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A
~ INTRODUCTION

The Joint Committee to enquire into Bofors Contract was appointed
by Parliament in terms of the motion adopted by the Lok Sabha on 6 August,

1987 and concurred in by Rajya Sabha on 12 August, 1987.

1.2 The Joint Committee consisted of 30 members, 20 from Lok Sabha
and 10 from Rajya Sabha. The members of the Committee were elected
by the respsctive Houses accoiding to the principle of proportional repre-
sentation. |

1.3 An esteemed colleague Dr. K. G. Adiyodi, M.P. passed away on
22 October, 1987. The Committee place on record their deep appre-
ciation of his valuable contribution. Shri T. Basheer, M.P. was elected to
serve on the Committee with effect from 4 December, 1987 vice Dr. K. G.
Adiyodi, M.P. |

1.4 Later, two other Members, Shri Mahabir Prasad, M.P. and Shrimati
Sumati Oraon, M.P., were inducted in the Union Council of Ministers and
in their places Sarvashri Ganga Ram, M.P. and P. K. Thungon, M.P. were
elected to serve on the Committee with effect from 16 March, 1988. The
Committee owe a word of thanks to them for their useful contribution to

the deliberations of the Committee.

[.5 Three other Members of the Committee, viz., Sarvashri H. Hanuman-
thappa, Ghulam Rasool Matto and Shrimati Kailashpati, who were Members
of Rajya Sabha retired from Rajya Sabha on 2 April, 1988 on the expiration
of their term of office and, therefore, ceased to be members of the Committee
sincz then. The Committee place on record their appreciation of the
valuable contribution made by each one of them to the deliberations of the
Committee. -

1.6 A technical presentation of the Gun system was made for the benefit
of the Committee by the Chief of the Army Staff in the Ministry of Defence
on 5 October, 1987. Later, the Committee were taken to a forward
area in the Western Sector on 6 October, 1987 where they witnessed field
demonstration of the 155 mm howitzer gun. Another demonstration was
arranged in the Eastern S:ctor on 21 November, 1987. These visits and |
the technical presentations that preceded them were of immense educative
value to the Committee and were indeed indispensable for a proper
appreciation of the 155 mm howitzer gun. s PR
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1.7 The Committee held 0 sittings in all. Of these, 30 sittings were
devoted to recording the evidence of various official and non-official

witnesses. 7 sittings were exclusively devoted to study of the classified

documents furnished by the Ministry of Defence. The Committee held
in-house deliberations at 13 sittings,

[.8 The Attornzy-General for India addressed the Committee on the
legal aspects of the deal.

1.9.  The total duration of the sittings of the Commiittee was 140.25 hours
&ppmximately. A verbatim record of the proceedings was kept. This

runs into 2190 pages. The minutes of the sittings of the Committee form
Part-IT of this Report,

[.10 The Committee recorded the evidence of the following official and
non-official witnesses :—

Official witnesses

Army Headguarters

(i) General K. Sundarji, Chief of the Army Staff.
(i) Lt. Gen. Mayadas, Director-General, N.C.C.
(7ii) Lt. Gen. E. G. Kerr, Directnr-Genﬂral, Artillery.

(iv) Maj. Gen. T. P Singh, Director-General, Weapons and
Equipment, Army Headquarters,

(v) Subedar Shivaji Jadhay (Surveyor).
Ministry of Defence
(vi) Shri S. K. Bhatnagar, Secretary, Ministry of Defence.
(vii) Shri N. N. Vohra, Additional Secretary, Ministry of Defence.
(viii) Shri T. K. Banerji, Joint Secretary, Ministry of Defence.

(iX) Shri A. K. Ghosh, Additional Financial Adyviser, Ministry of
Defence. '

Non-official witnesses

(i) Shri Per Ove Morberg, President, A. B, Bofors, Sweden.

(7t) Shri Lars Gothlin, Chief Jurist and Senior Vice-President, A. B.
Bofors, Sweden. '

(7%) Lt. Gen. H. Kaul, Deputy Chief of Army Staff (Retired).
(#v) Shri M. C. Sarin. Former Secretary (Defence Production).
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(v) Shri R. Ganapati, Former Secretary (Expenditure), Ministry of
Finance.

(vi) Shri W. N. Chadha,

M/s. Anatronic General Corporation,
Vasant Vihar, New Delhi.

1.11  The Committee would like to express their thanks to the officers
of the Ministry of Defence and Army Headquarters for furnishing infor-
mation and making available various classified documents asked for by the
Committee.

1.12  The investigating agencies of the Government of India have ren-
dered all possible assistance to the Committee in ascertaining the details

of the payments made by Bofors, the persons to whom the payments were
made and the purpose thereof. The Committee record their thanksto the
Director, CBI, Director, Enforcement and the Director, Revenue Intelligence.

1.13  The Committee would also like to place on record their apprecia-
- tion of the assistance rendered to them by the Attorney-General for India
and thank him for his valuable advice on the legal aspects of the matter

under inquiry.

1.14  Secretarial assistance was provided by the Lok Sabha Secretariat.
A special cell consisting of three Legislative Committee Officers and a Chief
Legislative Committee Officer headed by a Joint Secretary was created
exclusively to deal with the Committee work. The officers worked ungrud-
gingly for long hours. The Committee place on record their deep appre-
ciation of the work done by these officers and their supporting stafi.

1.15  The Committee considered and finalised the report at their sittings
held on 21 and 22 April, 1988.

1.16  On behalf of the Committee, I present this Report to the Parliament.

New DEeLHI; B. SHANKARANAND
22 April, 1988 Chairman,
2 Vaisakha, 1910 (Saka) Joint Committee to enquire

into Bofors Contract.
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CONSTITUTION OF THE COMMITTEE

2.1 On 17 Ap[’ll 1987, some leading newspapers of the country gave
prominent cwer&ge to a Swedish Radio Broadcast made the previous day
that bribes had been paid to senior Indian politicians and key Defence figures
to win the contract awarded by the Government of India to M/s. Bofors of

Sweden on 24 March, 1986, for the purchase of FH 77B 155mm Towed
Howitzers. The following news item appeared in the Hindustan Times,

New Delhi .of 17 Apnl 1987 :

“SWEDISH FIRM BRIBED ‘KEY’ INDIAN LEADERS”
STOCKHOLM, April 16 (Reuter)—Swedish State radio said today
that the arms firm Bofors won Sweden’s biggest export order by
paying bribes to senior Indian politicians and key Defence figures
through secret Swiss bank accounts.

Bofors declined to comment on the radio allegationsthat it
was planning to pay a total of 100 million kroners (8§ 16 million)
to members of Prime Minister Rajiv Gandhi’s Congress-1 Party in
an undercover operation code-named Lotus.

The radio quoted senior company sources as saying four instal-
ments totalling 32 million kroners ($ 5 million) were paid during
the last two months of 1986 into secret accounts at the Swiss bank

corporation.

The accounts were traced to senior figures responsible for
placing India’s military orders, the radio added.

Bofors is already at the centre of a political storm in Sweden
after acknowledging smuggling millions of dollars worth of arms

to blacklisted countries in the Middle East. Police are also investi-
gating reports of illegal exports to Iran.

The firm last year overcame strong international competition
to win an order worth § 1.3 billion for a complete field artillery
system to be delivered to the Indian Army over the next four years.

Other leading contenders included British, Austrian and West

German firms, with France as the final runner-up, Bofors said

" February last year. It said it won the order through credit finance
provided on good terms by the Swedish Government.”

e
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2.2 Commenting upon the allegations contained in the news-item, the
Government of India issued the following statement on 17 April, 1987 :

“Government categorically deny the allegations contained 1n
the News stories based on the reports broadcast by the Swedish
radio and television in connection with an arms order placed on the
Swedish firm Bofors. The news item i1s false, baseless and mis-
chievious. During the negotiations the Government had made it
clear that the company should not pay any money to any person
in connection with the contract. Government’s policy is not to
permit any clandestine or irregular payments in contracts. Any
breach of this policy by any one will be most severely dealt with.

The report is onelmore link in the cham of denmigration and
destabilisation of our political system. Government and the people
are determined to defeat this sinister design with all their might.”

2.3 The Swedish Radio repeated the allegation on 17 April, 1987
claiming that it had documentary proof of the pay-offs in four instalments
to Indian accounts in Swiss Banks and it had checked with Skandinaviska
Enskilds Banken, the bankers for Bofors. On the other hand, Bolors
denied paying any kickbacks to Indian politicians or officials for the deal
involving the supply of 155 mm Towed howitzers. The company issued
the following statement on 17 April, 1987 : |

“AB Bofors has not paid, or conspired to pay, any bribes in
connection with this order. All allegations to the contrary are
hereby categorically denied.”

24  On 20 April, 1987, the Minister of Defence (Shri K.C. Pant) made
a suo moto >tatement on the subject in Lok Sabha. He stated infer alia —

“In May 1985, the Defence Secretary, as Chairman of the
Price Negotiating Committee individually advised the leaders of
each of the four competing firms that the policy of the present
Government. did not approve of the appointment of Indian agents
acting for foreign suppliers. He specially asked them to reduce
their offers by the amount of such commissions, if any had been
provided for. They were unambiguously advised that the deci-
sion of the Government of India would be based entirely on the
merits of each offer. Defence Secretary further stated that
Government of India would disqualify a firm in case it came to the
notice of the Government of India that an agent had been appoint-
ed by a foreign firm. On the eve of finalising the contract, in res-
ponse to a reiteration of Government’s policy and a demand for
confirmation, M/s. Bofors replied, vide their letter of the 10th March,
1986, that they did not employ any Representative/Agent in India
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for the project. However, for administrative services, e.g., hotel
bookings, transportation, forwarding of letters, telexes etc., they
use the services of a local firm.

“Besides the formally recorded deliberations of the Price Nego-
tiating Committee, the Government of India’s policy 1n this regard
was conveyed to the concerned Governments whenever an appro-
priate opportunity presented itself, either through their Ambassadors
in India or during the visits of senior functionaries of such
Governments to New Delhi. In the case of Bofors, opportunities
arose during the visit of Mr. Carl Johan Aberg, Permanent Under
Secretary of State Foreign Trade of the Swedish Government, as
well as during personal consultations between our Prime Minister
and the late Mr. Olof Palme. The aforesaid position has been
confirmed by Mr. Aberg in a statement made by him on 17 April,
1987 regarding the Bofors contract with India. His statement is
as follows :—

‘Indian Prime Minister Rajiv Gandhi himself during his
talks in 1985 with Olof Palme said that one of the pre-conditions
that Bofors should satisfy in connection with the Howitzer
contract was that the company should have no middlemen.
The deal should be drawn directly between Bofors and the
Indian Defence Ministry. The Company informed the Swedish
Government representative in autumn 1985 that there would
be no middlemen involved and that they would deal directly
with Indian Defence Ministry.

This was conveyed by Olof Palme in his personal con-
versation with Rajiv Gandhi in January, 1986.’

It would thus be seen that there was no doubt whatsoever, in
Botors or in the Swedish Government, about the Government of
India’s policy that no commissions or agency fees should be paid
in respect of contracts secured from India.

By inducting the Bofors FH 77B Towed Howitzer the Govern-
ment of India have achieved the following :—

() Acquired the weapon system which, in the technical opinion of
Army Headquarters. was the most preferred.

(11) Acquired it at a value cheaper than that offered by its closest
competitor,

(iii) Obtained considerable price reduction from the original bid
which was based on June 1984 base prices plus escalation and
converted it mto a fixed price contract at the reduced level ™
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2.5 The Defence Minister further stated that “if any evidence 1s produced

mvolving violations of the law, the matter will be thoroughly investigated
and the guilty, whoever they may be punished.”

2.6 A similar statement was made by the Minister of State for Defence

in Rajya Sabha on 21 April, 1987.

2.7 The matter was thoroughly discussed in the Lok Sabha on 20 April.
1987 and in the Rajya Sabha on 21 April, 1987. During the discussions
the members raised issues relating not only to the alleged kickbacks paid
by Bofors for winning the contract but also about the quality and suitability
of the gun selected for procurement,

2.8 Intervening in the dzbates in the Lok Sabha the Prime Minister
observed :

Fa ale gfa wis afa wla ofa wla
e ot e ale.ade ot

the issue was raised by the Swedish Prime Minister, who said
that they were interested that India buy their guns. 1 said that (1)
the guns must be technically acceptable and superior to all the other
weapons. (2) the cost must be less than the competitors and
(3) if you want any involvement at my level, you must guarantee
me. That means I must get a firm answer from the Prime Minister
of Sweden that no middlemen are involved. We have been taking

“It has been taken up at the official level whenever dealings
have been taking place. It has been taken up by junior Ministers
wherever they have been involved that this should not take place.
But when 1 was sought to be involved i a particular process and
it is not only Prime Minister Olof Palme who has said this,
Mrs. Thatcher, President Mitterrand. all  Heads of State
do raise the question of deals that their Government are doing
with our Government and I make 1t clear on every occasion that
this is one of the conditions that there must be—that there can
be-—no middlemen or agents involved in such dealings and | got
confirmation from Prime Minister Palme that there will be no
middlemen or agents involved. It 1s on that basis that this exercise
was done. We have to take somebody’s word as truth and when
a Prime Minister of a country assures us after having gone into
great depth with the company that was involved that there are no
middle agents and there will be no middle agents involved. then we
have to accept somebody’s word. And like Pantji has said now.
you show us any evidence, we do not want proof. We will bring
the proof. You show us any evidence that there has been involve-
ment of middlemen, of pay-offs or of bribes or commissions. we
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3

will take action and we will see that nobody however high-up is
allowed to go free. To the best of our knowledge, there is no agent
mvolved. We have been assured by the Company, we have been
assured by the Swedish Government that there is no agent who has
been involved. We have got a ftelex from the Swedish Govern-

ment saying that they had checked up and on the basis of that, they
have said ‘no’....

ale ale LB s ala ala w ;ra. als wla ofy wbs
L L T A Fw i i Fh R oy ]

We have approached the radio company. They have told us
that they got the information from correspondent in India. We

traced that correspondent in India and he has refused to give us
any documentation. He said he is not giving it to us.”

Replying to the points made in the House by the Members, the

Defence Minister stated in the Lok Sabha on 20 April, 1987 as follows -

“Many Members have referred to  what the Swedish Radio
has said and there has been a tendency to ignore what the Swedish
Government has said. [t IS not reasonable or right to stmply
ignore them and put all emphasis on one smali aspect of this case.
We should balance the two and see whether it is right to put this
one Radio in the balance against  Olof Palme and the Swedish
Government, not to speak of our own Government. The Prime
Minister has already intervened on a number of occasions and has
sald that ‘there are no Charges at the moment and if evidence is
asked for then we shall look nto it.  We shall inquire into it and
if somebody is found gutlty we will punish him" This is the essence
of what Members have been asking. |

“Simply  because someone has made a statement Oor made
certain charges, g parliamentary committee cannot be set up to
g0 nto it. There must he some basis for this enquiry; there must

be some document: there must be something on which one has to
00,

“So far as the range of the gun is concerned, I have made some
enquiries and 1 was told that this has the required range. But if

Members have any information, certainly this is g point and T will
look into it.

“As far as the Swedish Government’s attitude to this particular
transaction or contract js concerned, there is no cloud over that
The Swedish Government has suppborted this particylar transaction.



our Prime Minister.

“So far as delay in entering into this particular deal is concerned,
it is necessarily a long term exercise. We have entered the stage

of long term perspective in  our planning in defence matters and
defence modernisation.

“We did not go in for our own R&D and develop this gun
because when the requirement for 155 mm gun was projected to
the DRDQ, the DRDO was thep cngaged in the design of two
important guns required in the services—the Indian Field Gun
MK-2 and MBT Arjun gun of 120 mm calibre. Inspite of DRDO’s
cagerness to take up this project, it was felt that its available in-
frastructure could only handle two guns at the sawe time. Now,
these guns were also important. So, it is not gs though the question
was mot gone into. [t wag gone into, but those who know best,
the technical people. decided that they would like to concentrate
on the other two guns.  That was thejr priority, and that is the
reason why this happened. S0, we have gone in both for import-
ing this gun and for manufacturing it within the country. That
transter of technology is g part of this particular deal. Similarly,
dmmunition from other JOUNCes was also considered. SiX types
of ammunition were required and it seems that none of the parties
could give all the six types except Bofors. That is the reason why
this was preferred

The Minister addeq - _

“As far as the process of destabilisation is concerned, we should
not ignore what is happening in Punjab, or what is happening in
Arunachal Pradesh. We should not ignore the massing of troops,
the arming of Pakistan. the possibility of dismformation from
Various sources, There are certain forces today who would be
happy to see Tndia break up. Certainly wherever corruption
occurs, 1t must he fought. We are Nol running away from that.
The Prime Minister has already said that we will have an Inquiry
and whoever is found guilty, will be punished, if there is a room
and basis for ‘such an Inquiry. But the fact remams that if you
destabilise the Institutions of this country, there will be destabilisa-
tion. There are forces in the world who are doing it,

"I am given to understand that Gen. Sunderji did not m
any statement regarding the indigenous Capability
and manufactyre [55 mm guns, The
passing of high technology euns takes

ake
to design, develop
design development and
anywhere between five to
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ten years. [ have found that nobody has questioned the procedure
either for technical scrutiny or for commercial scrutiny. Nobody
has questioned the price matter either. The bids cannot be laid
on the Table of the House because it is a sensitive matter and these
arms have to be purchased from various countries.

“There is need to modernise our Defence Forces. It is urgent
that we must be able to counter any sophisticated lethal weapons
which come in our neighbourhood. We must recognise the needs

of Defence and that must take priority. We will do whatever 1s
necessary to modernise the armed forces.”

2.10 During the course of discussion on the demands for grants of the
Ministry of Defence for 1987-88 questions were raised with regard to the
quality and suitability of the Bofors gun and the procedures followed to

assess its performance. Several members demanded a probe into the
whole deal by a Parliamentary Commuittee.

2.11 On 29 April, 1987, the Minister of Defence (Shri K. C. Pant) made
the following statement in the Lok Sabha:—

“The Swedish Government is issuing the following press state-
ment* today in Sweden and the information has just reached us
and I am passing it on to the House. I quote:

‘The Government has today decided......  1.e. the Govern-
ment of Sweden. ... ..

*  to ask the National Audit Board to make an auditing
review of certain transactions that were made by Bofors in connec-
tion with the Indian contract. The review shall be conducted speedily,
and should be concluded by the end of May. The Indian Govern-
ment has made a request to the Swedish Government to try to
ascertain if middlemen had been used. The assignment by the
Government to the Audit Board means that the Board shall under-
take an auditing review in the matter. The Board may, if necessary,
appoint a Chartered Accountant to participate in the review. In
its work. the Board should take the advice of the Military Equip-
ments Inspectorate. The Government assumes that Bofors will
give the Audit Board all necessary insight into the transactions.

The Board will also partake of available documents with various
authorities concerned.’ |

« As translated into English by Swedish Embassy in India.
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“The background to the decision of today is the following.

“An 1mportant question during the negotiations for a contract
between Bofors and the Indian Defence Ministry was the request
of the Indian Government that the Howitzer deal should
be concluded directly between the parties, without middlemen.
This question was also raised in talks between Prime Minister Mr.
Rajiv Gandhi and Prime Minister Olof Palme. In January of 1986
Prime Minister Olof Palme informed Prime Minister Gandhi that
Bofors had declared that it wished to conclude the business directly
with the Indian Defence Ministry, thus, without any middlemen.
Bofors also wrote directly to the Defence Ministry in March 1986
stating that no middlemen would occur in the transaction.

“On April 21 of this year, the Indian Ambassador came to
the Swedish Foreign Ministry and asked that the Swedish Govern-
ment should help in obtaining information whether middlemen had
been used or not . In view of this, the Under Secretary of State.
Mr Carl Johan Aberg immediately contacted the leadership of the
Nobel Industries and requested that full clarity should be obtained
in the matter. On April 24, Bofors transmitted a written report
to the Indian Ambassador in Stockholm. The Indian Government
has declared that an investigation through the Swedish Government
1s of great importance. The Audit Board will make a speedy review
of those transactions which may be relevant in the matter.”

2:12 On 4th June, 1987, the Swedish Embassy i India, presented to the
Ministry of External Affairs, Government of India, a copy of the Report of
the Swedish National Audit Bureau. The observations as summarised in
the report (Appendix I) are as under —

“—that an agreement exists between AB Bofors and*

concerning the settlement of commission subsequently to the FH 77
deal: and

—that considerable amounts have been paid subsequently to, among
others, AB Bofors’ previous agent in India.”

2.13  The report of the Swedish National Audit Bureau was discussed
by Prime Minister with the leaders of opposition parties on 11 June, [987.
The Government decided to request the Speaker, Lok Sabha and the Chair-
man, Rajya Sabha to set up a Joint Parliamentary Committee to enquire
into and establish the identities of the persons who received the payments.

=

[* Names not disclosed]
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The Minister of Parhamentary Affajrs accordingly, addressed communica-
tions to the Speaker, Lok Sabha and the Chairman, Rajya Sabha on 11
June, 1987

2.14 However, the Speaker, Lok Sabha and the C hairman, Rajya Sabha
declined to set up, on their own, a Joint Parli amentary Committee to probe
into the Bofors Gun deal. Thereupon, the Prime Minister, during his meet-
ing with the leaders of Opposition in Parliament on ['7 June, 1987 indicated
that the Government would move a motion in the Monsoon Session of Lok
Sabha for the appointment of a Parliamentary Committee Lo probe into the
Bofors deal.

2.15  Accordingly, on 29 July, 1987, the Minister of Defence (Shri K.C.
Pant) moved a motion (Appendix IT) in Lok Sabha, for appointment of a
Joint Parliamentary Committee, On 3 August, 1987, while moving the
motion, the Minister of Defence recalled the whole séquence of events and
stated inter alia as follows:—

“...0n April 20, 1987, Shri Oza, our Ambassador in Stockholm,
met the representatives of Bofors and sought full clarifications about
the allegations. He pursued similar enquiries with the Swedish
Foreign Office, on April 21, 1987 and, inter alia, requested them
also to use their good offices with Bofors to persuade Bofors to con-
ve€y to us the entire details sought by us. On April 22, 1987, he
personally met the acting Chief of the Swedish National Radio Com-
pany and tried io secure their Co-operation in obtaining any evidence
which was in the possession of the Company. On the same day,
he again pressed Bofors to furnish complete information in the
matter. It will thus be noticed that intense and immediate efforts
were made to obtain the fullest information about these allegations
from all possible quarters.

te - abe oFa oF wle ol alu gi, wfs wls oF B )y ol
g SR S e

Two facts emerge from a carefyl study of the Report of the
Swedish National Audit Bureau. These are, firstly, that sizable
payments were made by Bofors and, secondly, that these payments
were made 1 1986. It would also be seen that the most cruciaj
portion of the Report, which contains particulars of the recipients
of the amounts paid by Bofors. have not been disclosed to us. The
reasons for witholding this information are contained in the forward-
ing note of the Swedish Government, which ] quote;

““The details in the report are essentially based on the information
that the National Audit Bureau has obtained from the Bank of
Sweden. The Bank of Sweden has made this information available
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to the Audit on condition that it be classified for secrecy. These
parts of the report may therefore not bz made public.”

2.16 Explaining the underlying idea of the terms of reference of the
proposed Parliamentary Committee, the Defence Minister stated:—

. ...while formulating the approach contained in the motion before
us, we have duly considered the suggestions made in the matter by
the Leaders of the Opposition Parties to the Prime Minister. There
are two variations of substance in the terms of reference of the Joint
Parliamentary Committee, as proposed by the Opposition and those
contained in the Motion.

