.
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ASBISTANT DERPUTY MINISTER (MATERIEL)

SOUS-MINISTRE ABJOINT (MATERIELS)

! . BECRET
' oM 1
i §
# ZRYSSEN FOLLOW-UR f
) -  ACOA ig byinging the orviginal and only copy 5
o ef the "business plan' oveyr for me to read
Gl at 2 p.m. this afternoon.
¥ o “ - En arranging this last night with .Peter
‘ IO . mith, I was informed that the draft MC fr—
- S {that paper fthat we have recelved _from .._ 1. ..
S . .ﬁ ACOA). had_been_circulated. yesterday tao at . | . .
least PCD, TBS and 88C {mayhe =also DEA)
along with & draft RPp! This was done just
. S in case -Mr. Mackay decides to walk the
e O paper in to Cabinet Committes in tHe-"“next
A waak te ten days! without the DNP portion.
"a_";:f."if‘.;_' ~ I have aspoken +to both TB2 (O'Connor) and :
o BCO {Billings} teo clarify thealr wiews and '
LEe o ensure they understond what we ave
N deing, Billings, in fack, called me before
Wt T could ocall them. They have issued a
' blunt message Lo ACOA +to withdraw all
A copies and ghred then. ACox is being
RO informed that they are way out of 1line.
IR PCO has spoken to Spector and clarified his f
SR axpagtations which are a Jjoint paper to go .
: -f to the PHO before anybody starts tabling
r;T E‘Iﬁgn : ;
. :-'“-ﬁ"flu'?:f!‘:f\:'!:""4x . . M b ﬂfz
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ASEISTANT DEPUTY MINISTER (MATEHIEL)

SEGRET
o

-~ I indicated again +to Jane that thig azm a
proposal’ would have drastic consequences
for DND and that if pushed much hardex in
tha courrent fashion wmay reqiire you to
speak to the Clerk. I d4id not lay out the
points that yor wight make that we
discussed yesterday, i.e. seriocus axposure
o ridicule on several fronts, eto., etbo.
Bhe said they understand that this iz a
very dilfficult issue for DPHD and will
insist on due procoss.

=~ Bottom line - we are contimuing to get a
suitable paper prepared as soon as possible
T {end of next week?).} I will let you know
if I see any further developments which
would  suggest your | intervention is

regquired, }

coy 08

ORIGINAL SIGHED By
COBIE QRIGINALE SIGNEE PAR
B, D, GILLESPIE
2D Gillespie
8926622

30 Rov 20
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HEMORANDOM OF URDERSTANDING

This Memorandum of Understanding iz an expression of intent, but
it is a condition precedent te the reguirement to perform
hereunder, that the parties enter inte a nore detailed contract,
more specificalily outlining their tevyms of agreement. The partiea
aygree to proceed forthwith to finalize such contrasts.

This decument signed this day i petween:
THE GOVEHNHENT OF CARADA, ag papresented hy:

£) the Minister responsible for the Atlaptic Canada
Opporturities Agency (hersinafter salled "the ACOA
Ministern},

iiy the Minister pf Wational Defance (hersimnsfter
called "the National Defence Ministerv): and

BEAR HEAD INDOSTRIES LTD., & company incorporated
under the laws of Nova Scotia, a subsidiary which
is one Mindred (1L0D%) percent owned by Thyssen
Industrie AG of the Federal Republic of Sermany
(hersinafter galled "the Coppany™).

WHEREAS the Government of Canada deeires te foster the
economic expansion and industrial development of Atlantic Canadas

WHEREAS the Company must have in place a Hoyth American heavy-
industry manufacturing faclility o an drgent basis, and degires to
establish surh 8 faeility in the Province of Nova Bootiar

WHEREAS the Govermment of Canada recognizes that the proposed
tacility represents an important econoaic dmvelopment and

diversification af the industrial base of Hova aCQtla; ang

WHEREAR the Company and the Minister of the Atlantic cCanada
Opportunity Agency, and the Minister of Hational Defence, on
Boptember 27, 1588 gigned the document known as an "Understanding
in “rinczpie“, which ztated in clawse é that it would be replaced
at & later date by thisz Meworandum of Understanding (hereinafter
MO0y

1. In accordance with this MOU the Company shall establish a
divergified heavy-industry manufacturing fasility in the Province
tf Nova Beotis, which will:

a) create in ¥ova Scotia a new and diversified agtivity in the
Canadian civilian and defence industrial base, with access to the

Set Y edok

[ !

34
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¥aorth Americen markets, under the Canada/Uinited States Free Trads
Agreement and the Defetice Production Sharing Agreement

b) transfer to the facllity, all technology necessary for the
establishment and development of thig facility and its reéspective
specialiced products in both the civilian and defence secter:

¢} to the greatest extent possible, sodree its regquiremenks
from, and promote the eatabhlishment of source capabilities small
busingss enterprises located in Atlantic Canadar

) d) employ a minimum of 500 people on & permanent, full-time
baszis and, where necessary, train these individuals in reguired
skille and knowledge, utilizing, where appropriate, local
pducational facilities.

2.  In accordance with thiz MOO, the Government of Canada, in
order teo facllitste the establishment of the <Company’s heavy-
Industyy manufacturing activity in Hova Scotia, will:

&) eénter inteo negotistions with the Province of Nova Scotia,

to put in place financial arrangsments for the co-funding of
remaired pbysical infrastructure, up to a maximum value of $18
million:

) entertalin an application by the Company te the Minister of
Hational Revenue for duty reémnission on the importation of
machinery, parts, and components for the manufacturing of vehicler,
under the Mschinery and Eguipment Tariff Program, censistent with
thiz program at the fime of such importaticon; and

o) entertain an application by the Company to the Minister of
Employment and Immigratien for Government participatory funding,
for initial swployee training.

3. In recognition of khe nead to proceed urgently, the Goverpment
of Censxda and the Cowmpany aygres to adopt a two-phased approach tao
the establishment of the facility.

4. The Goverrment of Canada and Company agree that in Phasze I,
e respective parties will wundertake the following:

s Drfenre Bl 007 pyrLr

AGCO04086
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the Cobpany
{1} the Company will proceed forthwith with the

construction of an inltial plant, reguiring sn estimated Initial
capital investment of $68 million, te manufacture defence products
for the Horth Amerjcan markets;

b}

{ii} the company will sub-contract manufacturing of
najor components for supply %o the Thyssen Henschel
= Ggneral Dynamice Land Syetems joint venture which
Has recently been awarded contracts for the supply
6f TPZ Fox armoured vehicles to the United States
Army.

Lhe Sove

{1} The Minister of Natiopnal DRefence, wWill place a
gole sourced order with the Company Ior 250 Fox (TP2
Fuchs} Armoured Personnel Carriers, from Canadian
production at the Company's Nova Socotia faocility.

FBHI estimatus the cost for these 250
vehicles at approximately 210 million
Canadian, based on current wand previous
sales to the Garman and U.5. Arnias. After
DHD apeclfications are established, final
price will ke determined using the
principle of open audit of costs and
agread profit, ]

provided the Company:

5 Dyacdmaiga Bet 00T

AGCO0406

a} manuyfactures in ity Nova Scotis facillty, these
vehicles from 1lts entire technology range aceoyrding to
the operatinnal requirepsnts of the Government of Canada,

b} weets the Government's requirements for guality,
delivery, and logistic support, including persennel
training, -

¢} provides acceptable regional and industrial benefits;

d} agrees to announce and proceed immediately with
construction of it's plant with the following acheduls:

4648

{51
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RHov, 1880¢ Comtract signed with Government of
Canads
Jan. 19%1: Enginesering finalization and
coempencement of ceenstruetion
gonbkracts.
fct, 1992: Flapnt in operation and staffed.
o, 1993¢% - Copmencement of delivery of vehlalg
- Commancement of Phasge II
diversification.
May 1895: Complation of delivery of vehiclas.

) BHI agraes that DHD nay, antil September 1991, cancel
all or part of its order and replace it with an order of
corvespanding value for Multi Role Combat Vehicles (TH43S
category).

PHASE 1T

T The Government of Canada and Company further agree that in
Fraze II, the respective parties will undertake the foellowing:

a) the Coppany

.,! .
3ﬁﬁ~

{i} the Company will procead e atof thap twelve
{12) menths after the commencement of produclion under Phase I,
with diversification into heavy civilian manufa&turlng'proﬂuctiﬂn
targeted at Cansdian and international mafrkets, for envirompentsl
Frotection technolagy; and

{ii) the Company will preovide within six (6} months
after the rcommencement of production under Phase ¥, financial

details inelvuding product and warket projections as#wciatéﬁ with
Phase II;¢ and

{iii} =zhould Phase II not be proceeded with, the
Company will reimburse the Government of Canada for a purtimn, o
be determined in subseguent negotlations, of the infrastructiire
assigtance provided nnﬂer paragraph 2 (a) eEbove, in the event fhat
the employment level of 400 paople Tor Phase I is not sustained for
5 yeursg.

B} the Gowvernment of

the ACOA ¥inister, will consider assistance to the
Eampany,ﬂundet egtablished regional and industyrial developsenkd
Programming, consistent w1th such programs at the time the project
hecomes eligible for such assistance.
..
I \:

5 Dot e Sed 007 pA R f
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6. In recognition of the very considersble financial, technical,
and other <apabilities realized by Bear Head Industries, as a
wholly-owned subsidisry of Thyssen Industrie AG, and the importancs
ef sueh capabilities to the Government of Canada, by aopy of the
enclosed agresment between Thyssen Industrie AG and Bear Head
Industries, Bear Head Industries hereby disclosas a commitment by
its parent to retain itz one hundred percent ownership in Bear Head
Induatr;as, for a peried of at least five years in duratlﬁn,
compmencing from the date of the award of the contract {noted in
paragraph 4b {i} above} to Hear Head Industries.
Should Thyssen Industrie AG wish fo divest, in whole or in part,
itn haléiﬁgs of Bear Head Inpdusrries, pficr to 3 years, Bear Head
Industries will in advance seek written consent feom ACOA, and will
remit to the Governpent of Canada 3 sun egual te £ifty percent of
the aggregate value of the fedaral contribution te infrastructure
inoted in paragraph 2a abovel,
- GOVERMMERT OF CANADA

ihister *espahsiblé for the . ..

Atlantic Canada Opportunitiaes Agénay

H ini t@r mf Natinnai ﬂafunce

HEAR HEAD IﬂDUSTRIESjglanEH

) N.w‘f‘;}”’ e
- __,--""F
Ji¥
s Dissinsure Bet 00T EelB ABCDOANE
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Further To the pobte that we =snk this
morsiting, Jape Billings from PO oalled. They
ventized vostevday when they regelved he
papar plus a dwaft RD that this was Jpedng
distributed all over town. They ave currently
conbaoting 2008 and all weaipients of the
apsr  with the eyception of DRD, who is
invelved in writing it, inwbroeting withdrmwal
and shredding of the coples insieding the BB,
They -have alao spoken to Spechior to confiim
that this lz not wiat he éexpected to happen.
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CLERK O THT FRIVY COUNCIL AND
BECRLYARY TD TRY CARINDY

DORIFTILRDULOHSOIL FRIVE LY
© OSLERITAIRTL DU CADINDY

/ s
CAMADR m
/M?Afﬁﬁi;};gj o December 10, 1830

Haad Industries proposal, prepared by the Atlantic
canada Opportunities Agency (ACOA) with input from
National Defence, External Affalrs’and ISTC. The paper
responds o the reguest you made when you met with
Ministers MacRay and McKanight on November 1 for & joint
paper describing what would be necessary for this
preject to go ahead in the near future.

Attached is an alde-pemoire on Thyssen's Bear .
(//O?//

SunRary

Thyssen is proposing that the Government
purchase 250 of ite TPZ “Fox" military vehicles, at a
cost of $2%0 willion, by means of a directed contract,
%ith geIivery beginning in 1993/94. ~In obrder to
produce these vehicles, Thyssen would invest
$61 willion in building a new, major facility in Nova
Scotis which would employ on average 600 persons over
the next seven years. In addition to the directed
contract, Thyssen is asking for $12.2 =million in
federal and provincial assistance and tax credits.
Thyssen is looking for a decision by the end of 1930.

ACOA is strongly suppertive of the Thyssen
proposal on the basls of anticipated regional benefits
and azgggé_zhgz_xbe_pxnpnsal~i5~59§9552i9%}§Tviable'
It points out that the Government has used directed

contracts on a number of occasions to support regional
growth and development although in this instance the 00»/&;{

contract would inveolve a "green field" or new
establishment.

DND notes that going ahead with thls P oposal
would involve: addltlcnal costs gf $765 million/over

and above the $290 niJI3ioh alread efed: £he need,
to it the FoX into the not- yet-comp'eted defence

JQZLLmy and the Josg ©f the potential for fleet
rationalization. On OPSrstional Grounde, among other
concerns DND has indicated that the Fox is not ajr
transportable. The Thyssen propesazl does include an
option for DND to purchase its next generation TH 495

c vehicle; however, this vehicle is s5tiil on the drawing
board and has been neither tested nor costed.

BTT AW A
KK LA
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The psper slso raflects commente from IEBTC,
on the £it with industrial policy and the ability to
maximize industrial benefits with # directsd contract
of thim naturs, and from Externnl Affalrs on thas likely
impact of wuch & purchase on relations with the United
Etates on defence procurement, It should be noted thsat
the line departments have provided input only; they
have not wmigned off on the documsnt,

comment

As you reguested, tha aide-memoire doer lay
out what would be necessary for this project to go
ahead: the price is very high, with DRD purchasing
equlpment it basically dees not want in a time-frame
that does not suit its needs. Although ACOA views the
resulting facility to be viable, DND feels that there
is not enough information within the Thyssen business
plan to justify this conclusion. (Ko other departments
.have séen the plan.) At approximately $2 milllion per
4ob, the. Government would want to be very sure the
- plant would succeed. ‘

I understand that you will be discussing with
Mr. MacKay how to proceed on this project. He ls very
anxious to have this matter scheduled for Uperations
Committee in the near ‘future, possibly on December 13. -
If this is the case, we will prepare more detailed
briefing material for that meeting.

Attachment

Billings/Bilodeau/de
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IBSUE: Whether to support the proposal by Bear Head Industries
Limited, (a subsidiary of Thyssen) for a directed contract in
order to establish a heavy manufacturing facility in Nova Scotia,

PROPOBAL: Thyssen i1s seeking a directed contract for 250 of its
TPz "Fox" military vehicles, at a cost of $2%0 millien (1990
dollars), with delivery beginning in FY 1993/16%4. Thyssen is
targeting the DND multi-role cembat vehicle (MRCV) proiect,
Within one year of signing this contract, DND may, after
negotiations with the company, switch the order and purchase
instead an unspecified guantity of Thyssen s next- qeneratlon

TH 495 vehicles for an unspe01f1ed price.

Thyssen is prop051ng to invest 561 million by 1894 to 'construct a
major facility in Nova Scotla to produce military vehicles, and
environmental products, The company predicts employment will -
reach 300 by 1993/54, and average some 600 perscons over the first
seven years of operation. The cempany will support its facility
with royalty-free technology transfer.

Thyssen iz also seeking $12.2 million of assistance for off-site
infrastructure (to be cost-shared between the federal and Nova
Scotia governments), and pro forma investment tax credits,

The company has indicated that it wust reach a decision on
whether or not to proceed by the end of 199%0.

FINANCIAL IMPLICATIONS: Financial implications for the federal
Government are very significant (about $1.1 billion}, comprising
primarily funds already budgeted by DND for the program element
{4290 miilien, budgeted after the year 2000}, incremental costs
estimated by DND to support the Thyssen proposal (5765 million),
and the much smaller (approximately $8 million) costs of
federally-funded infrastructure. [All financial data below are
provided in 1990/91 dollars.) Specifically, costs include:

(1) expenditures on Thyssen contract for 250 vehlcles. $290
million;

(2) DND's estimate of additional costs of Thyssen proposal over
and above those already budgeted ($2%0 million, after the
year 2000) for infantry combat vehicle portion of MRCVY
project; ) ,

a) $435 million in capital (spares, training, preject
" management, etc.¥,

b) $130 million in unferecasted O&M for the additional
vehicles, and

c) $200 million for inefficiencies and lack of fleet
rationalization;
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{3) 58 wmillion for federally-funded infrastructure (sewer, rail,
hydre, etc.), assuming the province of Nova Scotia bear
remaining 20 percent, or $3.6 million; and 3

(4) pro-forma investment tax credits (maximum 15% of eligible
investment for mainland Nova Scotia site).

DEPARTMENT OF NATIONAL DEFENCE (DND} PERAPECTIVE: The detailed
assessment by DND of the proposal is included in Annex A,

In summary, DND indicates that if it were directed to proceed
with the Thyssen proposal at this time, the department and the
army. would face a daunting task teo fit the Fox (or the proposed
TH 495) vehicles into a not-yet-complete policy and operational
planning framework. Beyond considerations of the appropriateness
of the vehicle for cperaticnal requirements, DND is seriously -
concerned about the affeordability of this proposal in the context
of other priorities; and its timing, given that the Defence
Policy Review and associated capital preogram will not be
considered by Cabinet until early next year.

DND indicates that the Fox is not the right vehicle for the
Canadian Forces. The Fox is not air-transpertable in a C-130
Hercules aircraft; it would not provide the netcessary 'fleet
ratienalization of a "family"” of like wvehicles; it would result

in significantly fewer vehicles (25% less than DND's minimum
cperational reguirement) for the army; and would result in
purchasing the infantry variant before it is reguired instead of
replacing other oksclete variamte. In additicn, DND is unable at’
this time to consider the TH 495 since it is still on the drawing
koard and constitutes an untested and unproven design.

Although the Thyssen proposal is for 250 vehicles at a contract
value assessed at $2%0 million, on the basis of available
business information, DND has determined that the net incremental
impact on the defence budget of acquiring 250 Fox would be over
$765 million (9%0/91 dollars). (See para. £24 in detailed DND
position, Annex A.)

buring the acguisition phase (1893794 - 97/98), this buy would
create a requirement for %655 million (90491 dollars) in
unforeseen capital ‘cash flow, and DKD is not able to identify how
such an amount could be diverted from the other elements of the
Defence Services Program without causing cestly and disruptive
dislecation to existing plans, centracts and projects. Indeed,
even were such an amount of money available from sources outside
OND, other priorities have much more pressing requirements on
which that money should be spent. For example, previously-
approved projects such as TCCCS (the army radio program, NSA {the
naval helicopter), and .the Nerthern Terrain Vehicle are currently
facing affordability problems.
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Finally, DND notes the exacerbation of existing overcapacity in
the defence industrial base, and the likelihood of a strong
negative public reaction. ‘

ACOA PERBPECTIVE: Other departments have raised significant
concerns regarding the affordability of the Thyssen proposal to
DND;: the perceived economlec viability of the Nova Scotia
facility; and the effects the Thyssen facility would have on
Canada's existing military vehicle industry. Ministers will wish
to consider these concerns in reaching a decision on the Thyssen
proposal, , )
Accordingly, while the concerns raised by other departments are
outlined elsewhere in this paper, the section below outlines the
potential benefits to Capada and the Atlantic regicn arising from
the Thyssen facility.

The proposed Nova Scotia facility would be a world-class
manufacturing base, and offers tremeéndous benefits to the
Atlantic region.

Thyssen is a huge world-class multinational with a major presence
in Canada already (see Annex B). By locating a vehicle-
manufacturing facility in Canada, Thyssen could gain access to
the U.S. defence market, under the Canada-U.5. Defense Production
Sharing Agreewent. Moreover, a sale to the Canadian Forces would
also enhance the company's credibility in marketing to U.§. armed
forces.

Bear Head Industries {BHI) is a wholly-owned subsidiary of
German-based Thyssen Industrie.AG. BHI is incorporated in Nova
Scotia, and, "so far, cperates a liaison office in Ottawa.

BHI would be the only Canadian military vehicle producer which
would use its own -- as opposed to licensed -- wvehicle
technology. '

To date, Canada does not generally supply complete systems to the
U.S., but has had a success with the General Motors light
armoured vehicle. Military vehiclés have posed virtually the
sole opportunity for Canada to export "turn key" major military
systems inciuding vehicles, logistics support, ongoing
maintenance, and so on. Canada has virtually no chance of
successfully exporting a complete system in the other military,
aerospace, and naval sectors. In general, Canada has tended to
exploit niche subcomponent markets.

Thys§en's business plap so far -- prepared by Peat Marwick, and
submitted to ACOA, on behdlf of the Government -- indicates that
the Nova Scotia facility will be economically.viable, assuming
market projections waterialize. For detailed military and
civilian revenue and market projections, see Annexes C and D
respectively, -and for descriptive detail, Annex E. (Should the
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company provide more detailed financial projections, particularly
on viability, this information would begin to address viability
and marketing concerns ralsed by other departments.)

The company projects a net loss before taxes in each of 1991, and
1992, but robust income and cash flow generation thereafter.
Despite its heavy investment, and early operating losses, the
company forecasts the net present value of its Nova Scotia cash
flow (including depreciation, and assuming a regional tax credit
of 15%) at about $14 million. (Employment forecasts are outlined
in kRnnex F.) .

