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EXCHANGE OF LETTERS CONSTITUTING AN AGREEMENT 1 
BETWEEN THE UNITED STATES OF AMERICA AND CAN 
ADA CONCERNING LONG RANGE PATROL AIRCRAFT

I
CANADIAN EMBASSY AMBASSADE DU CANADA 

WASHINGTON, D.C.

July 6, 1976 

Dear Mr. Vine,

I refer to the State Department's Note of April 29, 1976,which contained a 
statement of the United States Government's posiion on the purchase by Canada 
of eighteen Lockheed P-3 Long Range Patrol Aircraft and on the proposed 
contract between the Canadian Government and the Lockheed Aircraft 
Corporation.

As you know, the Canadian Government is now considering a procurement 
from Lockheed involving eighteen LRPA, of which the configuration, delivery 
dates, financing arrangements, etc., are in some respects different from those 
contemplated in late April when we received your Note. In the light of this 
somewhat altered situation I have been asked to obtain confirmation that the 
statements contained in the Note of April 29 would continue to apply, and I 
should greatly appreciate it if you could provide me with a simple written 
statement to this effect as soon as possible.

Yours sincerely,

[Signed]
J. R. McKlNNEY 

Minister

Mr. Richard D. Vine 
Deputy Assistant Secretary (EUR) 
Department of State 
Washington, D.C.

II

July 7, 1976 

Dear Mr. McKinney:

Thank you for your letter of July 6 asking whether the assurances embodied 
in the note of the Secretary of State dated April 29, 1976, with regard to the 
purchase by Canada of 18 Long-Rang  Patrol Aircraft from the Lockheed 
Aircraft Corporation would continue to obtain in the case of the modified 
purchase agreement now under consideration by the Government of Canada.

U.S. Government officials have not had the opportunity to review the 
detailed provisions of the modified Lockheed proposal. However, it is our

1 Came into force on 7 July 1976 by the exchange of the said letters. 
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understanding that the revised proposal is substantially the same as the earlier 
contract with regard to the capability being acquired, the general financial 
framework, and its cooperative production and offset arrangements.

We see no reason to modify the statement previously made in the note of 
April 29 that in the judgment of the United States prospects are favorable for 
Lockheed to continue as a viable corporation. Based on our understanding of the 
modified proposal, we can also reconfirm the general assurances given in that 
note as to U.S facilitation of the Lockheed maritime patrol aircraft purchase and 
as to U.S efforts to assure that in the event of Lockheed insolvency Canada will 
receive advantages and considerations no less favorable than those which might 
be obtained by the United States.

I hope this response fully meets your request. 
Sincerely,

[Signed]
RICHARD D. VINE

Deputy Assistant Secretary
for Canadian Affairs

Mr. J. Russell McKinney 
Minister
Canadian Embassy 
Washington, D.C.

RELATED NOTE

The Secretary of State presents his compliments to His Excellency the 
Ambassador of Canada and has the honor to provide the following statement of 
the United States Government's position on Canada's intended purchase of 
eighteen Lockheed P-3 Long-Rang  Patrol Aircraft and on the proposed contract 
between the Canadian Government and the Lockheed Aircraft Corporation.

With respect to Lockheed's overall financial viability, its ability to continue 
as a corporation and to fulfill the terms of its proposed contract with the Canadian 
Government, the United States Emergency Loan Guarantee Board (ELGB) and 
the United States Department of Defense have recently reviewed Lockheed's 
financial position and have expressed confidence in Lockheed's prospects. The 
following factors are relevant:

1. Lockheed's financial projections appear to be realistic.
2. It appears that Lockheed will be able to pay back its $195,000,000 

guaranteed loan before the ELGB's statutory authority expires at the end of 1978.

3. Lockheed appears to be financially healthier than six months or one year 
ago.

4. While recent publicity regarding payments to foreign officials may have 
delayed the signing of new contracts by certain foreign Governments, the United 
States Government is unaware of any contracts having been cancelled as a result 
of such publicity.

5. Approximately 60 percent of Lockheed's sales are to the United States 
Department of Defense. No significant reduction is anticipated in the volume of 
this procurement or the cash flow resulting from it.
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6. L-1011 airline customers are beginning to report improved traffic and 
operating results after having experienced a very severe industry-wide recession.

All things considered, it is the present judgment of the United States 
Government that the prospects are favorable for Lockheed to continue as a viable 
corporation.

The United States Government shares with the Canadian Government a 
strong interest in the successful completion of the proposed Canadian 
procurement of eighteen Lockheed LRPA aircraft. In the view of the United 
States Government, the acquisition of these aircraft will substantially enhance 
Canada's ASW patrol capability, improve North American defense arrangements, 
contribute to NATO's overal security and thus is in the best interest of the United 
States. The proposed Canadian purchase will complement the purchase of a large 
number of Lockheed maritime patrol aircraft planned by the United States 
Government and should work to the mutual advantage of the two Governments.

In recognition of this mutuality of interest, the United States Government 
will facilitate the carrying out of the LRPA contract between the Lockheed 
Corporation and the Canadian Government. Towards this end the United States 
Government will facilitate, to the maximum extent permissible under United 
States law, the achievement of the Canadian industrial involvement provided for 
in the contract by:

1. permitting the rent-free use of United States Government production and 
research property subject to the normal terms and conditions governing such 
use;

2. permitting a shift in the manufacture of mutually agreed selected components 
from the United States to Canada; and

3. agreeing to duty-free entry into the United States of Canada-manufactured 
components incorporated in P-3 type of aircraft sold by Lockheed to Canada 
or other countries.

If a situation were to occur under U.S. bankruptcy laws involving voluntary 
or involuntary reorganization or bankruptcy of Lockheed which might affect 
Lockheed's contract performance, the United States Government, recognizing 
that it is in its best interest to do so, will act with Canada in all matters relating to 
the Canadian LRPA contract to obtain for Canada advantages and considerations 
no less favorable than those that might be obtained by the United States with 
respect to performance of its own defense procurement contracts, in the 
following respects:

With respect to delivery

In its determination to see that its aircraft and those of Canada are delivered 
expeditiously, the United States authorities will make every effort to ensure that 
all measures taken to obtain the production of P-3 and S-3 aircraft for the United 
States Navy will also be applied to maintain for Canada production of LRPA in 
accordance with its proposed contract with Lockheed, including an equitable 
dovetailing of the production of its P-3 aircraft and the. Canadian LRPA to achieve 
delivery on a schedule as close as possible to that provided for in their respective 
contracts with Lockheed.
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With respect to price
In the event of a requirement to renegotiate the price of the Canadian LRPA 

the United States authorities will seek for Canada treatment no less favorable 
than that which the United States Department of Defense obtains with respect to 
its own defense procurement contracts. In this regard the United States 
authorities will endeavor to ensure that any renegotiation of the LRPA price will 
be based on direct costs and reasonable indirect costs and profits associated with 
subsequent production of the Canadian LRPA.

With respect to Canadian industrial involvement
The undertakings of the United States Government with regard to facilitating 

Canadian industrial involvement set out in the three numbered sub-paragraphs 
above, will continue to apply.

Department of State 

Washington, April 29, 1976.
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