“The first difference relates to the Opposition’s desirc that all
aspects of the policy, procedures and decisions in regard to the defence
procir:m:>ats of equipm:nts, stores and ancillaries, since January,
1980, be examined by the Joint Parliamentary Committee. In other
words, the suggestion is to review al! defence contracts concluded in
the past seven years and more. In this context, 1t is essential for
the Hon’ble Members, regardless of political affiliations, to appre-
ciate that effective defence preparedness inevitably entails the moder-
nisation of the Defence Forces. Modernisation is a dynamic process
and In turn, requires the timely finalisation of purchase contracts
to ensure deliveries within envisaged schecdules. This was true not
only in 1980 but earlier as well, for instance when the Jaguars were
contracted, or in 1979 when the requirement for the 155 mm weapon
system was first recognised, and will continue to be <o in the future
also. Any arbitrary selection of date, whether it be 1980 or 1977
is, therefore, liable to be politically suspect. A roving enquiry will
have an adverse impact on the morale of the Defence Forces and
thereby endanger defence preparedness. This cannot be allowed to.
happen as the preservation of our Integrity is a national imperative

of the highest order.

i It requires to be emphasised that in the case of Bofors.

IIIIII

as soon as it was established that a prima facie case exists, Govern-
>nt immediately decided to refer the matter to a Parliamentary

probe.

Kk It would be observed that the terms of reference con-

tained in the Motion have the merit of concentrating on the issues.
emerging from the Report of the Swedish National Audit Bureau

and saving the Committee from an unrewarding and unfocused
exercise.”
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217 Assuring full support and assistance to the Comumittee, the Defence
Minister observed :

*....Let me also say that while the proposed Joint Patliamentary
Committee shall function within the time-honoured Rules of Busi-
ness governing the functioning of Parliamentary  Committecs
and the directions that the Hon. Speaker may give from time to
time for regulating the procedure and organisation of the work of
the Committee, Government shall provide full support and assis-
tance in regard to all matters relevant to the inquiry.”

2.18  Requesting the House to adopt the motion unanimously, the
Defence Minister pointed out:

"....this Joint Parliamentary Committee would perhaps be the
first investigative Committee of its kind in out Parliamentary history.
Its establishment reflects the unanimous wish of Parliament and of
all political parties that the full facts of the payments by Bofors
need to be ascertained and placed before the country.”

Substitute Motions

2.19 Sarvashri Somnath Chatterjee, Dinesh Goswami, C. Madav Reddy.
K.P. Unnikrishnan, Indrajit Gupta and C. Janga Reddy, members, moved
substitute motions to the motion moved by the Minister of Defence (Shri
K.C. Pant). They are at Appendices 111 to VIIL

2.20 The discussion in both the Houses on the motion moved by the
Minister of Defence, lasted for 44 hours—22 hours in each House approxi-
mately spread over 19 days. The following points were made by Members
regarding the constitution, composition, terms of reference, powers and
procedures etc. of the proposed Committee :— |

(@) Clonstitution

(i} There was no need to appoint the Committee, the requisite 4[
information ‘who received the payment: what was the amount
and at what point of time the payment was received’, could be
obtained by the Government of India dircct ficm M/s. A.B.
Boefors:

(#i) Swiss Banks should be approached to ascertain the payments
made:;

(7ii) it should be referred to an independent tribunal to be presiced
over by a judge of Supreme Court of India:

(iv) M/s. Bofors should be asked to disclose the nimes forthwith
il . ; 4
failing which the agreement should be cancelled ; i
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(v) instead of appointment of a Committee, the House should

adopt a resolution asking the Swedish Parliement to direct the
Government of Sweden to release the complete Audit Report.

(b) Composition

(i) more representation should be given to Opposition Parties/
Groups on the Committee.

(7i) the Chairman of the Committee should be appointed from
amongst the members of Opposition;

(iif) there should be a consensus on the composition of the Commit-
tee.

(¢) Terms of reference

(/) the Committee should be empowered to examine the Govern-
ment policy and decisions in relation to purchase and procure-

ment of defence equipment, stores and ancillaries since January,
1980;

(7i) the Committee should also look into the submarine . deal;

(iif) it must go in details with regard to the kickbacks Whlﬂh have been
received from Bofors:

(iv) all the points on which information was called for from M/s.

A.B. Bofors should be included in the terms of referencc of the
proposed Committee;

(v) the Committee should also enquire whether the Bofors deal

strictly conforms to the procedure already laid down for the
purpose;

(vi) the Committee should also be empowered to ascertain whether

any payments other than those referred to in the SWE'd]Sh National
Audit Bureau Report were made;

(vii) whether this payment of money influenced the decision of pur-
chasing the guns;

(viii) was there any condition in the terms of agreement to ensure
that M/s. A.B. Bofors would not engage any middlcmen?

(d) Powers

(i) A Parliam=ntary Committee could not visit a foreign country:

(ii) all powers should be given to the Committee to enable it to
find out the fact of the case;
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(iii) the proposed Committee does not have powers 10 compel Bofors
to farnish the requisite information;

(iv) the Committee should have powers 10 examine the Ministers:

(v) the Official Secrets Act should not be allowed to come In
the way of the Committee. All papers, documents €1C. should
be ma ¢ available to the Committee.

(vi) the Committee should be empowered to take the help of CBI
an 1 other investigating agencies of the Government of India to
accomplish the assigned task:

(vii) the Comm ttee /sub-Committee should be allcwed to Visit
Sweden;

(viii) the Committee should be entitled to lcok into the evalvation
reports of the guns and <hould find out whether the decision 10
purchase Bofors gun was based on these evaluation T€pOTLS;

(ix) the Committee should have powers to enlist the assistance of
the Attorney General of India.

() Procedure

The procedurc, powers and jurisdiction of the Committce should

be properly defined.

(f) General

2.21

The Swedish National Audit Bureau’s Report is not based on
documents. hence it should not be relied 1ponr.

Intervening in the debate in Lok Sabha, the Prime Minister made

the following statement on 6 August, 1987:—

“During the course of discussions on the Bofors case, both
‘nside and outside the House, many allegations have been made.
Rumour and unfounded suspicion have been used to tarnish the
image of the country and its leadership. 1 categorically cdeclare, m
this the highest forum of India’s democracy, that neither 1 nor any
members of my family have received any consideration in these
transactions. That is the truth.

[ have repeatedly stated in both Houses that if enquiries esta-

blish that any person has been ouilty of receiving illegal payment,
the strongest action under the law will be taken.
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The Congress and its Governmeit are as interested as anyone
else in finding out the truth. Let all sections of the House cooperate
in this common task.”

222 Questions were asked during the debate in the Lok Sabha about
the Swiss Accounts of Indians and the action taken by Government against
Shri W.N. Chadha. Replying to these questions, the Minister of Finance
and Commerce (Shri Narayan Datt Tiwari) stated as follows:—

“The Government has been concerned about Indians having
accounts with Swiss Banks without the permission and the knowledge
of the Government. In order to explore the possibility of finding
out the details of Swiss Accounts by resident Indians and the steps
that could be taken in this context, a team of experts headed by
Dr. A. Ghosh, Dy. Governor, Reserve Bank of India, visited
Switzerland and held discussions with the Swiss authorities. The
team came to the following conclusions

(a) Swiss authorities would not permit generalised inquiry
or furnish ordinary information about the customers’
accounts unless specific and appropriate court orders
are obtained in Switzerland.

(b) The Swiss Federal Act on International Mutual Assistance

in Criminal Matters (IMAC) would enable mutual assis-
tance where acts in respect of which assistance is sought
satisfy criteria of dual criminality and the State seeking
assistance guarantees reciprocity to the Swiss authorities.
If the above conditions are satisfied, Swiss authorities
would entertain request for assistance in criminal matters
under the provisions of IMAC and suitable proceedings
would be initiated in Swiss courts for obtaining information
from the concerned bank.

(¢) Tax evasion or violation of foreign exchange regulations
would not be regarded as criminal offences by Swiss
authorities.

(d) Information obtained under IMAC would not be used
for any purpose other than one for which it is intended.

(e) Assistance from the Swiss authorities under IMAC would
be obtained even without entering into a bilateral treaty/
agreement with Switzerland provided that the require-
ments of dual criminality and reciprocity are satisfied.
Entering into a treaty or agreement would, however,
enable assistance even beyond the provisions of IMAC

S /88 1SS /88—3
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being extended and placing an obligation on Swiss zutho-
rities to provide assistance according to the terms of ireaty
or agreement.

“The Government are aware that some Indian citizens have
clandestine deposits in foreign banks. The origin of these deposits
is from various illegal practices such as invoice manipulation on
exports/imports, illegal retention abroad of commissions on exports,
illicit traffic in drugs and smuggling of Indian currency etc. In
order to intensify action against economic offenders, Government
has decided to enter into a treaty for mutual assistance in criminal
matters with Swiss authorities, and pending conclusion of such
treaty or agreement, entering into a Memorandum of Understanding
with Swiss authorities for assistance in specific cases of Indians
having accounts in Swiss banks. We are intimating our Ambassador
in Switzerland to inform the Swiss authorities of this decision.
Expeditious further action within the framework of Indian and
Swiss laws will be taken so that we are able to obtain requisite
information against offenders and proceed against them effectively. . .
....The Swedish National Audit Bureau’s report which was received
by the Government of India on 4th June, 1987, referred to certain
winding up costs amounting to two-three per cent of the ordered
sum. This was in clear contravention of the understanding that
no payments were to be made about the engagement of Indian
agents. In the light of this latest information from the Swedish
National Audit Bureau and in view of the association of Anatroaic
General Corporation with Bofors, it was decided to take action
against them under FERA.”

““The Enforcement Directorate accordingly conducted searches
on 5-6-1987 on the premises connected with Shri W.N. Chadha.
Based on the scrutiny of the documents seized as a result of search
action, Shri W.N. Chadha was summoned to appear in the Enforce-
ment Directorate for purpose of investigation. However, so far
Shri W.N. Chadha has not appeared in the Enforcement Directorate.
Under the circumstances order for revocation of his passport has
been issued by the Regional Passport Officer, New Delhi on 23-7-1987.
Action has also been taken to file prosecution against Shri W.N.
Chadha in the court of law for his non-appearance despite summons
by the Directorate of Enforcement. All possible efforts are being
made to proceed with the investigation of the case.”

“A case against M/s. Anatronic General Corporation has
also been taken up for detailed scrutiny by the Income Tax
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Department and all its known assets have been attached.”

2.2 Replying to the debate on the motions, the Minister of Defence
informed the Lok Sabha on 6 August, 1987, as follows:—

“The Opposition has been trying to create an impression that
the Government is not interested in getting at the truth in the
matter of payments by Bofors.

“Tn the face of the facts placed before the House and the steps
taken by the Government ever since the publication of the Swedish
National Radio report in Indian newspapers the Government’s
seriousness of purpose cannot be questioned by any unbiased
observer. 1 was listening very carefully to the debate and I did
not hear anybody faulting the Government on the steps it had taken
since April. I have given the dates in my statement already. Not
only did the Government immediately approach the Swedish
Government, and of course made inquiries of Bofors, bul our
Ambassador even approached the Swedish Radio seeking subs-
tantiation for the allegations it had made. The Radio promised
that they would give the facts but those disclosures have not come
even to this day. The net result was that the Swedish Government
re-confirmed the precautions taken Dby the Government of India
to exclude middlemen and Bofors denied making any illegitimate
or illecal payments, the only payments acknowlegded by Bofors
in their letter of 24th April, 1987 were for the reimbursement of
consultancey services within the areas of marketing and counter-
purchasing, and those made to a Swiss company which according
to Bofors were completely legal.”

...... Bofors also states categorically that the company
did not make any payments of the kind alleged by the media. .. e

...... It also says that the payments were not made to any
Indian company or Indian ciiizen and had no connection with
the winning of the contract.”

“The Government persisted in it efforts and its is entirely due to
the persistence that the Swedish Government established the Nation-
a1 Audit Bureau Inquiry on the 29th April, 1987.”

2.24 Justifying the appointment of a Parliamentary Committee, the
Defence Minister recalled that on the very day the report of the Swedish
National Audit Bureau was received by the Government, Leaders of Opposi-
tion had been consulted and 1t was in response to the demand for an
enquiry, the Government decided that the matter might be referred

f
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to a Joint Parliamentary Committee. He further observed that ‘it must be
realised that setting up of the Joint Parliamentary Committee was an extra=
ordnary step” and that ‘this would be the first Committee of 1ts kind and we

cannot also disregard the implications of such a Committee for the future’.

2.25 The Minister added that “The Government has nothing to hide.

The Government wants to get at the truth and that is why this Committee has

been set up.”

e by the members regard-
the Minister of Defence
ate those suggestions,
to provide inter

2.26 Referring to the various suggestions mad
ing the terms of reference etc., of the Commuittee.

(Shri K.C. Pant) stated that with a view to accommod

he proposed to move an amendment to his original motion

alia for the following —
bers—20 from Lok

“(i) the Commuittee would consist of 30 mem
the basis ol

Sabha and 10 from Rajya Sabha to be elected on
proportional representation :

(ii) the Committee would also enquire whether the procedure laid
down for the procurement of weapons and systems was
followed in the Bofors deal :

(ii)) the Committee would ascertain the identity of the persons who
received, payments of the following amounts :

SEK 170-250 million

SEK 29.5 million
SEK 2.5 million

from M/s. Bofors (as referred to in the Report of the Swedish
National Audit Bureau, received by the Government of India on

June 4, 1987).

(iv) arising out of the enquiry, if there 1s prima  facie evidence that
M/s. Bofors have in addition to payments mentioned 1N (11)
above. made any other payments for securing the Indian con-
tracts. the identity of the persons who received such payments

<hall be ascertained.
practice, the

(v) as per Rules of Procedure and also as per normal
the Speaker

Chairman of the Committee would be appointed by

from amongst the members of the Comnuttee:

(vi) the Committee would also determine whether any Indian Laws,
rules and regulations had been violated either by M/s. Bofors

or by persons who received the said payments :
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(vii) the quorum for the sitting of the Committee would be 1/3 of the
total membership of the Committee;

(viii) the Comptroller and Auditor-General of India and Attorney
General of India would provide assistance to the Committee, as
necessary

(ix) the investigating agencies of the Government of India would ren-
der such assistance to the Committee as may be required by it:

(x) the Committee would have powers to ask for and receive evid-
ence. oral or documentary, from foreign nationals or agencies;

(xi) a sub-Committee of the Committee may visit a foreign country.”

2.27 Commenting upon the suggestion that the Committee should be
empowered to summon the Ministers to give evidence before them, the De-
fence Minister observed that as per practice obtaining in West minster (UK)
the Ministers being answerable to Parliament, are not summonzd before
Parliamentary Committees. In Lok Sabha under Direction 99(1) of the
Directions by the Speaker. Ministers are not to be called before the Financial
Committees for formal evidence. However, if a Minister wanted to
place some facts before the Committee of his own, he could do so. In view
of the special nature of the Committee, the Government would be prepared
to allow the Ministers to appear before the Committee if the Speaker, after
ascertaining the views of the Committee, felt that his appearance was

necessary for the purpose of the inquiry.

2.28 As regards waiving the application of the Official Secrets Act to the
matter under examination of the Committee, the Detence Minister stated
that the proposed motion could not negate a statute. In other respects i.e.
matters which were not covered ir the motion, the Rules of Procedure of
Lok Sabha relating to Parliamentary Committees would be applicable to
the Committee with such variations and modifications as the Speaker may

make.

2.29 Concluding, the Minister observed that the Government had gone to
the utmost length to accommodate the points of view of the Members ol the
Opposition Parties in the belief that they would join the Committee and
moved his amendment (See Appendix 1X) to the original Motion. There-
after. the amendments moved by Sarvashri Sommath Chatterjee, Dinesh
Goswami, C. Madhav Reddy, K.P. Unnikrishnan, Indrajit Gupta and
C. Janga Reddy, members, were negatived by the House and the amendment
moved by the Minister was adopted by the House.

2.30 Finally, the Lok Sabha adopted the following motion :—

“(1) That a Joint Committee of both the Houses consisting of 30
members, 20 from Lok Sabha and 10 from Rajya Sabha be
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elected on the basis of proportional representation to enquire
into the issues arising from the Report of ihe Swedish National

Audit Bureau relating to the Bofors’ contract to supply 155 mm
Howitzer guns to India.

(2) The Committee shall enquire into the following matters:—

(i) whether the procedures laid down for the acquisition of

weapons and systems, were adhered to in the purchase of
the Bofors’ gun;

(i) to ascertain the identity of the persons who recetved, and
the purpose for which they received, payments of the
following amounts :

(a) SEK 170-250 million
(b) SEK 29.5 million
(¢) SEK 2.5 million,

from M/s. Bofors (as referred to in the Report of the
Swedish National Audit Bureau, received by the Govern-
ment of India on June 4, 1987);

(i) arising out of the enquiry, if there is prima facie evidence
that M/s. Bofors have in addition to payments mentioned
in (i) above, made any other payments for securing the

Indian contracts, the identity of the persons who received
such payments shall be ascertained ;

(iv) to determine if any Indian laws/rules/regulations have

been violated either by M/s. Bofors or by persons as indi-
cated in (i1) and (iii) above.

(3) That the Speaker shall nominate one of the Members of the
Committee to be its Chairman.

(4) That the quorum of the Committee shall be one third of the total
strength of the Committee.

(5) That the Comptroller and Auditor General of India and the

Attorney Generai of India will provide assistance to the Com-
mittee, as necessary.

(6) That the investigating agencies of the Government of Indiz
shall render such assistance to the Committee as may be
required by it for the purposes of its enquiry.
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(7) The Committee shall have the power to ask for and receive evi-
dence, oral or documentary, from foreign nationals or agencies,
provided that if any question arises whether the evidence of a
person or the production of a document is relevant for the
purposes of the Committee, the question shall be referred to
the Speaker whose decision shall be final.

(8) If the Committee wish to nominate a sub-Committee to visit
a foreign country for specified purposes connected with the
enquiry the matter shall be referred to the Speaker who may
take such decisions and give such directions as he thinks fit.
provided that such sub-Committee shall not hold sittings,
record evidence or take decisions in a foreign country.

(9) That in other respects the Rules of Procedure of this House
relating to Parliamentary Committees shall apply with such vari-
ations and modifications as the Speaker may make.

(10) That the Committee shall make a report to this House by the last
day of the first week of the next session of Parliament.

(11) That this House recommends to the Rajya Sabha that the Rajya
Sabha do join the Committee and indicate to this House the
names of the Members from amongst the Members of the Rajya
Sabha to be on the Committee.”

2.31 The Rajya Sabha concurred in the above motion on 12 August,
1987. The Committee was duly constituted with the appointment of the
Chairman on 28 August, 1987.
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PROCEDURE OF INQUIRY
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the Speaker whose decision shall be final.
(8) If the Committee wish to nominate a sub-Committee 10 visit
a foreign country for specified purposes connected with the
enquiry the matter shall be referred to the Speaker who may
take such decisions and give such directions as he thinks fit.
provided that such sub-Committee shall not hold sittings

record evidence or take decisions in a foreign country.
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(9) That in other respects the Rules of Procedure of this House
relating to Parliamentary Committees shall apply with such
variations and modifications as the Speaker may make”.

Relevant Rules of Procedure and Conduct of Business in Lok Sabha

“Decisions in Committee

261. All questions at any sitting of a Committee shall be deter-
mined by a majority of votes of the members present and voting.

Casting vote of Chairman

262. In the case of an equality of votes on any matter, the Chair-

man. or the person acting as such, shall have a second or casting
vote.

Power to appoint sub-Committees

263. (1) A Committee may appoint one or more sub-committees.
each having the powers of the undivided Committee, to examine
any matters that may be referred to them, and the reports of such
sub-Committees shall be deemed to be the reports of the whole

Committee. if they are approved at a sitting of the whole Committee.

(2) The order of reference to a sub-Committee shall clearly
state the point or points for investigation. The report of the sub-
Committee shall be considered by the Whole Committee.

Sittings of Commitiee

264. The sittings of a Committee shall be held on such days
and at such hour as the Chairman of the Committee may fix :

Provided that if the Chairman of the Committee is not readily
available, the Secretary-General may fix the date and time of a
sifting :

Provided further that in the case of Select or Joint Committee
on a Bill, if the Chairman of the Committee is not readily available.
the  Secretary-General may, in consultation with the Minister
concerned with the Bill, fix the date and time of a sitting.

Sittings in private

266. The sittings of a Committee shall be held in private.

Venue of sittings

267. The sittings of a Committee shall be held within the pre-
cincts of the Parliament House, and if it becomes necessary to change
the place of sitting outside the Parliament House, the matter shall
be referred to the Speaker whose decision shall be final.



26

Strangers to withdraw when Committee deliberates

268. All persons other than members of the Committee and
officers of the Lok Sabha Secretariat shall withdraw whenever the

Committee is deliberating.

Power to send for persons, papers and records
270. A Committee shall have power to send for persons, papers

and records :

Provided that if any question arises whether the evidence of a
person or the production of a document is relevant for the purposes
of the Committee, the question shall be referred to the Speaker
whose decision shall be final :

Provided further that Government may decline to produce a
document on the ground that its disclosure would be prejudicial
to the safety or interest of the State.

Counsel for witness
271. A Committee may, under the direction of the Speaker.
permit a witness to be heard by a counsel appointed by him and

approved by the Committee.

Evidence on oath
272. (1) A Committee may administer oath or affirmation to a
witness examined before 1t

(2) ~ The form of the oath or affirmation shall be as follows :

swear in the name of God
9. AR, —— - that the

solemnly affirm
evidence which I shall give in this case shall be true,
that T will conceal nothing, and that no part of my

evidence shall be false'.

Examination of witnesses
273 The examination of witnesses before a Committee shall

be conducted as follows (—

(i) The Committee shall, before a witness 1s called for
examination, decide the mode of procedure and the nature

of questions that may be asked of the witness.

(ii) The Chairman of the Committee may first ask the witness
such question or questions as he may consider necessary
with reference to the subject matter under consideration
or any subject connected therewith according to the
mode of procedure mentioned in clause (1) of this rule.
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(1)) The Chairman may call other members of the Committes
one by one to ask any other questions.

(iv) A witness may be asked to place before the Committee
any other relevant points that have not been covered and
which a witness thinks are essential to be placed before
the Committee.

(v) A verbatim record of proceedings of the Committee shall
when a witness is summoned to give evidence, be kept.

(vi) The evidence given before the Committee may be made
available to all members of the Committee.

Record of Decisions

274. A record of the decisions of a Committee shall be main-
tained and circulated to members of the Committee under the

direction of the Chairman.
Evidence, report and proceedings treated as confidential

275. (1) A Committee may direct that the whole or a part
of the evidence or a summary thereof may be laid on the Table.

(2)  No part of the evidence, oral or written. report or pro-
ceedings of a Committee which has not been laid on the Table
shall be open to inspection by any one except under the authority
of the Speaker.,

(3)  The evidence given before a Committee shall not be pub-
lished by any member of the Committee or by any other person
until it has been laid on the Table :

Provided that the Speaker may, in his discretion, direct that
such evidence be confidentially made available to members before
it 1s formally laid on the Table.

Relevant Directions by the Speaker. Lok Sabha

Venue of sittings

30. (1) Sitting of a Committee/sub-Committee, whether formal
or informal, at which Officers or staff of the Lok Sabha
Secretariat are required to be present, shall invariably be held
within the precincts of the Parliament House. If, for any
reasons, it becomes necessary to hold a sitting of the Committee
outside the Parliament House, the matter shall be referred to the
Speaker for his directions.
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(2) When the Committee is on a study tour, infoimal sittirgs
may be held at the place of the wvisit, but at such sittings. nc
decisions shall be taken nor any evidence recorded.