Should the facility proceed, BHI would receive the necessary
investment capital from its German parent, thus freeing the
company from debt-service payments. All technology would be
provided to the subsidiary BHI without royalties and licences.

Thyssen Industrie would transfer to BHI the full production
technology for both the Fox and TH 495 vehicles, and undertake in
Nova Scotia, future design, improvement, and development work in
response teo customer regquiremants. BHI would also receive the
North Bmerican producticn mandate for the TH 495 (subject to
joint production arrangements which may be regquired to compete
successfully in the U.S.)}, and, the Canadian production mandate
for keth the Fox and TH 455 vehicles.

With respect to civilian production (see Annex D), the company
only has firm projections for flue gas desulphurization projectsg,
and as a result, other potential environmental revenuss are not
included. While further analysis is required, the company is,
however, very optimistic that additional ernvironmental reverues
{municipal waste, composting, etc.).will also accrue, thus
further strengthening its financial projections.

Should Thyssen successfully locate a major heavy-manufacturing
facility in Atlantic Canada, buoyed by a robust German economy,
other German investwent in Canada would follew, from within the
Thyssen group (fer example, Thyssen Engineering's environmentai
technelogy), and pessibly from other major German companies.

Thyssen has entered into an agreement with the Government of Nowva
Scotia in 1987 to provide land and a portion of infrastructure.
Discussions with the provincial government have indicated that
the provincial government will support the terms of the original
agreement. . ’

1f directed by the Government of Canada, Thyssen would locate its
facility on a "green-fields" site in mainland Nova Scotia, rather
than the site originally contemplated in Cape Breton. As BHI has
not develeped precise sourcing for subcontracting, the direct and
indirect rggional benefits of the facility cannct be determined,
However, since BHI will be supplying a military need, potential
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suppliers must satisfy the Government's stringent quality
agsurance standards., Thyssen will actively promote source
gqualification in Cape Breton and elsewhere in the Atlantic
region, (some of which have been identified and have already
gualified under guality assurance) particularly with respect to
small and medium~sized business. ACOAR will aggressively assist
in this regard through, for example, use of the Supplier
Development element of the Action Pregram. Key vehicle
subsystems to be sourced Include automotive and electronics, and
could ke met by existing suppliers in Ontaric, Quebec, Alberta,
and British Columbia.

Moreover, in recent years, the Government of Canade has directed
a number of military contracts, for regicnal development
purposes, or to strengthen Canada's defence industrial base, or
for DND operation reguirements. These include:

-~ the production of northern terrain vehicles, a contract valued
at up to $200 million. secle-sourced teo Calgary-based Bagglunds-
Foremost in 1988:

- the ovder for 15%% armoured militia vehicles valued at about
$100 million directed to GM, in London, Ontaric, in 148%;

- the award to Computing Devices Canada of a sole-scurced
contract, worth about $%0 million, earlier this year, to
progduce fourteen shipboard electronic sub-systems used in the
Canadian Patrol Frigates., As part of this package, CDC had
earlier been granted about $30 millien by DND, tc develop the
system; and

-~ when in 1986, Litton Systems Canada Limited won the competed
contract to medernize four Tribal class destrovers, under the
TRUMP project, Litton was then directed to award a sole-
source contract to the MIL (Davie) shipyard, -in Lauzon,
Quebec, for the first two ships. The value of this directed
contract is estimated at $175 million.

OTHER DEPARTMENTAL POSITIONS:

-~ Department of External Affairs:  Based on information
provided, DEA is concerned that Thyssen has not demonstrated
long-term sustained economic viability through a detailed
marketing plan, particulariy for military markets. In this
latter regard, DEA points out that both NATO and Warsaw Pact

- forces will have surplus wmilitary vehicles.
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DEA is also concerned that by directing this major military
purchase to a non-u.5. (i.e.fGerman) source, particularly
through establishment of a "green-rield" site, Canada will
irritate U.S. trade interests, and potentially threaten
Canadian access to the large U.S. defence market. A
fundamental tenet of our Defence Economic Relationship with
the U.5. has been that, in return for access to their market,
we would offer them the chance to compete to supply major
requirements we could not meet domestically.

With respect to Thyssen's proposed environmental production,
DER notes that Canada has existing capacity in flue gas
abatement (Joy Technologies, Kitchener, Ontaric). Shoulq
Thyssen wish to pursue municipal organic composting
opportunities, they could transfer the technology directly to
the customer without the establishment of a Canadian facility.

The Treasury Beoard Secretariat, supported by the Department of
Finance, is concerned that the incremental costs of the
Thyssen propesal, to be borne by the Department of National
Defence, represent a very inefficient use of government
resources at a time of fiscal restraint. Moreover, TBS and
Finance have concerns that the Government is being asked teo
award this major contract to Thyssen on a sole-source basis,
rather than fellowing a competetive process. .
Department of Industry, Science and Technology Canada (ISTC) .
The Department of Industry, Science and Technology Canada
notes that the military vehicle sector was initially
established to supply the Department of National Defence
{DND). Currently, two major companies are in preduction;
Diesel Division - General wotors, (DDGM)J in Londen, and UTDHC,
Kingston, Ontario. Both, DDGM and UTDC, rely on U.S, and
Europe respectively for the supply of major components such as
the power pack and suspension components, and use licensing
arrangements te obtain the technology.

DDGM produces a family of light armoured wheeled vehicles in
London, Ontaric. DDGM has successfully supplied vehicles to
DND and the U.5. Marine Corps. Following a couple of very
slow years, the company was awarded the (DND) MILLAV contract
July 1989 for 199 vehicles. Recently, the company signed an
agreement with MOWAG of Switzerland for the delivery of
approximately 400 LAV units to Saudi Arabis. This work should
keep the company moderately busy until the mid 1%%0s. DDGM's
long term plans are to become a visble supplier of light
armoured tracked and wheeled vehicles.
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Lavalin's recently acguired manufacturing division UTDC of
Kingston, Ontaric is currently producing heavy duty trucks for
DND under license from Steyr of Austria. Production of the
1200 trucks has peaked, and employment is down to 250
employees, Layctffs are imminent. UTDC's long term plans are
to supply DHND with light support vehicles wheeled and light
armoured vehicles. . .

Bombardier has completed two DND contracts; medium (MLVW) and
light duty (Iltis) trucks and is currently not producing
military trucks. Bombardier's long ferm plans in military
vehicles is uncertain although the company has spare capacity
at its Valcourt, Quebec plant. Hagglunds of Sweden and
Canadian Foremost, to produce the northern terrain vehicle for
DND, also known as the BV 206. Currently, the company is
actively invelved in the definition phase of the project.

pefence markets are expected to decline leading. to major
restructuring of both American and Eurcpean defence
industries. In Canada, a number of major Crown projects have
been cancelled, others indefinitely delayed, and or
drastically reduced in scope and budget dellars. Canada's
NATO partners are facing similar conditiens. Export potential
ig limited. . Canada has overcapacity in the military vehicle '
sector and DND's limited and periodic acguisitions are not
sufficient to justify additional capacity. Both of DDEM and
UTDC, if they are to continue defence production, will need
export sales.

At the company's reguest, ISTC has so far not had access to
the business plan for the facility, ISTC has been unable to
make assertions about the expected long-run viability of the
facility or associated benefits related to jobs, technology,
investment or exports. ISTC notes that the company. should
reach a decision on plant location, and thereby clarify its
intentions regarding the potential use of the Cape Breton
Investment Tax Credit.

The BHI propesal would increase Canada's current overcapacity. -
in the military vehicles sector, and be contrary te ISTC's
policy te discourage "green field" facilities in this sector.
The proposal is also contrary to industrial benefits policy
because it does not require, before acceptance of an offer,
that the company provide detailed proposals with perforwmance
guarantees to be assessed against industrial benefit criteria
as has been thg case for other procurement.

Foreign companies may still he encouraged to invest in the
military velicles sector provided they offer significant
technclogical and financial resources, teamed with Canadian
companies to utilize existing manufacturing assets and jointly
develop expert markets. Teaming could broaden the product
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range offered by Canadian industry, ensuring a range of
advan.:ed military and commercial products for export, HNew
products and emccess to the global market place are essential
to the well being of this sector.

NEXT STEPB: There is a need for further discussien of, the

proposal. Should Ministers wish to proceed with discussiens, the
following course o6f action could be pursued:

- meeting between Ministers MacKay, McKnight, and others as
" required; ’

- if agreement to proceed is not reached, formal notification
from ACCA Minister to Thyssen, with negative outcome
communicated to Thyssen before Pecember 31, 19%0;

- if agreement to proceed is reached, Ministers may wish to:

a) consider how best toe address the funding shertfall
identified by DND, and policy/timing concerns raised by
. the Defence Policy Review;

b} reach formal agrEemént by the Government to acéept the

concept of the Thyssen proposal, including the directed
centract; and

c) communicate formally with the company in the affirmative,
prior to December 31, 1990.
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ANNEX A
DND ANALYSIS OF THE THYBBEN PROPOBAL
1. While inadeguate for all but general 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 ACCA has been used as the basis for this
analysis. The Thyssen proposal ls for a directed contract for
250 TpZ 1 Fox vehicles, at a cost of $250M (1990 dollars), with
delivery beginning in FY 93/94. Within one year of signing such
a contract, DND may, after negotiations.with the company, switch
the order and purchase an unspecified guantity of TH 485 vehicles
for an unspecified price (see para 16).

2. In order to understand what would be reguired for DND to
satisfy this reguest, it is important to understand the
environwent in which PND is currently operating.

THE DND ENVIRONMENT - - !
3. The Department of National 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.

4. Concurrant with the Defence Polity Review, we are also
pursuing a major proegran review for determining the eguipment
reguirements associated with the reles and missions defined by
the new policy. The proposed Defence Policy and the associated
capital program will not be considered by Cabinet until sometime
in the new year.

5. In general terms, the new defence program, in reflecting
more realistic future budget expectations, will reflect dramatic
reductions in the capital program foreseen before the last two
budgets, Even that reduced capital program is centingent upon
government approval of major reductions in armed forces structure
and ‘supporting infrastructure. . Otherwize the funding for capital
will not be available and further capital program reductions will
ke necessary. Throughout the armed forces, there will be fewer
egu%pments and significant rationalization of different types of
similar eqguipmenis to yield the nzcessary savings in operations
and maintenance costs.

6.  This state of uncertainty affects all elements of our
capital eguipment program, including the equipment program for
the Army. While the precise nature of DND's future army
requirement Is unknown pending finalization of the Defence Policy
Review, DND planning is proceeding along the fdllDWing lines:
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a) a shift towards a lighter, more mobile, more flexible army:

b) & rationalization eof army combat vehicles that will reduce the
current inefficiencies inherent in a multi-type vehicle fleet;
and

¢) fuller explolitation and integration of the Militia with the
regular force,

7. These considerations have led to the formulation cof the
Multi-Role Combat Vehicle (MRCV) preject.. Over the next fifteen
yvears, the future army will reguire seven to eight hundred Multi-
Role Combat Vehicles {MRCV), in three primary variants, to
replace, augment, and rationalize existing fleets only as their
useful life expires. Thus, the reguirement is to procure the _
variants in the following order: a Reconnaissance Combat Vehicle
(RCV), the Armoured Cembat Vehicle (ACV), and the Infantry Combat
Vehicle (ICV). The department recently agreed in principle to
such a project, so it could be inserted in the long term plan.

No significant’ funding is available prior teo the mid-1990s.

IMPACT ANALYSIS AND ACTIONS REQUIRED

§. The following sections outline as best as we can, given the
imprecise nature of the informatien available,

the impact of accepting the Thyssen proposal and what DND would
have te do in order to proceed with the proposal. The remainder
of this sectien is organized according to the primary areas of
impact: -

a) operational requirements;

b) defence budget;

'c) Defence Services Program;

d) defence industrial hase; and

e) public relations.-

" DND OPERATIONAL REQUIREMENTS '

g, The next step is to define more clearly, over the next +two
_years, the exact nature of the MRCV reguirement. Not before then
would the Minister of National Defence be in a position to
demonstrate & fully-defined reguirement and seek preliminary
approval from Cabinet, including a procurement strategy.
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10, At this time we do know that, in general terms:
a} the MRCV must be highly mobile;
b) the MRCV wust provide a moderate level of protection:

c) a family of vehicles is the preferred cecncept (le, variants
with a2 high degree of commonality, such as the chassis,
spares, communications, etec.):

i) Reconnalssance Combat Vehicle (RCV) to gather
intelligence and to deny information to the enemy
throuwgh direct fire,

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

iii) Infantry Combat Vehicle (ICV) to provide protected
transport for infantry; .

d4) the vehicle must be transportable in C€-130 Hercules aircraft
(weight limit of 17.97 metric tonnes &nd a useable width of
2. 87m) . .
11, The Fox probably would meet mobility requirements as it is a
2ix wheeled vehicle  of proven design offering good road and track
moblility with reasonable off-road 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 reguireménts:

a} while advertised as a nuclear, biological, chemical (NBC)
reconnaissance vehicle, the Fox is not a normal recce
vehicle. It is cenfigured to hold eguipment which could
determine the extent of contaminated ground through ground
reconnaissance and alr monitoring. It would not fulfil our
conventional RCV reguirement, which entails penetration of

enemy lines, and possibly denial by direct fire of friendly
information te the enemy;

b} Thyssen itself acknowledges that the LUCHS is its
conventional recce vehicle;
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c) some modifications to ether Fox variants might make it a
candidate for the Armoured Combat Vehicle variant DND
reguires; and

d) the Fox itself is am infantry combat vehicle, and as it
currently exists, would be amppropriate only for the Infantry
Combat Vehicle (ICV) requirement.

Thus, the Fox is 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.’

Sseveral European manufacturers currently preduce families of
vehicles which do have our required variants, such as the Vickers
Valkyr (UK), the Kraus-Maffeli Puma (GER), and the Alvis Stormer
{UK) . : :

13. ©n the mir-transportable reguirement, the Fox weighs 17
metric tonnes, but with a width of 2.58m it is incapable of
transport by the ¢~130 and therefore unsuitable for the new reles
‘foreseen for the army. If the Fox were te be given a turret and
cannon/gun to make it fit the ACV or RCV reole, it would likely
exceed the weight limitation of 17.9%7 metric tonnes. The LUCHS,
the Thyssen recce vehicle, weighs 19.5 tonnes, making it teo
heavy to carry in a C-130.

14, To buy the Fox as the ICV first would mean that the
necessary acquisition order of Recce Combat Vehicle, Armoured
Combat Vehicle, and finally Infanfry Combat Vehicle would be
reversed. This would mean that we would be postponing
replacement of those types of armoured vehicles which are nearing
the end of their cperationally useful and economic life (ie,” the
current recce and direct fire vehicles), and supplementing the
existing infantry combat vehicle fleet before necessary. The
vehicle reguirement is based bn projected future force structure;
therefore, it would be difficult to absorb the Fox with existing
force structures, This difficulty would be exacerbated by
delivery of variants in the reverse order. The consequences of
this action woluld be: .

a) need for increased operations and malntenance prov1510ns (see
para 22 below);

b} need for trained personnel to operate and mzintain the
vehlcles, and -
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cy 1if we do not proceed with the purchase of a Recce Combat
vehicle as scheduled, we would be creating a combat
deficiency as our current recce vehicle, the Lynx, will be
operationally deficient after 1996.

15. The 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 is only 206 such
vehicles. Because of the additional costs of the Thyssen

propcsal (zee below para 24), the ICV porticn would consume over
50% of the funds availlable 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 a conmpetitive, off-the-
shelf buy of an existing vehicle which would meet our
requirements but would be less expensive than an improved Fox
variant or fully developed TH 435, The new mix would be 250 ICVs
plus 200 armoured and recce combat vehicles, rather than the 206
ICVs with 52% ACVs and RCVs.

16, TH 495, The TH 4%5, suggested by Thyssen as an option
suitable for discussion once the directed contract is let, is &
conceptual vehicle existing on paper only. It eventually might
promise to satisfy all the MRCV regquirements, Intended as a
tracked vehicle, it would offer reasonabkle mobility over all
terrain. Its proposed dimensions and basic weight weould indicate
a suitability for the €-130 Hercules aircraft. The suggested
family of variants would meet the MRCV principal requirements for
a reconnalssance vehicle, a direct fire armoured vehicle, and/or
infantry carrier, Furthermore, it has been suggested that the

TH 495 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
to price, the open competitioen in the period of 1994-95 to
satisfy the Canadian MRCV reguirements.

17. The Thyssen proposal, however, would have us begin planning
to acguire the Fox, and then switch plans to accommodate the

TH 485, The TH 495 is still on the drawing board and the
develcpment timeline for the TH 495 is optimistic in our view.
Given that guantity, price, and specifications would be subject
to negotiatioen, such & proposal makes little sense. It would
‘double the disruption in the MRCV project and would reguire that
we agree Fclpurchase an unknown guantity of unproven vehicles for
an unspecified price, Clearly, we are unable to calculate costs
of this part of the proposal. -
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botiens reguired to proceed with the Thyesen proposal

18.  If DND were directed to purchase the Fox vehicle actording
to the Thyssen proposal, we would have to take the following
steps with regard to operatiocnal requirements:

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

b) reverse the priorities for replacement of army combat
vehicles;

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

d) review and revise the-roles for the army foreseen in the
current peclicy review to make them consistent with the
limited transportability of the Thyssen vehicle; and

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

BUDGET CONSIDERATIONE

Note: all dollar figures are 90/91 CY §

Capital

19. Budgeted Defence Services Program project costs fer the
Infantry Combat Vehicle (ICV} portion of the MRCV project are
currently estimated as follows:

a) 206 vehicles at $565K each = $116M;
by $116M times project factor of 2.5 = '$290M,

The project factor of 2.5 provides the total project cest,
including the costs for the vehicle itself, project management
and integrated legistie support (initial prOVlSIOnlng for spares,
training, technical data packages, etc.) Project factore are
based on the complexity of individual projects and 2.5 ig what
has been estimated for the MRCV project.
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20. The Thyssen FoXx {6 an expensive vehicle compared to most
other potential ICV contenders. Based on confirmation from ACOA
officials, the Thyssen proposal for Fox 1s:

a) 250 basic vehicles (not including normal project support
costs - see para 15) at $1.16M each = $290M;

L)} $290M times project factor of 2.5 = §725M.

Not only is the Thyssen unit price almost twice as much, but
Thyssen is proposing to supply 44 vehicles more than our
reguirement of 206 ICVs.

21. The increase in the total Infantry Combat Vehicle project
cost that would be created by a directed buy of Fox is guite
significant as detailed hereunder:

- Thyssen proposal: $725M

- Budgeted costs
for competed ICV

portion of MRCV S5290M
Increase $435M

Operations and Maintenance

22, Since these vehicles would be introduced to the current
fleet nine years earlier than currently planned, and there is no
corresponding retirement or reducticn of other vehicles
scheduled, some provision must be made to cover the unforescasted
operating and maintenance costs. The least digruptive option for
army operations is additional money. Based on a comparable
project, we estimate that this buy would add another $14.5M a
year for 9 years or $120M, before inflation, to the Operations
and Maintenance (0 & M) budget. An alternative would be to place
the newly purchafed Fox in storage. Another possibility would be
to put other vehicles, such as trucks cr the current M 113 fleet
inte storage. Both would be disruptive of ongoing army act1v1ty
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23, Financlal expenses from the lost opportunity for ecenomies
of scale when several hundred vehicles are purchased in two or
more separate buys (by increased per unit cests, inefficiencies
in the purchase of spares, in stocking, sterage, contracting and
other such areas) could run to at least 10% of the MRCV project's
cost {current estimate 52,100 million) or an additional $200M.

Summary of Costs
24, In summary, the additional costs of the Thyssen proposal,
over and above those already budgeted for the ICV portion of the
MRCV project, weould include:
a) $435M in capital for the Infantry Combat Vehicle project;
b} $130M in unforecasted C & M for the additional vehicles; and
c) $200M for inefficiencies and lack of fleet rationalization;

d4) for a total of $S765M.

With the already scheduled $29%0M for the ICV portion, the new
total ICV cost under the Thyssen proposal would be $1.1B.

'

" actions_required to proceed with the Thyssen' proposal

25. In order to preoceed 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 $290M fromw 2001/02 - 2005/06
to the 1993/94 - 1997/98 period; ’

b} finding a source for the additionmal $435M in capital for
project costs over the period 1933/94 te 1997/98 (para 21
above) :

c} finding a source for the additional $130M in oparations and

maintenance funding over the period 1994/95 to 2003/04 (para
22 above); and

d) absorbing the $200M in 1neff1clenc1es over the life of the
project [para 23 above).
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26. Over the proposed Thyssen delivery peried of 1993/94 to
1995/96, 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 $1785M over the
subsequent two years to cover the remaining costs for integrated
logistics support. This is a total of $655M (the total ICV ‘
project cost under the Thyssen proposal of $725H as descrlped in
para 20, minus the $70M already allocated for the MRCV project).