Procedure for speaking in Committees

52.(1) A member desiring to make any observations at the
sitting of a Committee shall address the Chaitman and make all
remarks to other members through the Chairman.

(2) A member shall not speak unless the Chairman calls him.

(3) When any member desires to interrupt while another
mamber is speaking he shall seek the permission of the Chatrman
to do so.

Reopening of question

54. I[f a member desires to reopen a question on which a Com-
mittee has already taken a decision he shall, in the first instance,
obtain the permission of the Chairman to do so.

Proceedings and certain documents treated as confidential

55. (1) The proceedings of a Committee shall be treated as
confidential and it shall not be permissible for a member of the Com-
mittee or any one who has access to its preceedings to communicate,
dircctly or indircetly, to the press any information regardirg its
proceedings including its report cr any conclusions arrived  at,
finally or tentativcly, before the report has been presented to the
House.

(1A) The provisions of clause (1) shall also muratis mutandis
apply to the procedings of meetings held by the Spcaker with the
Leaders of Parties and Groups in Lok Sabha.

(2) Whenever a paper or document, marked ‘secret’ or ‘con-
fidential’ is circulated to the members of the Committee., the con-
tents of such paper or document shall not be divulged by anv
member either in the minute of a dissent or on the flcor of the House.
or othzrwise, without the permission of the Speaker: and where
such psrmission has been obtained any restriction imposed by the
Speaker in regard to the manner in which, or the extent to which,
the information contained in the decument may be divulged. ﬁ'hﬂli
be strictly observed.

Evidence liable to be treated as public

58. Where witnesses appear before a Committee to give evi-
dence, the Chairman shall make 1t clear to the witnesses that their



29

evidence shall be treated as public and is liable to be published.
anless they specifically desire that all or any part of the evidence
given by them . to be treated as confidential. 1t chall, however.
b> explained to the witnesses that even though they might desire
their evidence to be treated as confidential such evidence is liable
to be made qvailable to the members of Parliament.

Mode of examination of witnesses

62.(1) Th> Chairman may first ask any question and thereafter

he muy call other m>mbars, one by one, 10 ask questions.

he permission of the Chairman, place

(2) Witnesses may., with t
hich has

bafore the Committee any other relevant information W
qot b2en already placed betfore the Committee.

Verbatim proceedings

65. (1)  The verbatim proceedings of a Committee, if taken.
<hall be treated as confidential and ¢hall not be mace available 1o
anyone without the orders of the Speaker.

(2) R-levant portions of the verbatim proceedings of the sitting.
given, shall be forwarded to the wit-

at which evidence has been
ation and return by a

nesses and members concerned for confirm
date fixed by the Lok gabha Secretariat. If corrected copies of the
proceedings arc not received back by the specified date. the

reporter’s copy may bz treated as authentic.

(3) C>rrections in the verbatim proceedings, f any, shall be
made neatly and legibly by the witness ©of the member, as the case

in ink in his own handwriting and <hall be confined to

may De,
correction of inaccuracies which may have occurred in the process

| of reporting and not for the purpose of improving their literary
form or altering their substance by additions and deletions.

Minutes

66. (1) The decisions of a Committece shall be recorded  briefly
in the minutes of the Commuittee.

(2) The draft minutes shall be preparcd by the Lok Sabha
Secretariat and approved by the Chairman.

(3)  The minutes of each sitting may De circulated to members
of the Committee. Relevant extracts therefrcm may also be
circulated to any Ministry or Officer, .f considered necessary.
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(4) If any member desires any alterations in the minuizs, on
the ground that they are not in conformity with the decision arrived
at, the matter shall be referred to at the next sitting of the Com-
mittee and the decision of the Committee taken thereon shall be
incorporated in the minutes of the sitting.

(5)  Until the minutes are presented to the House, thev shall be
treated as confidential.

Reports

68. (1) A Committee shall present reports to the Hous: or to
the Speaker, as the case may be, from time to time.

(2) The draft of the report shall be prepared by the Lok Sabha
Secretariat and may he placed before the Committee after it is
approved by the Chai:man.

(3)  There shall be no minute of dissent to the report.
Circulation and consideration of draft reports

69. (1) The Chairman of a Committee may direct thzt the
typ:d, cyclostyled or proof copies of the draft report togethz: with
any other documsnts connected therewith, be circulated ¢mongst
the mambers of the Committee before the date fixed for the con-
sideration of the draft report.

(2) On the date fixed for the consideration of the draft report,
the Chairman shall read out the draft report, paragraph by para-
graph, putting the question to the Committee at the end of each
paragraph, “That the paragraph do stand part of the report. A
member objecting to any portion of the report, not being in con-
formity with the decisions arrived at, shall propose his amendment
to bring it in line with the decisions. The amendment, if accepted,
shall be incorporated in the said paragraph.”

3.2 The task of the Committee has been onerous specially because of
the highly sensitive nature of the issue involved in examining the Defence
acquisition. While accepting their responsibilities to the Parliement and
the public to unravel the truth the Committee have had to keep in view that
nothing may be done that might result in compromising national sscurity
interest.

(a) Procedure for study of material

3.3 A mass of data and sensitive information was called for and made
available to the Committee by the Ministry of Defence ungrudgingly and
with the utmost despatch. To ensure against the possibility of classified




31

information falling into unauthorised hands, the Committee decided that
the documents of a classified and sensitive nature submitted by the Ministry

of Defence need not be circulated to the members and be persued in the
precincts of the Parliament.

34 it was agreed that these documents would be studied by members
before witnesses were called in for examination. Accordingly, all such
docum:ats were studied by members at sittings exclusively devoted to this
purpose.

3.5 Further, during the course of examination of witnesses, the relevant
docum=nts were made available to members on cemand. Members avail-
ed of the opportunity of taking notes so that they could put precise questions
to the witnesses.

3.6 Consistently with the requirements of national security, the Ccm-
mittee have drawn upon the classified documents only to the extent neces-
sary to back up their conclusions. The Committee, have therefore, conscio-
usly excluded reference to specific data and a wvariety of sensitive
information, the disclosure of which would be detrimental to the security
interests of the country.

(b) Procedure of examination of witnesses

3.7 Members of the Committee gave various suggestions frcm time
to tim:, regarding the witnesses to be summoned for examination. After
deliberations, appropriate decisions were taken in the matter by con-
SEnSus.

(c) Technical presentation

3.8 For the benefit of the Committee, a technical presentation was
made in the Ministry of Defence on 5 October, 1987 by the Chief of the
Army Staff to explain the capabilities and characteristics of the 155 mm
Howitzer guns.

(d) Demonstrations

39 The Committee also witnessed °‘firing demonstrations’ of the gun in
desert areas of the western sector and also in the mountainous areas of the
eastern sector. These demonstrations helped the Ccmmittee to acquaint
themselves about the range and capabilities of the Befors gun in vaiyirg
field conditions.

(e) Advice of Attorney-General for India and Comptroller and Auditor General
of India

3.10 The Attorney-General for India and the Comptroller ard Acditcr-
General of India were provided with the relevant documents including the



terms of reference so that they could assist the Cemmitice in their task.
The Attorney-General addressed the Ccmmittee and clarifcd important
legal issues involved in the enquiry.  The Deputy  Ccmptroller  and
Auditor-General in the absence of the Ccmptroller and Auditor-General
iformed the Committee that the documents alrcady available with them
and additional papers supplied to them did not appear 10 throw any light
on the matters under enquiry by the Committee and fiom the professional
audit angle, no comments seem possible.

(f) Assistance of Investigating Agencies

3.11 Sym~ members of the Committee suggested that the Committee

<hould visit Sweden to rccord the views of the representatives of the Swedish
Radio, A.B. Bofors, Swcdish Banks and other conrected agencies to as-
certain the truth. After discussion, the Committee arrived at the conclu-
sion that unless the various foreign agencies were willing to extend coopera-
tion in finding out the truth, it would nct serve any purposc. During the
course of their examination on 18 and 19 September. 1987, the Bofors
Officials had declined to supply the rcquisite informaticn on the plea of
comm-rcial confidentiality. Consequently, the 1dea of visiting Sweden
was not pursucd farther. Instcadj the Central Investigating Agencies
(CBI. Directorate of Enfercement and Directorate of Revenue [ntelligence)
were assigned the task of ascertaining facts with regard to items (ii) and (111)
of the terms of refercnce of the Committee.

3.12 The Chaiiman. Joint Parliem:ntary Committec On Bofors Con-
tract. held meetings with the Director. CBI—Shri M.G. Katie, Director,
Enforcement—Shri  Anil Kumar and Director of Revenue Intelligence—
Shri B.V. Kumar and apprised them of the nature of the work under the
terms of reference of the Committee and the inquiries which the investigat-
ing agencies werc required to carry out.

3.13 The Chairman also passed on to the aforesaid agencies all in-
formation which had been received by him frcm the Ministry of Defence
to enable them to take up necessary investigation/verification. The Com-
mittee were kept apprised of the progress mace by these cgencies from
fim~ to time. The request made by Director, CBI, to the Chaiitman about
keeping the matter under investigation conficential till the investigation
was complete, was conveyed to the committce and agiced to by them. On
receipt of the Report from the investigating agencies, as per procedure
adopted by the Commuittee, the Members studied the Report in the pre-
cincts of Parliam=nt. As decided by the Committee. a copy of the Reporl
was also made available to the Defence Secretary in order to facilitate

his further examination.
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(2) Extension of time

3.14 The Committee were required
House by the last day of the [st
6 November, 1987. However.
Report were sought for and
1987 upto the last day of t
second. on 26 February,

0 present their Report to the
week of Winter Session, 1987, j.e.
tWo extensions for the presentation of the
granted by the House, first on 6 November.
he first week of the Budget Session, 1988 and
1988 upto the last working day of April, 1988.

conclusions of the Committce
315 During the entire course of enquiry by
Committee did-not experience any difficult
- due to any procedural difficalties. The Committee also did not have any

difficuity at all .in their functioning and in the matter of enquiry for want

of authority or power cither - SUMMONING any witness or calling for any
document for the purpose of enquiry. =%

(h) Observations,

the Cemmittee. the
¥ in handling the work of enquiry

S/85%1.58 /884
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PROCEDURE FOR THE ACQUISITION OF WEAPONS AND
SYSTEMS By ARMY HEADQUARTERS

A. Procedure for assessment of requirements

4.1 The first task of the Committee is to find out whether the proceduras
laid down for the acquisition of weapons/systems were adhered to In the
purchase of the Bofors Gun. Accordingly, the Committee enquijred from-the
Ministry of Defence with regard to the procedures laid down for procurenient
of new Weapons/systems. The Ministry of Defence furnished all the papers
involving the procedures laid down by the Army Headquarters in this regard.
It is found that » definite and elaborate procedure has bheen provided ftor
ASsessing the requirements tor the introduction of NCW weapons/system.

(@) Philosophy Paper

4.2 The introduction of NEW Weapons/systems and the de-induction o
old guns is an integral part of the process of modernisation and In fact the
first step towards the introduction of a major weapons/systems s the
preparation of Philosophy Paper. The Army Headquarters takes INto account
their perspective for the next 15 to 20 years while preparing the Philosophy
Paper which contains relevant details relating to the concept, force level.
advantage of the NEW  weapons/systems over the current equipment, its
characteristics in broad terms, relatjve priority. units/establishments Lo be
used with equipment. de-induction and utilisation of the existing weapons/
>ystems and other related jssyes Appropriate provisions in the Defence
Plan are also suggested based on such philosophy.

4.3 The modernisation process 1s planned. cuided and dictated by
(1) reappraisal of threats: (i) changes in the geo-strategic environment -
(1) perception of mutyal balance; and (iv) forecast of obsplescence of eXisting
weapons/systems.  The other factors which have 1o be taken into account
in preparing the philosophy Paper are (1) acquisition of capability by the
adversaries ; (ii) acquisition of counter measures by the adversaries -
(111) international or mdigenous technical developments: and (iv) experience
of field formations and Users.

(b) General Staff Equipment Policy Committee (GSEPC)

4.4 The next step in the acquisition of a new wedpon/system relates to a
reference to the Genergl Staff Equipment Policy Committee. 2 Standin.

RE
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Commitiee in the Army Hzadquarters Which maets periodically under the

ﬁhairmanship of the Vice-Chief of the Army Staff/Deputy Chjef of the Army
Staff. The GSEPCis the highest body in the Army Hezad quarters tfor ma King

other connected 42encies are members of the GSEpPC Which has the
tollowing functions '

Crenerql Staff Policy Statements

The  Polic statements formaljse the ‘requireme nts of weapons and

cquipment and Crve as policy epide Posts for procurement. discard and
development.

General Stafr Qualitative Requircments (G SORs)

GSQRs lay down the optimum parameters of gn equipment when
allotting g project for its development to the Defence Research and Develop-
ment Organisation. Normally no formal GSQRs are Initiated forequipment
and weapon Systems to be procured eX-import. | -

- Formal introduction of neyy Weapons/system N0 SErvice : and

Other tasks not related to formalising the Fequirem :nt for un Cquipmeny.

4.5 Briefly. the GSEPC is to “nsure that the eq uipment and development
policy for the Army keeps pace with the scientific and industrial potentialities
4nd is closely inter-related to tfe organisation and technic al doctrine framed
to meet the future paeds

r 4.6 In normal -.::ircumstunces, d proposal for the ntroduction of a new
weapon system if processed through the General Staff Equipment Policy
Committee. However. the prescribed procedures provide that in cases
considered urgent or which involve sizable financial cxpenditure. Apmy
Headquarters may process the Proposals directly with the Ministry of Detence,

(¢) Examinagtion of Philosephy Paper

4.7  The Philmﬁphy Paper or statement of a case for introduction of a
HEW weapon, received from the Army Headquarters, g examined in the

Ministry of Defence.  After Examination and approval in principle of the
- Army Headquarters proposal, the Ministry of Defence decide whether the
Proposed item, if the requirements of the Army are not immediate in nature.

can be developed by Defence Research and Development Organisation and
cventually produced indigennusly Or whether it shou!d be imported. In
Cases where indigenoys development is nog deemed feasible within the time-
srame dictated by the immediate requirement of the Army. decisions for
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importing the item are taken, also indicating whethér such import shouldJbe
linked-to transfer of technology and licenced production in India.

(d) I dentification of S L{;Uph‘w'.s'

4.8 Ifthe weapon/equipmantis not available from ru» 2€ plyment sources,
the possibilities of import from othsr areas are explored. = The Army
Headquriers identify the potential sources of supply of the weapon/system
through the Defence/Military Attaches abroad and the identified suppliers
furnished technical literature on the weapon/system to the Army Headquar-
ters. for study. Occasionally, the Army Hzadquarters, ask the suppliers to
make presentitions in fegard to the item under acquisition.

(e) Pﬂpér Evaluation of Offers

4.9 After the offers have b2en received from th: manufacturers/s uppliers,
the Army H:adquarters make a papzr evaluation with reference to the
Characteristics and proparties of thz weapon/system. On the basis of such
an evaluation, the Army H :ad juarters draw up a list of possible suppliers

whosz equipmsnts mset fully or as clos:ly as. po;sibls th:] op:rational

requirem?nt/minimum performance parameters.

() Examination and Sanction of the proposal by the Ministry of D:fence

4.10  After the Army Headquarters have made a dzsk evaluation of the vari-
ous offers received by them, they moot a proposal to th: Ministry of Dzfence
szeking approval tocondust trialevaluations of th: wzapon/system offared by
the selected manufacturers/suppliers. After sitisfyiny thimszlves of the
need in principle, the Ministry of Dzfence ascord nacassary sanction for the
conduct of trials of the wsapon/system recommzndad by the Army Head-
quarters.  Such trials are generally conducted on “no cost no commitment
basis”. On occasions, trial equipments are brought or transportation
-Charges are borne by the Ministry of Defence. Sometimes when the trials in
Indiaare not feasible, th: Governmant authorisz tzams of Armyofi:zrs b2ing
sznt abroad fo study the various aspzcts of the new weapon/system.

(&) Trial Directives and Conduct of trials for Evaluation of Weapon/Systemn

4.11 Betore the conduct of trials for ths evaluation of the w2apo 1/system,
‘the’ Army’ Hsadquarters prepare trial dirsctives on the basis of opsrational
requirements/minimum performance parameters and circulate the same to the
‘trial units/formations which are designated by the Army Hezadquarters. The
weapon/system is then subjected to'detailed trial eval uationiby the Trial Units|
Formations in different types of conditions/terrains in which the same might
Be required to be used. During'ths course of sy3h trials, ths representatives
ot DefenceRestarchand DevelopmentOrganisation are also associated. The
“matntainability trials are held under thoe aegies of the Directorate General

of Electrical & Mechanical Engineers.
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(h) Trial Reports and General Staff Evaluation Report

4.12 Trial Reports on the evaluation of the weapon/system, prepared
by-the Trial Units/Formations are processed through the concerned head
of the Army/Service and sent to the Directorate General of Weapons and
Equipment, in the Army Headquarters. The Directorate General of Wea-
pons and Equipment examines all documents in consultation with the various
concerned agencies and prepares a General Staff Evaluation Report which
is approved at the level of the Vice Chief of the Army Staff/Deputy Chief
of the Army Staff. The Army Headquarters then submit to the Ministry
of Defence the General Staff Evaluation Report along with their proposal
for the import of minimum quantities of the new weapon /system from the
concerned manufacturers. The availability of funds for the import of the
weapon/system is also ascertained and indicated.

(1) Examination of Proposal and Constitution of Price Negotiating Commiitee
(PNC)

4.13 The proposal submitted by the Army Headquarters for the import
of the weapon/system is subjected to detailed examination in the Ministry
of Defence. At the time of such examination, the indigenous production
aspect 1s also examined. Wherever the long-term requirements justity
indigenous production under licence, the same is also proposed. The
approval of the competent authority and the concurrence of the Finance
Division for the import of minimum quantities as well as licenced production,
whereever necessary, is obtained after getting clearance from the indigenous
angle from the Department of Defence Production and supplies and the
Department of Defence Research and Development. Approval of compe-
tent authority is also obtained for inviting technical/commercial quotations
from the manufacturers/firms recommended by the Army Headquarters.
Simultaneously approval is also obtained for setting up a PNC under the
chairmanship of a responsible officer in the Ministry of Defence. The other
members of the Price Negotiating Committee usually represent Army Head-
quarters, Fiance Division, Department of Defence Production & Supplies
and the Defence Research and Development Organisation. A representa-
tive of the Department of Economic Affairs (Ministry of Finance) is included
in the PNC when the foreign exchange amount is substantial.

(1) Examination of Technical| Commercial Quotations

4.14  On receipt of technical/commercial quotations the technical pro-
posals of the various firms are first examined Dy the technical representatives.
After scrutiny of all technical quotations and on consideration of all
technical aspects, commercial negotiations are conducted by the PNC
directly with the authorised representatives of the foreign manufacturers.
During commercial negotiations, the PNC not only discusses the prices,
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but also holds discussions on other terms such as payment, warranty
provisions, etc. The PNC invites, wherever necessary revised commercial
quotations from the contending firms in the light of the negotiations.
Extendsd negotiations are held with the parties with ‘a view to secure
substantial reductions in prices and Improvements in other commercial terms.
After the technical/commareial negotiations have been concluded. the PNC

submits its recommandations to the compztent authority for the conclusion
of the cratrast with the selected party.

(K) Conclusion of Contract, A greement  for licence  production and credis
agreements

4.15 After the recommendations of the PNC have been accepted by the
compeatent authority, the contracts are signed by a senior officer in the Minis.
try on behalf of the President of India. In cases where it is decided to under-
take-licenced production by transfer of technology from the selected firm.
this aspect is also negotiated along with the purchase. A licence produc-
tion agreement is either signed simultaneously by the Department of Defence
Production & Supplies or the requisite commitment is obtained from the
supplier in the purchase contract. Whenever the purchase of the weapon
system 1s on credit terms, corresponding credit agreements are also negotia-
ted simultaneously and signed.

B. Procedure actually followed and the sequence of events through which the

proposal for the procurement of 155 mm Howitzer gun syvstem was pro-
cessed

4.16 In the year 1975 the Army Headquarters constituted an Expert
Committee under the Chairmanship of Lt. Genera] K.V. Krishnarao, the
then Vice-Chief of the Army Staff to study the artillery weapons/systems of
various armies of the world and mak. suitable recommendations. The
Committee inter alia recommended -

“There is a definite requirement for developing a medium gun
of a calibre of say 155 mm. This gun should have a range of 28 to
30 Kms and shall weight of about 50 Kes. The gun should be
capable of firing in low as well 2« high angle. so that it can be
utilised in the mountains also ™

(@) Philosophy Paper

4.17 As a follow-up of the recommendations of the Expert Committee
2 Philosophy Paper on the long-term equipment perspective for the field
branch of Artillery was prepared by the Army Headquarters in October
1979 and sent to the Ministry of Defence under the signature of the then
Chief ‘of the Army Staff. The Philosophy envisaged a 20-year perspective
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covering organisational changes and modernisation measures. The paper
intzr alia stated:

...... the time has come when we should attempt a 20 year
perspective for the remainder of the century for our major weapon
systems and equipments a with a view to setting in motion a2 number
of planning processes by all agencies concerned towards the plan
which has the approval in principle of the Government. A start
has been made by Army Headquarters in preparing a long-term
field artillery equipment perspective on these lines based on recoms-
mendations of the expert committee and other studies carried out
within Army Headquarters.

o 3 £ 3 5 -

“One of the modernisation measures which must be achieved
by the regiment of artillery in the near future is the greater destruc-
tive capability vis-a-vis the present concept of neutralisation.”

“Following from this background a broad plan has been evolved

which visualises introduction of the following long-term changes
in the field tank artillery:—

(@) The introduction of about 155 mm calibre medium gun
(towed and self-propelled) in the plains and a lighter
medium gun of 155 mm calibre in the mountains.

(b) The adoption of 130 mm gun as the primary field gun in
the plains.™

“An additional force level of medium regiments for the
mountains has been sanctioned in addition to the existing regiments.

The new equipment has to be selected to meet this full requirement.”

“The main perspective in this field appears to be the tollowing
guns including those of USSR origin to which we have received nega-
tive answers so far:

(1) 155 mm medium gun from USA

(1) 152 mm HOW: i.e. Howitzer from USSR.
(i) 155 mm gun GCT from France.”

4.18 In August, 1980. the Government approved that the Philosophy
Paper prepared by Army Headquarters should

form the basis for futyre
planning. provisioning and production.

(b} General Staff’ Equipment Policy Committee

4.19 [n this case the GSEPC was not involved and the proposal for the
acquisition of 155 mm guns was taken up by the General Staft directly with the
Ministry of Defence. When questioned by the Committee why the proposal
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for the introduction of 155 mm guns was not processed through the GSEPC,
the Defence Secretary explained that this case was dealt with in accordance
with para 22 of the Army Headquarters Instructions No. 15790/WE-1 dated
19 March, 1975, which reads as under :

«Urgent cases, which cannot await consideration by the GSEPC,
and also those which involve a sizeable financial effect may, with the
approval of the General Staff, be referred directly to Ministries of
Defence and Finance (Defence) for approval, including foreign
exchange sanction.”

4.20 When asked whether the proposal for the acquisition of 133 mm
guns, which had first been envisaged in the Philosophy Paper of 1979, could
be categorised as an urgent case to be regulated by the procedure referred to
above. The Director-General, Weapons and Equipment stated in his evidence:

R v in the initial stages there was urgency to buy &
certain quantity within the Sixth Plan. So, perhaps some element ot
urgency is also there. But specifically the sizeable financial effect

is the category under which this case was dealt with.”

4.21 Elaborating the point further, the Defence Secretary stated in his
evidence as under : '

IR The Hon. Member is under the impression that such
major contracts can be signed—he would like them to be signed—very
speedily and expeditiously. But the fact of the matter is, the more
major a contract, the more complicated it becomes. Secondly we
also have to ensure the availability of funds, particularly the availa-
bility of free foreign exchange. This 1s a matter which 1s not easy
to be resolved. Thirdly I would submit that in the case of other major
acquisitions also it -has taken very substantial time to arrive at a
decision to acguire them. Because, before acquiring a major, weapon
system a large number of evaluations from various angles.
negotiations finalisation of the package, servicing and overhaui
facilities, infrastructure, etc. have to be taken into consideration.
It takes time.”

4.22 The Defence Secretary further explained that since the requirements
of the 155 mm gun system were very pressing and the DRDO was already tied
up with the development of two major gun systems, a veiw was taken that this
complicated gun system, which had already been acquired by our adversary,
may initially be imported. There should also be an accompanying transfer
of technology enabling subsequent licence production. After this decision was
taken, the possibility of procuring this weapon system from an East European
source was considered keeping in view the fact that foreign exchange was in
short supply.
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:.-'."jf-'-i‘“-'*-i an 152 mm Howitzer Gun

3 Even while the Philosophy Paper was prepared in October 1979,
';f-i";{ n Chief of the Army Staff had in mind the 152 mm Howitzer Gun
lable in the Soviet Union. The Ministry of Defence, therefore, decided
eva tﬁ the possibilities of acquiring it and a delegation was sent to Soviet
u ;.:_55'.__. ‘The delegtion reported that it was a design, which did not incorporate
s latest features. However, the Ministry believed that the Soviet Union
&pdated version of the gun system and as such they continued to
sue the matter. As a result, in 1985, the Russian authorities offered the
2 'gun system,} known as GIAT SINT B. On evaluation by the Army
adquarters, it was found that the system had certain limitations when
ewe from the tactical requirements of the Indian Army. Hence it was not
rsued further.
"}ﬁit‘aﬁﬂn and Paper Evaluation
24  As a consequence of the Russian gun not meeting the requirements
“the Army, the Army Headquarters took up consideration of the offers
eived from other sources. After paper evaluation of the offers received
',:'-.'-..'jfw en sources with reference to the characteristics and properties of the
apor fsystem, the Army Headquarters found that eight of them contormed
', od parameters. One of the systems, from South Korea, could not
U.ti in India. Therefore, the rest of the seven gun systems for which
:=' had been received from Yugoslavia, U.K., U.S.A, Sweden, Austria,
and France were trial evaluated in India. The trials were mainly
from March 1980 to April 1982 with the exception of one gun which was
d out in June-July 1978.

After trial evaluating six "gun systems in 1982-83, the Army
arters identified the following four systems as acceptable to

f(l) FH 70—U.K.

- (i) FH 77B—Bofors, Sweden
(i) N-45—Austria

-,- 'Effv) TR-155—France.

1982 the Army Headquarters sent a draft CCPA Paper to the Ministry
Defence in connection with the procurement of 155 mm towed gun system
:« 15-5 mm Self-Propelled (SP) guns. In October 1982, the Ministry
defence asked the Army Headquartersto prepare a detailed evaluation
ort on the basis of trial evaluations conducted by them. The Army
adquarters finalised the General Staff Evaluation of 155 mm gun
stem in December 1982,



(e) General Staff Evaluation

4.26 The General Staff Evaluation Report of 1982 contained the
following recommendations ;—

“(a) M 198 (USA) and M 114/39 (Netherlands) were not acceptable.

(b) The following systems were recommended in order of priority
for purchase and licensed production : |

(i) TR (France)
(ii) FH-77B (Sweden)
(iii) FH 70 (UK)

(¢) The following were recommended for one time buy
(i) TR (France)

(i) FH 77B (Sweden)
(i) FH 70 (UK)
(iv) GC 45 (Austria)”

4.27 The requirements of 155 mm towed and SP guns and other issues
were firmed up in a series of meetings held in the Ministry of Defence. In
January 1984, the Government finally decided to procure 155mm towed gun
systems and de-link the procurement of 155 mm SP gun. It was also decided
that the feasibility of integrating a foreign turret with an Indian platform for
indigenous manufacture of SP guns may be explored.

4.28 In February 1984, a CCPA paper for the procurement of (i) &
specified number of 155 mm (Towed) guns along with accessories/spares|
vehicles and ammunition at a total estimated cost of approximately Rs. 1,600
crores and subsequent licenced manufacture in India of the remainder
requirements of the guns in the 7th Plan and, thereafter (ii) entering into &
licence agreement with the selected manufacturer for the production of 155
mm ammunition in India and (iii) constitution of a Negotiating and Guidanec
Committee for the purpose of carrying out technical/commercial negotiations,
was sent to the Cabinet Sectt. for obtaining approval of the CCPA. In April
1984 the CCPA approved the proposal at (i) and (ii) above. ~As regards item
(iii) above, the CCPA directed that instead of two committees, there should
be a single Negotiating Committee chaired by Defence Sccretary.

(') Negotiating Committee

4.29 A Negotiating Committee, with the following constitution was set
up in May 1984 for the procurement of 155 mm (Towed) guns will



a0cessories/spares/ammunition, etc,

.~ Defence Secretary —Chairman

Secretary (Defence Prod.) —Member
Secretary (R&D) — -do-
Secretary (Expenditure) — ~do-
Addl. Secretary

Economic Affairs - - -do-
(Financial Adviser)

(Defence Services) — -do-
Deputy Chief of the Army Staff - -do-

430 The following four firms were informed to meet the Director  of
&ipons and Equipment in the Army Headquarters with the technical details
pertaining to their 155 mm (Towed) gun on the dates shown against each :

I. M/s. Bofers, Sweden 16 May, 1984
2. M/s. IMS. UK 21 May, 1984
3. M/s. Sofma. France 25 May, 1984
e M/s. Voest Alpine, Austria 30 May, 1984

- The above firms were also informed that commercial negotiations with
fﬂt the 155 mm towed gun would commznce in J une 1984: the
vgramme forgthe commercial negotiations was also intimated to them. The
ove firms were asked to submit _their fquotations for different types of
immunition required forithe 155 mm (towed) gun. Between 16 and 30 May,

4 technical discussions were held with the four firms by DWE along with a
am of officials from Artillery Directorate, DGI. DRDO and Defence
suction Department.
~ The first in-house meeting of the Negotiating Committee was held on
une, 1984, when a time table for negotiations was drawn up. The firms
gre asked to submit their formal price offers on 23 Jul y, 1984. Negotiations
ith the firms commenced on 18-8-1984 and concluded on 28-8-1984.

) Short Listing

' -_ _:Qn 24th August, 1984, the Army Headquarters recommended that

¢ British and Austrian systems were not acceptable to the Indian Army.  Of
- ‘_u two gun systems. the French and the Swedish guns were recommen-

2d in the same order.

3 In February 1985, the Army Headquarters again recommended that
¢ gun systems of France and Sweden be short listed. In March 1985 the
rmy Headquarters reiterated their recommendation of 24th August 1984 and

"y
L]

‘..-
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also intimated that COAS had conveyed the recommendations of the Army

Headquarters on the selection of 155 mm Gun (Towed) System to the Defence
Minister.

4.34  In October 1985, the Negotiating Committee accepted the final
recommendation of the’Army Headquarters to call only M/s. Sofma of France
and M/s. Bofors of Sweden for negotiations.

(h) Commercial Negotiations

4.35 The working Groups (established by the Negotiating Committes ) and
the Negotiating Committee continued detailed discussions/negotiations with
M/s. Bofors, Sweden and M/s. Sofma. France. On 17th February. 1986
Army Headquarters submitted their final technical evaluation on the 155 mm
towed gun systems of M/s. Bofors and M/s. Sofma. In this technical ¢« alua-
tion, Army Headquarters recommended that keeping in mind the capabiiity to
meet current and future operational requirements, the Swedish Bofor: FH
77B gun had a clear edge over the French Sofma TR 155 gun. |

(1) Selection of Bofors Gun

4.36 At the meeting of the Negotiating Committee held on 12th March.

1986, 1t was felt that keepin g in view the technical, contractual and financial
aspects, the Officer of M/s. Bofors was the better of the two. It recommended
that pending finishing touches to the contract, a letter of intent might be issued
to M/s. Bofors to the effect that Government was willing to award the Contract
to them subject to their satisfying the Government of India on all aspects of
the purchase, licence production, credit and other arrangements. These re-
commendations of the Negotiating Committee were approved by RRM(S).
RRM(A) and RM on 13th March, 1986 and RM(PM) on 14th March, 1986,
The Letter of Intent was issued to M/s. Bofors on 14th March, 1986. Further
negotiations continued and revised offers were submitted by M/s. Bofors on
21st March, 1986. Revised offers were also submitted by M/s. Sofma. France.
On 22nd March, 1986 approval of RM(PM) was sought to conclude the Con-
tract with M/s. Bofors, on the basis of lowest offer, as well as the technically

preferred one on 24th March, 1986 RM (PM) approved the proposal to
conclude the Contract with M/s. Bofors.

437 A Memorandum of Understandin g was signed with the Government of
Sweden on 24th March, 1986. Cooperation Agreement, Supply Contract and
Licence Agreement, were also si gned with M/s. Bofors on 24th March. 1986
Separate Credit Agreements for the Supply Contract and the Licence Agree-
ment were signed with AB Svensk Export Kredit, M/s Svenska Hardels-
banken and M/s. Skandinviska Enskilda Banken, Sweden.

4,38 The Committee examined the position stated by the Ministry of
Defence to ascertain whether any deviations from the laid down procedures
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took place in regard to acquisition of weapons and systems so tar as the pro-
curement of 155 mm guns was concerned.: In this context the Ministry of
Defence tendered the following evidence, in a formal note :— |

“No Major deviation in the laid down pmcedumx was made m
so far as the procurement of 155 mm Howitzer guns were uﬂncemed
The only deviation from the laid down procedure was made in the
case of Fire Control Instruments and some items of ammunition
(which were finally contracted) as these items could not be put to trial
evaluation due to their non- cl'vﬂ.lldblllt}“ in 1980-81/81-82. 1t may be
mentioned that in a complex weapon system like the 155 mm Field
Howitzer, which comprises of various sub-systems and a wide range
ol ammunition, 1t was not possible to trial evaluate each and every
sub-system/ammunition in the early 80’s when the'gun was subjected
to trial evaluation, as some of them e.g. llluminating shell ( km).
Smoke shell ( km) and Cargo shell, were under various stages of
development with different firms and no firm could offer these items
for trial in the early 80’s. However, adequate safeguards have been
included in the Contract, including, a provision for the termination of
the Contract and recovery of dumageq from the Seller. in the event of
any of the items not permrmmw according tﬂ the- neescribzd
technical specifications.” | |

€. Observations/Conclusions of the Committee

4.39 On the basis of the discussion in the preceding paragraphs, the
Committee observe that a very elaborate procedure has been laid down for
the infroduction of new weapons/systems in the Army and for assessing the
requirements of the same with a view to ensuring that defence preparedness
18 mamntained at all times. Proposals in this regard have to undergo a series
of steps—the very first being preparation of a Philosophy Paper which has.
to take into account the perspective for the next 20 years, the need for moder-
- nisation, a reappraisal .of threats, changes in geo-strategic environment,
peru;pﬂon of mutual balance dand forecast of obsolescence of existing wea-~
pﬂﬁ‘“jﬂyﬁtﬂﬂ] The other essential factors that need to be taken into account
are: acquisition of capability and/or countermeasures by the adversaries,
developments in technology both within and outside the country and last
but not the least the experience of field formations and the 118‘31‘,5,.

. 4.40 The next step in the process is a detailed examination of the pro-
posal by the G.S.E.P.C. ' The task of this Committee is to prepare policy
statements formalising the requirements of weapons and-equipment; to lay
down the GSQRs regarding the optimum parameters of the equipment while
allotting the same to DRDO for development and, finally, to ensure that the
equipment and development policy for the Army keeps pace mth scientific
and industrial potentialities.
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4 .41 The Ministry of Defen
and decides whether the proposed
and eventually produced in the count
i case indigenous development is not

frame. The further steps that follow are identification of supphliers: desk
evaluation of offers with g VIew to trial evaluate the weapon/system of Lthe
selected manufacturers/suppliers: issye of detailed trial directives and actual
<onduct of trials in different types of condition&flermins; preparation of
trial reports by the trial units/formations: their evaluation by the Directorate
‘General of Weapons and Equipment (D.G.W.E.): finalisation of the General
Sff Evaluation Report (GSER) at the level of the Vice-Chief or Deputy

Chief of the Army Staff with proposals for the import of minimum number
ol weapons/equi pment.

e L

4.42 The proposals submitted by the Army Headquarters are then sub-
jected to detailed €Xamination in the Ministry of Defence gnd approval of
the competent authority and the concurrence of the Finance Division tor
mport of minimum quantities as well as licenced production, wherever
necessary, 1s obtained after getting clearance from the indigenous angle from
the Deptt. of Defence Production and Supplies and the Deptt. of Defence
Research and Development. Approval of the competent authority is alse
obtained for mviting technical/commercial quotations from the manuyfic-
turers/firms  recommended by the Army Headquarters. Simultaneously,
approval is also obtained for setting up a Price Negotiating Committee under
the Chairmanship of 4 responsible officer in the Ministry of Defence.
from the Army Headquarters, representatives of other concerned agencies
such as the Finance Division. the Deptt. of Defence Prodyction and Supplies.
the Deptt. of Fconomic Aflairs, Ministry of Finance and the D.R.D.O..
cte. are included in the Negotiating Committee. The Negotiating Committec
18 charged with the responsibility of scrutinising all the technical and comm-
ercial quotatjons. carry out detailed negotiations with the authorised re.
presentatives of the parties concerned directly and finally conclude the con-
tract, the agreement for licence production and credit dagreemenis, etc. The

Aagreements are signed by a senior officer of the Ministry of Defence on behali
of the President of Indig.

Apart

4. 3 The entire process is quite time-consuming and can casily take g
few years. In the instant case, the Committee find that the search for a
medium gun of 155 mm. calibre, which had already been acquired by an
adversary, commenced as early as 1975 when an Expert Committee was
appomted to study the artillery weapons/systems of various armies in the
world and make suitable recommendations. It came to the conclusion
that there was a definite requirement for developing a medium gun of say @
1535 mm calibre with a range of 28 to 30 kilometres and shell weight of §

C¢ then examines the Philﬂmphy Paper
item can be developed by the DRDO
ry or whether it requires to be imported
feasible within the given time-




47

- 50 kgs capable of firing in low as well as high angle, i.e. a Howitzer gun that

“¢an fire at an angle of 45° and above so that it could get across hill features

4,44  Based on the recommendations of the Expert Committee, a Philo-
sophy Paper was prepared by the Army Headquarters in October, 1979 and
sent to the Ministry of Defence for approval. The other sequential steps that
followed are set out in paragraphs 4.18 to 4.38 .

4.45  The Committee find that both on grounds of urgency and the heavy

estimated outlay of approximately Rs. 1,600 crores involved in procurement
~of the 155mm. towed guns alongwith accessories/spares/vehicles and
ammunition, the proposal was processed by the Army Headquarters directly
with the Ministry of Defence. in terms of para 22 of Army Headquarters
fjns'tructinns No. 13790/WE-1 dated 19th March, 1975.

4.46  While in retrospect. the plea of urgency may not now appear to
ﬁér-tnuvincing in view of the time-lag of about five years which elapsed bet-
~ween the initial submission of the proposal to the Ministry of Defence and
the actual finalisation of the contract, the Army’s perception of an imminent
threat requiring an urgent response. at the time the proposal was mooted,
«cannot be questioned. That the threat did not materialise, or that it receded
the intervening period, does not alter the aforestated situation,.

47 In sum the Committee are of the view that it is amply proved that
‘_'_"_;_'-'pmcedurcs prescribed for the acquisition of weapons/systems was follow-
-"':b'y the Army Headquarters/Ministry of Defence in the purchase of the
Bofors Gun.
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TECHNICAL EVALUATION OF THE 155 MM GUN SYSTEM:

An elaborate procedure has been laid down for technically evaluating
various Weapons/Systems  including field trials under simulated -battle
conditions.

A. F iel_d Trials

=

5.1  Technical evaluation of the equipment to be acquired is an integral
part of the procedure laid down in the Army Headquarters for induction of

the new weapon/system. Explaining the procedure followed in this regard,
the Defence Secretary stated in his evidence that the system followed by the
Army Headquarters is scientific. After making a desk evaluation with
reference to the characteristics and properties of a weapon/system, a list
of possible suppliers, whose equipment prima facie met the Army’s opera-
tional requirements or fulfilled the minimum performance parameters either

fully or as closely as possible, was drawn up and a proposal sent to the Minis-
try for permission to conduct trials. |

X2 Th ‘witness further informed the Committee that the equipment.
offzred by the selected firms for trial purposes at no-cost-no-commitment
basis, was tried out in all types of terrain vi- deserts, plains and mountains
with extrem? climatic conditions. The trial reports were processed, screened
and tabulated by the various echeons of the Army Headquarters and sen
to th2 Director-Gzneral, Weapons and Equipment for analysing the results.
The Vice-Chief, Deputy Chief or the Chief of the Army Staff himself. depend-
ing upon the nature, criticality and value of the cquipment, thereafter sen

to the Ministry a proposal reflecting the minimum requirements’ along witht
a General Staff Evaluation Report.

3.3 Comma2nting on the importance given to the trials conducted by theh
Indian Army, the Defence Secretary testified

I must submit here that the trial evaluations carried out by thel®
Indian Army carry a lot of respect — a commanding respect—off®
suppliers, for the simple reason that our trials are extremely rigoroufs
and done very intelligently.”

5.4 During his evidence before the Comimittee, the Director-Generdl
Weapons and Equipment (DGWE) informed the Committee that the opera
tional requirements of the new weapon/system as they were idertified in (e
light of the Philosophy Paper of 1979 and the earlier report of the Experfs

48
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FHI mittee (1975) were: (i) the calibre of this medium gun should be appro-
ximately 155 mm with a maximum range of 28 to 30 kms, and shell weight
of about 50 kgms: and (ii) the gun should be capable of firingat high angle.

:;5 He added that the concept of future operations was for mobile war-
e and for formations and units operating over widcr areas going ‘deeper
and at a much faster pace into enemy territory. Over the turn of the cen-
‘tuty, this could mean operating under nuclcar threat. When the battlefield

i
"y

scenario of the future was studied, the major issues which had to be taken
into account in the formulation of the weapon requirement were: there were
‘:f' 0 be larger number of targets of fleeting nature on a battlefield : and a higher
proportion of hard point targets, i.c. tanks and armoured persmmel Carriers
W ﬁiﬂd opsrate on the battlefield. There would also be enhanced vulnerability
f th? gun which was firing at such targets as well as of the advancing or
_ﬁﬂ{iing troops that these guns were supporting. As a result of these fore-
casts, it was thought that the gun system must have some essential capabilities
high responsiveness, high rate of fire, opening salvo effectiveness, burst
fire capability, mobility, longer range, availability of improved conventional
ammunitions, accuracy of fire and capable of shoot and scoot tactics.

1'.--"5' Th> DGWE stated that the guns were tried out in all possible terrain
and in all possible climatic conditions. As far as terrain is concerned,
the guiding philosophy was a simple gun for the mountains and a sophisti-
'i gun for the plains and deserts. Consequently, there were cases where
som= guns were either not tried out in mountains or in plains and deserts. As
far as weather was concerned, the guns were made available by the supp-
iers for a specific period of time during a particular perioc of the yecar. As

resuit it might not have been possible to try all the guns in all weather
nditions.

*’ - The DGWE also informed the Committee that detailed trial direc-
tives were issued to trial units/teams prior to the conduct of trials. The
trials included trials on mobility and firing to cover accuracy and consistency,
;'_'.f'f‘*:- angle efficiency, maximum ranges, rate of fire and ease of hardling.
b Iia trials were checked to ensure man-machine interface, ease of assimilaticn
trammg and efficiency by the Indian crew. The trials were also held to
k the timing achieved for various activities like going into and coming
.'t,ﬂf action and the back-up facilities available where any automation was
involved. Finally maintainability trials were conducted by the Corps of
Electrical and Mechanical Engineers.

3 The trials were conducted curing the pericds stated belew

(i) N—65 (Yugoslavia) —June to July, 1978
(i1y FH—70 (U.K.) -—March to May, 1980
- (i) M—198 (U.S.A.) ~—April to June, 1980

8§ /88 LSS /88—5
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(iv) FH—77 B (Sweden) __June to December, 1981
(v) GC—45 (Austria) —September to November, 1981
(vi) M—144/39 (Holland) —March to April, 1982
(vii) TR—155 (France) —March to April, 1982
59 During thz evidsnc:. the Committee drew the attention of the

Dafenc: S:cretary to the dzmand made on several occasions by some
mambars of the Negotiating Committee that the unit level trial reports be
mads available to them. Explaining the reasons why these reports were
not furnishad to thz Nzgotiating Commuittee. the witness stated :(—

“These unit level evaluation reports are received in large
numbers from various units. In this case, for this gun system 1
believe there were two or three dozen or perhaps more of such
reports. These unit reports have been supplied to the JPC already.
Now, a person who is not a professional cannot pull out of these
large number of unit level reports as to where the truth really lies,
because every Commanding Officer writes according to his own
perceptions and the way he has evaluated a commodity, or store in
his own environment. Now, it Is the duty of the Director-General,
Weapons and Equipment, that he should scrutinise carefylly,
examine these unit level evaluation reports and preparc a final
report which would represent the view of the General Stail after
it has been approved of by the Depuly Chief of the Army Staff
and the Chief of Army Staff. This is how the general staff evalua-
tion report is prepared.

The question, therefore, arose in the Negotiating Committee
as to whether it is fruitful to distribute the large number of unit
tevel evaluation reports to different members. The Deputy Chiet
of Army Staff who was a member of the negotiating committee,
clarified that if you were to do that it would be futile and perplexing
because you would not be able to fairly assimilate all those things
because they are technical in character and occasionally the judge-
ments are contradictory. They have to be integrated, coordinated
and harmonised at the level of General Staff, at the level of Director
General, Weapons and Equipment, on behalf of the Army Head-
quarters. It was, therefore, decided that these unit level evaluation
reports would not be circulated, and we would trust the judgment
of the Army Headquarters where these general staff evaluation
reports. have been approved by the Deputy Chief or the Army
Chief and given by them...... ”
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- B. General Staff Evaluation

- 5.10  Based on field trials carried out during 1980-82, a General Staff
- Evaluation Report was prepared by the Army Headquarters in December,
1982.

The following four of the seven gun systems that were tried ocut
- were identified as acceptable :

(i) FH 70 (U.K.)

() FH 77-B (Sweden)
(7ii) GC-45 (Austria)
(v) TR-155 (France).

2t The following two guns which did not meet the requirements for
- feasons indicated below, could not be graded acceptable :

(i) M-198 of USA

This gun was nat considered suitable in comparative performance,
it was not to date technology, had poor cross country mobility and
did not have potential for an Auxiliary Propulsion Unit to be added

on. In addition a very paor delivery schedule had been indicated.

(if) M-114/39 of Holland

This gun was also not considered suitable for introduction into
service because the prototype offered was basically a product
improvement of the old World War_IT vintage M-114 gun. It
had a slow rate of fire, did not meet the operational requirements
and it did not have the potential for an APU to be added on.