7. 1In the absence of new funding, the impact on the capital
program of having to absorb an additional $480M over the delivery
pericé (93/94 - 95/96) would be enormous. This is particularly .
true since these are years in which DND already has severa cash
flow problems. The entire army capital program for this period
totals $1.4B for 51 projects addressing the yeplacement of
obsolete équipments. The additional funds required eguate to
more than one-third of programmed funds, and for only one part of
one project. s

IMPACT ON THE DEFENCE BERVICES PROGRAM (DSP)

28.- The Thyssen proposal to begin delivery by

FY 93/94 would.call for cash which is not available from within
the current Capital Program plan. If the additional $655M were
not to be provided to DND, there would have to be massive
displacement of well develcoped and higher priority programs.

29, Large army projects in this period are the Tactical Command
and Control Communication Systems (TCCCS), the Northern Terrain
Vehicle (NTV), the Utility Tactical Transport Helicopters, the
Light Support Vehicle Wheeled, and plans to increase Reserve
eguipment and infrastructure. :

30, TCCCS addresses the highest current army priority - new
radios and communications. The winning proposal was recentiy
approved by Cabinet but is unaffordable within the DND capital
funding allocation for this project. We are currently reviewing
the size of the requirement, 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 stage is
completed,
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32, It is, therefore, impossible to absorb the cost of the
Thyssen proposal without creating capability gaps or deleting
combat functions vital to general purpose land forces. Without
outright cancellation of TCCCS as now defined, or NTV, plus
deferrals/cancellatlons of other projects, DND cculd not proceed
with the Thyssen proposal within funds currently budgeted for
army equipment. Furthermere, projects in advanced stages in

other environments--such as the Naval Reserve vessels, the New
Shipborne Aircraft (NSA), new Search and Rescue Helicopters,
support to the RCMP—vwould have to be adjusted as well. ALt the
very least, some of these projects would have to be delayed,
creating more combat deficiencies.

33. As many of the advanced projects are replacements for aging.
eqgquipment, delaying implementation involves additional costs
associated with life extension until such time as the eguipment
can be replaced. The continuation and expansion of O & M
expenditure reguired for the maintenance of cbsclete eguipment
cannot be estimated accurately, but could be on the order of
hundreds of millions of dollars. For example, the relatively
inexpensive E/4 tonne truck (LSVW, Light Support Vehicle Wheeled)
is currently being operated seven years past the, end of its
scheduled life; the 0 & M is in excess of $30M per year. These
additional expenditures would then create a ripple effect,
displacing other projects further down the line.

actions Reguired to Proceed with the Thyssen Proposal

34, To implement the Thyssen proposal would reguire the
fellowing actions with regard to the Defence Services Program:

a} cancel, downsize, or defer TCCCS (as currently planned), NTV,
as well as other army projects;

b} cancel, downsize, or defer projects in other environments,
including the New Shipborne Alrcraft, the Naval Reserve
vessels and the Search and Rescue Helicopters:

c) chart out second and third order effects and make additional
adijustments in the ¢ & M and capital programs; -and

d) revise roles and missions to take account of the combat
deficiencies created by the DSP dislocations.
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ANNEX A
DEFENCE INDUSTRIAL BASE

35, A new military vehicle facility would exacerbate the
existing, widely documented cvercapacity in the sector, leading
to any of the following impacts strictly from a DND point of
view:

a) increased demands cn government from other suppliers for
similar directed ceontracts and/or subsidies in the wake of
lack of work; this could. further distort our planned
acquigitions;

n)  chronic layoeffs and dislocation of sector persennel, leading
to increased demands for government assistance: and

¢} relocation out of the country of existing and proven
facilities, potentially disrupting our supply lines for
existing vehicles and spares; and

d) intensive competition which could lead to deliberate
underbidding, with resultant contract difficulities and cost
overruns and demands for government assistance,

36. Defence industry would also be impacted in other sectors as
the cancellations, downsizing, and deferrals of other projects
occurred to make room for the additional costs and earlier
funding of army combat vehicles. Many companies anticipating new,
contracts, after much definition work and expense, would be
impacted in the electronics, aircraft, and shipbuilding sectors.

Actions reguired to proceed with the Thységn proposal

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

a) «cancel or defer pléns for affected projects;

b) develop a sector rationalization policy and plan with
_ Industry, Science, and Technology Canada, Department of
Supply and Services, Atlantic Canada Opportunities Agency,
and Western Dlver51f1catlon, including associated “Tmoney to
handle the various industry demands and needs;

c} continue to monitor and adjust the DSF for follow-on
disruptions.



- 12 - SECRET

NNEX

IMPLICATIONS FOR PUBLIC RELATIONE VIB-A~VIB DND

38. Recent events such as the situation at Oka and the crisis in
the Persian Gulf have created a reasonably positive environment
for DND and the Forces. Maintaining it 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‘a background of
significant reductions in army structure in the new policy;

b) increased costs of this project against a background of
financial restraint:

c) the impact on industrial overcapacity in the mllltary
vehicles sector; and

"d) the departure from the normal competitive process.

Action Required to Proceed with the Thyssen Proposal

32. In order to counter the negative publicity, we would have to
develop a defensive communications plan.

EUMMARY

40, In general, bdsed on our knovwledge to date, if DND were to

be instructed to proceed 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. Ih short, our points are

as follows:

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;

b) DND would bnly be able to afford 550 of the 735 vehicles
reguired, and with the wrong mix among the infantry, combat,
and recce varlants,

c) since Fox does not flt our operational requirements, we would
have toc reverse prlorltles for replacement of army vehicles
resulting in further review and revision of army roles and
structure, combat deficiencies, and unscheduled cperations
and maintenance costs;
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ANNEX A

once integrated logistics support, tralning, infrastructure,
etc are considered, a contract price of’/$290M translates into
a project cost of $725M, wlth an additional $130M in
operations and maintenance;

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 0 & M over the next decade:

this money is not available in DND's existing reference
levels without major dislecations of the Defence Services
Proegram {ie, deferment, cancellation, or downsizing of such
projects as TCCCS and/ecr Northern Terrain Vehicle; and

exacerbation of existing overcapacity in the defence
industrial base.
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ANNEX B
SECRET

THE _COMPANY

Thyssen Industrie AG, based in Germany, is one of the world's
largest industrial manufacturing companies with sales .exceeding
$25 billicn, and 136,000 employees world wide,

In Canada,‘Thyssen’s holdings include:’

- Budd Canada Inc., Kitchener (automobile parts):

- HNorthern Elevator Holdings Ltd., Toronto {elevators);

- Greening Donald Co. Ltd., Hamilton (metal fabrication);

- Thyssen Marathon Canada Ltd., Mississauga (steel importers);
and

- Thyssen Canada Ltd., Rexdale (steel materials trading).

In all, Thyssen employs come 2,500 Canadians.

Thyssen's defence operations are centred in a subsidiary, Thyssen
Henschel, annual revenues 5688 million, located in Kassgel,
Germany. From this facility, Thyssen preduces a wide range of
world-class armeured and military vehicles for use by NATO
forces.
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Thyssen's FGD wet-limestone treatment, which captures
50, emissions from coal-fired power stations, is
leading-edge, and is currently in use in some 40
stations internationally. (More details on
environmental markets are outlined in Annex £.)

In the future:

Based on market assessments, Thyssen will consider
transferring “organic composting” technology for the
treatment of municipal solid waste. Thyssen does not
yet have firm market estimates in this area. The
company is, however, pursuing contracts to address
municipal waste treatment in Vancouver, Edmonton,
Halifax, and Toronto. {Other products include airport
loading bridges, material handling, specially mixers
and machinery.}
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S LA Atlantic Canada  Agencede
- [CRE— - Opportunitics promotion économigue
ﬂ 2\ Agency du Canada atlantique

[ Ollawa Ollica Bureau d'Cllawa
’ - 4th Fleor 42 dlaga '
€0 Quean Siroe B0, rue Quean
BECRET ADVICE TO THE MINISTER T Gaslor posial 1667
. Dtawa, Ontarlo Ollawa {Onlario)
. .o KiP 8RS K1P 5A5
Jé ) . ~ MEMORANDUM
4 pec 1 0 1980
{
TO: The Honourable Elmer MacKay
FROM: Peter R. Smith
Vice-President

ACOA-Cttawa

SUBJECT: Thyssen Proposal - Beary Head Industries

Following ouxr several telephone conversations last
week, an interdepartmental meeting was called Friday, December 7,
1990, to officially censider all of the various positions/
opinions respecting the above noted proposal in order to prepare
a comprehensive position paper for discussion.

Representatives of Privy Council Office, External
Affairs, Supply & Services, Wational Defence, ISTC, Treasury
Board and Finance attended. The meeting was chaired by ACOA.

Coples of the latest draft of the ACOA authored Aide
Memoire were distributed to each in attendance as well as a DND
positien paper, which was received just prier to the meeting.
External Affairs tabled their latest position on the subject,
" then each of the participants were gilven an opportunity. to speak
to their respegtive‘positions.

As the Thyssen initiative had been in existence for
several years and sihce each of the participants had varying
degrees of involvement over the years, I considered that one of
the advantages of having this session was that each could through
this exercise, have the benefit of a detailed overview of all of
the most recent available facts surrounding this updated
proposal. :

Canadd 000229
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Attached you will find as comprehensive an aide-Memcire
as 18 currently possible, representing the-disparate views of all
concerned, which can now be used as a background paper for you
and your cclleagues to disouss. We have attempted to format it
in such a way as to minimize the negemsity for change, should
there be a decision to refer this' matter to Cabinet.

In short all of the participants expressed serious
regservations about pursuing this initiative at this time and the
following is an attempt to capture the varlous degrees of
concern.

The Department of Natlonal Defence is categorically not
in favour of the proposal. Their views are based on operaticnal
considerations, financial implications, timing, impact on the
defence policy, which as yet is unannounced and the negative
impact such a decision would have, not only on the defence
industrial base, but also on the communications aspects of the
inconglstencies in taking such a decvision in relation to other
initiatives already approved or about to be approved.

External Affairs have serious reservations about the
company's marketing plans and the potential impact the
establishment of such a plant based on a sole soukrce order may
have on the continuing discussions canada iz having with the
United 8States on the various elements of our defence econcomic
relationship. Admitting that more information would be required,
they also expressed reservations about the impact as well on the
proposal to produce environmental products with respect to the
competition with existing Canadian capacity.

Department of Industry Science and Technoloyy expressed
concern that proceeding in this manner goes contrary to Canada's
industrial policy and industrial benefits policy and felt awkward
about commenting substantlvely on the propo al since they did not
have an opportunity to review the company's business plan in
detall.

Finance, Treasury Board and Supply & Services Officials
bagically felt\that if the business plan was made available and
could withstand the scrutiny that similar initiatives must
undergo, they would have little trouble supporting the proposal,
as long as the above noted concerns were satisfactorily addressed
and a Cabinet decision was Fforthcoming.

In short, the views of all departments over the years
have not changed, but due to the economic climate and other
factors, opposition to the initiative has definitely widened, has

ceof
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solidified and has become even more legitimate. Notwithstanding
this oppesition, each department also offered suggestions as to
what would have to ke done to allow this proposal to proceed.

Without exception, each of the participants, most
notably DND who would have to fund the vehicles, DIST who have a
mandate for analyzing the ilmpact on the industrial infrastructure
in this country and Finance made an appeal to have the company's
business plan exposed prior to being able to adeguately comment
cn the viability of the proposal. Even assumlng that the company
would disclose in more detail their marketing and business plan,
DNE felt that proceeding at this time would result in the
cancellation, downsizing or even deferring of existing and
proposed projects such as TCCCS, NTV, NSA and Naval Reserve
Vessels, as well as having to revise roles and missions to
account for combat deficlencies created by this proposal. A case
was also made that such a decision would increase the demands for
similar decielons in future, thus eroding any possibility of
future competitive processes, creating chronic layoffs and
relocation of existing proven facilities. Tinally such a
proposal if pursued would create a tremendous communications
challenge, fraught with inconsistencies which could prove to be
most embarrassing to both the Department and the Government in
times of restraint.

Although I have only becone personally acquainted with
this file over the past six mwonths, I have now had ample time to
analyze the difficulties associated with approving such a
proposal in the past. Some of these concerns coculd have at the
time been either eliminated or at best minimized, based on
Thyssen's reputation and the potential benefit to Atiantilc
Ccanada. However, as I analyze the facts now, in light of all of
the factors that must be considered such as our current economic
situation, the Defence Agreement with the U8, the state of the
National Defence budget and the unapproved Defence policy, I
would be less than responsible, despite the potential positive
lmpact on Atlantic Canada, to advise that thils initiative should
be pursued. To proceed on this basis during such a period of
restraint and with such unanimous opposition for what I now
consider to be valid concerns would just result in an
lndefenslble p051t10n to justify.

Hav1ng said this however, the attaohed report is being
takled for your consideratien and further discussion. I am -
available at your convenience to review any aspect of this report
or to discuss further why I have arrived at the above conclusion
with respect to the disposition of this fila.

Peter R, 8kith

000251
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For Consideration By Operations Committes
Woek of December 10, 1990

1. Pco indicates that the Thyssen proposal 1ls not on the agenda

for the Tuesday meeting of Operations Committee.

Nonetheless, Mr. MacKay may wish to raise the issue for
discussion on Tuesday or Thursday.

We are attaching a draft TBS memo and wou

1d endorse the
positien expressed by Board officials against the Thyssen
proposal .

We have also indicated to ACOA that the Finance position )
presented in the Thyssen decument should convey our concern
that a directed contract would impose an additional layer of
constraint on DND which is already examining its program

under the assumption of no real growth in funding. We have
also stated our objection to a directed contract as a
condition for the establishment of the facllity, which

should be assessed on commercilal merits, irrespective of
directed procurement. ’

You will recall that you did not wish to bring this matter
to Mr. Mazankowski's direct attention in your recent letter

regarding possible items for Operations Committee during
your absence,

FIGIFCG 1003 (Rev, 004)
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The Right Honourable Brian Mulroney :
Prime. Minister of Canada - - i
Langevin Building -
80 Wellington Street
Ottawa, Ontario

KiA QA3

W rrma

My Dear Prime Minister:

. I am writing to seek your support for the proposal by
Thyssen to establish an armoured-vehicle 'and,
environmental-industries manufacturing faq;llty in Nova
Scotia.

Ag you know, after a period of some five years, the
company 1s understandably anxious for the Government of
Canada to reach agreement on thelr proposal, and I fully
appreciate your interest in responding to the company
prior to your visit to Germany scheduled for this January.

To revisit very briefly the status of the proposal,
the company has indicated formally to the Government
through ACOA, that it will establish a very significant
($61 miilion) manufacturing facility in Nova Scotia,
should DND purchase either 250 of 1ts "Fox" vehicles for
$290 million ($ 1990), or 2087 of its next generaticn
“TH 495" multi-role combat vehicles. (For your
consideration, please find attached the first page of the
Thyssen Aide Mem01re which summarizes the company's
proposal.}

As you may know, DND has assessed the proposal most
thoroughly, and has concluded that the proposed purchase
of the ,next-generation TH 455 vehicle could meet DND
operatioral reguirements (subject to price), but that if
directed to purchase Fox vehicles, DND would have very
significant problems -~ particularly relating to funding
-~ to accommodate a mixed fleet, earlier than planned
delivery, and go on. '

e /2
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While I, of course, respect the expert views of DND
officials, I nevertheless share your cohncern that we not
lose thils excellent opportunity, through Thyssen, to
attract teo Canada world-class technology,and follow-on g
exports, and to reaffirm Industrial tles to Germany, a = . %
country certaln to fuel European, both east and west, o
economic growth into the next century.

PR

Accordingly, after a series of last-ninute
negotiations with Thyssen, the company has agreed to
address conderns raised by DND and others, by
restructuring their proposal in a way in which Iam
hopeful can allow the initiative to be achieved. (I have
attached a copy of their formal letter, outlining their
commitments.) .

Specifically, the company will offer DRND 207 of its
TH 495 vehicles, under the ocriginal funding envelop of
$290 million, with delivery to commence in 18%4. By their
own estimates, should it be accepted by the Government,
this solution would immediately result in a savings to DND
of some $330 million in lower maintenance and other costs
beyond the funding required to accept the Fox vehicle,
and, at the same time, maximize the department's
flexibility te plan its defence policy. In addition,
Thyssen has worked, and will continue to work, most
closely with the military on the development of this
vehicle to ensure, unlike the existing Fox vehicle, that
this next-generation fully meets Canada's ¢perational
needs. Finally, while the TH 495, as an vehicle under
development, has not yet had time to be adopted by NATO
forces as has the Fox, the TH 495 1s being designed by
Thyssen as the international peace-keeping vehicle, and
can be marketed abroad accordingly, fully in keeplng with
Canada's export pelicy, and international reputation and
principles. -

Morecver, stch a directed contyact would, in wmy view,
be fully 4n keeplng with our Government's commltment
articulated in the Speech from the Throne two years ago,
to ensuring, providing that operational requirements are
met, that procurement promotes lasting regional economlc
development

e /3
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Indeed, in this latter regard, and to support the
activities of DND, I would be prepared, should the Thyssen
proposal be accepted, and subject, of course, to the views
of our colleague, the Honourable Michael Wilson, to
allocate to DND the lion's share of ACOA's lapsing funds
over the near and medium terms to allow DND to meet their
cbllgations.

To summarize, I believe the decision facing the
Government and DND 1s whether, on a directed contract
basls, to purchase the Thyssen Fox vehicles;
alternatively, whether to loose this excellent and unigue
opportunity; or lastly, whether DND -- with supplementary
funding -- wizhes to acquire a leading-edge peace-keeping
vehicle, which DND will help design, produced by an
excellent company, a vehicle which will support Canada's
international and other obligations.

To conclude, Prime Minister, if you concur, it would
be my intention on Thursday, December 13, to have the
entire proposal, including the company's final offer,
brought forward for discussion by Operations Ministers,
Should we reach agreement, I would hope that a more formal
decision could be reached by Cabinet later that morning,
so that a formal communigué could be issued from the
Government to the company prior to year end.

Sincerely,

'h!gxgiéﬁg;

]
B

Attachments

c.c¢. The Honourable W. McKnight

000290
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Mr, Norman Spector

Chief of Staff to the
Prime Minister

Room 231, Langevin Block

80 Wellington Street

Ottawa, Ontario '

R1A OA2

Dear Worman:

Last week, I received your personal assurances
that the Thyssep.issue would be considered imminently via
an "alternative route”, rather than being discussed at
Operations as I and others had wished.

While the direction from your office has been
uncertain, T am ﬁnder the impression that our next steps
in resolving the Thyssen issue include discussions between
the Prime Minister and Michael Wilson on funding.

If DND .purchases Thvssen's next-gsneration vehicle,
under a directed contract of $2%0 million, this would
involve, by DND's own generous estimates, program funding
of $725 million ($19%0), not %1 billion plus. Moreover,
in light of the lasting and unique development for Nova
Bcotia to be gained, I am, as you know, fully prepared to
use ACOA's lapsing funding to contribute to sourcing.

On timing, I would simply remind you that Thyssen -
which has waited for five years, and was invited by our
Government to locate in Canada - Seeks a decision by year
end., Moreover, I (as I'm sure you) would be most pleased
if the Prime Minister was in a positicn to pronounce
favourably on the Thyssen proposal during his visit to
Germany next month.

I remain hopeful that you and others can shortly
bring the Thyssen issue forward for discussion by Ministers,
in order tc meet the wishes of thé company and our: Govern- /

ment. E
vours sincedely, MINISTER'S OFFICE
- A C O A :
DEC 231 1950
[ ~ S 7000
Canadi Ko 'BUREAD DU MINGST
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telason with Mobowsll 9 Jan 91

i. He's not sure what ig happening. Befors Christmss, B. ,gyém
Kaokay wxote Lo PM gaying, *I think we should do thisg, don’'t y:
you?', and Lo Epector saying, *I leave thig in youx eespable

hande.® MNothing since.

2. e trip to SGermany i3 still on {(regular trip)., but
no meetlings with Thyseen are on agends and he's not been
agked o wrlte any notes.

3. PCO haz deliverad sur recommended changes in the
"Hoint® portion and new analysis to ACCA., John wiill maXe tha
roacommended changes and send us new copy.

4. His gevrstary Isabell phoned Claire to ask for a cupy
of ouyr noew analysis on Sisk. I sse no problem with thisp as

we provided the old verslion on digk, Tt is on the sttashed
disk, bthe cnly file. WE NEED T0 GBI PREVIGUE AS WELL AS THIS !
DISK BACK--wo gan’t order anymore and Claire i outl!! Guess
you should arvange with John on how ho get dige to him,
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CLERK OF THT PRIVY COUNCIL AND

GRELFFIEADUGCONSLIL PRIVE ET
BECREYARY TO YHE CABINEY

GECRLTAIRE DUCABIRET

TAMADA

MORAN OR MR. NO ECTOR
ssen ar_ dus B

~ You will find attached, for information, a
revised copy of the joint ACOA/DND Aide Memcire on the
Thyssen propeosal. It now reflects DND's preliminary
analysis of the costs of Thyssen supplying DHD with the
TH 495 vehicle rather than the TPZ Fox.

Background

On December 10, 1990, we submitted to you an
Aide Memoire on Thyssen, prepared jointly by ACOAR and
DND as reguested -at your November meeting with
Ministers MacKay and -McKnight..