512  According to the Army  Headquarters, the requirement of the

Army was for a sophisticated weapon system which would remain in service
]‘H the first quarter of the next century. Such a system to be selected should
have the best technology, high rate of fire including burst fire capability,
long range, a fair degree of automation and ¢1925ility of firing various types
‘of ammunition. In the background of its requirement, the Army Head-
quarters’ appraised the comparative merits and demerits of the four gun
systems which were acceptable to them.

s,
A

3.13 - The Committee have bzen shy va the ¢cxnodlzez daails of the ana-
dysis done by the Army Headquarters. For security reasons the Committee
have decided against the inclusion of ths afyessaid a1ilysis in this Rzport.
12y, however, be noted that the Swedish gun had the advantage of being
the most automatic among all the guns, with a true burst fire capability,

It had the smallest crew of six and jts APU was diesel driven while that in
other cases was petrol driven.
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5.14 The Director-General, Artillery. in his evidence highlighted the
superior aspects of the Bofors gun by stating :

e T the equipment is such that even two men can handle
it and move it. Whether there is sandstorm, rain or snow, my
assessment is that it will still be able to function and produce what
1s required of it.”

5.15  During evidence of the Chief of the Army Staff, the Committee
enquired whether the technical evaluation of the gun systems was done by
certain individuals or a Committee was set up for the purpose. He stated
that it was much more than a Committee. Different aspects were evaluated
by different officers/experts in different climates over a period of time.
The representatives of the Research & Development, the Electrical &
Mechanical Engineers, the Directorate General of Inspection, etc. were all
involved in this process of evaluation. After all of them had given their

reports these were collectively examined and only then the General Stafi
Evaluation was made.

C. General Staff Qualitative Requirements

5.16 As per prescribed procedure, apart from the General Staff Evalua-
tion Report. General Staff Qualitative Requirements (GSQRs) which give
all technical details including performance parameters of the weapons to
be developed, are required to be prepared before hand and the technical
acceptability of any new weapon is determined with reference to the GSQRS

which are based on operational requirements and are an insurance against
any sub-standard equipment being introduced.

a.17 During evidence the Committee enquired from Lt. Gen. H. Kaul,
the then DCOAS how in the absence of GSQR, technical evaluation of the
guns could be made. The witness explained that GSQRs were not required
by the Army in so far as this particular gun system was concerned. GSQRs
would be required if the weapon/system was proposed to be developed
indigenously. He added that detailed trial directives had been issued to

the trial units and they must have evaluated the system according to these
directives.

5.18 On the same question, the Chief of the Army Staff in his evidence
stated that there was no requirement for GSQRs when they were dealing
with this kind of weapon/system which was already existing in other parts
of the World and was to be acquired ex-import. These were required
only when the system was to be developed within the country.

5.19 The Defence Secretary, while explaining the position during his
evidence, stated that the question of GSQR was initially raised in the
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Negotiating Committee meetings. Consequently, the Committee decided
to view the evaluation with reference to the minimum acceptable parameters,
which were furnished by the Deputy Chief of the Army Staff.

520 The Defence Secretary also referred to Army instructions issued on
3 February, 1983, which provided the logic for the requirement of GSQRs
Para 16 thereof reads as under :

“16. QRs arc required to be prepared as per the form

attached at Appendix ‘C’. These will be forwarded under the
signature of a Director or equivalent to the DWE. No QR need

be prepared in respect of :(—
(@) Equipment which are current in service.

() Equipment for which indigenous manufacture has been esta-
blished but have vet not been infroduced; or where the requi-
red particulars to guide manufacture are available.

(c) Equipment of foreign manufacture/design which are found
suitable for introduction in the service with or without modifi-

cations.”

521  The philosophy behind this was that in case they had to purchase
the equipment from abroad it was not possible to lay down the GSQRs
~ for the reason that those items were being purchased as manufactured.
" If, on the other hand, it was a question of development and production
within the country, the GSQRs would be essential.

522 When the Committee enquired how in the absence of GSQRs,
the inter se priority of the guns could be determined, the Defence Secretary
stated that in place of GSQRs the evaluation of 2ll the four guns systems
"~ was done with reference to the mintmum acceptable parameters. He
- added :

“The sum and substance of this 1s that the GSQR was repre-
sented by the minimum acceptable requirements. The Negotiating
Committee thus took a decision that it would be very confusing
if the Members were to go through the trial reports of the units
and, therefore, the General Staff Evaluation Report should be used.
Tnstead of these GSQRs and trial reposts, they had the benefit of
two other things. namely the General Staff Evaluation Report and
| the minimum acceptable parameters...... 2

~ D. CCPA (Cabinet Committee on Political Ajfairs) Paper

5.23 In the CCPA Paper prepared in February, 1984, for obtaining
- Cabinet approval for the procurement and licence manufacture of 155 mm
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guns it was pointed out that three guns systems viz. TR (France), FH-77-B:
(Sweden) and FH-70 (U.K.), evaluated and found suitable by the Army,
were considered to be sophisticated/futuristic enough to be manufactured
in India under licence. As stated earlier, the Austrian GC-45 guns was
recommended only for a one time buy.

J5.24 During evidence, the Committee enquired from the Chief of Army
Stafi why the Army Headquarters had recommended the Austrian gun
for one time buy only. The Chief of the Army Stafl explained that in
1982 when he was the Deputy Chief he had recommended the purchase
and licence producticn from among only three guns viz. French, Swedish
or the British, the Austrian gun was not considered good enough. At
that time, the threat perspective was imminent and hence operationally
there was an urgent requirement to obtain a certain number of 135 mm
guns by the end of the Sixth Plan (1980—85). At that point of time, none
of the competitors other than the Austrians was in a position to immediately
supply more than 30-40 guns. Hence, the Austrian gun was recommended
tor ene time buy. Subsequently, when the operational threat scenario
started changing, the Army Headquarters dropped the idea.

E. Technical Evahiation & Negotiating Conunittee

3.25 After CCPA approval, action was taken to constitute a Negotiating
Committee and simultaneously the then Director of Weapons and Equip-
ment (Lt. Gen., Mayadas) was asked to undertake technical negotiations

with the following four firms before the commercial negotiations com-
menced :

(1) M/s. Bofors, Sweden.
(2) M/s. IMS (U.K.).

(3) M/s. Sofma, France.
(4) M/s. Voest Alpine, Austria.

5.26 On the basis of technical discussions held with the four firms by
the then Director of Weapons and Equipment and a team of officials drawn
from different disciplines, a report entitled “Report of the Technical
Evaluation and Negotiating Committee on the 155 mm Guns offered by
Sweden, U.K., France and Austria (16 May, 1984 to 2 June, 1984)” was
prepared. This Report inter alia indicated that a Technical Evaluation
and Negotiating Committee had been constituted, with the DWFE as
Chairman, to evaluate the 155 mm towed gun system.

5.27  During evidence, the Committee enquired from Lt. Gen. Mayadas.
DGNCC, who was the then Director of Weapons and Equipment, whether
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3 any directions had been given by the Ministry of Defence 1n regard to the
evaluation of the 155 mm towed gun system. The witness stated :

“I was told that I had been made the Chairman of a Technical
Evaluation Committee: that all the four teams had alrecady been
invited to come to India and that I would have to do a evaluation
between these four teams and all that they had to offer. When
I enquired as to what they had to offer, I was told that everything
was in my hands........ I asked my staff to find out who were
the members of the Committee. The Ministry of Defence asked
‘whom all do you require’. I gave them a list of people. The
Ministry of Defence then informed all these people that they had
to be there. I had a committec of about 8 or 9 different agencies
and consisting of 15 members.”

528 In reply to a question whether the directions were given in writing
“or orally, the witness referred the Committee to a note dated 5 May, 1984
sent to him by the then Joint Secretary (O). The Committee called for

this note and found that it read as under :—

|

“At the time of technical negotiations, you may kindly make
it a point to obtain a list of all spares, accessories, etc. with each
item duly priced and the scales recommended according to the
manufacturer. After getting this you may kindly have it vetted
by EME and others concerned. This will form part of the Contract
so that there is no dispute either about the scales or about the price
of the items later. If we want to increase the scales, the choice
should be left to us.

I thought 1 would caution you about this in advance because
we face this difficulty every time an equipment is contracted. In
fact, we have rectified this in respect of a number of equipment
we have procured in the recent past. However, for instance, M/s.
IMS have not done it and a fear is being expressed justifiably by
the EME and the engineers that the IMS may try to reduce the
scales. We are putting a suitable clause to safeguard this. How-
ever, this kind of a difficulty can be avoided if the details are
insisted upon as indicated in para 1 above and also as indicated
in my OCB message to the manufacturers through our MAs sent
this morning.”

529 The Committee enquired whether further action taken by the
Birﬁctﬂr Weapons and Equipment was in accordance with the directions
siven by the Ministry of Defence in the above note. He replied in the
affirmative and stated that he took the technical negotiations to mean
- everything concerning the gun system.
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5.30 When asked whether the list of spares and accessories had been
prepared and got vetted by EME, he stated that this was done subs2quent
to the submission of his Report and the list of spares was not given therein.

5.31 The Committee pointed out to the DWE that the Ministry’s note
~eferred to above did not authorise the establishment of a Negotiating
Committee for Technical Evaluation and enquired whether there was any
other letter or note on the basis of which the DWE had prepared his Report.

The witness stated :

“This is a telex message dated 5th May, 1984 sent by JS(O)
to the four contending firms and this is as follows :—

‘MA from JS(O), Ministry of Defence. Please advise 10
meet DWE with ali technical details pertaining to 135 mm
oun (towed). They should be prepared to answer all gueries
regarding the guns, spares, accessories, ammunition, etc.
including the licence production of the gun and ammunition.
This will form part of technical negotiations for sale of these
HUOE. oo v They should also provide a list of spare parts
each item duly priced at the time of technical negotiations™ .

5.32 At the instance of the Committee, the Ministry of Detence furn:shed
to them copies of the report of “Lt. Gen. Mayadas Committee”. The
Committee found that the Report had been signed only by 6 Members
including the Chairman, out of a total of 15 Members who were stated 1o
have comprised the Committee. The Report stated inter alia :

“Opinion of Senior members of the Technical Evaluation and
Negotiating Commiitee

19. The individual opinions of the Committee are recorded
in the presence of the Chairman without any one member being
allowed to see what another has recommended. Their opInions
are noted by them to show their analysis of the infer se position

of the weapon/system.
= %

Opinion of the Chairman

70. The Chairman is of the opinion that the weapon
systems are graded as given below :
GHN (45) — Austnia
TR 155 — France
FH 77-B — Sweden

FH 70 — U.K.”
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533  According to the individual opinion of the six members who had
j_-i med the Report, four members, including the Chairman, had rated the
Austrian gun as the best. Two of these four had given the same rating to
Frf:nch TR 155 gun 2also. One of them (the then DD Artillery) had

ed FH-77-B of Sweden as number one while the sixth member stated :

“If the claims made by the Austrians about GHM-45 are
correct then this gun has an edge over the others.”

The Committee drew the attention of the then DWE, Lt. Gen.

e
=

Mayadas, to the undermentioncd observations contained in the Report

B} m:u itted by him :

“Each contender has eflected improvements in the complete
systems to include guns vehicles, auxiliary propulsion units (APUs),
ammunition and instruments since the time these were trial evaluated
in India. The Technical Committee cross-questioned the contenders
closely on these changes, and tried to evaluate the varacity of these
improvements. These claims are ascertainable, and the firms will
be required to render Compliance Certificates before the Contract
is signed. Hence their claims may bz viewed as substantiaily
correct. Where the changes are of a nature that affect the value
: of the gun materially, these have been highlighted in this report.”

535 In the above context, the Committes enquired whether the recom-
mendations submitted by Lt. Gen. Mayadas were based on actual trials or
only on the claims of contenders, the then DWE stated that the recom-
'- ations of the Committee were made on the basis of trials carried out
it "India, the delegation reports given by the senior officers who had gone

abroad and seen the performance of these guns and on the claims made by
ﬁ:onteﬂders

i’ The Committze pointed out that so far as the Austrian gun was
concerned, what had been trial evaluated in India was the GC-45 gun and
mot the GHN-45, which had been accorded the first priority by
5'::-‘_,__!_'. To this the witness replied :

“If you want to make a technical distinction. it is correct.”

_;5' In reply to a querry, the then DWE clarified that at the time of nego-
1 tons, no GSQR of the 155 mm gun was available. There was a draft
_ ﬁl‘-_.'. whlch was got updated through Director General, Research &
1 When asked how any recommendations could be made in the

absence uf any GSQR he. stated that these guns, although being discussed

m 1975-76 onwards, had been evaluated in the absence ofa formal
GS R
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5.38 The Committee wanted to know on what basis the Austrian gum
had been rated as number one. To this. the then Director, Weapons and
Equipmznt replied that there werc many reasomns viz. it had the longest
range upto 30 kms with absolute consistency: it fired the heaviest shell
which had more lethality while giving 30 kms; with the APU it was the
fastest gun which could move on its own: It could carry six men on the

gun and six on the ammunition side: it was the simplest, most robust and
the cheapest. Consequently, they could buy with the given funds 40 per

cent more of the guns system.

5.39 The present D.G.W.E., in his evidence before the Committee
pointed out that the gun that was tried in India was GC-45 and not GHN-45

to which a powerful APU had been added and several other improvements
claimed. The reasons why the gun was found unsuitable were :—

(/) It was not an integrated system and there were reports of
accidents. During his visit to Austria along with the Raksha
Mantri, the Scientific Adviier enquired about thesc accidents
and asked the Austrians to give Cetails of their gun construction,
test and sp-cifications, metellurgy and the test criterion. The
Austrians refused to give these details not only then but even

during sp-cification negotiations:

(ii) There were doubts about the ammunition performance: they
were using US nomenclature for their ammunition  with

different specifications;

(iii) There was the question of World War II Treaty which forbade
Avstria from manufacturing rockets and guns with ranges
exceeding 30 kilometres. Their weapon development was,
therefore. controlled and there were doubts whether they
would be permitted to matket such weapons:

(iv) There were doubts about the patent for the long range ERFF
ammunition. The Austrian gun design and its ammunition
had its origin in Canada from a firm called SRC, who gave

the licence to Austria for the production cf guns while for the
H.F. ammunition they gave the licence to PRB Belgivm. They

were. therefore, quite doubtful about the right of Austriansto
sell the long range ammunition or to transfer the technology;

(v) In the mountains the GC-45 Austrian gun tcck more than
twice the time for a given distance as compared to Befors and
som> other guns which were tried simultancously with It
The gun was, thercfore, not as mobile as claimed.
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. The Commitiee also examined the then Deputy Chief of the Army
iff (Gen. H. Kaul) on the subject. Asked whether he was aware of the
'-;r'_-_-:;‘ﬁ* of the Mayadas Ccmmitice, the then DCOAS explained that

Iy, accordirg to the set procedure, a technical negotiating committee
t up by the Ministry of Defence to decide about the technical aspects
m: gotiations, which were carried out by the Negotiating Committee.
d about his reactions with regard to the recommendaticns containcd
ﬁﬂld report, the then DCOAS replied that when he first saw the report
{ Lt. Gen. Mayadas Committee, it was quite obyicus to him that they had
hn one the job for which they were appointed. Their jcb was technical
gotiation and not evaluation, because by sitting in an officc end listcning
: firms no evaluation can be carried cut. Eveluation is based on
Ild trials carried out by Trial Units in the different climates and regions
India. Then those things were discussed very freely. In his opinion.
s yas not the task for which the Committee uncdcr the then DWE was
ytmed. After having gone through Lt. Gen. Mayadas Report and hzving
amined it in detail, he put up a note to the then Chief of the Army Staft
hich 1s reproduced hercunder :

iR In my opinton, it is a subjective report and not at
all objective. The Technical Committee cennot make recommenda-
tions based on claims of the firms which have not been verified by
~ actual trials i India. Such a proccdure is only adopted for paper
~ evaluation when short-listing firms whese wezpon systems are to be
~ brought to India for trials. To de so at this stage for recom-

mending a gun system for purchase can be misleadirg and dangerous.
It 1s IlngILal and misleaging for the Committce to report that the

claims of the firms may be viewed as substantially correct.

The whole report seems to have been constructed in a manner
to bring out one particular gun system as the best. Even the
philosophy for the medium guns, the views on technical aspects
expressed in this and the aspects of Indo-Pak scenario highlighted
are personal views on sclected aspects which build up one particular
gun system. If such aspects are to be included. these must be the
accepted views of the Artillery Dircctorate, and Gereral Stafl
Branch which have been approved by the Chief of the Army Staff.
I regret to say that this report is mislcacing and subjective’.

This note was signed by him on 14th July, 1984 and put up to
the then Chtef, Gen. A. S. Vaidya. He wrote :

‘I agree with the note. No credence be given to manu-
facturers’ claims. My recommendations be based on actual
erformance of the guns and ammunitions™.”
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5.41 Questioned op the subject, the Chief of the Army Staff, in his
evidence, stated that on going through Lt. Gen. Mayadas Commitiee’s
Report, he discovered that many of the weaknesses in the guns had been
rather haphazardly projected and it appcared there was no objectivity in
the assessments made. He also found from the Report that Gep. Mayadas
had taken a part of the initial tria] feports and that too somewhat selectively
and had not taken the end position in view. He sajd that he was surprised

about this selectivity as to why certain aspects had been highlighted and
why certain others had been played down.

542  He further added that he fully agreed with hjs predecessor’s
comment (Gen. A. S. Vaid ya, COAS) on the document wherein he had
said that he totally disagreed with the findings of the Committee which did
nOt appear to be objective in its conclusions. According to Gen. Sundaryji
this kind of g committee was not a truly technical ¢valuation committee
but merely a technical group to do Some preliminary work to assist the
Negotiating Committee. Its task was to put the technical parameters of
the various firms under one format; to make sure whether the spares support,

the drawings and diagrams etc. were actually there and nothing was Jeft

3.43 Asked about the reasons for excluding the Austrian gun from the
short-list, the Chief of the Army Staff testified before the Committee —

“The first point was that there were Proven accidents regarding
the barrel. The gun barrel burst in a trial in Belgium sometime
before we tried it. A photographer was killed in that. The firm
also did not dispute that it occurred but they claimed that it was
because of the fault of the ammunition. The ammunition was g
manufactured by a Belgian firm and that firm said that it was due
to the defect of the gun and not because of the ammunition.

The next point was that this gun, though it notionally had the
advantage of reaching a range of 39 kms., in a test firing in India
it showed abnormal dispersion wel] beyond the acceptable limit at
the higher range closer to 39 kms. as well as the shorter range when
we fired charge 3 which was the lowest charge. So there was dis-
persion both at the lower apd also at the maximum Charge.

In the light of ali this, the evaluations done by the Army Head-
quarters quite rightly treated it as gun of 4 30 kms. range and not
39 kms. Tange even though notionally it would reach upto 39 kms.

tains, when we fired at high angles, the rate of fire that this gun was
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5.44  The Committee pointed out that in spite of these shortcomings,
the Austrian sUn was considered g the

most mobile gun. The Chief of the
Army Staff replied that he d;
- atand he was at a loss to
. inputs availabje in the

the

the defence delegation led by the then
ria in June 1982,

the Defence Secretary

. They were, how-
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only at this stage that claims
tion. Those weapon system
through comprehensive

of companies are taken into considera-
S which arrive for trials are then put

trials in various cnvironments, which we
are likely to face.  After the trials, only those systems are recom mend-

ed for introduction which meet our requirements. The companies
of these systems and even others, who may not have made the grade,
may be called for negotiations. Those Systems, which have not

n negotiations for financial advan-
are quite clear that we cannot base
made by various firms. We have
our trial evaluations. Taking into considera-
Fgun systems, we are quite clear that the

gun systems are not acceptable to the Indian
Army. Of the remaining two gun systems, our gradings are that the

French meets oyr requirements most of all and the Swedish is the
second best.™

tage. In the present case also we
any decision purely on the claims
Lo proceed on the basis of
tion all aspects of the fou
British and the Austrian

3.47 In February, 1985, the
that the following two systems sh

(@) 155 mm TR, France
(b) 155 mm FH 77 B-—Sweden

5.48  The Army Headquarters™ recommendations on the short-listing
and relative grading of the gun systems were followed up through in their
letter of 19 March, 1985 (No. B/28888/GS/WE-5) to the Dezfence Secretary.

This letter inter alia recommended as tinder:

“The performance of the tour gun
hensively and critically examined throu
luation. The short-listing of TR
systems has been done cntirely on
four gun systems, as actually proy
claims have not been taken

Army Headquarters agam recommended
ould be short-listed at the carliest:

systems has been compre-
gh detailed trials and eva-
(France) and 77RB (Sweden) gun
the relative performance of the
¢d during trials. Unsubstantiated
into considzration as it would not be
prudent to do so. | may also mantion that the case has baen dis-
cussed with the COAS once again and there is no change in Army
Headquarters® earljer recommendation. In view of aboya jt i3

requested that the case for selection of 155 mm (tow:d) gan system(s)

for the Army may kindly be finalised at ths earliest so that oyr Opara-
tional preparedness doas ot continue to remain adverse.”

5.49 During evidence, the Committee enquired from ths then DCOAS

Lt. Gen. H. Kayl about the reasons for further sho rtlisting of the guns from
four to two. The witness stafed:

“Before I took over as

the Deputy Chief, the Austrian gun had
been only recommended for

one time-~buy only by my predecessor.



03

I discarded the Austrian and the British gun totally because when I
put up my recommendations to the then Chief Gen. Krishna Rao
and later on to Gen. Vaidya, both agreed with me, that we should
discard them totally because they did not meet our requirements.

Therefore, only two guns were left—the French and the Swedish
in our recommendations.”

- 9.0 To a question why, in the aforesaid context, negotiations were
~ commenced with all the four firms whose guns had been short-listed earlier

 the witness stated that this was done to generate competition in prices and.,
- on his suggestion, the short-listing of two guns was not made public, to
~ achieve this objective. He also stated that he had made it quite clear that

- the only reason for including the British and Austrian guns was for
- financial advantage only.

2

S 51 The Committee pointed out that the French gun had all along been
placed above the Swedish gun in order of priority by the Army Headquarters.

~ Asked about the relative performance of the two guns, the then DCOAS
~stated:

I.\."'l

“When a weapon system is selected for the Army, it is not one
part of the system which is considered. One must g0 through the
whole system. In this case, if T were to select a gun, I would think
of the gun, the gun-pulling vehicle, the ammunition, the transfer of
technology, the state-of-art already achieved by that particular gun
in that particular country or the firm, the potential for further
improvement of that gun, how much of that they could transfer to
us, apart from the cost and other factors like gun contro!, equipment,
computers and everything else. So far as the guns are concerned,
just the guns—both the French and the Swedish met the require-
ments, though in guns also the French gun was definitely in our
opinion better than the Swedish gun. In the totahity the French had
many more advantages. One was the range.

X The next was travers. In this also the French gun had an
r advantage.

. in the case of Swedish gun the rate of burst fire was
better than the French gun.

In the sighting system, there was no difference—no advantage or
disadvantage.

The Auxillary Power Unit was more or less the sams except that
there was a slight advantage in one gun.

In size the French had an advantage over the Swedish gun.



64

Both had a good mobility in all the terrains. But in ground
clearance the French gun was better; there was a difference of only
5> centimetres—not a very major difference.

The main difference really was firstly in the totality of the
mputs. In the French gun the French themselves, the So fma, had
all the ammunitions which they could supply to us—all the ammuni-
tions manufactured by So fma themselves. Computers, gun con-
trol system, communications the vehicle for pulling the gun, every
thing was made either by So fma or by another company controlled
by the French Government. In the case of Swedish gun, this was a
major drawback. Firstly, they did not have all the ammunitions;
secondly computers, gun control equipment and so on were from
various other firms—not from Sweden alone.”

The witness further added :

“Then there were other factors like the system performance,
future R&D support and the ability to honour contract. Here
there was a problem. According to the information then available
to us, according to the Swedish laws, in the event of hostilities, the
Swedish Government could ban further export, which was not the
case with the French Government. Also in the vintage and relia-
bility of technology, there were certain differences because the
French gun had been really drafted from the French self-propelled
gun while in the case of Swedish they had no self-propelled gun.”

G. Selection of Bofors Gun

552 In the final technical evaluation of the 155 mm towed guns sub-
mitted by the Army Headquarters on 17 February, 1986 to the Negotiating
Committee, it was inter alia stated -

“Essentially both guns meet the minimum acceptable parameters
and the paramount requirement of mobility, technical operational
features and ranges. However, in coming to a final conclusion all
issues cannot be given an equal weightage as some features are more

critical than others. Such issues are discussed in succeeding para -
graphs.

Burst Fire Capabilit %

Only Bofors 77B gun has truc burst fire capability because of the:
following features :

(@) Automatic handling of ammunition.
(b) Automatic loading of all components of a round.

(¢) Automatic levelling sights.
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(d) Hydraulic locking arrangements for elevation and traversing
mechanisms whereby the laying is not disturbed after firing a
round.

(¢) Because of above features the capability of even a reduced or
fatigued detachment to maintain the required rate of fire.

High degree of automation of the Bofors does mean greater
 chances of a defect occurring. However, due to this automation,
four guns- of this type could maintain the same rate of fire for short
periods as six guns which are not automated. This is specifically
pertinent with reduced/fatigued detachments as would normally
be the case in battle. Burst fire capability is an essential featyre of
the “shoot and scoot™ tastics which artillery will have to follow
in the interest of survivability when enemy counter bombardment
“capabilities are enhanced. This apart, burst fire enhances the first
salvo effect. |

Maxunum Range

It is now universally known that guns with 39 calibre barrels
achieve approximately 30 kms with -acceptable dispersion. Claims
of both manufacturers are therefore credible. Claimed range
advantage of 3 km in the case of So fma TR 155 gives this gun some
advantage. However, since this extra range has been achieved
through development in ammunition rather than the gun, this aspect
may not be given as much importance as burst fire capability which
is related directly to the features of the gun.

In the final analysis, keeping in mind the capability to meet
current and future operational requirements, the Swedish Bofors
77B has a clear edge over the French, So fma TR 155.

5.53  During the examination of the Chief of Army Staff, the Committee
pointed out that in all the earlier assessments made by the Army Headquarters
from time to time, the French Gun system had been accorded the first
priority in their evaluation. However, in the fingl cvaluation, made in
February, 1986, the inter se priority between the French gun and the Swedish
gun was changzd and the Bofors gun of Sweden was considered as the
preferred one. The Committee enquired from the Chief of the Army Staff
about the reasons for the reversal in the inter se priority of the two gun
systems. The Chief of Army Staff explained :

“In 1982, I gave the General Staff Evaluation Report to my then
Chief, which then eventually went to the Government. In my analysis
and assessment at that point of tume, I had placed the French gun

at the top of the list, with the Swedish gun at the second place and
S /88 1SS /88—-6
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the British gun a4 the third
- recommended that these
acquisition but also for

place. In the Evaluation Report 1 had
three systems were suitable. not onlJ

y for
licensed production.” |

placs in' December, 1983

were the thoughts behind this

. assessment of mine. At that point of time, we were evaluating not

- Just the towed gun byt also the self-propelled gun as one package.
The only weapon which figured in b sts v '

“Therefore, it was only the Fre
requirements, This aspect of com

- Considerably in
" This' was one-

nch system which fulfilled all the
monality weighed with me fairly
allotting points for the French towed system ‘as well.
of the main reasons.” £ S

. for the gun System. Between 1982 and sometime in July, 1985,
both our Own R & D as we]] as the French firm had tried to work
out the feas_fbility- of mounting this kind of turret on the Vijayanta
tank. We were very hopeful that it would suee
stages. But after three years of work, they came back and reported
that this was not feasible. For many technical considerations, the
Vijayanta could not accept t

he French GCT-Turret. In July, 1985,
It was droppsd. Hence th '

,» which I made earlier

monality between the gun system on

the self-propelled gun as well as the towed System in 1982, had
disappeared co 1S i

the French Sp gun was not coming and we were looking for other
guns. The fact is that the French GCT-Turret to be mounted on the
Vijayanta had peen o feasible proposition in July,
1985. This factor was also includad in the analysis in 'Februa:y,
1986.”

“The second main reason was that though the Bofors gystem
had the advantage of greater deor

ter degree of automation than the French
system, I did not a¢ that point of time give a larger weightage for
1ts burst-fire capability and the automation capability, The burst-
fire capability is very ‘essential if in the future days our potential
adversary acquires a kind of radar with which h '



67

were aware that the USA was the only country which was developing

such a radar. My anticipation at that time was that by the time

¢+ this kind of technology becomes more prevalent in the USA and
they are prepared to transfer this kind of radar to their alles, it

- would be almost a decade ‘and a half later

These were the two reasons why I had placed the French gun slightly
ahead of the Bofors gun at that point of time even though I had
stated that all three guns—the French, the Swedish and the British
gun—were acceptable to us. Then subsequently in February, 1986,
when I took over as Chief of Army Staff, two major events had
occurred.  First of all, the USA had successfully developed the fire-
finder radar, the ANTPS-37 and had alsg included this radar in the
 package which they were giving to. .. .+« a8 part of the aid.”

“Now this made a considerable sea-change in our vulnerabilities
which we would face in the decades.to come, Now, what I had
hoped was a threat which would materialise in 1997 or so unfoy-

| | tunately materialised much more- rapidly than we anticrpated or
| suspected. This ability of the fire-finder 1adar, the only such raday
-which exists even today, is that when the very first round is fired
it is capable of tracking the shell in flight early enough and after
taking a few successive readings in space, computerised calcualationg
£0 onand givea very highly accurate location of the gun which

| fired in a matter of aboyr 45 to 50 seconds from the time it was
¢ actually fired.” o |

Hence shoot and scoot assumed greater importance in 1986

and it could not be wished away that it may not take place even in
2000 AD.” |

‘He added -

€é

... In the light of some of these changzsd circumstances, I
re-evaluated the inser-se placement and decided that the Boforg gun
in these conditions had an edge over the French gun though funda-
mentally both guns were acceptable for the Army. This was the
sequence and I would like to repeat under oath, what I told the hon.
Members when I briefed them in the Army Headquarters some
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“shortcomings etc. had been rectified, the Chief of the Army Stafl stated
“that thc defects which were noticed during the trials, and which were pointed
~‘out to the suppliers, had been modified to the Army’s satisfaction before

“the contractual stage or negotiations for the contract.

.5.55 . During the course of the evidence of the then S3 cr;.,ta.ry (Expenditure)
(Shrl R Ganapatl) the Committee referred to a question raised by a
~membet of the Negotiating Committee that the recommendations of the

Army andquarters were based on the trials conducted in 1982 and that the
cimprovements made by different manufacturers thercafter h'ld been ignored.
The witness stated :—
- .“The. most conclusive methﬂd of determmmg to what extent
. jthe*se improvements have in fact been effected by different manu-
. ‘facturers would be to test the guns all over again. In fact, it is
. mentioned in the same paragraph. Sccretary R & D made an
observation, “Should some critical parameters be tried and evaluated
“in about a month’s time.” But the Army explained that a fresh
evaluation would be time-consuming. First of all. we have to ask
~them to bring the improved versions. and then trials have to be con-
ducted all ‘over again in different terrains. The Army stated that
they have been asking for this gun system for quite a long time. It
was a question of making an intelligent judgement of one’s own
- technical knowledge and after discussions with them. deciding
whether these claims were credible and if so to what extent they were
credible. In a subsequent meeting of the Negotiating Committee. |
am on record as having said that the conclusion of Army was based
upon the trials that they carried out in the first set of guns and their
own technical evaluation of the various parameters. So. it is a
combined sort of an exercise. The ideal solution would have been
to bring the guns all over again and conduct the trials afresh. And
that would have taken one more year at least. After the trials. you
mvite offers and negotiate the terms and this would have taken

another two or three years. Butthe army was not prepared to lose
that much time. So, in the overall defence interests of the countiy,

we felt that it would not be advisable to follow this foolproof method
and decided to rely on the judgmznt ,Of the people who are in the

know of things, and are versatile and compztent to judge upon these
matters,”

5.56 The Committee drew attention to the findings during trial evalua-
tion to the cffect that since the Bofors gun was most automatic it was pron2
to moie defects. Reacting to this, the Chief of the Army Staff stated :

“On the whole, I would say it was more ‘automatic than
others, more sophisticated than the others. But in our Judgement
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we needed a built-in stretch poteéntial for full automation at a future
date. It was an essential element. In practice, we would not have
any particular pmblem on the maintenance side mthcr nor in fraining

people to hardle 1t.”

557 © The Committee enquired whether the Bofors gun was comparable
with the best guns of the world. To this the Chiet of the Army Staff replied :

“To the best of my knowledge, at the time of our going in for
the shoit-listing of the Bofors and the French gun, both these
guns were as contemporary as can be. Undoubtedly there was‘a
slight variation. But both of them fundamentally were ‘contems-
porary guns and that position holds, I would say, even today.? =

5.58 He added :

“This gun has the potential to go for automation which the
French gun does not have. I would say and I believed that this
weapon system has the kind of stretch potential both in barrel and
design, acceptance of new types of ammunition as well as full sa:crpe
for automation fer whatever we can foresce for 25—-30 yearb

Range of the Bofors Gun

559  The Committee pointed out that the Expert Committee Report,
which formed the bacis for the procurement of 155 mm weapon ‘system,
inter-alia mentioned that the gun should have a range of 28 kms to 30 kms,
The Committee, therefore, enquired why the Bofors gun was at ‘all' consi-
dered. The Chief of the Army Staff explained : - !

“] was a member of that Expert Committee. I am personally
responsible for drafting that particular paragraph which you just
read. Itis Volume No. 7, if I am not mistaken. When we 1nd1cated.
this, there was no weapon in the world which had achieved even a
range of 25 kms. Mostly there were weapons which had achiéved

17-18 kms. range only and some of them plus of 18 kms. In 1975,
when I wrote, it had not reached anything like 25 kms. So projecting

India’s future needs, anticipating what the trend of development
would be and anticipating what the state of the art would be, we put

down roughly 28 to 30 kms. range.

Secondly, we started our exercise to find a replacement for the
5.5 inch gun, which was fast deteriorating. Therefore, even if
the guns at that time were of 20 kms. range we would have certainly
picked them up for trials. It isnot as if the targets are limited to
28 kms. and that anything below 28 kms. should be excluded and




70

also the weight of the shells’ guestimate was 50 kgs. It does not
mean that the 49 kg. shell is bad and 50 kg. shell 1s good.

Th:rdly, we started with this partzcular British Gun Firstly
there was no ammunition in the world which could fire at that
particular range at that time. Much later ammunition was generally -
available across the board which can fire longer ranges. Though the
gun had been developed to fire long range ammunition, it could not
perform at Inng range as the ammunition was not raady

5.60 During the course of evidence of the D.G.W.E. the Committee poin-
ted out that during the firing demonstration of the gun, witnessed by 'the
Commufiee 1n the Western Sector on 6th October, 1987, they were told that
with the improved ammunition, it had become possible to achieve a range
not Only of 29 kms., as claimed, but even beyond 30 kms.

561 Asked about the major factors which helped in improving the range
of fire the D.G.W.E. explained that this particular achievemént of range
in this case is nﬂt relatﬂd to the gun. It 15 related to the ammunition.

5.62- The Cammittee desired to knﬂw about the method adopted

by the Army for measuring the distance between the gun position and the
target. The D.G.W.E. stated :

£ .as far as the measurement is concerned, it is done

by our surveymen ..manual survey.... was done to find out
the accurate distance between the gun pm:tmn and the target as
- marked there by the flags.”

3. 63 The Director General, Artzlleq;, ‘and the  Surveyor who had
actually surveyed the area and taken measurements in connection with
the field demonstration beld for the benefit of the Committee in the
Western Sector on 6th October, 1987 were summoned and closely examined
by the Committee on 27th October, 1987 about the method adopted to mea-

sure the distance between the gun position and the gun target and to check
its accuracy. -

564 - When asked whether he had cross<checked the distance as sur-
veyed by the Surveyor, the D.G.W.E. replied :

“If you ask me, I can stake my reputation on it; if the
gun position and the Observation Post are not changed, I will
guarantee the distance, because these maps are accurate to 100
melres. In this instance, the O.P. is on a sand-dune which is
~marked on the map, the village ruins are marked on the map,

~ the gun position is marked on the map. As such., as 1 said,

if you are willing to take my word, I can stake my reputation on
this, and I can guarantec the distance.”




]
-~
1

=3

- 3.65° ' Referring to the visit

* Youchsafed in evidence that the
~ Army commanded the respact o
‘extremzly rigorous and were done intelligently.
~various gun system; wera tried out in all types
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365 Asked to comment on the performance of the Bofors gun on ‘the

basis: of  hispersonal experience’ as an expert in Attillery, the Director-
General, Artillery stated in evidence : |

~“I would Say as an Artillery Officer that the biggest ad-

- . vantage of the gun which we are now using lies in its ability to

| ~ beé used both In mountains and in the plains. During the demons—

~ tration we fired with this gun ¢ven in higher angles. This has the

ability to fire in different projections. Then it has the ability

of burst fire. And the third most important thing is that it has 1its

~own duxiliary power unit to get into action and get out of it which
r s very important especially in the mountains and plains.”

of the Defence delegation led by the then
DCOAS to UK., France, Austria and Sweden in June-July 1982, when
Opportunity was taken to witness the iniprove:m&nta that might have been

m&deby those countries in the 155 mm. gun system, the Defence Secretary
stated in evidence: | g
| , .

i’ “As far as Swedish gun 1s concerned while it was in India
. certain ranges had been achieved by this gun. When it was fired

- .~ In Sweden it was found that the gun could achieve a range of—
1: - km. with Bofors ammunition. They also fired with the Belgian
... ammunition extra range full bore ammunition as well as the
.+ US. rocket assisted projectiles. The dispersion at the maximum
. Tange of the firing was also found acceptable. The Deputy Chief
«. comfirmed that certain modtfications which had been suggested
. during trial evaluation in India had been carried out by Bofors.,”.

H ‘.Irﬂbﬁfefvm‘f&rﬁ/ Conclusions of the Committee

3.67 »  After deliberations the Committee find that six gun systems,
namely FH-70 (UK), M-198 (USA), FH-77B (Sweden), GC-45 (Austria),
TR-155 (France), and M-144/39 (Holland) were subjected to extensive
teals . during' March 1980 to April 1982. Based on ‘the field trials, 3
General- Staff Evaluation Report was prepared by the Army Headquarteis
in' Decembar, 1982, The British, Swedish, Austrian and French ‘guns
were identified as acceptable to the Army. The other two guns, viz, the
M-198 of USA and M- 14/39 of Holland did not meet the Army‘s require-
ments. . While the Austrian gun was recommended only as a one-time

buy, the other three sUns were  considered * sophisticated/futuristic enough

tor putright purchase as well as licenced production. The Defence Secretary
trial evaluations carried out by the Indian
t the suppliers, for they were known, to:be
In the present case, ‘the
of terrains, viz., deserts;



72

plains and mountains in varying climatic conditions. ~For the guidance of
the trial units, dstailed trial directives were issued with a view to ensuring
that essential aspects, such as mobility, rate of fire, accuracy and consis-
tency, high angle efficiency, ease of handling, etc. were not lost sight of in
assessing the capabilities of the gun systems in field conditions. Maintaina-
bility trials were conducted by the Directorate of Electrical and Mecha-
nical Engineers. Representatives of the D.R.D.O. and the Directorate
Genelal of Inspection were also associated with the trials.

568 The Commuttee find that on several occasions in the meetings of
the Negotiating Committee, a demand was made by some members that
the trial reports and the G.S.Q.Rs. be made available to them to enable
them to make a proper appreciation of the capabilities .of the various
gm'__jt-”__sys_'tye_ms recommended by the Army. w1 X

5.69 Scr far as the question of Trial Reports is r.:urcerncd the Defeuce:
‘:‘.ecret'try pointed out, during his eximination, that it was the duty of
the D.G.W.E. to scrutinise carefully all the unit level evaluation reports and
prepare a final report which would represent the views of the General
Staff and subumnit it to the Ministry after obtaining the approval of the
Deputy Chief and the Chief of the Army Staff. Such unit formation
level reports were not only very large in number but, in the very nature of
things, contained technical data which was not easy for any layman to
understand.  Occasionally, the findings of the Unit Commanders might
be contradictory, depending upon what weightage they gave to various
characteristics and the field conditions in which the equipment was subjected
to trials. These had to be integrated, coordinated and harmonised at
the level of the General Staff. It was, therefore, rightly decided by the
Negotiating Committee that the Unit Level evaluation reports need not
be circulated and the Committes should trust the judgement of the Army

Headquarters.

5.70 ‘So‘ far as the question of making available the G.S.Q.R. to 'the
Negottatlng Committee was concerned, the Defence Secretary explained
in evidence that no G.S.Q.R. was needed in respect of equipment which
was to be procured from abroad. AG.S.Q.R. was required if the weapon/
system was proposed to be produced within the country. No G.S.Q.R. had,
therefore, been prepared in this case. However, a technical presentation
was made for the benefit of the Negotiating Committee and a paper laying
down the minimum acceptable parameters was circulated to all members
of the Committee, to enable them to evaluate the various offers. During
the course of his evidence, the then Secretary (Expenditure) affirmed
that the minimum acceptable parameters were the quintessence of what
the Negotiating Committee was required to look into. 4
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371  In the light of the foregoing, the Committee have absolutely no
doubt that the work of the Negotiating Committee wag not in the least
hampered due to the non-availability of Trial Reports and the G.S.Q.R.

572 In the light of the discussion in the preceding paras (No. 5.25
to 5.45) the Committee cannot but conclude that the then D.W.E. clearly
exceeded his authority by undertaking a technical evaluation of the various
gun systems and sought to over-ride the fecommendations contained in
the General Staff Evaluation of December 1982, which had the approval
of the then Deputy Chief and Chief of the Army Staff. His brief lay in
rendering assistance on technical matters to the Negotiating Committee
rather than undertaking a technical evaluation of the guns. In any case,
it is clear that no committee as such was appointed by the Ministry  of

Defence for the obvious reasop that the job had already be

- General Staff Evaluation Report which was the basis of technical, commer-
cial and financial negotiations with

the suppliers, was already before the
Negotiating Committee.

5;'?35 In this connection, the Committee would like i;n
- Cost considerations are no douht important but they cannot
ﬁﬁé;tiﬂn for going in for out-dated technology.
:glliérefnre, absolutely no doubt in their mind that

Emphasise that
provide justi-
The Committee -‘have,

5.74  The reasons why the Austrian
a'one-time buy and why the idea was sub
:%E;t_ﬂlaiined in para 5.23 to 545, The Co
;ﬂme |

5.75 - The Committee observe that the suggestion was made in ope
of the meetings of the Negotiating Committee that t
been trial-evaluated in India in 1982 ha

Lonsequent on the continuous upgrading in technology by the m
Ters themselves. Some of these Improvements had been seen and confirm.
by various Defence Delegations that went abroad during the relevant
period. But all these improvements had neither been conclusively tested
nor confirmed otherwise In a satisfactory manper in Indian conditions.
It was, thérefore, Suggested that at the time of short-listing two gun systems,
¥z, SOFMA and BOFORS, fresh trials should be carried out at Jeast
on a limited basis confined to certain critical areas,

sUll - was recommended only as
sequently given up are adequately
mmittee are fully satisfied with the

anufactu-

=
il

2./0.  The then Secretary (Expenditure) explained that while
evaluation would have been ideal, it
process. The trials themselves

a fresh
would have been a time-consuming

would have taken atleast one more year
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and thereafter, it would have been neécessary to invite fresh offers and.
negotiate the terms afresh and this would have taken another two or three
years. The Army was not prepared to lose that much time. The Negotiat-
ing Committee, therefore, decided to rely on the judgement of the Army
Headquarters in the matter. The Chief of the Army Staff confirmed before
the Committee that the defects which were noticed during the trials in India
and which were pointed out to the suppliers, were all rectified/modified to
their satisfaction before the contractual stage. ]

5.77 . The Committee find that in the assessment and grading of each
System provided by the Army Headquarters at the instance of the Nego-
tiating Committee on 24th August, 1984, the fact was reiterated that “we
cannot base any decision purely on the claims made by various firms”
and that those systems which had né: made the grade were only included
1 negotiations for financial advantage. It was further observed that taking
into consideration all aspects of the four gun systems, the British and the
Austrian gun systems were not acceptable to the Indian Army. Of the
remaining two gun systems, their grading was that the French gun met their
requirements most and the Swedish gun was the second best. In February,
1985, the Army Headquarters dgain recommended that the French gun
and the Swedish gun may be short-listed at the earliest. On 19th March,
1985 the Army Headquarters reiterated their rating and requested ‘the
Ministry of Defence to finalise the case for selection of the 155mm gun

systém at the earliest “‘so that our {}peratiﬂnal preparedness does not cui;ﬁ-
nue {0 remain adverse.” |

>.78  The Committee observe that in the final technical evaluation of
the 155 mm. towed gun systems submitted to the Ministry of - Defence
by the Army Headquarters on 17th February, 1986, it was stated that
keeping in mind the capability to meet current and future operational

requirements, the Swedish Bofors 77R had a clear edge over the French
SOFMA TR 155 gun. | |

5.79 - Explaining the reasons for the reversal In  priorities, the COAS
has testified before the Committee that in 1982, when the general Staﬂ'
Evaluation Report was finalised by him in his capacity as DCOAS, he
had with the agreement of the then Chief, rated the French gun as the
best, the Swedish gun as the second best and the British gun was placed at
the third place. At that point of time the Army Headquarters were evalila't'-
ing not just the towed gun but also the self-propelled gun, as one package.
The only weapon which figured in both the [ists at that time was the French
gun and this aspect of commonness weighed with them very heavily.
Further, a decision had also been taken to work out the teasibility of mount-
ing the French GCT turret on one of the Tanks in use with the Indian Army,
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‘u the efforts of DRDO. After three years of effort in this direction,
was found that for many technical considerations, the prﬂﬁoéal was not
feasible and the project was finally dropped in July, 1985. Thus, the advan-
1; of cbmmonaiity between the éelfgptdpelled_ gun and the towed gun
s;;;; visualised 1n 1982 had disappeared completely from the analysis
made in February, 1986. i

580 The second main reason which turned the scale in favour of the
Mﬁrs gun system was the emergence of a new threat perception. The
COAS explained that though the Bofors system had the advantage of
teater degree of automation than the French system, its burst fire capabi-

B~
R

ity and the automation capability had not initially been given greater
weightage vis-a-Vis the French system. However, the position underwent
a seachange and the priorities had to be reasssessed when, in September,:
~ 1985 and again in February, 1986, reports were received that the fire-finder
radar had been included in the package of military assistance being received
by an adversary. Thus, a threat which was expected to materialise in the
ate ninetees emerged, much earlier. The fire finder radar, the only such radar
which exists today, had the capability of tracking the shell in flight as
fﬁsﬁnn.as the first round is fired and through successive readings in space and
computerised calculations, aives a very highly accurate Jocation of the gun
in a matter of 45 to 50 seconds from the time it is actually fired. Viewed
in the background of the developments, the “shoot and scoot™ capability
of the Swedish gun assumed much greater weightage which “could not be
‘wished away”. A complete re-evaluation of the infer se placement of the
;ﬁa systems was, therefore, called for and made. A higher weightage was
naturally given to the two qualities of the Bofors gun, namely “burst-fire-
capability’ and ‘shoot and scoot’ characteristic, thereby affording it a clear
edge over the French gun. The Chief of the Army Staft concluded by

saying —

“At no stage of this assessment of mine for the final short
listing and indicating of the Army's inter se preference between the
Bofors and the French gun, in no way, was any suggestion or influ-
ence applied on me or on any of my staff from the Ministry of
Defence or Minister of Defence or anybody in any position of
authority. It was our own free exercise of judgement that we
changed the inter se placement because of objective analysis of what
we thought was a very exceedingly vital factor which had undergone
changes between December. 1982 and February, 1986.”