On December 11, 1990, Thyssen submitted to
ACOA a more specific proposal to allow DND at some
later date to substitute a Jower number, possibIy 207,
of the TH 495 vehicle (stil)] on the drawing board) for
the eorigjinal propesal for 250 of the TPZ Fox vehicles
at the same contract price of $250 million. Although
ACOA revised come of its portion of the Aide Memoire
1mmedlately (reflected in a December 12, 1990 version),
DND has just provided its input and thlS is now

incorporated in the attached document dated January 10,
1991.

DTTAWA
K1A 0AS
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Comment

The DND amendments in pummary argue that the
substitution of the TH 485 for the Fox makes ho
difference to the total cost of the acguisition
{$1.1 billion versus $2%0 million budgeted)}. Although
ACOA i of the view that this is overstated (szee the
attached correspondence), the bottowm line is that the
Thyesen proposal costs at least $500 willion (in ball
park terms) more than was budgeted.

The bottonm line from our perspective
continues to be that this project is undesirable since
it would involve DND acquiring a product that does not
meet its reguirements; in quantities larger than it
reguires; at a price higher than it can afferd; in a
time frame in advance of its needs, and for which a
source of funds has not been identified. In addition,
the longterm viability of the Thyssen plant in |
Nova Scotia appears guesticnable. Although the DND
analysls of its needs appears based on facts, the ACOa
analysis appears to have accepted the Thyssen proposal
at face value, and in many areas, uses optimistic
assumptions. ’ :

Cﬂ4jiy' u/>4;3rng QQ Lft]

Paul M. Tellier
Attachments
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DRAFT

SECRET
AIDE MEMOIRE .
BEEAR HEAD INDUSTRIES (THYSSEN)

ISSUE:

Whether to support the proposal by Bear Head Industries Limited
(a wholly owned &ubsgidiary of Thyssen Industrie AG) to establish
a heavy manufacturing facility in Nova Scotia, based on g
Canadian Government directed contract for 250 military vehicles
for the Department of National Defence (DND).

BACEKGROUND:

Thyssen Industrie AG, based in Germany, is one of the world's
largest industrial manafacturing companies, In Canada, Thyssen
Industrie AG employs approximately 2,500 at holdings that
include:

-  Budd cCanada Inc., Kitchener Ont. (automotive paxrts);

~ Northern Elevator Holdings ILtd., Toronto Ont. (elevators);

- Greening Donald Co. Ltd,, Hamilton Ont. (metal fabrication):

~ Thyssen Marathon Canada Ltd., Mississauga Ont. (steel
importers) . .

Thyssen Industrie AG first declared interest in establishing a
facility in Cape Breton in the mid-1980's.

In 1988, an Understanding in Principle (UIP) was signed between
Bear Head Industries Ltd. and the Government of Canada, as
represented by the Ministers responsible for the Atlantic Canada
Opportunities Agency (ACOA)}, DND and the Department of Regicnal
Industrial Expansion {(DRIE). This UIP established that the
company would be considered for part1c1pat10n in upcoming
military vehicle procurements, and be considered for assistance
under a number of funding mechanisms including federal-previncial
infrastructure assistance, the Cape Breton Investment Tax Credit
{CBITC) and, at a later stage, the Defence Industry Productivity
Program. The financial details were tc be worked out in
reference to a business plan for military wvehicle and commercial
projects, to be provided later.

To date, Bear Head Industries has not put forward an acceptable
business plan. This has made it impossible to assess its CBITC
application which asks for consideration of a $98 million
investment.

At this time, the Bear Head Industries application is the only
outstariding application under the CBITC program. As all
expenditures must be made prior to December 31, 1992, it would
seem unlikely that Bear Head w111 be in a p051t10n to benefit
from the preogran.

In late 1990, a formal proposal based on a directed procurement
to Bear Héad Industries of light armoured vehicles was put
forward under ACOA sponsorship. Discussions at the working level
did not lead to the presentation of the proposal to Ministers.

The proposed procurement would be part of the Multircle Combat
Vehicle Program (MRCV), which has been identified by DND, but is
unfunded, and has no statement of operational requlrement or
affordablllty at this time. Project implementation is expected
in 1996.

The Bear Head Industries propoesal suggests the follow1ng benefits
would flow from the project:



- Creation of 600 direct jobs in a particularly depressed
reglon;

- Develcpment <f a ‘world class manufacturing base, supported
by the diversified global infrastructure and financial base
of one of the world's largest heavy manufacturers;

- Transfer of production technology in defence and
environmental products, and production mandates;

- Provision of a high guality product to DND which meets its
needs at a reasonable cost.

However, Bear Head Industries has not demonstrated the long term
viability of the project, or developed an appropriate business
plan. Plans for commercial product 11nes have not

been adequately explored. This is particularly disturbing in
light of ‘declining global defence markets.

Canada currently has three major existing military vehicle
producers competing for limited DND business, which is
insufficient teo sustain them (i.e. General Motors Diesel Division
in London, Ontario, UTDC {(Lavalin) in Kingston, Gntario and
Bombardier Inc. in Valcourt, Quebec). In addition there are a
number of specialty vehicle manufacturers, operating in niche
markets. This situation, coupled with declining overall demand
has led Industry Science .and Technology Canada (I5TC) toran
investment strategy for the sector which does not support
greenfield investment. In view of the above, the federal
government should not be supporting financially the establishment
of another military producer in Canada.

Internationally, Bear Head Industries would be in direct
competition with General Motors Diesel Division (DDGM), which
produces Light Armoured Vehicles in London Ontarie, for Canada,
the U.S. and octher countries. DDGM employs up to 700, and has
received approximately $40 million in federal a391stance, largely
in the form of repayable contributions.

The appropriateness of a directed contract for 250 military
vehicles has been reviewed by DND and the Thyssen proposal has
been found to be unacceptable. Neither the vehicle proposed by
Thyssen nor the timing of a proposed purchase meet DND's need at
this time; it is not acceptable cperationally,; is unaffordable,
and would impact adversely and severely on the ongoing defence
policy review, and on other higher priority projects.

- RECOMMENDED POSTITION:

In view of the above considerationg, it is recommended that the
Bear Head Industries Ltd. proposal to establish a facility in
response to a directed procurement not be supported. The company
should be advised that the Cape Breton Investment Tax Credit file
will be closed and that DND does not intend to proceed with the
Multirole Combat Vehicle Program until 19%6.

INTERDEPARTMENTAL CONSULTATIONS:

This document has been prepared in consultation with the
Departments of Industry Science and Technology, Naticonal Defence
and. Finance. All three organizations fully support the
recommended course of action.
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Mr, William Rowat ‘
Assistant Secretary to the Cablnet ' : k-";q,_fj
(Economic Pollcy Committee) _ T A
B85 Sparks Street

Room 506, Blackburn Buillding

Ottawa, Ontarlo

’&‘l[ | VAR
Dear Mr“%ﬂcﬁ/t | . 3%
/

I am writing to express concern on the Thyssen/
Bear Head Industries issue, regarding the January 9, 1991,
version of the aide mémoire, 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

-believe it important.to draw attention to an apparent

internal inconsistency. in the DND analysis, which could
result in a significant overestimate of the financial
costs to the Government of effecting the directed contract
scught 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 collaboration with DND military experts, in order to
ensure that DND's operational requirements are achieved.

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

of armoured vehicles prepcsed to be acquired by DND under
the Multircle Combat Vehicle (MRCV) project.

However, when the TH 495 directed contract is
costed -by DND, the costing methodology assumes (paras 25-
29, and 45c) that the vehicle (like the older Thyssen Fox
vehicle) will only meet the infantry combat vehicle
variant, thereby requiring DND to expend considerable
addltlonal funde (estimated by DND at $118% million, and
5200 million respectively, for increased 0&M and

Canadad /
/2
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inefficiencies). Under this assumption, these potential
costs 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, if the TH 495 vehicle potentially meets
the operational requirements (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 iinoperability subside -- thereby
reducing overall project costs, by DND's own estimates, by
some %300 million.

Accordingly, should our interpretation of this
inconsistency prove correct, the TH 495 directed contract
would indeed present a preferred option  to the Government
(over the Thyssen Fox directed contract), bécause it would
in principle meet the needs of the miiitary at a cost
estimated by DND at approximately $770 million, rather
than the $1,055 million estimated costs of acquiring the
Thyssen Fox - -vehicle.

I trust that this letter will accompany the
package of materials to be submltted by your staff to the

- Prime Minister's Office.

\

Yours sincerely,

— ':: o D :_-., T .._..,-.(4) h‘""""'«.ﬂ_ ‘

eter Smith
Vice~President

c.c. Rob Gillespie
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National Delence Délense nalionale
Assistant Deputy Minister  Sous-minisire adjoint
{Materiel) (Matériels)
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Otlawa, Canada Otlawa, Canada
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Mr, William Rowat u——-*)—WWA"“_(T——_j::ﬁ
Assistant Secretary to the Cabinet 1 LCOA | APECA OTTA L

(Economic Policy Committee)

85 Sparks Strect poonIveD | REQU_EED 1 4 1901
Room 506, Blackburn Building

! : K
Ottawa, Ontario | conmnsp #_ggosso . Of
K1A OA3 |

Dear Mr. Rowat:

I apologize for the delay in providing you comments
on Mr. Peter Smith's letter of January 9, 1991 relating to
the Thyssen/Bear Head Industries issue, in which he draws
your attention to what he perceives toc be an inconzistency
in DND's evaluation of the Thyssen proposal relating to the
developmental TH 495 vehicle. I also apologize for having
to burden you with a resolution of technical matters in this
fashion, but in the circumstances it appears to be the only
way to deal with this issue.

The initial Thyssen proposal was based on the Fox, an
Infantry Combat Vehicle (ICV), and our analysis focused on
the Fox vehicle. Mention of the TH 485 in that proposal was
cursory, 1.e. DND had an option, once a directed contract
for Fox was signed, ‘o purchase an unspecified number of
vehicles for an unspecified price.

On December 12, 1990, we were advised by letter from
Mr. Smith of Thyssen'ts latest proposal of a fixed price for
a set number of unspeclfied types of TH 495 vehicles., The
precise wording used in ACOA's amended page one, attached to
Mr. Smith's letter, was as follows "...within 12 months of
signing the contract for the TPZ Fox vehicles, the company
is prepared to allow DND to switeh its order for the Fox and
purchase instead 207 of Thyssen's next-generation TH 485
vehicles for the same total price of $290 million". In our
view, the impiication throughout is that we are speaking of
the ICV variant. That assumption is particularly valid
since, when speaking of variants of a family of combat
vehicles, the ICV is well-reccgnized as the fundamental or
basic variant, with all other variants seen to be more
complex, more expensive, and certainly reguiring a longer
design phase.

e /2
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For purposes of our subseruent analysis, therefore, we
assumed the Thyssen 495 fixed-price proposal tec relate to the
ICV. We accepted that since the TH 4%5 was a conceptual
vehicle further variants l.e. Reconnaissance {RCV} and
Armoured (ACV) could be designed subseguent to the ICV,
Finally, we assumed that both the RCV and ACV variants, as is
the case with all other families of combat vehlcles, wduld be
more expensive than the ICV variant cost of $1.4 milliony/
unit. It was never our assumption, as stated in Mr. Smith's
letter to you, that the TH 495 would only meet the ICV
vartiant.

In the absence of concrete information which weould
alter the loglcal assumption that the Thyszen 455 proposal
relates to the ICV variant, the increased 0 & M costs of
$125 millien are still valid as we would be procuring and
operating an ICV some elght years before it is required.

With respect to the $200 million incremental costs
resulting from inefficlencles, this is entirely dependant on
whether or not Thyssen would be successful in winning the
contract for the remaining MRCV variants (i.e. that part of
the preoject remaining after any initial directed contract to
Thyssen}. Should Thyssen win, we would not have a mixed
fleet and the 5200 millien in incremental costs would
disappear. In the best of circumstances, it is possible that
Thyssen would enjoy an advantage leading to the subseguent
acquisition of the cother two varlants, thereby leading toc a
relatively homogeneous fleet. At the same time, it should be
noted that DND would heed some $3,3 Billion tc purchase our
required number of vehicles from Thyssen as opposed to the
$2.1 Billion we have budgeted in the time frame 1995~96 to
2004-05. However, 1in the more likely case, there will have
to be an cpen competition which would involve all factors
including “afferdabllity”. Given the high cost we would pay
for cur initilal vehicle through a directed contract to
Thyssen (for whatever variant}, the small amount of funds
remalning te us for purchase of the final twe varlants, the
conseguent need to trade-off guality for guantity (low-cost),
and the high cost of the Thyssen wehicle as compared to other
contenders, it is doubtful in the extreme that Thyssen could
be cost-corpetitive in any such competition. A mixed fleet
would be the reality, and the increment of $200 wmillion for
inefficiencies would stand.

/3
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Yo erely,

. Gilleampit

c.c. Mr. Peter Smith, Adoa’
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MEMORANDUM OF UNDERSTANDING

This Memorandum of Understanding is an expressicn of intent, but it
iz a condition precedent to the recuirement to perform hersunder,
that +the parties enter inte a more detailed contract, more
specifically outlining their terms of agreement. The parties agree

_ to proceed forthwith to finalize such contracts.

This document signed this day of : _ hetwean:
THE GOVERNMENT OF CANADA, as represented by:

i).the Minister responsible for the Atlantic Canada
Opportunitiss Agency {(hereinafter called "the ACOA
Ministex®),

ii) the Minister of National Defence (hereinafter
called "the Naticnal Defence Minister"); and

BEAR HEAD INDUSTRIES ILITD., a company incorporated

' under the laws of Nova Scotia, a subsldiary which
is one hundred (100%) percent owned by Thyssen
Industrie AG¢ of the Federal Republic of Germany
(hereinafter called “the Company").

WHEREAS the Government of Canada dasires to foster +the
economic expansion and industrial developmant of Atlantic canada;

WHEREAS the Company must have in place a North American heavy-
industry manufacturing faciliity on an urgent basis, and desires to
establish such a facility in the Province of Nova Scotia;

WHEREAS the Government of Canada recognizes that the propesed
facility represents an important economic develeopment and
diversificaticon of the industrial base of Nova Scotia; and

WHEREAS the Company and the Minister of the Atlantic .Canada
Opportunity Agency, and the Minister of National Defence, con
September 27, 1988 signed the document known as an "Understanding
in Principle", which stated in Clause 6 that it would bhe replaced
at a later date by this Memorandum of Undetstanding (hereinafter
MOU) ¢ .

April o, 1991

tof12
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1. In accordance with this MOU the Company shall establish a
diversified heavy-industry manufacturing facility in the Province
of Nova Scotila, which will:

a) create in Nova Scotia a new and diversified activity in the
Canadian civilian and defence industrial base, with access to the
North American markets, under the Canada/United Statee Free Trade
Agreement and the Defence Production Shaxing Agreement:

b) transfer to the facility, all technology necessary for the
establishment and development of this facility and its respective
specialized products in both the civilian and defence sector;

c) to the greatest extent possible, source its requirements
from, and promote the establishment of, small business enterpri=es
located in Atlantic Canada;

d) employ a minimum of 500 people on a permanent, full-time
basis and, where necessary, train these individuals in recuired
skills and knowledge, vuwtllizing, where appropriate, lowal
educational facilities.

2. In aécordance with this MOU, the Government cof Canada, in
order to facilitate the establishment of the Company's heavy—
industry manufacturing activity in Nova Scotia, will:

a) enter inte negotiations with the Province of Nova Scotia,
to put in place financial arrangements for the co-funding of
required physical infrastructure, up to a maximum value of 3$15
million:

b) entertain an application by the Company to the Minister of
National Revenue for duty remission on the importation of
machinery, parts, and components for the manufacturing of vehicles,
under the Machinery and Eguipment Tariff Program, consistent with
thi= program at the time of such importatlion; and

¢) entertain an application by the Company to the Minister of
Employment and Immigration for Goveyrmment participatory funding,
for initial employee training.

April 9, 1951
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3. In recognition of the need to proceed urgently, the Government
of Canada and the Company agree to adopt z two-phased approach to
the establishment of tha facility.

4

PHASE I

L, The Government of Canada and Company agree that in Phase I,

the respective parties will undertake the following:

aj

)

the Company

{1) the company will proceed forthwith with the
construction of an initial plant, requiring an
estimated initial capital investment of $61
million, to manufacture defence products for the
North American markets:

(1i) the Company will sub-contract manufacturing of
major components for supply to The Thyssen Henschel
- General Dynampics Land Systems Jjoilnt venture which
has recently been awarded contracts for the supply
of TPZ TFox armoursd NBC (Nuclear Bilological
Chemical) detection vehicles to the United States
Army. {pelivery of finished components are
contracted to commence in 1993.1

the Government of Canadas
{i) The Minister of National Defence, will place a
directed start-up order with the Company for 250
Multi Role ¢Combat Vehicles (MRCV), from Canadian
production at the Company's Nova Scotia facility.
Representing approximately % of +the pending
Canadian MRCV requirement.

[{The Company estimates the acguisition
cest for these 250 vehicles abt $350
Million canadian (based on a conversion
of known German costs to Canadian for
baseline vehicles). After DND
specifications are established, Ffinal
price wiil be determined wusing the
principle of open audit of costs angd
agreed profit.]

April 9, 1991
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provided the Company commits to:

a) manufacture in its Nova Scotia facility, these and
other vehlecles from its entire technology range,
according to the operational requirements of the
Government of Canada,

L} meet the Government's regquirements for gquality,
delivery, and logistic =support, including personnel
training,

c) provide significant regional and industrial benefits:
d) provide independently or with the Government, brildge-
financing arrangements in relation to the vehicles to be
delivered to the Canadian MRCV program;

e) agree to announce and proceed immediately with
construction of it's plant with the following schedule:

June 1991: Contract signed with Government of
Canada. Anncuncement of project go-
ahead

Oct. 1991%: Engineering £inalization and
commencemant of construction
contracts.

Mar. 183%3: Plant complete and staffied.

June 1293: - commencement. of delivery of Fox NBC

. components to US Army Program

To be announced: - Commencement of Production of
Canadian TH 495 vehicles for MRCV
progran

PHASE II
5. The Government of canada and Company further agree that in

Fhaze II, the respective parties will undartake the following:

April 9, 1991
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a) the Company

(1) the Company will proceed not later than twelve
(12) months after the commencement of Canadian MRCV production
under Phase I, with diversification intec heavy civilian
mamifacturing production targeted at Canadian and internaticnal
markets, for environmental protection technology; and

(ii) the company will provide within six (8) menths
after the commancement of Canadlan MRCV production under Phase I,
financial details inecluding product and market projections
associated with Phase IT;

b) the Government of Canada:

the ACOA Ministexr, will consider assistance to the
Company, under established regicnal and industrial development
progranming, consistent with such programs at the time the project
becomes eligible for such assistance.

6. In recognition of the very considerable financial, technieal,
and other capabilities realized by Bear Head Industries, az a
wholly-owned subsidiary of Thyssen Industrie AG, and the impoxrtance
of such capabilities to the Government of Canada, by cepy of the
enclosed agreement between Thyssen Industrie AG and Bear Head
Industries, Bear Head Industries hereby discloses a commitment by
itz parent to retain its one hundred percent ownership in Bear Head
Industriea, for a peried of at least five years in duration,
commencing from the date of the award of the contract (neoted in
paragraph 4b (i) above} to Bear Head Industries.

Should Thyssen Industrie AG wish to divest, in whele or in part,
its holdings of Bear Head Industries, pricr to 5 years, Bear Head
Industries will in advance seek written consent from ACOZ, and will
remlit to the Government of Canada a sum egual to f£ifty percent of
the aggregate value of the federal ccntribution to infrastructure
(noted in paragraph 2a above).

April o, 1991
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THE GOVERNMENT OF CANADA

é;ister responsiblle for the

Atlaniie Canada Opportunities Agancy

— ———— e L

Minister of National Defence

BEAR HEAD INDUSTRIES LIMITED

L
e .
2
T ; :

.}’.fr/.',.-;}{arlhelnz Schreiber, Chairman

LR e
o

April @, 1991
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Kartheinz Schreiber

Suite $0B, 350 Sparks Street, Ottawa, Ontariec
Telephons: 16133 563-3321 Faxz (613} 563-3521

PERSONAL AND CONFIOENTIAL
HIS EYES ONLY!

April 19, 1991
The Right Honourable .
Brian Mulroney
Prime Minister of Canada
Langevin Block
80 Wellington Street
Oitaws, Ontario
K1A 0A2

Dear Prime Minisier:

As a follow-up to our meeting of last week, | have noted a few items which 1 feel are
important for you to be aware of.

Since you made it very clear in your statements what your principles are, and how much you
care ghout your people and especially about the safety of your Armed Forces who sewe‘
them, I am more determined than even before to support you through pursuft of the
Thyssen-BHI project.

Unfortunately, to fulfil this conunitment to you, I think I have to help you to idemid
information which may have misled you on the Thyssen project. So far during my experience
on this project, I have been frightened to think ihis may also occur on other initiatives.

Attached, you will find an "Aidé Memoire", and comments in rasponsc to questions from the
M[mlster of ACOA.

If you will allow me, I would suggest that you keep this all for your personal interest as I
intend to table these attachments during my up-coining meetings with your. officials.

I think there is no need for me to comment cu the continuing meeting we had with Mr.

Tellier afier your deparfure, as I know, Fred will do this. Rather, let me lead your attention
to itemms which you were intevested in.
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In your preseﬁce, M. ‘Tellier told you that DND could buy the appropriate MRCV for
{Canadian Forees for a price of $500,000. This is just nonsense.

Stanley Harit showed me a report from Paul Tellier, dated Angust 10; 1990, in which it was
stated, "Mr. McKnight is strongly opposed to this project on financial, policy 2ud cperational
grounds”, This cannot be true, for Bill McEnight told me'several thmes, in the presence of
Elner MacKay, that he would love to go for the project but that he urfortunstely had
msufficient funding I his department.

Inn the same document, General Motors Diesel Division in London, Oniario is described as
successiully competing in the field of armoured vehicles and has obtained an important
contraet in Saudi Arabia. This is not true. ' -

From information contained in a separate docuoment prepared by ACOA in December 1990,
I was asked by Minister MacKay to respond to cominents from xiernal Affairs, stating their
concern that by directing a major military purchase io a noa-US (Le, German) source,
Canada will initiate US trade interesis and threaten access to the US defence market.

This comment is xmsigadmg, for the entire Thyssen-BI{l project was deseribed to the Under
Secretary of the US Army and received bis endorsement. This meeting took place in the
presence of the Minister Counsellor of the Canadian Embassy.

If there are any doubis on your side, on the statements given 10 you by the Company, and
the merits of the proposal, the Company is prepared io submit to an appraisal of these
issues by an internationally recognized authority.

Lastly, about the comments of Mr. Fowler who told vs {rom the beginning that we "are not
going to get this project” and the equally unbelievable remarks of Lt.Gen Huddleston, T will
only remind you of our discussion.

As an mmdependent individual, and your true friend, I can only tell you, that in ray opinios,
the Thyssen project, realized in Canada, will be the best economic and political tool, I can
possibly imagine. '

I would appreciate if you could find the time that I could explain all this in greater detail.

Wishing you all the best and with

~Warm regards,




1. Qe

2. O

3.

5. O

AIDE MEMOIRE

Is it in fact & stated policy of the Government to use DND Capiial program
spending to promote r@gional economic development?

Yes, as stated in the White Paper on D@fem:e in June, 1987, and publicly
declared Cabinet policy.

Iz it the mtent of the Government to promote exports of products made in

Canada, and within this goal promote the development and mamsfaciure of
products .in Canada which can be successiul in export markets?

Yes. All parties would- agree that increased exports are vital 10 Canada’s

overall economic recovery, and future survival as a player in the global
market. :

Is it agreed that the Canada-United States Free Trade Agreement (FTA) and
Defence Production Sharing Agreement (DPSA) must be utilized as vital tools
of eniry to the US market by Canadian producis?

Yes, otherwise the Mulroney Government’s negotiation and implementation
of the FTA. is ignored.

Shonid the branches of the Federal Government not support initiatives which
specifically target the export market covered under the Canada-US Free
Trade Agreemeni?

Yes, and the Thyssen BHI project is an exampie of such an initiative.

i’

Regarding the Army’s MRCV project, relative to DNIYs overall program, one
can observe that the Air Force is equipped with modern fighter jets, notably
the CF 18, while the Navy has begun to receive their new frigates which will
be followed by the NSA helicopters and the new mineswesper vessels.
However, it appears the Army is leff with obsolescent combat vehicles.

With this in mind, are there any significant changes to army equipment from
the status described in testimony to the Senate Defence Commiitee, May 26,
1987 by then Commander of Mobile Comipand Gen. Jimm Fax?

No, with respect to combat vebicles for th@ regular troops, no change has
occurred.

Dd Army soldiers face the threat of injury from 7.62 AP (armour piercing)



—

7. Q:

12. Q:

2

ammumition while in their armoured personnel cariers during the "stand-off”
with Native Canadians at Oka in 19307

Yes, in fact the Leopard 1 main baitle tank was deployed on the final
approach to the barricades. '

Could Canadian soldiers also face threats as common as 7.62 AP ammunition
penetrating their current armoured personnel carriers during assignments to
UN peacekeeping missions, including the Gulf region? '

Yes.

Are the Canadian Forces presently able to deploy iroops inio a contaminated
zone using vehicles with an integral NBC (Nuclear, Biclogical, Chemical) -
protective system? '

Wo.

Has the Canadian Axmy placed the Muli Role Combat Vehicle (MRCV) as
their top priority in equipment requirements?

Yes.

Is NATO (Nato Industrial Advisory Group - NIAG) working on a siandard
requirement for NATO naiions along the lines of the MRCV requiremenis? -

Yes,

In light of the experience of the Gulf crisis, is this MRCV applicable to the
future needs of our allies?

Yes.

Are the parties involved aware that for example the German forees have no
vehicle such as the MRCV suitable to their future participation in the planned |
NATO "rapid reaction forces”, and will be seeking a new design?

Yes,



13. O: Given Canada’s international reputation as pioneers and leaders in the in the

concepi of UN peacek@apmg, would a Canadian made vehicle not ﬁnjoy an
ideal trade mark in the maple leaf?

A , Yes.

i4. Q: Are the pariies involved agreed that depariure from the prospect of export
: potential as 4 necessary feature of the vehicle which is procured as
Canada’s MRCV may have sericus negative consequences in the cost of
operation and maintenance, due to the absence of inter-operability of such
a vehicle among Canada’s allies. '

A Yes.

. 5.0: What are the essential characteristics in a peacekeeping and Muiil Role
Combat vehicle (MRCV)?

Az 1) air transportable in the Hercules C 130
- 2) armowr protection against a minimum of 7.62 AP aﬁmmmusn

3) protection from biological and chemical weapans

4} high mobility across a wide range of ierrain

35) family concept in design, to inclade capability for reconnaissance, infantry

) transpurt armoured combat and other variants

6) capacﬁ:y for increased armour protection through in-field ﬂpphcﬁtiﬂn of

modular add on armour”, to meet threat in mid mtenslty conflict (eg. Guif
crisis
Ty suﬁa%ﬂ@ for deployment in intermnal security role (eg. Oka, 1990)

e

- The Thyssen proposed vehicle (TH 495) i$ being di@velﬁpéd to meet these

requirernents.
16, O: Is it agreed that these characteristics also meet the requirements of other
armies?
Al Yes, very likely.

I¢ this is the case, will this not bring the Thyssen TH 495 vehicle significant
export opportunity in these markets? ' _
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Yes.

Is there an "off the shelf” vehicie existing from a western fndustdal couniry

and selling at a pnce of $SDD 000.00, which meets the Canadian MRCV
requirement?

No, there is no such vehicle available for that price. Furthermore, to the
Company’s knowledge, no compeiitor is able to produce the vehicle needed
to meet the Canadian MRCV requirement at the same guality and at a lesser
price than has been offered.

Is there another successful international manufacturer with an existing or
developmental vehicle (which meats MRCV characieristics) who is willing io
iransfer their technology and the major share of future export production to

Canada?

Unlikeiy.

Moreover Is there swch a manufacturer who, In addition to Canadian
production of this vehicle, will iniroduce a diversification of operations in the
environmental protection sector and the variety of indusizial activity similar to
the Thyssen range of technology?

No.

If alt wiil agree with these points made above, they will also agree thai whichever
manufacturer can enter the market first will secure a distinct advantage in this business.

" The answers provided here are based upon internal knowledge and advice available to the

Company, including our Canadian defence advisor Lt.Gen. Jack Vance (vet’d), who
completed his service in the Canadian Forces in 1988 as VCDES.



To explain to those, to whom the MRCV concepi is not a daily point of discussion, it is
useful to observe the fundamental determinants of vehicle design which will define the
elements of the end produci:

Cargo ddor dimensions of the Hercules C 130 aircraft determine Hmiis on a vehicles
width and height

Lift capability of the aircraft deterrnine limits on vehicle’s transportation weight

Protection reguiremenis dictate the amount of "add-on armour” and thus the
operational weight of the vehicle. )

Mobility requiremenis and the specified terrain determines the seleciion of power
pack and wheels or iracks -

After consideration of these key elements, the Iamalmﬂg spamﬁcamms deal with
eqmpm@m and systems needed to fulfil assigned rolls.

" Since major assemblies and component prices are known and available within NATO, and
since it is proposed to.supply the vehicle on the basis of open aundit - agreed profit basis,
it should be agreed that thiere is nothing nndisclosed in final costs on the vehicle.
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T?YSSEH

BEAR HEAD INDUSTRIES LIMITED:

i

MEMO
TO: Nirgen Massmann
Karlheinz Schreiber

FROM: Greg Alford TEL: 613-563-332)
FAX: 613-563-7648

DATE: April 30, 1991

SUBJECT: Attached is a memo on the background and status of BHI's offer, as requested
by the Hon. Elmer MacKay

ATl information is based on the papers written during the last visit to Ottawa by Karlheinz,
and the letters to ACOA during November-December 1990

I beligve the Minister intends to vse it as background in his discussions with his cabinet
colleagues,

Regards,

Greg

!




24,368,199 12134 Bear Head Industrizz Lid, Bl3 b3 R4t P asus

THYSSEN-BEAR HEAD INDUSTRIES

BACKGROUND

The Comnpany:

THYSSEN AG is one of Germany's largest industrial concerns, employitg some

. 147,000 persons worldwide, in broadly diversified Industrial activity.

THYSSEN INDUSTRIE AG, in response to the regional developmsent objectives of
the Federal Government, has been endeavouring simce 1985 to establish a
manufacturing ¢apability in Nova Scotia,

THYSSEN-BEAR HEAD INDUSTRIES (BHI) is a Cangdian subsidiary, wholly
owned by THYSSEN, snd mandated to establish a Narth American "heavy industrial®
praduction facility, drawing on the entire range of technology within THYSSEN,

Among the initial commereial activities targeted for this facility will be environmental
protection techriologies for the treatment of coal fired power plant’s flue gases, and
the composting of organic components of municipal solid waste. Other commercial
preas of activity targeted include: industrial automation, and offshore oil exploration
and recovery equipment,

The defence production aspect of the Thyssen-BHI venture is intended as a stable
high technology manufacturing base upon which the aforementioned diversification
will be based,

THE PROPOS

The esthmated capital investment by Thyssen s § 61 Million (Dec 1990)
The estimated direct employment i3 expected to reach 300 by 1994

Indirect employment has been estimated at 750 to 1000,

I ' April 30, 1991
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e~
Q No establishment grant programs as administered under the Department of Industry -
Science and Technology are requested,
Infrastructure costs for a "greenfield site” in 2 km proximity to existing roads and
services are estimated at $12.2 M (Dee, 1990)
It {s anticipated that V& of this would be contributed by the Provinee of Nova Scotia,
and % (8 Million 12/90) by the Federal Government through ACOA.
To get the Thyssen-BHI project started, two key elements are necessary:
1. Land and Infrastructure Establishment
K . .

" Sufficient land (300 acres) and basic industrial infrastructure and services (including
rail spur) s to be provided at a site mutually agrecable to the Government of Canada
und the Company.

2. A Order for 250 Armoured Vebicles
DNTJ has determined a need for a Multi-Role Combat Vehicle (MRCV) capable of
a variety of missions Including peace-keeping. THYSSEN-BHI would propose to
manufacture a variant of thelr new design TH 495 which I8 being designed in paraliel
with the DND progran.

. (The contract for 230 vehicles needed to "kick-start” the BHI facility will represent
about Vs of the proposed MRCV requirement). -

!'\J'

3. TH 4935 highlights;

- weight class; 16 metric tonnes
~ air transportable: via Hercules C-130 aircraft
- protectiont armour, basic: 7.62mm1 AP (armour plercing)

armour, add-on: against 30mm (AP)

environment, NBC protected (Nuclear, Biological,

Cherical)

- family concept design:  varlants include - reconnaissance, combat and
: Infantry :

3

April 30, 1991
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. - unit price: $1.4 M (Canadian)
estimates based on conversion of known German
coets to Canadian for baseline vehicle

- Jogistic costs: based upon Thyssen experience as prime
contractor on a variety of armoured vehicle
programs, & factor can be applled to unit cost tor
estimate the associated costs of tools, spares,
technical documentation, training, operation costs
and maintenance costs.

For a program of 250 TH 495 for Canadian

DND, we would estimate the logistic costs factor:

1.17 over a 3 year life cycle
S . 1.30 over a 10 year life cycle

- total program cosi: reflects acquisition costs combined with Jogistics
£psis,
Assuming a 250 unit start-up order:

e 1.4 M unit cost
X 250 unit start-up order
$ 350 M acquisition cost
add  + _395 M logistic costs over first 3 years

Total program cost ~ § 40953 M over 3 years

or for 10 years 1.4 M unit cost
X250  unit start-up order
$ 350 M acquisition cost

add 4+ _101 M logistic costs over 10 years

Total program cost  § 451 M over 10 years

Financial impact of the project will spread over multiple f:scal years, For purposes of
demonstration, it has been assumed the projsact will be engaged now and deliveries 1o the
Canadian MRCV program will commence in FY 1993/94.,

3 April 30, 1991
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FEDERAL EXPENDIYURES FY: 1991/92 PR/7E P39 $4/95 95196 657 10 TOTAL:
{1990 nollars) ) 2004 H

FEDERAL 1HFRASTRUCTURE
(ASSUMES 30% RORN BY g
| _PROVIHCE)

YEHICLE ACQUISITION COSTS
{ARSUHES 250 UNITS b2 M 154 H 154 H 350 K
DELIVERED OVER X YFARS) )

LORISTIC CORTE '
(INELUDES TRAINTHG, 15 M 15 K M iDL H

DOCUMENTATION, SPARES,
MAINTENANCE, ETC) i _ il e
T YA 2 e’ FEFEEENESENSDS BN S e ol Lt o o 1 e e e i et F-———-—--——---—'-r——a—-uu»-“- -------
TOTALL an | 1w me WH | TiM | 459k
OPTIONS:

" 1) Should it be agreed necessary, the Company could offer bridge-financing in
association with the Canadian MRCV pmgram.

il) It 1s recognized that the Government may wish to contract now, but to delay
commencement of the dellvery schedulae of the vehicles to a fiseal year later than
shown. In such case, given a finm production contract, the Company is willing to
proceed. It is the Company's intention to proceed with start-up of the facility to
achieve production in 1993, based on subcontract work for the Thyssen
Henschel/General Dynamics order for the supply of Thyssen Fox NBC velicles to the
S Army.

PRODUCTION FOR EXFORT:

In March 1990, THYSSEN - in a joint venture with General Dynamics Land Systoms
- wont an order from the United States Army for supply of 268 Armoured NRC
(Nuclear Biological Chemical) Reconnaissance vebicles, with the THYSSEN Fox
NBC vehicle.

THYSSEN holds a significant share of the manufacturing content commitied for the
North American productjon, and intends to place this work at the BHI facility in
Nova Beotla,

To justify the cholee of Canada as the North American base for the facility,
THYSEEN needs the 230 units order (equivalent of one year’s production) as a start-
up order,

4 April 30, 1991
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Further Diversification:

""THYSSEN intends to progressively introduce through this Canadian operation varied -
technologies of THYSSEN INDUSTRIE AG.

Mﬁrket;

Primary market envisaged is North America using Canada a¢ a base for participaiion
in the Canada-US Free Trade Agreement and the Canada-US Defence Sharing
Agreement.

With a commitment for 250 MRCVs from the Government of Caneda, THYSSEN
will commenee construction of the THYSSEN-BHI facility in Nova Scotla. The time
required to establish the plant is about 24 maonths, therefore a commitment to
THYSSEN pow will cause the plant to be in production in 1993/94,

5 April 30, 1991
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From: ED Champagne@DDIRACS Fasarkes
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Date: Tuegday, dune 18, 1991 14:07:48 EDT T T T T e e
Attach:
Cexrtify: N
Forwarded by:

i, During our teleceon sarliler, you advised nothing new from your end s.g.
Behreiber still in hospital, Aiferd kasn’t raspouded,; and no prognosis when
meéeting chaired by DM to be held. You agked for B Mall from my and.

2. Minister Wilson met recently with Blmer Mackay re Thyssen. ISTC praovided
talking points. Minieter Wilson hazs ordered ailde memoire on sublect and
transmittal letter to Paul Tellier by COB today; ISTC staff are preparing and
will Fax copy to me to snsurée DND pogition properly represented. ISTC staff
unaware of contexrt of reguest l.e. *the igsue”, Have checked with PCO; to
best of their knowledge, matter iz guiet.

3. While dangerous to speculate, plausible that Mackay/ACOA/Thyssen trying to
get powerful new indusgtry minisgter (Wilson} oagide. Thatr could make whole new
bali game. Reacall algc P¥ just returned from Germany.

4. For <. Ferr. Will pass up dgopy of most xevent briefing note to MED on
igesue for your background info. .
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THYSSEN BHI

Suite 908, 350 Sparks Sirset
Ottawa, Ont., Canada
KiR 758

TELEPHONE (613) 563-3321 TELEFAX (813) 563-7648

August 21, 1991

The Hon. Michael! Wilson

Minister of Industry, Science
and Technology

Minister for International Trade

515-5 Centre Block

House of Commons

Ottawa, Ontario

K1A 0AG

- Dear Minister Wilson:

I very much appreciate that you were abel to make time from your extremely busy schedule
o August 9, 1991, to meet with the Hon. Elmer MacKay and myself, allowing me to
describe some of the background on the THYSSEN interest in establishing new industrial
activity in Atlantic Canada,

Further to that meeting, I write to provide some additional information on our proposition.
As you know, THYSSEN AG is a very large international company with over 150,000
employees worldwide, and over 200 subsidiaries. Within the THYSSEN AG GROUP,
THYSSEN INDUSTRIE AG is the Buropean centre of the capital goods and manufactured
products business group.

For several years now, THYSSEN INDUSTRIE AG has held the view that the
establishment of new heavy industrial manufacturing capacity in North America can be
achieved from a Canadian base of operation. Critical to that conclusion was the existence
of the Canada - United States Defence Production Sharing Agreement (DPSA) and the
implementation of the Canada - Unjted States Free Trade Agreement (FTA).

THYSSEN's Indusrial Acrivity in North America

- In general, the THYSSEN GROUP first established industrial activity in the North American

market through the 1978 acquisition of Budd Automotive. Today, some 11,000 persons work
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in the Budd operations in the United States, while just under 1,000 are active in Budd
Canada at Kitchener, Ontario. Budd Canada Ine. produces chassis components and frames
for cars and light trucks, including special corrosion protection and the development of
weight-optimized components.

In 1988/89 THYSSEN INDUSTRIE AG acquired Northern Elevator of Scarborough,

Ontario which employs some 900 persons in the manufacture of elevators and escalators.

THYSSEN’s Plan to Increase North American Industrial Activity

The objective of initiating North American manuofacture of selected THYSSEN INDUSTRIE
AG heavy industry technologies is the “raison d'étre” for the THYSSEN BEAR HEAD
INDUSTRIES (THYSSEN BHI) proposal. THYSSEN BHI has a mandate to establish
diversified industrial operations: Phase 1 is planned to commence with defence vehicle
production for the Canadian and US markeis, and then diversify this production activity to

include some of THYSSEN's environmental protection technologies. After establishing

operations on the environment and defence products, the Phase I target is to further
diversify into manufacturing activity based on the variety of THYSSEN owned indusirial
technologies which are already established in Europe and not yet fabricated in MNorth
America. This range of technologies will include:

- Shears, presses and shredders

- Mixers applicable 1o the pharmaceutical, food and petro-chemical industry
- Industrial automation systems, conveyors and maunipulators '
- Machine tool system integration

- Maritime technology relating to off-shore oil industry and ice breaking

Industrial Benefits and Regional Source Development

We are confident that the THYSSEN BHI proposal offers valuable industrial benefits to
Canada and particularly to Atlantic Canada. The company has already made a commitment
to source locally where competitively possible, and to actively assist in source development
through technological assistance to small and medium sized businesses in the Atlantic region
which in turn will benefit our intended base of operations in Mova Scotia throngh increased
local sources. '

The Trenton Works facility at Trenton, Nova Scotia, is of particular interest to THYSSEN

~"BHI as a local source of production associated with the Canadian defence work. It is the
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intention of the company to cooperate with Trenton Works, bringing them necessary
technical assistance to execute major subcontracts for TH'YSSEN BHI primed contracts. The
range of technology brought to Trenton Works in this situation will start with the defence
sector and extend into environmental and civil industrial activity in a time frame associated
with the same diversification at THYSSEN BHI Given the current uncertainty associated
with Trenton Works, THYSSEN BHI is now also prepared to consider cooperation under
a variety of ownership circumstances which could include direct THYSSEN BHI equity
investiment or technoiogy partnership.

Other local mannfacturers already contacted in the Atlantic region for preliminary
discussions include Maritine Steel of Wew Glasgow, NS; CBM Technology, North Sydney,
NS; and Industrial Rubber, Bathurst, NB.

Outside of Atlantic Canada, the automotive industrial sector mainly located in Central
Canada will be an obvious source of supply.