1
581 In the circumstances mentioned above, the Committee are fully

convinced that the decision taken in February, 1986 to place the Bofors

~ gup over the French gun, in what might otherwise appear as a sudden rever-
- sal of priorities, was intrinsically sound. The Army Chief would have
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failed in his duty to the country had he ignored the change in the security
environment during the preceding months. : ; -

5.82 The Committee observe that in so far as the range of the two
guns is concerned, the French gun had an advantage over the Bofors gun.
During actual trials in India the Bofors gun had achieved a range which was
less than the minimum acceptable range of 28 to 30 kms. mentioned by the
Experts Committee. The Committee were informed .that this was due only
to the fact that the standard ammunition had been used at the time of trials
of the Bofors gun. The more advanced ammunitions, 7.e. rocket assisted
and base-bleed ammunitions were not available at that time. With the
subsequent availability of extended range ammunition, the Bofors gun had
achieved the envisaged range. This was also demonstrated to the Commit-
tee when they visited the firing range in the Western Sector. The Defence
Secretary stated during evidence, that the Defence Delegation which visited
Sweden had confirmed that the gun could achieve the envisaged ranges with
Bofors ammunitions, extra-range full bore ammunition of Belgian origin

and with U.S. rocket assisted projectiles.

5.83  The preceding paragraphs clearly bring out that the selection of
the most suitable weapon system is based on very meticulous and detailed
examination of various offers, that every care and precaution has been taken,
including adequate testing in field trials, to identify the best weapon system
for the Indian Army. It is most unfortunate that uninformed criticism has
been levelled to insinuate that the Bofors field artillery system was picked
up on extraneous considerations. The Committee find that there is no
force in such allegations and that the best gun has been selected for the

Indian Army.
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FINANCIAL AND COMMERCIAL EVALUATION

A. Constitution of Negotiating Committee

6.1 As stated carlier, the CCPA approved in April 1984 the proposal
for the procurement of 155 mm guns (towed) along with accessories/spares/
vehicles and ammunition at a total estimated cost of Rs. 1600 crores and
their subsequent licensed manufacture in India. In May 1984, a Negotiat-
ing Committee comprising the Defence Secretary as Chairman, Secretary
(DP&S), Scientific Adviser to Raksha Mantri (i..c. Secretary R&D), Secre-
fary (Expenditure), Addl. Secretary (Deptt. of Economic Affairs). Financial
Adviser (Defence Services) and the Deputy Chief of Army Staff as members
‘was constituted for detailed negotiations with the various suppliers.

6.2  The Negotiating Committee started its deliberations in Juné 1984
and decided that fresh sealed technical and commercial offers should be
invited from the four firms (IMS of UK.. Sofma of France, Bofors of Sweden
and Voest Alpine of Austria) which had been identified by the Army Head-
quarters. Offers were received on 23rd  July., 1984. In August 1984
technical and commercial negotiations were held with all the four firms
and based on these, revised offers were invited and received on 1st September.
1984. Offers were also invited from the ammunition manufacturers.

6.3  The revised offers of four gun manufacturers were examined by a
Working Group. 1t was decided to extend the date of receipt of offers from
ammunition manufacturers upto 26th September. 1984. In November
4 all the four gun manufacturers were asked to extend the validity of
Irrewsed offer till March, 1985. Again, in April 1985, they were asked
% irther extend the validity of their offers till June, 1985, and also toconfirm

e cost of total package strictly in accordance with the requirements co-
mi -..m_ca.ted to them.

B. Evaluation of offers

" The representatives of the four gun manufacturers met a Sub-
0! mxttee of the Negotiating Committee on 2nd and 3rd May, 1985, when
arifications were sought from them with a view to evaluating the offers of
cﬂmpetxmrs on comparable technical and commercial parameters. All
| .fﬂur firms were asked by the Negotiating Committee to up-date their

77
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offers and fresh commercial offers were submitted by them on 10th May-,.

1985. A cost comparison of the four gun systems as on that date is given
below :—

Offer of 10-5-1985
ABE R | (Rs. in crores)
IMS, (UK) | - 1141 .62

Bofors (Sweden) | —  1387.80
Sofma (France) S 1310.63
'. Voest Alpine (Austria) | — 1015.94

6.5 ' It'is seen from the minutes of the sittings of the Negotiating Commi-
ttee held on 7th and 14th August, 1985, that its Members wanted the Army
Headquarters to give their categoricai recommendation on the guns acceplable
to them taking into account the technical aspects, delivery schedule ete,
and also clearly indicate their preferences from amongst the acceptable
guns. The then DCOAS stated that the Chief of Army Staff had given his
recommendation that the French gun was the best and the Swedish gun the
second best and if the price diffirence wes marginal, they should go in for
the former. | |

6.6  In'reply to a question regarding the purpose in inviting the other
firms for negotiations, the Defence Secretary explained that the Negotiating
Committee decided to invite all the parties in orcder to gain the maximim
commercial advantage by retaining as many competitors as possible at
that stage. Secrotary (Expenditure) was also of the view that if commercial
advantage was to be gained proper competition will have to be generated
amrongst the firms. If only Bofors and Sofma were called at the initial stages,
these/firms might not have given substantial red uctions, as the price difference
between the two firms was not substantial.

6.7  The question of short-listing of the firms was further deliberated upon
by the Negotiating Committee at their sitting held on 29th. October, 1985,
The recommendation of Army Headquarters to shortlist only M/s. Sofma
of France and M/s. Bofors of Sweden for further negotiations, was ﬁnally
accepted by the Negotiating Committee which however, felt that the choice.
between the two was still open and would depend on a combination of tech-
nical and financial considerations.

6.8 The Committee were informed that the two firms on the short-list
viz , M/s. Sofma, France and M/s. Bofors, Sweden were called for negotiations
in the middle of December, 1985 and the three ammunition manufacturer
in the midd e of January, 1986. The commercizal, contractual and technical
aspects of purchase and licence production were negotiated with these parties,
Discussions were also held in various workmg groups and periodic reviews
made by the Negotiating Committee.
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6.9 . In their meeting held on 4th March, 1986 the Negotiating: Committee
noted that while Army Headquarters found that both the guns met the
‘ minitnum acceptable parameters, they had expressed the view that the Bofors
gun had a clear edge over the Sofma gun. The then DCOAS also expressed
the view that because of the advantages noted in the Bofors gun, this gun

- should be procured even if it involved paying more.

- 6.10  In the meeting held on 12th March, 1986, the Negotiating Committee
noted that Bofors had offered increased credit for the supply -of components
for the indigenous manufacture of the gun system under licence and it had
also reduced the interest rate on DM credit. Bofors had also considerably
improved the escolation formula for the Licence Agreement. The Negotiating
Committee felt that, keeping in view the technical, contractual and. financial
aspects, the offer of M/s. Bofors was the better of the two.. It recommended
- that, pending finishing touches to the contracts, a letter of intent may be
tssued to M/s. Bofors to the effect that Goverament would be willing to
award the contract to them subject to being satisfied on all aspects of the®
purchase, licenczd production, credit and other arrangements. -

Offers for Ammunition

6.11 The rationale for inviting separate offers from ammunition manu-
facturers has been explained thus :—

‘““Since, in value terms, ammunition comprised about half the
package, ammunition manufacturers were also invited to generate
competition, as also to try and have a second source of ammunition.™

6.12  During evidence, the Committee enquired whether in the case of
ammunition also, the same procedure was followed as in the case of the gun
systems, in reply, the Defence Secretary stated :—
~“That was an even more arduous exercise, Initially, the
mmpression was that we might be able to reduce the financial imph-
cations by bringing the ammunition manufacturers also mto the
~ competition. Consequently, we let it be known to the manufactu-
rers of this class of ammunition that we would welcome offers.
As a result, a large number of ammunition manufacturers quoted.
When this was examined it was found that there was no manufactu-
rer who could supply the entire range of ammunition. On the
other hand, out of the six parties which offered we found that most
~ of the parties had offered to supply only limited quantities of
ammunition.” -
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6.13 - The Negotiating Committee at their sitting held on 4th +
1986 confirmed their earlier decision taken on 18th February, 1986 that i
would not be worth-while going in for ammunition other than that fron

the gun manufacturers. When asked about the reasons for taking this
decision. the Defence Secretary stated in evidence -

“We had 9 categories of ammunition to acquire for the full
exploitation of the gun system. Since no single manufacturer
offered to supply all types of ammunition, this would have miean
our going to a number of manufacturers of ammunition. Tt also
meant that the gun manufacturer would
that their gun would give the

tion of a third party.
of the range-tables.

have to give guarantegs
same performance with the ammuni-
Again, there were problems in the preparation
Fmally, it was discovered that the prices
offered by the manufacturers were not in any way better than the
prices offered by the gun manufacturers. On the other hand, the
credit terms offered by them were inferior. Keeping all these
aspects into view, it was decided that it would be a lot more expedient
to go mn for the procurement of the gun and ammunition from the.
ame source. This exercise, nonetheless, proved useful because it
generated competition among the gun manufacturers who reduced
their offer of ammunitions. We took a few months to do this but
the exercise was well-worth it Eventually, we decided on the
advice of the Army Headquarters that it would be better from the
point of view of technical problems of acceptability of the gun as

also test-firing of the ammunition with the gun that we go to the
gun manufacturers alone for the purchase

of ammunition. T
is the story of the ammunition.”

dl

Comparative Prices

6.14 Detailed discussions/negotiations continued to be held by the.
Working Groups and the Negotiating Committee with M/s. Bofors, Sweden
and M/s. Sofma, France. As to the reasons why 1t was considered necessary.
to hold negotiations with the two firms knowing that the Army was in favour.
of the Bofors gun, the then secretary (Expenditure) stated during evidence :—

“Unless you have a minimum number of parties who were
convinced that we are very serious, you will not get the best advantage
in commercial, financial and technical terms from the party and I

must state that this strategy of negotiations with two parties did pay
handseme dividend in the form of financial terms.”

6.15 During the last round of negotiations held during January to March,
1986, the Negotiating Committee recetved several different offers for the
total package from the two short listed firms. A statement showing the
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comparative prices offered from time to time by these two firms during this
period 1s given below :—

Comparative offers af Bf:v"urs & Sofma on different dates

= S —_— = = — = ————
— e = —_——— e =

BOFORS SOFMA
e e et e it et i etrns. DATE - AND RATE
DATE SEK RS. DATE FF RS. OF CONVERSION
MILLIONS CRORES MILLIONS CRORES
3-2-86 9872.195  1587.15 | 13-1-86

1 SEK = Rs. 1.6077

10-2-86 9652.510 1619.59 10-2-86 8759.843  1509.06 10-2-86
} SEK: = Rs. 16719

1 FF = Rs. 1,7227

21-2-86 8762.868 1470.32 23-2-86 8836.253 1522.22 10-2-86
1 SEK = Rs. 1.6779
I FE = K. 1. 7227

11-3-86 8456.906  1418.98  7-3-86 8659.527 1491.78 10-2-86
LSEK. =Rs.1.6779
I FF = Rs. 1.7227

1440.72 1538.11 11-3-86
I SEK = Rs. 1.7036
1 FF = Rs. 1.7762

21-3-85 §348.071 1427.02  21-3-86 8096.230 1436.76 21-3-86
1 SEK = Rs. 1.7094
1 FF = Rs. 1.7746

1422 .18 1438.05 11-3-86
1 SEK = Rs. 1.7036
I FF. = Rs. 1.7762

6.16  In reply to a quesstion why several different offers were submitted
by both the firms in ashort span oftime (January—March. 1986), the
Defence Secretary stated :—

“The objective of the entire negotiations was to get the prices
reduced. The objective of the new policy declared by the Prime
Minister was also to get the best deal for the nation. If at certain
stages the overall prices have shown an increase, it was primarily
because the package of equipments that we wanted to purchase
underwent changes at several stages.”

6.17  When questioned further about the reasons for making changes in
the total package, he stated :—

“"When the discussions were held with Bofors and Sofma, it was
realised that the manufacturer’s spares provision should be enhanced
from 2 years to 5 years. This itself was a major modification. We

asked for an improved version of the land navigation system. We
' §/88 1SS /88—7
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asked for an improvad version of hand-held calcula
computer etc. We also did not includs
items like cargo shells, smoke and illuminating ammunition. (24Km.
range) All these items plus a few others Jike Fire Control Computer,
Observers. Data Modules were added in the package at different
stages as the negotiation continued and the technical examination

progresszd. So, ths packag: coaatingad to chang:. On every
0C2asion there was a nagstiation and a clos
of the package was made.”

H e added -

tor, battery
in the earlier quotations

e scrutiny of the contents

“Only on 10th
finalised the p
comparable,

cbruary we reached a stage when we had
askage and ths priczs of Bofors and Sofma became
l.e. ths coatznts bzcams camparablz: and like-to-like
comparison was feasible. That was the stage when the prices started
tumbling down undszr the impact of two factors namely, the elimina-
tion of the agents and the ganeration of a very keen competition. ..
Bofors had quoted on 10th February, a price of Rs.1620 crores had
came down to Rs.1427 crores on 21st of March which means that

in a period of one month and 10 days .... there was a reduction of
near about Rs. 200 crores.

Similarly, I will take up ths cass of Sofma. On 10th February,
Sofma offer was Rs.1509 crores and on 21st of March, it came down
to Rs.1436 crores, which was a reduction of roughly Rs. 73 crores.
Such was the intensity of competition generated. As a result of
negotiations and as a result of fresh ¢saditions such as the elimination

of agents, there was a massive and unexpected reduction in the
pricss.”

The Defence Secretary further stated :—

“The CCPA had eavisagzd that this package would cast Rs.1609
crores and with pricz escalation and with additions of other various
items, the package would have ¢ost finally som=thing like 180)

On the other hand, it was brought dowa t3> Rs.1427 crores.
this point of view;
ful contract.”

Crares

From
this should be considered as an exczedingly suczzss

6.18 Duaring evidsne:, Shri Ganapati the then S-
was asked by the Committze aboat his vi

the Negotiating Committee in the mat
witne=ss stated :—

cretary, Expen diturs
°ws on the prozedure followed by
ter of selection of the Bofors gun. The

“There has been no flow in the procedures or in the detailed
negotiations: In fast, every possible precaution was taken to
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ensure odjsctivity, impartiality in daciding the case and in securing
- the best possible terms not only financially but even more important
securing the best possible weapon System that the user wanted

........ As a matter of fact, the procedures followed were quite
. rigorous....”

6.19 In reply to a question why the negotiations were so protracted,
~ he stated that this was on account of the fact that ths negotiations embraced
~ three aspects, viz. outright purchase of guns; licensing of know-how for
~ manufacture and the question of purchase of ammunition. The view was
d mghtly taken that all these three aspects have to be considered simultaneously
to derive the maximum financial and other contractual advantages. The
intention was to first buy outright and later to produce indigenously, which
~meant that the party which was selected should also be prepared to give the
technology for producing the gun. The ammunition accounted for half
" e value of the contract.

‘He added -—

“If we had separated these three as3p:23, our fezling was that

-~ we would be at a disadvantage in the negotiations because once
~ Youconclude a contract the person with whom you signed the contract
gets into the driver’s seat. So we decided that all these three aspects
- should bs considered simultaneously. The complication was
. whether we could evaluate these offers in terms of the licensing
know-how, which meant really the ultimate cost of manufacture of
the gun in India. So. we decided that all the three aspects should be

- considered and that is what made the negotiations more prolonged
©  and also, I would say more voluminous and more intricate. ....”
520  The Committee enquired whether the various decisions taken in
the Negotiating Committee with regard to the commercial and financial

4spects were reported to the concerned Minister. The then Secretary,
xpenditure, stated :

4k

]
= -

LT
...... We had held several meetings and crucial recommen-
dations were mads by the Committee. One was short-listing of
firms and another was recommendations made during October-
November, 1985 and March, 1986. These were put up to the
Minister. In fact, in the Finance Ministry apart from myself, the
decisions were seen by the Finance Secretary, because he is concerned
‘Wwith the credit aspect also, apart from the fact that he 1s the senior
~ Secretary in the Ministry and also by the Finance Minister and the
- Defence Minister. . ..so far as these contracts are concerned where
.~ the powers of the S:cretary were very restricted, approval of the

. Minister in the administrative Ministry and the Finance Minister
< 2 o 7%
. wa; taken.
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6.21 When asked whether the decision taken on 11th March, 1986 to

ultimately recommend Bofors gun for selection was unanimous, the Secre-
tary, Expenditure, stated :

“There has been absolutely no dissent. ... .. even 1n discussions,

final conclusions were unanimously subscribed to by one and
all, without any mental reservations.”

He added :

“Even after the negotiations were concluded, i.e. in March,
1986, nobody has ever expressed any doubt and il tod
has ever entertzined any doubt about this.™

ay nobody
6.22 Asked whether the final recommendation of the Negotiating
Cemmittee selecting the Bofors gun keeping in view the technical, con-

tractual and financial aspects was specifically brought to the notice of the
then Finance Minister, the witness stated -

“What happened was after the Negotiating Committee had
finished its deliberations, a note was put up by the Defence Ministry
as the administrative Ministry on which the approval of the Finance
Secretary, and the Finance Minister and the State Ministers in the

Ministry of Defence and the Prime Minister, as Defence
was taken.”

Minister
6.23 The Committee pointed out that the final recommendation of the
Negotiating Committee was approved by the then Finance Minister on
13th March, 1986. Asked whether the witness could recollect if any re-

servation had been expressed by the then Finance Minister (Shri V.P. Singh),
the then Secretary, Expenditure, replied :

“Absolutely No. I can say this categorically because
the moment 1 saw the file, I immediately sent it to the Finance
Secretary saying that the matter was very urgent. It went to Finance
Minister. If he had the slightest doubt, he would have asked the
Finance Secretary or me. I was the senjor officer in the Finance
Department. I was the proper person to have been asked this

question.  Till the moment of my retirement, no question was
raised.”

iiiiii

6.24 During evidence, the Committee pointed out that the Negotiating

Committee took nearly two years to complete the work assigned to it and
enquired whether this was a normal feature in such cases. In reply, the

Defence Secretary stated that the negotiations got prolonged by a period of
about six to eight months due to the developments in October/November,
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1984 and the political changes which took placs thareafter. H: submitted
that a period of one year for such a major negotiation shoald bz considare
reasonable,

6.25  Further elaborating the reasons why ths N:zotiatine Committes
could not meet till 7th August, 1985 after 23rd O:ctober, 1934, thz witnass
stated :

"It 1s known to everybody what happsned in this country on
31st October, 1984, the assassination of Mrs. Indira Gandhi and
the installation of new Government and then the elections. We
had a new Defence Minister on the 1st of January and the Budget
Session was there. All these things took us to practically June,
1985 when we picked up the threads afresh in a more stable situation
and started functioning on this again from that point onwards. As
you would observe, we never looked back and it continued at a
VETy rapid pace.”

6.26 In reply to further question whether all information and documents -
which the members of the Negotiating Committee wanted were supplied to
them and whether CVEry opportunity was given to them to express their
pomt of view, considering that it was a very large deal, the Defence Secretary
rephed in the :firmative.

6.27  The Committee enquired from the then Secretary, Expenditure,
about the main considerations with which he was concerned, as a represent-
atwve of the Ministry of Finance in the Negotiating Committee. The witness
Stated that the Members of this Committee who were laymen necessarily
had to go by the knowledge available with the cxperts who were also the
users. His approach as a Finance Iepresentative was that it was for the
user, who was technically qualified, to define his requirements and to state
which system would suit him. He added -

“The financial and commercial considerations are undoubtedly
important but I think they cannot be assigned the predominant
role. . .. particularly in this case, as things turned out, the weapon
System which the Army considered most suited to them, also proved
to be the cheapest. There is no conflict.”

Letter of Intent and finaliasation of the Contract

6.28  In pursuance of the recommendations of the Negotiating Committee
- a Letter of Intent was issued in favour of M/s. Bofors on 14th March, 1986.
The two Ministers of State for Defence [RRM(S) and RRM(A)] and the
Minister of Finance gave their approval to the proposal on 13th March 1986
and the PM (as RM) on 14th March, 1986. Approval of P.M. (as RM)
to the conclusion of the contract with M/s. Bofors was sought by the
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Defence Secretary in a note initiated on 21st March, 1986 by the Joint
Secretary (Ordnance) Ministry of Defence. The note sets out the various
conditions/advantages of the Bofors offer. These are summarised below :—

(1) According to the Ministry of External Affairs, the Memorandum
of Understanding (MOU) was the least restrictive amongst
similar MOUs. in that it ensured an uninterrupted flow of
supplies and the only bar would be a U.N. Security Council
(Arms Embargo) Resolution.

(i) The Swedish Government had given assurances for facilitating
counter purchases from India for off-setting the purchases by

us..

(i1i) The Swedish Government had indicated availability of credit

to match our requirement of 3.1 billion kroners in a period of

90 months from the agreement. The credit will be both in
Swedish and non-Swedish currencies.

(1iv) Bofors had agreed to the following further 1mp~mvements in
the Licence Agreement :—

(a)

(b)

(c)

Bofors had agreed that the base prices for the SKDs would
correspond to those for the equipment under the Suppiy
Contract and would be fixed for a period of 30 months
atter which the escalation would be calculated on these
base prices. Earlier, they had wanted the base prices. (for
purpose of calculating escalation after the 30 months pe rmd)
to be 7.59 higher.

Bofors had been insisting on a minimum purchase of Kits
at the rate of 50 guns per year in the initial 30 months to
qualify for fixed prices. This would not have matched
with the low production rate in the initial phases. They
now agreed to a minimum quantity of 20 per year.

Technical assistance worth 50 million Kroners was being
provided free. However, Bofors were wanting to calculate
this at the rate of 2,500 Kroners per man-day (although
at one stage they had indicated 1800 Kroners per manday).
The rate was fixed at 2250 Kroners per man-day The price
revision formula for technical assistance was also lmpmved
and an annual ceiling of 5% ﬁxed |

(d) Thnugh the transfer of know-how i1s free of cost, a facnllty

of invoking the Performance Guarantee Bond to the
extent of 40 million Kroners for any defanlt was also.

retained.

1
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6.29 It was further pointed out, in the above note, that as a result of
successive reductions by both the competing parties, the cost of their packages
had come down substantially. The position that had emerged after the
latest reductions on the basis of exchange rates as on 10th February, 1986
(date of the offers), 11th March, 1986 (adopted for the last meeting of the
Negotiating Committee) and 21st March 1986, is summarised below *—

Exchange rate as on Sofma Bofors

10-2-1986 Rs. 1394.74 crores Rs. 1400.72 crores
11-3-1986 Rs. 1438.05 crores Rs. 1422 .18 crores
21-3-1986 Rs. 1436.757 crores Rs. 1427.02 crores.

o —

6.30 It was pointed out that seen from the 10th February rates, the
Bofors offer would become marginally expensive but it was cheaper in terms
of the exchange rates of 11th and 21st March 1986. If one were to view
the discounted present values (1.e. considering the credit terms, repayment
schedules covering 15 years, etc.) the Bofors figures would be slightly higher.
However, this would not be a material difference considering the total values
involved the technological advantages, quicker indigenous production
schedule etc. in respect of Bofors.