Location

The THYSSEN BHI location decision is presently under re-evaluation. In 1988, THYSSEN
BHI had intended to avail itself of the special tax incentives established vnder the Cape
Breton Investment Tax Credit (CBITC) available for industry settling in Cape Breton and
putting assets in place and in use before the end of 1992, This deadline is now impractical
for consideration against the companies original intended "green field site’ plans, therefore
Jocation options are being re-examined in light of this change to the financial conditions.

- Accordingly, THYSSEN BHI is prepared to be flexible as to its initial Atlantic location.

Start Up

The basic proposal developed by THYSSEN BHI has assumed the establishment of a facility
in Nova Scotia based on the company providing the capital investment for plant and
machinery, and extending production mandates and technology transfers to the new
Canadian facility. THYSSEN BHI has asked that the Governmment of Canada negotiate a
“start-up" contract with the company to supply the Canadian DND with a minimum of 250
multi-role combat vehicles (MRCV) needed to meet part of the Canadian Army’s pending
MRCYV requirement.

The company acknowledges that the timing now projected for the Canadian DND MRCV
program’ may not be consistent with the company’s desire to start immediately, so the
company is prepared to proceed in the Nova Scotia facility first with production of major
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compsnenté for an order recently awarded by the United States Arniy to THYSSEN in joint
venture with our US partner General Dynamics Land Systems. This is a contract to supply

268 Thyssen Fox reconnaissance vehicles, with North American production on 210 units
starting in 1992/1993,

It is envisaged that production at the Nova Scotia Facility for Canadian DND’s MRCV
program would follow in 1993/94, and production activity associated with environmental
protection products and systemns would commerice at about the same time.

THYSSEN Financial Highlights

In the prevailing business climate, THYSSEN AG is fortunate fo enjoy a continuing profit
position reaching $976 Million (pre tax) on external sales of $27.9 Billion at year end 1990.
This positive result has been combined with significant capital investments of some $2.5
Billion and expenditures on research and development of 3618 Million.

- Within the above mentioned THYSSEN AG figures are the results from the THYSSEN
" INDUSTRIE AG manufacturing group with pre-tax profits of $174 Million on sales of $6.1
Billion. Fram this consistent profitable performance, the THYSSEN INDUSTRIE AG
GROUP made capital investments of some $536 Million in 1990, Additionaily, expenditure
on Research and Development is in the order of 3% of sales annually, which represenis
$183 million at year end 1990.

I cite these figures to demonstrate that, in spite of the general international economic
downturn, TH'YSSEN remains a strong and financially healthy entity, capable of fulfilling our
comumitments. This contrasts with the negative trends now being experienced by many other
concerns. This strength has enabled us to maintain our investment aim in Canada io
establish new industrial capacity to supply the North American market, as described
previously to you.

'This brings me to ask for your support among your cabinet colleagues for our proposal
based on the remarkable indusirial benefits which would accrue to Canada and the positive
contribution which it will bring to Canada’s balance of payments and prosperity through
introduction of new technologies to create new high value-added manufacturing jobs in a
traditionally chronically depressed area of the country.

Earlier this summer, 1 appreciated having had the opportunity of a meeting with your
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colleague, the Hon. Marcel Masse, Minister of National Defence, at which time I explained
to him the essential aspects of our proposal. It is my understanding that the Governypent is
now in the pmcess of concluding its Defence Policy decisions which will be announced by
Minister Masse in the near future, and at that time procurement intentions will become
more clear. :

I would be most grateful to meet with you and Minister Masse again, as soon after Minister
Masse’s announcement as possible, to reach an early decision on the issues around activation
of our proposal for Atlantic Canada.

Thank you very much, and I look forward to our next meeting.

Sincerely,
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SECRET

September 17, 1962

MEMORANDUM FOR MR, HUGH SEGAL

Thyssen BHI Peacekeeping Vehicle Proposal

This note provides an update on Thyssen BHI's proposal to
buiid prototype peacekeeping vehicles at a new plant in east Montreal,

Background

. This spring, Thyssen Industries of Germany, which has made a number
of proposals to the federal government since 1988 for financial
assistance and directed defence contracts to build a new light armoured
vehicle in Atlantic Canada, proposed a new directed contract from the
Guovernment to build eight prototype "peacekeeping” vehicles at a new
plant’in east Montreal. Thyssen was also seeking $132 million from
governments for the plant; in addition, DND was being asked to test
the prototype vehicle,

© DND indicated that it did not require this type of vehicle and had no
budget for it, although it would be willing to test and demonstrate it on
a cost-recovery basis to assist the company, You will recall that, given
the sensitivity of a new Quebec-based plant at this time, a letter was
sent in July under your signature to company president,
Mr, Kartheinz Schreiber suggesting that he contact the
Honourable Michael Wilson to explore the suitability of various
industrial development programs, :

Update

®  Weare now advised by ISTC officials that Mr. Schreiber has not
contacted Mr. Wilson rior anyone in his office or department, Thyssen
representatives are understood, however, to be making the rounds of
Quebéc Ministers’ offices with a revised proposal that seeks financial
assistance for a plant in east Monireal. The new proposal. targets new
export markets in the U.8., Sandi Arabia, the U.K,, France, and
(ermany but no longer seeks directed contracts from DND,

. We undersltalnd that Thyssen has made pregentations over the last ten
days to Ministers Masse, Bouchard, Charest and Corbeil, and was also
to present a proposal to the Quebec government this week,
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The New Proposal

. Thyssen is understoad to be prepared to put $53 million into the
project, of which $40 million would be technology transfer benefits; it
is seeking $117 miilion from governments initially, and $50 million
when the plant is actually constructed. The firm has also made an
unprecedented request that DND personnel work in the plant to assist in
design and operational matters,

. ISTC analysts have indicated that there continues to be an oversupply
of light-armoured vehicles in the western world. It is not clear whether
Mr. Schreiber and his advisers would be aware that, despite the recent
amendments to the Criminal Code and the Export and Import Permits
Act, there might be less flexibility for a Canadian manufacturer to
export such vehicles from Canada o any third world country with
questionable human rights or military records, than would be the case

" in Germany.

®  With Canadian restrictions on exports as well as highly competitive
conventional markets for such vehicles, DND continues to have
coneerns that any new plant would soon be seeking directed contracts to
assure its continued survival, ISTC also has concerns about the impact
a second plant would have on the longer-term health of the current
Canadian manufacturer of these vehicles, General Motors® Diesel. .
Division in London, Ontario.

. %r. Masse is understood to be strongly supportive of this project and
r. Corbeil informed us that other Quebec Ministers are also
supportive. Whether Mr. Bouchard would be prepared to recommend
funding the proposal from FORDQ resources is not clear at this time.’

35{2aYc)

Comment

Both FPRO and PCO have some concerns about the political
sensitivity, if a Thyssen project were to proceed in Quebec when an egrlier
related Thyssen proposal did not proceed in the Mariimes, particularly over
the next few weeks, However, it is clear Quebec ministers congider this
matier to be g high priority and officals are proceeding with its assessment,

The project, as noted, is complex and will require sipnificant ministertal
discussion.

A2y,

G]en S horthffe
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TELEFHONE (813} 56%-3521 | TELEPAX {813) 5657648

May 13, 1992,

Hon, Marce! Masse it
Minister of National Defence
Canfederation Bidg, #209
House of Commons

Otawa, Omiario

KiA DAG

Dear M, Masse:

Following last week’s meetings with the Prime Minister, the Hon, Elmer MagKay and with
__you, we proceeded as discussed. Due to the tagle disaster in Nova Scotia, Bimer has not
been able 10 keep you informed of events since. Therefore, I'will )i in for him to bring you

up to dae,

As we Informed you, our next steps were to meet with officlals of the Province of Québee
and with some of your Army Gﬂnerals.

?\fﬁth xesyeat to our discussions with the Provinge: af Cughes, we have found a very

- %Icm in meatings with the Premier’ ¢ officials from his Dapariment

% c;f fﬂﬁum}f, S PEETST 2 Techmiugy Ozz ’zsehaif Gf Prem”;-bfassa, ﬂm:y have

 We also met with four of your Senior Army Generals who share the view of the global
¢3,, { nature of the reguirement wherein alliss will need vebicles of the typs identified in your
: d"" rewmiy suspended MRCY program. 1The discussions with them underlined your views of the
e gmwmg 1m1mrtan¢e of futare peacekeeping, as written in your April Statemetit of Canada’s

Thyssen Henschel Is now procesding with one of firdt prototypestof s new family of light
armoured vehicles, These initial prototypes are based off the TH 495 design which was

. Bliet Lisclostrs Set (07 T ors
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originally concedved in response to the requirements of various MATO allies, including
rerogniton of the essential Canadian MRCY requiremen debe{i {¢s Industry through the
Garman Defenice Attachd on Ap “and confinmed by you in your lefter {0 the German
MOD February 10, 1992

Ty successfully complete development and (o ith‘}W Thyssen and {?aﬁada Ly participate in
fiie antcipated large export and ro-production pa‘;ﬁmmi ws aro exuramely amdous to
ineorporate acknowledged Uanadian peavekeeping expol i‘ISﬂ thruu 1y advice fwm C@:mémﬁ

Forces opﬁmﬂenal and technical experts.

o

Therefore the action I am proposing will vegquir a dav@iagmem contract with DN

will permit the fabrieation of elght prototypes, five In a new Thellity in Montreal. These latter

vehickes wﬁ! tte furnished 1o DND for evaluanon.

e

The cost of the entire contract will amounidg | Spre
1t is recognized that these funds will have tu be found from oiher s sourees beyond cuﬁﬁ“it

DND gliogments and that 13 2‘:»*3 pariicipatma will be relmbursed. lo avoild any
misnnaerslendng, 1 wish 0_poi hat_the project dpder disenssion has
nothing to da vmtﬁ fﬁfufﬁ‘- vehicle prs::curemam fm' tiie {'Janathan i?m{:asg

- = il " KA ) ke w""

You must understand that Keannot proceed as agreedwilh the Prime Minisies
the, nacessary funding, nor can A draft contract be px_‘{}}wsaﬁi uzmi you and I have rcmr:ﬁeﬁ

grﬁamam through a Memorandurs of Understanding.

-,,

I look forward to meeting with you al your sarliest ¢ convenience, as agraed Jast week; 1o
disouss the next necsssary steps to bring this project fo [ruition.

Sinceraly,

23 frﬁy P !
f:hrmbe:r

cer Rt.Hon. Brian Mulroney
Hon. Elmer MacKay

FreTTEn]
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Karlheinz Schreiber
Suite 908, 350 Sparks St., Ottawa, Onf. KIR 758
Telephone: (613) 563-3321 Fax: {613) 563-7648

PERSONAL AND CONEIDENTIAL R 14

March 16, 1993

The Right Honourable.
Brian Mulroney

FPrime Minisier of Canada
Langevin Block
80 Wellington Street -
Ottawa, Ont.

K1A OA2

Dear Prime Minister:

For more than thirfeen years | have had the privilege to call you my friend. In all of those
years you always gave me the feeling of confidence that | could count on you, as you know

you always could with me,

For nearly thirty years, | worked closely with my friend Franz-Josef Strauss; and it was not
always easy {o confront him with realities that he did notlike, Living with the understanding
that we shared a certain degree of intelligence we agreed that the greatest treasure
between friiends is the truth. That includes thal true friends are aware that it would never
be their intention 1o embarrass or to influence on unreasonable grounds. Keeping this in
mind and looking at the situation in Canada, | have come to the conclusion that the
philosophy "wash me but don't make me wet" is not going to work any longer.

If itis yourunderstanding that Kim Campbell is the best choice to be the next Prime Minister

Attachmr .. Fle Separately. g
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for Canada, with the capability to solve the enormous problems of the coﬂntry, thenitismy
opinion that she should resign as Minister of Defence as soon as possible. The reason |
say this is because | believe the pressure and problems she may face with the Ministry may
harm her chances. | don't want to deal with the problems she may face with the anti-
submarine helicopter, rather | put much more importance on the safety of Canadian soldiers
in Yugoslavia and in other peacekeeping missions. '

The sirong feeling of friendship toward you tells me that | owe you the following report on
the situation as | see it: '

Today, Lewis Mackenzie (MGen Ret'd) in his first speech after his official retirement from
the Canadian Armed Forces spoke out frankly and honestly without editorial control from
the Department of National Defence. He spoke about the state of inadequate armoured
protection of Canada’s armoured personnel carriers, which he experienced first hand. He
specifically crilicised the cancellation of the Army’s requirement known as the Multi Role
Combat Vehlcle (MRCV) as a primary reason forthe inadequacy ofequipment for Canada's
* goldiers who are the ones exposed to the very real and serious risks of peacekeeping.

You may also be aware of the ongoing hearings of the House of Commons Committee on
National Defence and Veterans Affairs, where on the 17th of February 1993, during the
appearance of Adm. Anderson, Chief of Staffio the Canadian Forces, it was confirmed by
his technical assistant, LCol Peter Kenward, that the M-113 and the Grizzly and Cougar
(basically all of Canada’s Armoured Personnel Carriers) only have protection against 7.62
mm ball ammunition, which leaves them vulnerable to the commonly used 7.62 mm
armqured piercing ammunition, and most varielies of machine gun ammunition.

You may already have known of the problems with Canada’s armoured vehicles from the
CBC's Journal of June 22, 1992 when they interviewed Canadian troops in Yugoslavia whao
when discussing the state of their armoured personnel carriers told The Journal “the bullets
from one of their own guns can go through one of lhese things like butter and it's all the
protection they have”.

As far back as May 26, 1987, in testimony to the Senale Commitiee on National Defence, '
LGen J.A. Fox, Commander Mobile Command, described the desolate state of Canada's
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armoured vehicle fleet in comparison to the vehlcles of the Warsaw Pact then and alsa in
comparison to Canada’s allies.

The German Ministry of Defence provided us with samples of the aluminurn plate of an
actual M-113 armoured vehicle which had been fired on and completely pierced by a basic
7.62 mm armoured piercing round. You will recall that | showed you those samples when
we met at 7 Rideau Gate together with the Hon. Elmer MacKay. As a reminder of this [
enclose a photograph of the pierced aluminum plate (1.75" thick) and the 7.62 ball and
armoured piercing armmunition samples. | also informed the Hon. Bill McKnight, then
Minister of Defence of this situation, and later did the same with the Hon. Marcet Masse
when he was the Minister of Defence as well Mr. Fowler, Deputy Minister of Nationat
Defence.

In a letier dated February 10, 1992, Canadian Ambassador Delworth, on behalf of the
Minisier of National Defence, informed the Ministry of Defence in Germany of the pending
Army project known as the MRCV, within which the lead procurement would be the RCV
(Reconnaissance Combat Vehicle): "The armoured reconnaissance vehicle, RCV, must
be equipped with an armour resistant against 30 mm piercing ammunition”.

On Aprit 7, 1992 in a Department of National Defence News release, we learned that GM
Diesel Division was selected on a sole source basis to produce up to 229 light armoured
vehicles "enhanced forthe reconnaissance role". Without doubt, this vehicie will be unable
lo meet the stated armament requirement for resisiance to 30 mm armour piercing
ammunition and it is unlikely that it will achieve any higher level of protection than the
Canadian Army has in the GM vehicles of the same design which they already have.

Finally, I would like to inform you that Norwegian and French Forces refused to send their
soldiers to Yugoslavia with protection less than 12.7 mm (50 calibre) armour piercing.
Canada is present especially in Yugoslavia now with nowhere near that level of protection.
The constant threat is that Canadian peacekeepers in their outdated armoured personnel
carriers could be killed by crossfire of rifles which use basic 7.62 armour piercing
ammunition prevalent in the Yugostav confiict.

1

With this situation, | cannot comprehend why Canadian DND will not accept a loan of
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appropriately protected equipment from their German ally especially when at present the
German Forces cannot paricipate in the peacekeeping missions in Yugoslavia.
Nevertheiess, the American and British Forces were not too proud to accept such a loan
from Germany ofthe NBC Fox reconnaissance vehicles during the Gulf crisis.  was heavily
involved inthe arrangements to supply those vehicles to the Americans, within 48 hours of
their request.

I have no doubt that you share my real concerns on the situation of our Canadian soldiers
in Yugoslavia. The question is no problem for those who are not involved or are not, aware
of the risk Canadian soldiers face, but we are and we know, therefore, | feel guslty that | may
not have done all | could to protect those soldiers who take such risks for the preservation
ofpeace. Let's pray that Canadian soldiers are not killed as a result oftheir poor equipment,
bacause the blame for their death will rest on the inaction of the Canadian Government in
not providing them with adequate equipmeni. Almost certainly that blame will fall on the
shoulders of Mrs. Campbell, and she has had wr’rual%y no involvement in allowing this
situation to go unaddressed.

if you feel that | could be of any assistance to help solve the problem, please feel free to call
on me at any time.

Best regards,

/ ‘/Smreaber
y
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Brian Mulroney : The Unauthorized Chapter - Timeline : the fifth estate : CBC News Page 1 of 8

TIMELINE: 1999
Janvary 28, 1999

Switzerland releases contents of Schreiber's bank accounts to German authorities. in it they found a

seties of coded sub-accounts for various Canadian and German politicians and businessmen.

February 22, 1099
National Post runs article quoting former Transport Minister John Crosbie who says if the RCMP ever
closes the Airbus investigation,

"They'll be giving the final proof of the incompetence, and the errors, and mistakes they've made in
their handling of the investigation, and even of starting it in the first place.”

Mareh 3, 1999

Peter MacKay raises Airbus affair during Question Period. (read the Hansard)

March 8, 1999

Peter MacKay states in the House during Question Period:

"Brian Mulroney is innocent of all wrongdoings and yet the Liberal government will not cease and
desist the RCMP investigation. The Liberal government has a vendetta against the former prime
minister which stems from the Liberals' days in opposition. There are growing concerns that the
current Prime Minister's legacy might pale by comparison. The Liberals' plot for revenge is continuing

to cost the taxpayers significant dollars, $4 million and counting.”
Apnrid 1, 1999

The National Post reports that Ottawa refuses to withdraw the letter sent to the Swiss. The article quotes
Justice Department spokesperson Pierre Gratton who says,

"We have informed the Swiss on three occasions that [the letter contained] allegations only and we
have apologized for the language used in the letter. ., If the RCMP were to request that the letter be
withdrawn we would comply.”

April 2, 1999

National Post runs editorial attacking RCMP Alrbus investigation stating,

"Mr. Mulroney was not the only victim of the Canadian government's slander. Karlheinz Schreiber, the

financier, was also tarred as a crook in the infamous letter.”

Aprit 2, 1989
National Post publishes an interview with Frank Moores who alleges the RCMP is dragging out the

Airbus investigation as revenge for having to apologize to Brian Mulroney in its settlement with him.
Moores toid the Post,

"I just can't understand it. But if you ask them, they say there is still an ongoing investigation...It is
total madness as far as | am concerned, it is unbelievable.”

http://www.cbc.ca/fifth/unauthorizedchapter/timeline 1999 htm! 17/04/2009
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April 5, 1999

National Post runs an article saying Ottawa's withholding of information from Swiss authorities in the
Airbus probe could harm relations between the countries.

May G, 1599

Thyssen managers Jurgen Massmann and Winfried Haastert are arrested for tax evasion on money
given to them by Karlheinz Schreiber.

May 7, 19908

German newspaper Siiddeutsche Zeitung breaks story of Schreiber's paying millions of German marks to

high ranking members of the CDU as well as the arrest of two Thyssen executives who worked closely

with Schreiber,

May 7, 1999

Elmer MacKay flies to Switzerland and provides a ticket to Schreiber
to fly to Canada. MacKay will tell reporters at Schreiber's first bail
hearing that Schreiber's flight and the arrests of the Thyssen

execufives was coincidental.

Cimor MacKay posls $100,060 for
Schreibar's bail. MacKay and Schreiber fly to Toronto. The next day, Schreiber and

May 8, 1089

MacKay fly to Nova Scotia.

May 14, 1999

Peter MacKay raises the Airbus issue during Question period:

"Mr. Speaker, the last time | checked the RCMP was under the ministry of the solicitor general,
Canadians are tired of excuses and want action. it is a fact that the RCMP is suffering from a severe
lack of funding due to Liberal budget cuts, yet as Bre-X gets swept under the rug the partisan
obsession against Brian Mulroney continues to cost millions.

The National Post described it perfectly. It said that the government was intent on finding something
to do with someone about a crime yet to be established in order to prove that it was not entirely wrong
headed in its pursuit of Airbus rumours in the first place. Letting this case fester and bumble on is not
an option. The solicitor general should tell Canadians when he will put an end to this futile
investigation.”

May 23, 1990

Peter MacKay gets into a heated debate with Jacques Saada, the Parliamentary Secretary to the Solicitor
General and Deputy Prime Minister Herb Gray.

Peter MacKay: The atrocious Airbus investigation makes the Canadian justice system the laughing
stock of the international community. The government continues to waste millions of taxpayers doliars
on an investigation where the supposed prime suspect has not even been interviewed. The Liberals
continue to find money for this investigation by cutting the RCMP, limiting the fight against organized
crime and importation of drugs. How can the Liberal government call itself accountable as it sits back
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and allows a foreign country to embark on an uniawful exercise of search and seizure when it knows

full well that the exercise is not permitted under Canadian law?

Mr. Jacques Saada: Mr. Speaker, the only cases that | am aware of where the legislative branch
telis the judicial branch what to do are in banana republics. | do not think Canada qualifies as a
banana re public.

Mr. Peter MacKay: Mr. Speaker, this debacle continues and the Department of Justice continues its
attempts o cover its tracks in what could go down in history as the biggest political witch hunt of all
time. It is an international embarrassment. While the astronomical costs of this ridiculous, ill-founded
investigation and litigation continue to mount, the Minister of Justice sits idly by, as did her
predecessor. When will the government cease and desist in its malicious and vindictive obsession to

besmirch a former prime minister, from whom it plagiarized most of his policy initiatives?

Hon. Herb Gray: Mr. Speaker, the Conservative Party may have interfered with police investigations.

That may have been its approach. | do not know if it was, but in any event it is not our approach. We
do not intend to have polifical interference with arm’s length police investigations.

June 2, 1999
Muironey gives an interview to CBG's Brian Stewart. He tells Stewart that the RCMP c¢an investigate untit
the cows come home, "they won't find a single, solitary thing because nothing, as far as 'm concerned,

was ever done wrong." (walch the interview)

June 11, 1999

Peter MacKay has a spirited exchange during Question Period
with Parliamentary Secretary to the Solicitor General Jacques
Saada and Deputy Prime Minister Herb Gray.

|
i
g
Mr. Peter MacKay: Mr. Speaker, serious allegations of ;

wrongdoing involving private holdings, campaign donations Petar MacKay asks gquestions aboul the

. R government's handling of the Alrbus
and questionable use of taxpayer money continues to plague investigalion during Question Peried.

the Prime Minister. As evidence mounts and the plot
thickens, the grey fog rolls in to present the Liberal spin to cloak the facts and cover the tracks.

Now that the shoe is on the other foot, when will the government withdraw this spurious letter of
baseless allegations against Mr. Mulroney sent to Swiss authorities and call an end to the ill-founded
Airbus investigation?

Mr. Jacques Saada: Mr. Speaker, my colleague opposite has a hard time understanding the
answers we give day after day to his questions, which are always the same. | will repeat for the 51st
or 52nd time the same answer: the federal government has no intention of meddling in the decisions
of the RCMP, of conducting an inquiry or of stopping an inquiry. It is not our role. Ours is a legislative
role. The RCMP's is an investigative role.

We have no business meddling, especially since this investigation was recognized in the agreement
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reached with Mr, Mulroney at the time. | really do not understand why my colleague opposite cannot
comprehend that.

Mr. Peter MacKay: Mr. Speaker, Canadians have come to expect stonewalling and dslay every time
they come in conflict with the Liberal government. When issues arise citizens face a barrage of
government lawyers intent on foot dragging and legal manoeuvring.

A second named party in the Airbus debacle now has a $50 million lawsuit pending against the
Canadian government, My question is for the architect of Airbus, the Deputy Prime Minister. Does the
Liberal government intend to settle this matter the way it did with Mr. Mulroney, or does it intend to be

dragged kicking and screaming through the courts before facing a final costly, humiliating verdict?

Hon. Herb Gray: Mr. Speaker, the lawsuit to which the hon. member referred that was settled
involved Mr. Mulroney absolutely dropping his claim for damages. Second, what was paid was simply
the legal costs.

In the written minutes of settlement signed on hehalf of Mr, Mulreney, he recognized that the RCMP
had a perfect right to begin the investigation and to carry it out. The hon. member cught to read the

minutes of settiement and pass on to some other matters of real concern to Canadians.

August 19, 1899

Peter MacKay complains the RCMP s stepping up its "politically motivated” investigation. He tells the
Toronto Star,

"l think the Prime Minister is battling shadows and it is a narcissist chasing his nemesis. He is very,
very concerned that Mr. Mulroney has rehabilitated his reputation almost entirely and is going to

continue to do so.”

August 20, 1999

The National Post reports that Brian Mulroney has asked Schreiber
to release his confidential banking records to clear the air. Author
Phil Mathias writes,

"This week, Mr. Mulroney telephoned his former chief of staff, Fred

R . Doucet, from South Africa, where the former prime minister is
larhe chiraiber is arresled in

Toronto on a German warranl. vacationing with his family, and asked him to organize another

approach to Mr, Schreiber.

Mr. Doucet persuaded a former cabinet minister in Mr. Mulroney's government, a man who knew Mr.

Schreiber, to telephone him on Mr, Mulroney's behalf and ask that the documents be released.

Over the last three years, Mr. Mulroney has interceded with Mr, Schreiber several times, both directly
in telephone calls, and through intermediaries.”

August 27, 1998

Arrest warrant for Kartheinz Schreiber amives from Germany to Canada. (see request from German
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authorities .pdf file)

August 30, 1959

RCMP investigators spot Schreiber in the vicinity of his Yorkville condominium. {(see RCMFP aflidavit .pdf
file) '

August 31, 1999

Schreiber is arrested in Toronto on a German warrant. He is with National Post journalist Philip Mathias
at the time of his arrest. Schreiber is taken to the Metro West Detention Centre. (see the arrest

warran( .pdf file)

Septomber 7, 1999

RKarlbeinz Schreiber is released on bond. Elmer MacKay and
Schreiber's lawyer, the former Liberal Finance Minister Marc
Lalonde, put up $100,000 each. MacKay testifies that he helped

Schreiber come to Canada and "| made no attempt and neither

did he (Schreiber) to conceal the fact that he was in Canada.”

.
Schtreiben s released on bond and
MacKay further says that Schreiber came to Canada at his gives an interview lo joumalisis

request. (watch an interview with Schreiber after his release

frony jail)

QOctober, 199%

CBC becomes first news source in the world to obtain Schreiber's bank documents. The documents
reveal the existence of numerous coded bank accounts, which German authorities will decipher as the
names of politicians and businessmen associated with Karlheinz Schreiber. One of the accounts is
code-named BRITAN. (see the document .pdf file)

October 8, 1999

CBC writes a letter to Mulroney asking him for an on camera
interview,

Luc Lavoie returns a phone call from fifth estate producer Harvey

Cashore beginning a series of taped conversations, Lavole is toid

" — there is in Schreiber's Swiss banking documents a sub-account that
iy October the fifth estate produce

Havay Cashare has seversl phone might lead people to believe it was intended for Mulroney.
intervicws with Mulroney spokesperson,
Luc Lavoie

|avoie asks for more information and tells Cashore,

l.uc Lavoie: 1 can actually give you an undertaking in writing if you want that | won't share it with any
other reporter anywhere in the world, So 1 mean | am not going to spread anything around. It is not
my purpose here. My purpose is o get to the botiom of it.” (listen to an audio clip of producer
Harvey Cashore’s interview with Luc Lavoie)

Ociober 9, 1999

Luc Lavoie tells Cashore that if Mulroney's name is mentioned in any way in any bank records, it must be
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Schreiber using Mulroney's name for his own purposes. He then, off the record, tells Cashore,

Luc Lavoie: Kartheinz Schreiber is the biggest fucking liar the world has ever seen. That is what we

believe.
The interview then goes back on the record. He further states,

Luc Lavoie: There never was any money. And to think otherwise is really to not know Mulroney. He

is too smart to do something like that. It is just too dummy. it is too damn stupid. He wouldn't do that.

Lavoie asks Cashore if he can provide more information, and if Cashore can call him back as soon as
possible,

Luc Lavoie: If only for human reasons, try and see if we can deal with it this weekend ... Nothing is
going to happen beyond you and | and he. But | am trying to help his life a litile bit here. He is going

nuts.”

Cashore and Lavoie also discuss what happened to the money that was paid in secret commissions to
Schreiber's International Aircraft Leasing.

Harvey Cashore: | would like to inform the public about where that money went.
Luc Lavoie: Yeah, well

Harvey Cashore: Wherever it went. Wherever it went.

Luc Lavoie: Yeah, okay, it didn't go to Mulroney.

Harvey Cashore: | want to find out where the money went, wherever it went.
Luc Lavoie: Yeah, but it didn't go to him.

Harvey Cashore: You say that, and I've heard you say it.

Luc Lavoie: He said it himself, under oath.

Harvey Cashore; Right.

Luc Lavoie: So it would be major perjury right?

Harvey Cashore: But why does that mean that | can't ask a question about where the money went.
Why can't | ask that question?

Luc Lavoie: Sure, you did, and | told you, | don't know whére it went. it didn't go to him. (listen to an

audio clip of producer Harvey Cashaore's interview with Luc Lavoie)

Octobor 13, 1999

Cashore and Lavoie have third phone conversation. Lavoie says of Mulroney,

Luc Lavoie: His perspective Is pretty fucking clear. He never received a p - He never received a
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penny connected with any of this stuff. {listen to an audio ¢lip of producer Harvey Cashore’s

interviaw with Luc Lavoie)}

njober 'EG, 1999
Lavoie and Cashore have a last telsphone interview before program airs. Cashore is warned that the

CBC face the consequences for what it says on the show.

Oainbar 17, 1999
Mulroney contacts Schreiber's lawyer Robert Hladun and asks him to ask Schreiber for a written

statement indicating that at no time did Mulroney solicit or receive compensation from Karlheinz
Schreiber.

Gérald Tremblay phones Robert Hladun and asks for a ietter to keep on file from Schreiber, which is not
to be disseminated, so that he can send a letter to the CBC which "would in his opinion shut down the
airing of the fifth estate story on the "Airbus"—October 20th.

Mulroney contacts Hiadun and tells him he has instructed Tremblay to send a letter o the fifth estate
"indicating that if there was the slightest implication that Mr. Schreiber, Mr. Mocres and Brian Mulroney

were involved in any way then there would be terrible consequences.

He would issue the letter but first wanted an assurance or comfort in writing from Mr. Schreiber saying
that he would confirm what he had publicly on many occasions, that at no time did Brian Mulroney solicit
or receive of any kind from Schreiber. Mulroney called Hiadun again that day, at which time Mulroney

was told "I was no sure whether or not a letter would be forthcoming.”

October 18, 1089
Mulreney lawyer Gerald Tremblay sends a letter to the chair of the CBC board of directors threatening to

sue every board member if the coming fifth estate program is defamatory. ( see the letier .pdf file)

October 20, 1999

National Post publishes story saying the fifth estate will report
on the BRITAN account. Journalist Philip Mathias will write that
"hoth {Schreiber) and Mr. Mulroney have denied that any money

has ever passed between them.” The newspaper, in an editorial,

will also accuse the fifth estate of being on a fishing expedition.

Nalional Post publishes an editorial
abaut the fifth estate's upcoming story

It says the new information the CBC is preparing to broadcast is

"false” and "prepostercus.”

After the National Post runs its article and editorial speculating about the fifth estate connecting
Mulroney to the BRITAN account, the fifth estate decides that the off the record comments by Luc
Lavoie were on the record. (see the editorial and the story .pdf file)

the fifth estate decides to run Lavoie's off-the-record comment calling Schreiber "the biggest fucking liar
the world has ever seen, That is what we believe."
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Schreiber is watching that night. "i could not — my friends, my family said well, is he sick?" Schreiber
recalled his reaction to Lavole's statement to the CBC. "So then my other friends call me, oh Brian is
furious, He wasn't aware what Luc Lavoie is saying. But he said we, and all this stuff.”

Novoember, 1999
An arrest warrant is issued for former CDU treasurer Walther Leisler Kiep. He admits that he accepted 1

million German marks from Kartheinz Schreiber touching off the biggest post-war scandal in German
history.

Movember 2, 1999
Schreiber notifies Mulroney spokesperson Luc Lavoie that he believes he has been defamed by Lavoie's
comments to the fifth estate. (see the statement of claim pdf file)

Decamboer 8, 1999
The RCMP obtains a search warrant to raid the headguarters of Eurocopter in Fort Erie. The police are

fooking for information about secret commissions paid on the purchase of MBB helicopters for the
Canadian Coast Guard.

Decamber 13, 1999

RCMP officers raid Eurocopter facility in Fort Erie.

Deceraber 26, 1999
Schreiber goes to Fred Doucet's home after receiving an unexpected invitation. He says he telis Doucet

"you tell your friend if under what circumstances ever | have to testify, | am not going to commit perjury
for him. Makes this very ciear to him."

December 27, 1999

Doucet calls Schrelber and meets him again. This time he gives Schreiber a paper and asks him to sign
it. The paper was a Mandate,

*to provide a watching brief to develop economic opportunities for our companles, including traveling
abroad to meet with government and private sector leaders to assist in opening new markets for our
products and to report regularly to us in this regard. In this context, priority should be given to
opportunities relating to Canadian based manufacturing of peace keeping and/ or peace making
mifitary equipment in view of Canada'’s prominence in this area. The mandate will be for a period of

three years. The fee to cover services and expenses is setf at for the period.

next
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Mulroney asks Schreiber to clear the Airbus air: Former PM wants businessman to
release bank records; {National Edition]
Philip Mathias. National Post. Don Mills, Ont.: Aug 20, 1999, pg. A.3

Abstract (Summary)

Mr. [Karlheinz Schreiber]'s bank records are the missing piece of an RCMP investigation
into allegations that he paid a $5-million bribe to Mr. [Brian Mulroney], allegedly to
ensure Air Canada bought $1.8-billion worth of Airbus aircraft in 1988. Mr. Schreiber
was alleged to be acting as a lobbyist for Airbus.

The Schreiber bank accounts will be released to Canada if both the Federal Court and the
Bundesgericht rule against Mr. Schreiber. If either rules in Mr. Schreiber's favour, the
Airbus affair will likely come fo an end.

Black & White Photo: (Brian) Mulroney ; Black & White Photo: (Kartheinz) Schreiber ;

Full Text (830 words)
(Copyright National Post 1999)

Brian Mulroney, the former prime minister, has stepped up efforts to persuade Kartheinz
Schreiber -- the man at the centre of the Airbus affair -- to release his confidential Swiss
bank accounts to the Canadian government so the matter can finally be put to rest.

Mr. Schreiber's bank records are the missing piece of an RCMP investigation into
allegations that he paid a $5-million bribe to Mr. Mulroney, allegedly to ensure Air
Canada bought $1.8-billion worth of Airbus aircraft in 1988, Mr. Schreiber was alleged
to be acting as a lobbyist for Airbus.

"Nothing would make Mr. Mulroney happier than to have these documents opened up so
that his innocence would be clear forever," Luc Lavoie, Mr. Mulroney's spokesman, said
yesterday.

This week, Mr. Mulroney telephoned his former chief of staff, Fred Doucet, from South
Africa, where the former prime minister is vacationing with his family, and asked him to
organize another approach to Mr. Schreiber.

Mr. Doucet persuaded a former cabinet minister in Mr. Mulroney's government, a man
who knew Mr. Schreiber, to telephone him on Mr, Mulroney's behalf and ask that the
documents be released.

Over the last three years, Mr. Mulroney has interceded with Mr. Schreiber several tfimes,
both directly in telephone calls, and through intermediaries.



But Mr. Schreiber has always been unreceptive. "I don't want to release the documents,”
he told the National Post, "because the whole procedure by the Canadian government is
illegal, and I want to see them in court to prove this."

The RCMP investigation has been proceeding on and off since the Air Canada purchase
of the Airbus aircraft 10 years ago.

In 1995, the probe gained momentum when a disgruntled former employee of Mr.
Schreiber's alleged that Mr. Schreiber had told him he was going to bribe Mr. Mulroney.

The informant added that he did not know if a bribe had actually been paid, but supplied
details of the bank account that supposedly received the money. His allegation was later
proven false.

In 1995, the Canadian government sent a letter to the Swiss government asking for copies
of Mr. Schreiber's own bank documents.

The Swiss only release such information when there's evidence of a crime. A Swiss
police official advised the Canadian government how to word the letter so that it would
seem to pass this stringent Swiss requirement.

The letter used very strong language, saying Mr. Mulroney has engaged in "criminal
activity" to "defraud the Canadian government.”

Mr. Mulroney launched a lawsuit for libel. In January, 1997, the Canadian government
apologized, paid $2-million of his legal fees, and declared the bribery allegation was
"sans fondement" (without foundation).

But the letter of request to Swiss authorities was not withdrawn, and Mr. Schreiber began
several legal actions to prevent his bank accounts being made public through the letter.

He first obtained a court order stopping the Canadian request from going forward in
Switzerland, but that freeze order has since expired. This year, he asked the Federal Court
in Vancouver to order the Canadian government to withdraw the letter of request.

"All we have asked the court to do is force the Canadian government to tell the Swiss
government the truth," said Robert Hladun, Mr. Schreiber's Edmonton-based lawyer.

The court's ruling is expected in September. Meanwhile, in June, after the court-ordered
freeze expired, the Canadian government reactivated the letter of request.

The Swiss attorney-general, Carla del Ponte, ordered the Schreiber bank documents
released to Canada. She explained that she accepted the letter of request as if it was
literally true. .



The Swiss do not normally look behind a letter of request, lawyers explain. If there's a
problem with a letter, Swiss policy is that the requesting country deals with the problem.

Mr. Schreiber countered with an appeal to the Supreme Court of Switzerland, called the
Bundesgericht, to countermand Ms. del Ponte's order. :

The basis of the Schreiber appeal is that Switzerland has no right to honour the letter of
request, because it does not conform with Swiss requirements. The Swiss court has yet to
deliver a ruling.

The Schreiber bank accounts will be released to Canada if both the Federal Court and the
Bundesgericht rule against Mr. Schreiber. If either rules in Mr. Schreiber's favour, the
Airbus affair will likely come to an end.

According to some estimates, Mr, Schreiber has spent about $2- million in legal fees to
prevent his bank documents from being released.

But Mr. Hladun says Mr. Schreiber has nothing to hide. "He's a man of integrity,” he
added, "and he values his privacy. It's a matter of principle.”

Others doubt that anybody would spend so much money just to establish a point of
principle.

Mr. Lavoie confirmed that Mr. Mulroney has asked Mr. Schreiber to release the bank
accounts, but denies Mr. Mulroney is applying any pressure. "He doesn't want to infringe
on anybody's right to go to court secking justice," Mr. Lavoie said.

[Hlastration] .
Black & White Photo: (Brian) Mulroney ; Black & White Photo: (Karlheinz) Schreiber ;
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‘“Kanlheing Cohueiber

The Right Bonowurable
Brian Mulroney

Montreal Ottawa, January 14, 2004

Fax 1514286 1238

Dear Brian,
From our friend in Nova Scotia I learned that you intended 1o meet with me.
I think if is a good idea to improve our way of communication.

There are a few important and urgent matters I would like to discuss with you also
looking for your advise and support.

Please let me know which dates would be convenient for you for a meeting.

Best repards

144 TKing 8t. Sost Toronto, Cancda MEC 138
TFax: 416 995 1418 el 416 578 4022






_Subj:  Re Proposed Letier

Date:  25/06/2006 5:29:07 P.M. Eastern-Standard Time_______

From: sharonmackay923@hotmail.com
Tor schreiberbarbel@aocl.com
Dear Brian,

1 wish fo tender my profuse apologies to you for the misleading, erfoneous
and unfair characterization of your business relaionship with me as

" depicied on the CBC program, "The Fifih Estaie.”

Without excusing my part, it is fair to say that | was misled by the
producers that the program would deal with my complaints about the "sting”
operation mounted against me by the RCMP.

May [ state for the record, that my testimony under oath in prior legal
proceadings is the only correct description of our businsess armangement,
that is to say, you, afier returning to private life, at my request, agread

to advise and consult with me in certain business affairs. You were the best
advocate | could have ever retained, and | am grateful for your efforts,

You and | have been the victims for a long time of a vicicus, unfounded and
fotally misleading information. | aim convinced that the past Liberal

government, Stevie Cameron, Georgio Pelossi and the RCMP are all intertwined
in a contemptible conspiracy. You know as well as | that this must be

exposed; it will not go away uniess strong actions are taken against those
responsible. .

Again, | apologize for my ambigtlity and lack of caution in what | said on
t.v. | was confused and upset, not any morel!

Yours fruly,

Karlheinz Shreiber.

oo L vl il



KARLHEINZ SCHREIBER

The Right Hon. Brian Mulreney, P.C,LL.D.

47 Forden Crescemnt
Westmount Quebec

CANADA ... H3Y 275 Ottawa July 20, 2006

Dear Brian,

Over the past three month 1 have learned a ot about the” monster™ that has dogged our
footsteps sincel924, Without a doubt, this is the biggest “Political Justice Scandal” in
Canadian history. '

The most recent statements under oath in court and during Examinations for Discovery
have confirmed that Stevic Cameron, journalist, writer, confidential RCMP informant
and complainant, had been passing informstion to the Mounties since 1988. She, together
with a convicted Swiss criminal, Giorgio Pelossi, Canadian political figures and
government officials are responsible for the “Political Justice Scandal” in Canada as well
‘as in Germany and many other countries,

I also for the first timne encountered a satisfying explanation regarding a very painful
misunderstanding between us related to the “Bear Head Project”.

You and I are the innocent victims of this vendetta and you are the still the prime target.

1 have been trying since 1997 to bring the truth to light in a courtroom n Alberta, so far
without suceess, due to the delay tactics of the Department of the Attomey General.

The “Political Fustice Scandal” around the “Airbus Affair” will not go away by itself. The
people behind the conspiracy must be exposed through determined actions and brought to
justice. You and I have a responsibility towards our families, our friends, infernational
companies involved, as well as to Canadians, to Canada and ourselves.

Despite the fact that | was very angry about the statementis made by Norman Spector, Luc
Lavoie and Bill Kaplan, I regret deeply that the people from the CBC's Fifth Estate were
able to entrap me, just as they did so many others before me. This was possible with the
help of an American journalist, whom I have trusted for a long time. He was misled, as
was 1. : :

MackKAY LAKE ESTATES

7 BITTERN COLIRT, ROCKCLIFFE PARK
OTTAWA, CANADA KIL 8K2

Tel: 613-748-7330 Fae 613-748-96397



I wish to tender my profuse apologies to you for the misleading, exrroneous and unfair
Characierization of your business relationship with me as depicted on the CBC program,
“The Fifth Estate”.

Without excusing my patt, it is fair to say that T was misled by the producers that the
program would deal with my complainis about the “sting” operation mounted against me
by the RCMP. :

May I state for the record, that my testimony under oath in prior legal proceedings is the
only correct description of our business arrangement. You, after returning to private life,
at my request, agreed to advise and consult me in certain business affairs.

1 still believe that my staiements in the book “The Secret Trial,” together with my
testimony under oath at the Eurocopier trial and my statements to Bob Fife, have made it
crystal clear what my position is. '

There is no “Airbus Affair involving Brian Mu{r@ney and furthermore there is nothing
to hide.

The discussion and financial arrangements between you and mwe about firture industrial
projects have been correct, private and nobedy's business. You were the best advocate 1
could have retained.

It is far too long since we had Iunch together. I think it is wrong not to speak to each’
other. Too many people talk too much. 1 have not changed. I have always been your
iriend, even though I was irritated for some time, which I regret. For the sake of
objectivity and fairness, 1 ask yon to accept my apology.

Iam h&ppy that your health is fine again: so let us clear the air and bring peace to our
families and ourselves.
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MacKay: Just trying to help L toevic
Ex-Mulroney minister says letter to Schreiber attempt to mend split ;
By STEPHEN MAHER Ottawa Bureau

Wed, Dec 5 - 6:35 AM . |

OTTAWA — When Eimer MacKay drafted a |etter of apology
from Karlheinz Schreiber to Brian Mulroney, he said he was
just trying to patch things up between his oid friends.

; Pickton crin
"I put that thing together to try to ameliorate the problems ‘ profik
between Mr, Schreiber and Mr. Mulroney,"” he said Monday .

night in the first interview he has given on the subject. "T0 S N
be frank with you, both these men I like."

Elmer MacKay says he feels badly  The letter has been publicly quoted by Mr. Mulroney and his
that the opposition has focused on  gpokesman to show there was nothing wrong with the e
his friendship with Brian Mulroney  $300,000 in cash payments Mr. Schreiber made to Mr. [Bbdi it

e

and Karlhelnz Schrefber.(File) Mulroney. ‘ No backup fo
L * Grit MPs: Auwr
Mr. MacKay, a cabinet minister in the Mulroney government who retired from politics in 1993, Man charged
says if he is guilty of anything it is being unquestioningly loyal to his friends A big fracking
"I'm afraid I'll probably have to plead guilty to that,* he sald, "And it's not a good thingto do | Answers in A,
) because another thing I've learned is no good deed goes unpunished. It sounds very cynical, | THE LEADER!
but there’s a lot of truth in It. If you want to get ahead, don't get invoived with other people,  : C.B. hospital
Look after yourself. You'll be better off financiafly and you'll have more peace of mind." ; GOVERMMEN
i Loud and cie.
Mr, MacKay said he feels particularly bad that the opposition has used his relationshlp with Mr.  Mayor: Parer
Schreiber to try to embarrass his son, Defence Minister Peter MacKay. Man dead in
"1 can't think of anything worse,” he said. "There's no private conversations that Peter and I B oo
have had that are germane to this."
He said Peter MacKay did, as he has publicly stated, warn his father that he was "leery” of Mr,
Schrelber,
"He has mentioned this to me. I don‘t think that Peter has any animosity or feels bad toward
Kartheinz Schreiber, 1 think Peter felt I was getting Into a possible situation where It would be
better if 1 didn’t get involved In Kartheinz's troubles.”
Elmer MacKay sald he knows nothing about the business relationship between Mr. Schreiber
and Mr. Mulroney.
http://thechronicleherald.ca/NovaScotia/996248 htm! 10/12/2007
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In his last days as prime minister, In 1993, Mr. Mulroney sent a car to take Mr. Schreiber to
the PM's residence at Harrington Lake, Mr. Schreiber told a Commons committee on Tuesday.
They agreed that after Mr. Mulroney left office, he wouid work for Mr. Schreiber on the Bear
Head project, an ultimately doomed plan to build an armoured vehicle factory in Cape Breton.

Mr. Schreiber had received $10 million in "grease money” to spread around in Canada as a

reward for fanding a $1.8-billlon contract with Airbus. Some peopte close to Mr. Mulroney —
lobbyists Frank Moores and Fred and Gerry Doucet — are alleged to have received some of

that money.

Mr. Schreiber testified Tuesday that he was partly motivated by a desire to help Mr. Mulroney,
who had had to repay $150,000 when it was revealed that he and his wife, Mila, were trying
to sell furniture from their official residence to the government.

"And that’s because the problem was they sofd the furniture and Fred Doucet was out of his
mind, no money, and Elmer MacKay was nearly crazy that they took the furniture away," Mr.
Schreiber said.

Mr. MatKay said Monday night that he never knew any details about the Airbus deal and was
"completely amazed” when the story broke. He also said he was "not that close” to the
Doucets.

Mr. MacKay has done a great deati for Mr. Schreiber. In cabinet, he fought for the Bear Head
project, saying it would have been good for Cape Breton. When Mr, Schreiber was being
sought by German authorities, Mr. MacKay flew to Switzerland to bring him back to Canada.
When he was to be jailed pending extradition, Mr. MacKay posted $100,000 bail for him and
testified as tc his goed character,

Nobody has ever suggested that Mr. MacKay sought personal gain from any of his dealings
with Mr, Schrelber. Many people familiar with the saga, including academic Donald Savoie,
Senator Lowell Murray, Liberal MP Robert Thibault and journalist Stevie Cameron, have said
they think it is unlikely that Mr. MacKay did anything wrong.

Mr. Mackay said he still likes Mr. Schreiber and doesn‘t know of any wrongdoing on his part.

He also sald he greatly admires Mr, Mulroney, but people around him may have used their
relationships with him.

"Brian Mulroney was a very open-minded person," he said. "He was what you could call a soft
touch, And a lot of people used his name for things that they wanted done, and you know, this
was not right."

{ smaher@herald.ca)
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Disclosure St Q03

K&RLHEIME SEHREZBER' SR —

FBITTERN COURT, ROCKCLIFFR PARE | TELEPHONE 613 748 7330
OTTAWA, CAYADA K1L RKY - FACBIMILE 613 748 9637

The Right Her. Brian Mtﬁmnﬁy, £, LI; B3N
47 Forden Crescent

Westmount, Quebec ‘ .
H3Y 2Y% ) Oritavwn, Yoy 20, 2007

Tieer Brisn,

I refer to my letter Jaouery 19, 2006 concening the decision of The Hon. Vic
Toews, P.C. MLP. then the Minister of Justice and Attormey Goneral of Canadia o support
his predecessor The Hon. lrwin Cotler by denying the “Afrbus™ vendetia agrinst you and
your fiends aind the existence of the “Political Jugtios Scandsd™,

This exse iy much warih sod much more dangerous than the Maher Arar case,

Teagine, & Liberal Minister of Justice initiates 4 politice] vendutia apmingt & retired
Conservative Prime Minister, his filends and the Conservative Party with the
jnvolvement of the officiils of the Department of Jastice, the RCMP, sonfidentini
informants and complainamts, vedsrcover sgenis from forcipy agencizs, fournalists and

* fielgn informents with erimine] records.

Officials from ﬂwﬁapamgrmﬁusnmanétﬁ& RCMP participate in en
interoational political conspitoy, fraveling during 12 yests on taxpayor’s momey nil over
the world even violeting fhe sovereignty of foreipa countries. No mﬁﬁrmahon
concesming their allegations of frand and tribe was found.

A victim of he vendetta files a lawruit sgainst the Minister of Justice and the
Attomey General of Cahada.

Ths vendefta saused on cctradition cane aguinst the victim, The officials from the
Diepartmicnt of Justice dand the RCMP are trying to conesal the vendetta and the abuse of
power gad committed crimes through exiradition or defention.

1ofd
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* Since Februsry 2006 Canada hes n Conservative Government. The victim mﬁmmd
the Prime Minister, the Minigter of Tustice, the Mindster of Foreign Affairs,
the Ministcr of Public Safety and others, including you, sbout the ongoing vendetia,

Un December 1, 2008 the Conservative Minister of Justice confinmed ki
predecessor’ s decision to exiradite the victim io Germany regaired through Extradition —
Treaty obligations. Every Minister involved and you know thn this is a huge He,

THE CANADIAN - GERMAN EXTRADITION TREATY

ARTICLE V: EXTRADITION OF NATIONALS

{1} NETTHER OF THE CONTRACTING PARTIES SHALL BE BOUND TO
EXTRADITE ITS OWN NATIONALS .

Denr Brian, can you please 12l me why the Conservative Minister of Justive wants
the Cavadizn Nationnf Karfheinz Schreiber, the vietim, ouf of the courtry and belp to
conceal the biggast “Political Fustice Scandal™ in Canadian histary contrary to e normal
political interest of the Conservative Government.

I do uot believe thit the Hon, Vie Tocws, then the Minister of Jastice and
Attorpey Genersl of Canada, made this daiision on kis own. What is the pelitical
interest of the Conservative Government and e Prime Minjster in ks cave and
what are the benefita? In there a serfoos concerst sbaut the poasible resalt of an
“inguiry?

Unfortmately, you did gof respond to my letier as requested and # uppears o e
that you heve no desire th bring suy support to my request for & public Inguiry which
cold bring the insanity to anend,

Adl sy personal problems began with Stevie Cammerons book “ON THE TAXE"
and Allan Rocics political witch-bunt with the ROMP agatnst you.

Since 1996 1 am fighting & bring the tth to Hght thmu@mylawsu;tagmﬁ%tﬂm
Attoenoy General of Canads. 1 never received any support from you deapite the faot that 1
provided support at y&xwm@t i the lats ?ﬂs
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AGCH0253

AGCO0ZE3

AGCD0253 002



From 1985 until 1993 1 had confidencs in you and your statements concerning the
Thyssen Bear Head pmject, You always told me to hang on and thet the Thyssen praject
would go shrad as promised when the company was agked to come to Canads and
provide johs to the people in Wova Scotia.

Duning the year 2001 1 could read in Stevic Cameron®s book “The Jast Amigo™ on
page 260 thet Norman Bpeotor fold RCMY officess 1 Prinze Mipister Brian Mulroney
Killed the Thyssen project in 1990 or 1941, Paul Telller sad Bob Fawler were looking
after the business interegis of Generid Motors London Ontario.

‘This was sorpe time afier Thyssen Bear Head Industvies signed agresments
woncerning the projects with the Pedered Gavernment and the Provineial Government of
Nova Scotia and Thyssen bad paid substantial amounis of Dollars 1o GCI Frank Moores
related to the sehicvements,

i You never told Elmer Mackny or me that you killed the project and I went on
working on it to fulfill your promises 1o bring jobs to the people in Nova Scotia.

again, When we met on June 23, 1993 at Hardngton Lake, you told me that you believe
that Kim Carnpbell witl win the next election. ‘You also told me that you would work in
your ofice in Montrenl and that the Bear Head project should be moved fo the Provinge
of Queben, where you could be of great hielp to me. We ngreed to work together and [

srrmgea for some fimds for yotr
Kim Campbeli did not win the elaction, but wo met from fme 1o time,

‘®

At the beginning of November 1995 Tinformed you about the letter of request from
the Canadian Department of Justice (e JAG) (o the Swiss Depattment of Justive.

Bome days Ister yout wifés Mila was sxiromely concarned aboii you sad told me
that you are considering committing suieide. I was shocked snd spoks 1o you for quite a
while snd you may recell fhat 1 told Mila to buy & litte Joad pipe {o curs the dizease.

1 did not understand what your problem was since the Alrbus sfory was a hosx as 1
tld Hob Fife from the Sun. When I ook back and consider what aff you have done in the
meantitae I have the suspicion thet there must bs somzthing slse of grest concern o you,

 When wo met in Zuerich, Switzeriand on Felruary 2, 1998 ar the Hotel Savoy, I
left with the linpression that you were in good shape.

:  Ou Detober 17, 1999 you asked for sa affidavit or assurance from roe which
Q@: ponfirms that you never received any kind of compensaticon fom me,
St

f During the summer of 1993 when you were Jooking for financial belp, I was there
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o At the beginning of October 1599 1o my great savprise I loamt that your
spokesman Luc Lavoie told Harvey Coshore: “Karlheinz Schreiber iz the biggest fucking

Yo the world hes ever seer. Thot s what we believel™

Helieviag the story, T got from you through a fiend, ¥ filed a Jawsuil agrinst the
CBC which § had to drop when | pot to know the troth mud listening fo the tapes,
The fec: $ 50.000. |

I During the Ehrismnas Helydays 19991 visited Fred Doucet at his home aud toid
hims that bo should 1} you that I would not commit perjury H I would have to testify and
. that | cannot usderstand why you dox't simply tell the truth, A few dnys later, whes T met

with Fred apain, he scked me to sipgn certain sgresments copoeening our business
relationship, I refused to do so.

On Jamusry 24, 2000 Mils sent & lstier to Baerbel and wrote: “the fruth is
cartainly the best weapon!® She was vight. If you would have taken her advice, you might
have avoided 4 ot of touble for you.

Until now you have to recognize that the Vendetts is not going away by itself.

_able to support my case, which I have sent 1o you on July 20, 2006 for your meeting on
July 30, 2006.

- When 1look af the sews duting the last week and the activities from Jast year
within the Dapactment of Justice, concerning your seiflerment with the Qovernment, 1
have 8 cortain ilea why your meeting was very important.

j During the sammer of 2006, you again asked for & cortaln letter from me o be

T assure that we have the sarses understanding about my case:

;;g_;:f_:geria ﬁmt-nf the Mm for af Jnstm:.

- When you look at ray extradition cage yao have 1o agree with me that Beerbel’s
and my lifo is in the bands of the Minisier of Justice snd the Prime Minister or the IAG,
who can axbm':mly dacide sincs they have no obligation to extradite me to Geomany.,

Hince mﬁ hﬁniﬂm u,f Justiw dﬂ:idaﬂ o Rrren lm mns:t haves

AGCOOZSEE
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Dear Brian, T would like to usk you what the reason might be in your ppindon,
hesides this I think it is in your sud my best interests that you show up and help e now

and bring this insanity to an end. IF1 am foreed to leave Canada this will not end the
mﬂm 1 -:
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Memo to the Prime Ministay
From E.M.

Subject: Bear Head Thyssen Project

Prime Minister:

| thought it useful to bring vou up to date on this project. The representatives of
Thyssen have been in Ottawa and have conducted a number of meetings with
officials and myself which has given us all a better insight into the project.

Wae know that to kickstart this important facility Thyssen has sought a basic order
of 250 vehicles - not only to assure a start-up production, but even more
Importaritly to build upon the strength of a Canadlan Defence order to trigger
axport salest to other Nato countries, QObviously, the first step has always been to
establish a DND need for a product produced by Thyssen.

The good news is that the Army Identifles a definite need for the product (the
multi-cole combat vehicle MRCV), Whatever the future look of the forces, and
whatever the eventual environment in the European and world theatres, there
will always be a need for the light vehicle capability, in Europe or Canada, in
peacekeeping missions or in combat, Furthermore, the Army beligves that the

‘need Is immediate in some cases, From all  have been able to learn, the Thyssen

vehicle is especially adaptable to many uses. The present need applies to our

present peacekeeping commitments. The MRCV would bring to our-Canadian
soldiers a sufficlent level of protection which, | might add, our boys do not enjoy
today. A very real present threat exists to the lives of our troops because today’s
commonly used machine gun ammunition easily pierces our current Canadian
vehlcles; sufficient protection is overdue. | am personally satisfied that the army

feels the MRCV will be at the forefrant of its priorities.

From a business point of view, Canada will never export ships or submarines, nor
main battle tanks, nor military alreraft, The one area where we have an export
window to NATO countries Is the MRCV.

Haowever, there are still steps to be overcome. The political will is ¢lear, the
Opposition is for it, ACOA belleves this could be to Eastern Nova Scotla what
fichelin is to the rest of Nova Scotia etc. The Deputy Minister at DND,who has
the budget responsibility for DND's budget, has stated that there is no
veguirement for the vehicle, His position gives him enormous efficiency in
opposing the project because he is eveniually the one wha gets to brief Stanley
Martt, his Minister, or Mr. Tellier. All inftiatives eventually come to his door. The
exact reasons for his resistance are not known (perhaps a resistance to political
direction, a budgetary concern, an attempt to force his political masters to revise

dollar reference levels?).

Fowler is technically correct. A requirement Is a technical status given to a need.
First, a need Is recognized. Eventually, whea DND finishes its analysis of needs, it




establishes priorities and budgets, and eventually issues the formal statement of
requirement. Thus, there is not now any ‘requirement” for the vehicle.

The question becomes; can this need be fastracked to the requirement stage?
We know that one day DND will have to purchase these vehicles and as things
now stand, they may well have to buy them from the Thyssen plant which would
have been established In the US.

A meeting was held on February 5, 1990, between Thyssen and Defense, The
purpose was ta explore the army's need and Thyssen's capacity to produce the
vehicle, The army people were there, as were the Chief of Defense Staff, Healy,
and Fowler. There was general agreement, we belleve, that Thyssen could
produce the vehicle. The Deaputy spent much time explaining that while the
army may describe a need for the MRCV, there was no requirement - and was
vague on when that need would become a requirement. The Army people
appeared muzzled but did admit there was a need. and acknowledged the

compatibility of Thyssen's TH 495 in meeting that need..

| have since learned from refiable sources that the Army people present were in
fact muzzled. They were told not to openly admit the nead. This is very
confidential information.

| have concluded that to proceed 1 must enlist the active collabaration of Paul

Telller and have the intention of asking him to come into service, unless you think

otherwise.
I shall keep you posted.

Sincerely

EM
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Minlster Mirlstre

Oliawa, Canada K1A0Ad

SECRET

The Right Honourable Brian Mulroney --
Prime Minister of Canada

Room 30%-3, Centre Block

Housze of Commons

ottawa, Ontario

K1A OA3

My dear Prime Minister:

T am writing to provide you with a brief
update on the proposal by Thyssen Industrie A.G. of West
Germany to establish a heavy-industry manufacturing )
facility in Cape Breton, and to geek your toncurrence to
communicate to the company, the Government's wish that
the facility be coriented primarily not on military
production as had originally been envisaged, but rather
on preduction for civilian -- specifically environmental
--markets. .

aAs you will recall, the proposal by Thyssen to
establish a facllity in Cape Breton was considered by
Cabinet in the fall of 1988. Cabinet authorized the
signing of an "Understanding in Principle” between the
Govermment and the company which outlined a series of
events and undertakings to provide for the establishment
in Cape Breton of a facility to be based initlally on
military production,

More recently, however, my officiale have been
informed that the Canadian military procurement of the
type Thyssen was pursuing will not proceed, although the
company continues tc believe that @ significant
military-vehicle contract from the Govermment is still a
possibllity.

In the interests of advancing the Thyssen
proposal, and thereby realizing as soon as possible the
very considerable economic benefits that would accorué to
Canada and Nova Scotia, 1f you agree, it would be my
intention to indicate to the company the Government's
interest in seelny the facility proceed, but based on a
civilian rather than a military footing.

/2

Canada
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As you khow, Thyssen ig one’ of the world
leaders in technologies related to pollution abatement
equlpment for thermal electric power generation, for
water treatment and for solid waste management.
Develeoping and enhancing Canadian capacity in all these
fields willl be a-key part of our commitment to
sustainable development. By attracting a firm like
Thyssen to set up its North Amerlean "environmental"
division at Bear Head we could score-in three ways -- on
the environment, on free trade and on regional
development. - :

Should we be able:.to interest Thyssen in
establishing a heavyrindustry facility based on civilian
production, I will reguest wy officials, in consultation
with representatives of other key departwments, to
negotiate a tentative arrangement with the company which
could be shortly be brought forward to Cabinet for
formal consideration.

In conclusion, I remain confildent that the
Thyssen propesal would provide immediate and significant
economle benefits to Nova Scotia and beyond, and also
that, should the environmental approach be successful,
canada would realize a significant step forward in
achieving its environmental objectives.

Yours sincerely,

Elmer MacKay

L! 1} ’ ‘}i .'f ‘l
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