6.31 It was further pointed out that the very substantial concessions
obtained from the Bofors in the Licence Agreement had also to be kept in
mind. Moreover, Bofors were providing commercial safeguards of a VEry
sizeable magnitude by way of separate bank guarantees.

The note further pointed out the implications of the extra cost of
manpower in the Sofma gun. Against a crew of 6 for the Bofors gun, the
Sofma gun needed a crew of -7. Taking the large number of guns to be
purchased and manufactured .., this would require an equal number of
extra man plus followers (cooks etc.)  This would mean a Substantial

recurring cost’ in terms of pay and allowances, housing, clothing, transport
medicare, pensions, etc.

6.32 In conclusion, it was observed -

. "Considering all these factors, it is proposed that the eontracts
and other Agreements may be signed with Bofors the connected
financial institutions and the Swedish Government, with the assu-
rance that we -have chosen a Gun system which is better of the two

-as per its users. Our long association with Bofors in the defence

- production field (the L-70 A.A. Gun) should also mean a smoother
process of setting up indigenous production.”
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6.33 In his note recorded on 22-3-1986 the Defence Secretary stated
that subsequent to the issue of the Letter of Intent, the following develop-
ments took place :

“The Prime Minister kindly discussed the credit aspect of the
gun with his counterpart in Stockholm as a result of which we have
now been assured of the availability of credit worth 3.1 billion SEK
to cover the licence production of the gun system and ammunition
for a period of 90 months from the date of the agreement. This
has been a major break-through because this was an arca of consi-
derable uncertainty. Swedish Prime Minister has even gone on to
assure that the coneession in the credit rates for licence production
would be of the same magnitude as for the supply contract.

(1) Meanwhile, the French have not sat idle. They have sent
a fresh offer which has two major features :—

(a) a 3.5 per cent across the board reduction; and

(b) a slight modification in the package inasmuch as they are
now willing to give 30 guns free over 370 guns paid for instead of
their earlier offer of 30 guns free over 400 guns paid for.

(1) Secretary, (Defence Production & Supplies) has carried
out a comprehensive discussion with M/s. Bofors on the licence
production contract and has managed to obtain a number of con-
cessions In terms of licence production.

T ok ¥ ¥

“After the revised offer was received. I had the benefit of a
discussion with the Prime Minister who kindly advised me that we
should try to get further reduction from Bofors. This I did. I.
however, found that having made several concessions and having
received even a letter of intent from us, they were most averse to make
any further concession. Nonetheless, with very great difficulty,
it has been possible to obtain from Bofors a further concession
inasmuch as they would now give 10 guns free over and above .
guns paid for. This amounts to a concession of approximately

Rs.10.5 crores.

In the offer for the package, we have achieved certain economies
by deleting our requirements of Gyro Compass amounting to about
Rs. 10.00 crores. The quotation of both parties has been reduced

by the value of this equipment accordingly.
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From the last position, keeping all the developments stated
above into consideration and updating the foreign exchange rate to

21st March, 1986 the value of the quotations is as follows :

SOFMA BOFORS
Rs. 1436.757 crores Rs. 1427.02 crores™

The proposal to sign the contracts with Bofors was approved by the
PM on 24th March, 1986.

6.34  The following agreements/documents were signed on that date :

(1) Memorandum: of understanding with Swedish Government.
. (2) Supply Contract with Bofors.

(3) Licence Agreement with Bofors.

(4) Cooperation Agreement with Bofors.

(5) Credit Agreement for the supply with the Swedish Export Credit
Organisation.

(6) Credit Agreement for licence production with Swedish Export
Credit Organisation.

C. Financial/Commercial Considerations in Selecfion of the offer of AB
Bofors

(a) Terms of Credit

0.35.  In the note dated 12th March, 1986 submitted for the approval
of PM (as RM) to the placement of a Letter of Intent on M/s Bofors, it was
pointed out that :—

“Both sides expect an advance payment of 20% and have
arrarged fcr credit for the rcmainirg 809% . The arrargement
suggestrd by Scfma for advance payment is better as it is in two
instalments of 109, cach (to be paid by 31-3-86 and 30-11-86 res-
pectively).  On the other hand, Bofors expect the 20% at one time.

Sofma have arranged for S:ller’s credit arnd there are ro bank
chargss like commitm=nt fee, management fee, agency fee, etc.
The credit is in French Francs and the rate of interest is 8.15%.
S>fma had offered to quote in Deutsch marks also and to arrange
credit in that currency which might have had the cffect of lowering
the price in terms of Rupces. However, obtaining the quotation
and credit in Germn currency would be sp-culative and is not

recomm=nded by the Department of Econcmic Affairs, considerirg
the strength of that currency.
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Bofors have arrarged for Buyer’s credit throvgh two Swedish
banks in two currencies —Deutsch marks for zmmuniticn and gocds
of non-Swedish origin at an interest rate of 7.559, p.a. The net
present value of the two packages........ has been calculated
taking into account the credit tetms (bank charges, interest 1ates,
repayment schedules, etc.) and a discountiate of 107 p.a.”

Speaking of the credit arrangements for licensed precuction. the

note records the following :

6.36
by the

“Bofors had initially cffercd a crecit ¢f SEK 575 millien till
54 months of the Agrcement. On beirg told of its mmadequacy,
they have offered additional crcdit worth’SEK 425 millicn i cther
currencies. They have offcred a further crcdit worth SEK 2.1
billion for the followirg 3 years........ %
The implications of the crcdit offers of the two firms were explaired
then Secretary, Expenditure. He testified :—

“At that time of decision mekirg, it has bren ackrnowledgad
in the Negotiatirg Committec discussions that the Fiench credit
offer had a slight cdge over the Swedich offcr. In the evaluation
made by the Departmant of Econcmic Affairs, Ministry of Finance,
of the two credit offers, their view was that the two credit offers
are equally acceptable. At the t'me when we considercd and put
upto the Minister for approval, it was made known that there was
a slight edge in respect of cost of the credit, so far as the French
system is concerned. In fact, the net present value of the French
offer is less than the net present value of the Bcfors offer. But,
when considering the credit aspect one has to consider not merely
the terms of credit and the pericd over which the credit runs,
repayment etc. but one should also consider the quantim of credit.
We were a little bit worried that the Swedich credit evailable for the
licence production even might prove to be inadequate and did not
run beyond 1990. So, after the cecision was taken to give letter
of intent to Bofors, further discussion took place at very high levels
in regard to the expanding of the credit package. Initially. the
credit availability foi the licence marufecture phase was only 575
million SEKs. Thereafter, a further credit of 425 million SEK in
other currencies was guaranteced and finally after discussions at
higher level, the Swedish Goverrment egreed to yct another trenche
of 2100 million SEKs. In other words, the credit availability for the
indigenous manufacture and assembly increased substanticlly frem
575 million SEKs to 3100 million SEKSs.”
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The Committee pointed out that a view was expressed in the

tlatmg Committee that the Swedish offer for credit was in two currencies
iz, Swedish and German, and ultimately Goverrment may have to pay
jore becausc of the German Deutsch mark element. Also the rate of
nterest on the German currency was higher in the Swedich offer than
that quoted by the French. On the whole, the French credit offer appeared
f0 have an edge over the Swedish one. Explamning the positicn, the Acdl.
Financial Adviser stated in evidence :—

|
“The fact that the Swedish had offercd DM ciecit fer the

purchase of ammunition was fully considercd in the Negotiating
Committce mecting of 4th March, 1986.

Paragraph 5 of these minutes reads :

“The credit terms offered by the two parties for the purchase,
as well as the licence agrecment, were discusscd 1n cetail. It was
noted that the Swedish offer for credit was i two currencies, and
the German Marks element 1n the credit was a negative factor
subject, of course, to how the currencies behave in the future.’

This has very cleairly been put in the minutes of the meeting
of the Necgotiating Committee. You will also sce that in the offer
of both the parties, as far as the rate of interest is concerned, the
interest rate for SEK is 8% while for DM, the rate of interest is

7‘ 5509!”

He added

B s e this was clearly recognised as a negative factor.
Bofors insisted that because of the restricticns in the crecdit market
they could not offer more than they had already offered. There-
fore, it was not our asking in Deutsch mark. It is the credit which
they offered ........ But at the same time it was to be noted that
DM was being offered at a lower rate of interest of 7.559 which

was also being offered by the French party.”

(b) Commzrcial safeguards

638  The Committce were informed that Bofors proviced commercial
;"”eguards by way of separate Bank Guarantees for advance. payments,
performance and warranty at the rate 209, 59 and 59, of the contract price,
e spectwcly, that last two being for 10 years. On the other hand, Sofma
nsmtently resisted efforts of the Government to sccure appropriate gua-
antees and, instead, te::crk the lmf: that a side letter of the French Govern-

-,_ﬂllt should suffice.
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6.39 Elaborating the position about the due performance of the contract
with regard to quality and technical specifications through Bank Guarantees,
the then Secretary (Expenditure) stated during evidence :

“First of all there 1s a bank guarantee which Bofors gave
for Swedish Kroners 1682 million, which represent the 20 per cent
down payment or advance payment. Certain financial guarantees
have bzen cxtended by Bofors for the due performance of the
contract and for assuring the quality and adherence to technical
specifications. All these financial guarantees are, in our estimation
whenever we evaluate a contract very important because this repre-
sents a monetary assurance that we have that the contract will be
carried out in the manner in which it is intended to...... when
the proposition was put to the French that a similar guarantee
should be given, they declined to do so.  They stated that they were
a Government organisation and that there could only be a letter
from the French Government to the Indian Government stating
that the French Government would ensure compliance with the
provisions of the agreemcnt. A paper assurance of this type can-
not in my opinion, be regarded as a satisfactery substitute for
substantial financial guarantees.

“The sccond guarantee 1s a bank guarantce for Swecish Kroner
420 million, being 5 per cent of the vilie of the contrect on account
of prrformance bond. A performance byad guarantce will allow
an amount to be secured for breach of provisions of this contract by
the seller. This guarantee shall remain valid until six months
after the date of the last consignment as evidenced by the certificate
of completion of deliveries to be provided by the buyer to the
bankers.

“The third 1s the bank guarantee for Swedish Kroners 420
million being 5 per cent of the value of the contract on account of
warranty bond for 10 years. Warranty means that the seller will
supply the goods of presented quality specification. The warranty
bond will be for 5 per cent of the value of the contract and shall be
reduced after the expiry of warranty period and shall finally expire
after the expiry of 96 months from the date of delivery of the last
consignment. In other words, plenty of time is left to test the
equipment after the date of delivery of the last consignment.

“Then, in respect of the details of the warranty clause, there is
a significant difference between the two parties. For the Swedish

gun the warranty clause is effective for three years from the date
of delivery. In the case of Sofma it is three years or firing of
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550 EFC rounds whichever occurs earlier. ... .... In respect of the
actual wording as applicable to different pieces of equipment,
there is a slight edge in the Bofors warranty clause. But an impor-
tant thing to note is that the warranty is backed by a financial
guarantee.”

{c) Product support

6.40 On the question of prices for additional quantities of support
equipment, which might be required in future, the witness stated as under :—

“In product support there is a significant difference between
the two which is reflected in the prices that will be charged. About
product support, in the Bofors contract it is stated that additional
quantitics of support equipment etc. shall be supplied at same
prices. provided order is placed within 2 years from effective date.
In the case of the French offer, it is a maximum of six sets provided
the order is placed within 18 months of effective date. The price
remains the same for Bofors for two years and for Sofma it 1s 18
months. After two years in the case of Bofors........ while
escalation 1s provided at the rate of 5 per cent per annum over a
period between two years and five years. The same provision 1S
absent in Sofma clause. Then after five years the price has to be
negotiated upto a period of 20 years. This negotiated price agree-
ment applies in the case of Sofina contract immediately after 18
months. So, this gives us a greater degree of assurance that the
prices would not be hiked in an unconscionable way for a longer
period of time in the Bofors contract 2as compared to Sofma con-
tract.”

d) Price escalation clause

0.41. When questioned about the price escalation clause in the contract,
the then Secretary Expenditure stated :—

“In the matter of the price.......... there is a distinct advan-
tage in the Bofors offer in that there 1s much lesser order of escalation
of price over a time period than in the case of Sofma because of
the way the Clauses have been framed. In the case of Bofors, the
basic prices are as on effective date and valid for a period of
seven years from the effective date, There will be no escalation in
prices ordered for delivery within 54 months and for other items
ordered for delivery after 54 months, escalation will be appli-
cable. The ceiling of escalation will be 5%, per year in six years
and thereafter 69/ per year in respect of orders placed after 54
months. In the case of Sofma, for an order within three years from
the effective date of licensed agreement, prices will be calculated
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from the basic prices according to the price escalation formula.
IFor an order coming into force after three years from the effective
date, prices will be negotiated. It will be quite clear that we
«re l:aving ourselves open in the case of the French offer to
the probability of a much sharper and much earlier increase in
prices of goods than in.the case of Bofors. Obviously, it is not
possible to quantify this because it all depends on the way prices

behave but the formulation is such that advantage lies with the
Swedish offer.”

The Additional Financial Adviser informed the Committee that

the original escalation formula for technical assistance proposed by Bofors
was changed to our advantage to a great extent after considerable negotiation.,
£laborating the proposal as it was ultimately agreed to, the witness stated -

(e) Patent Protection

6.43

that in the case of Bofors they had been able to provide for very good patent
Protection Clauses which were otherwise very difficult to get. In the event
of infringement of patent affecting critical items rendering the system un-
exploitable, the entire contract value shall be refunded.

(f) Export Credit Insurance

6.44

“The formula which was originally offered -by them had a
higher component of labour. In the Western countries the labour
element of cost has a tendency to go up. There is also a fixed
element of cost and material cost in a formula. We were able to
reduce the labour elements of costs substantially, ie. to 54 as
against 75 in the formula offered by them originally. In case
of Sofma this kind of escalation formula we were not able to nego-
tiate. So the formula which got incorporated in the contract,
was much better than it originally stood. Bofors agreed to 54 for
labour element. 34 for material and 12 for fixed element, as
agamst Sofma 75 for labour, 15 for materials and 10 for fixed

element out of a total of 100. You will see the difference between
34 and 75 for labour which is a major achievement.”

The then Secretary, Expenditure, further informed the Committee

The Clause relating to export credit insurance provides :

“If the buyer becomes liable to the Export Credit Corporation
for any losses, costs premiums, penalties, ete. in terms of the credit
agreement due to the default of the seller to perform any of its
obligations under the credit agreement or contract, the buyer

shall be entitled to recover such losses, cost, premiums and penalties
from the seller.™




(g) Production Licensing Contract

6.45  Explaining the distinct advantages of Swedish offer over the French
one in the matter of production licensing contract, the then Secretary,
Expenditure and the Additional Financial Adviser informed the Committee

as follows :—

(i) Bofors were prepared to give SEK 50 million worth of technical
assistance and training free of charge. SOFMA had quoted
43.3 million French Francs for such assistance.

(i1) Bofors also agreed to give feasibility report and the detailed
project report free of charge, except for their fare, boarding
and lodging for specialists. The French demanded 30 million
French Francs for the same. The Bofors were also prepared to
give the DPR in three months while SOFMA wanted eight
months to do this.

(itf) The technical literature for the manufacture of gun and vehicle
was to be provided free by Bofors while it was free only for
current ammunition in the case of SOFMA. The Bofors
literature would be available faster as most of it was in English
while in the cast of SOFMA, it would have involved laborious
translation. The delivery schedule of technical literature
was 12 to 18 months in the case of Bofors while it was 18 to
27 months in the case of SOFMA.

646  Referring to the observations of the Department of Defence
Production to the effect that they could not definitely say which of the
. two offers would bz cheapar ultimately, the then Secretary, Expendi-
 ture, stated —

“When you talk of detailed project report........ it really
relates to production of two different gun systems. That is why
I have confined myself only to those features in the collaboration
agreement where we can make a valid comparison between the terms
offered by Bofors and by Sofma. It will not be possible, as I said,
unless you commission two different project reports from two
different parties to see ultimately which would be the cheaper of
the two in the total cost. Again there is no point in doing that when
you say that the preferred gun system is the Bofors system. Surely
there is no sense in preparing the detailed project report for the
gun system which you do not want. That is why the Department
of Defence Production took the stand that we should sclect the
gun and then manufacture that particular gun.”
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(h) Delivery Schedule

6.47 In the Ministry’s note of 12th March, 1986, submitted to RM,
it was pointed out that the delivery schedule of Bofors was better because
the first lot of 12 guns was to be delivered within 3 months of the down
payment. This would help the Army in training of personnel and in hand-
ling and maintenance of the equipment before the bulk supplies started
flowing, from the 8th month of the down payment. The last delivery
from Bofors would be in month 51. Against this, the delivery schedule of
Sofma started in the months 8 (after the first down payment) and ended
in month 52.

(i) Counter-Purchase Clause

6.48 In regard to the counter purchase Clause in the contract with Bofors
the then Secretary, Expenditure, explained that the requirement of counter
trade as a policy was announcad at a very late stage when the negotiations
had been practically completed. He stated

“I had some doubts as to how effective this could be at this
stage. 1f we want to have counter trade effectively, then the nego-
tiations on the counter trade aspect had to be made virtually a part
of the tender documents.”

6.49 When asked about the effectiveness of the counter trade clause,
the witness stated

“The point is that there is an enabling clause and that enabling
clause has to be implemented. Of course. having signed the agree-
ment it 1s not easy to implement it because the clause is of a general
nature. It counter-trade has to be effective it must be discussed at
an early stage of the contract with the different parties to know who
offers the best package.”

U) Savi;f?g»ﬁ‘ on ﬂ’fﬂ”pﬂ}y{:r

6.50 Elaborating on the financial gains that would accrue on account of
less manpower needed for deployment of the Bofors gun, the then Secretary
( Expenditure) stated that the Bofors gun required 6 crew whereas the Sofma
required 7 crew. The saving that would accrue in manpower deployed over
a period of time and comprising a certain fleet of guns would have to be
reckoned. If we assume 20 years cycle with the deployment of say 1400
guns, the saving over 20 years life cycle at today’s cost of manpower in the
army would amount to approximately Rs. 125 crores. As these savings
would accrue over a period of time, the commonly accepted financial criterion
that the value of money at a future date had to be reduced to the value of
money at today’s date would also have to be taken into account. On the
other hand, if this amount of Rs. 125 crores is included on the basis of today’s
cost—and today’s costs keep on escalating—the discounting that we take tion
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account in reducing the future saving vis-a-vis the present value would be

affected by and large by the fact of inflation and the fact that the future per
man cost would be more than the present psr man cOst.

If, therefore, notice is taken of this broad factor, the difference in financial
terms between the deployment of the Bofors system and the deployment
of the other system would be in the region of Rs. 130 to 135 crores.

(k) Net Present Value of the two contracts

6.51 The Committee pointed out that in the agreement with Bofors it
had been agreed that 209 of the contract amount would be payable in
advance. The French, on the other hand, had demanded advance payment
in two instalments of 109 each. Asked to state whether the financial
implications of the advance payment to Bofors in terms of loss of interest,
etc. had been taken into account, the Additional Financial Adviser stated :

“The various financial obligations like advancs payments to
be made to Bofors and Sofma as well as their repayments Werc
computed through a computer. An expert team had gone into it
very rigorously and according to the standard method of calculatton
and as per the computer result, the value that we arrived for Sofma
was Rs. 1126.37 crores and for Bofors it was Rs. 1140 crores. This
was also referred to when Shri Ganapathi stated that N.P.V. (Net
Present Value) was calculated and the Negotiating Committee was
made fully aware of the respective calculations.”

6.52 The Committee desired to be furnished a note siving detailed cal-
culations of the Net Present Value of the offers made by M/s Bofors and
Sofma. The Ministry of Defence accordingly furnished photo copies of the
computsr print-outs showing the working of the Net Present Value of offers
of both the firms as on 11-3-86 and estimates for 21-3-86 consequent to
further reductions in the offers made by the two firms afier 11-3-86. The
Ministry have pointed out that whil: crmpating ths Net Present Value of
the offers the delivery schedule of the gun and ammunition, all elements
of cash flow, including advance payment, repayment of principal and interest,
financing charges, etc., were included. The position that emerged 1S as
shown below — |

Neot Present Value as on

- — e —
—

11-3-1986 21-3-1986
Bofors SEK 6757.755 Million SEK 6670.776 Million
(Rs. 1151.25 crores) (Rs. 1140.303 crores)
Sofma FF 6788 .831 Million FF 6347.201 Million
(Rs. 1205.83 crores) (Rs. 1126.37 crores)

| [The figures in Rupees are 0o the basis of Exchange Rates as on the
respective dates].

S /88 LSS /88—8
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With regard to the financial effect of the offer of Sofma to accept

the advance payment in two instalments of 107 each as against the Bofors’
demand of 20% in one instalment, the Ministry have confirmed that this
factor was also taken into account while calculating the Net Present Value
and it was found that the Net Present Value of the Sofma offer was relatively
lowar than that of the Bofors offer by Rs. 8.84 crores on this account.

6.54

Asked to state his overall assessment of the quality of the gun

vis-a-vis the outlay involved, the then Secretary, Expenditure, stated :—

6.55

“I can tell you without any reservation whatsoever—and this 1s a
view I had expressed to my colleagues—that this 1s the best gun
system that we could get at the best possible terms. I would also
say that before we started these negotiations if you refer to the
CCPA papers, you will find that on the basis of the budgetary
quotations received and their own intelligence, the Army Headquar-
ters had estimated the value of the package—which was Rs. 1600
crores way back in 1984—and in 1986 despite any escalation, we
have managed to get the package at about Rs. 1400 crores. In my
experience, 1 have rarely come across a case where the actual price
obtained is well within the earlier expectations. In practice, we
exceed budgetary quotations. Various reasons are given. But
here is an example of keeping well;below the indicative price, to
which the approval of the Cabinet was received. 1 think this i1s any
important plus-point. So, I do not think we could have done any,
better. The feeling which I got was one of a very keen competition
i.e. to get the order. That 1s why we got successive improvements
in the matter. There is no point in discussing with the Austrians
and others. In the very first meeting, I remember to have sald that
we should not go in for the three-nation gun, because thereby we
would bz exposing ourselves to the whims and policies ol the
Governments who control this. I can categorically say that we
have got the best possible bargain. One important factor which
we kept in mind and which cannot be quantified, but which is quali-
tatively important, if the very strong R&D back-up which would be
available.”

Concluding, the then Secretary (Expenditure) stated —

“Financially it was the cheape: offer. Commercially the terms
were more to our advantage than Sofma offer. The third deciding
factor was the credit terms, i.e. Swedish Kroner vs. the French
credit terms. Credit terms were evaluated as practically the same.
Whichever angle you look at it—from the point of view of technical
factors or financial factors or commercial factors—Bofors offer
had a distinct advantage over the Sofma offer.”
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D. Observations/Conclusions of the Committee

6.56 The Committee find that in pursuance of the decision of the Cabinet
Committee on Political Affairs, a Negotiating Committee under the Defence
Secretary was constituted in May, 1984 (as per para 6.1) for detailed negotia-
tions with the four supplier firms, namely IMS (UK), Bofors (Sweden),
Sofma (France) and Voest Alpine (Austria). The Negotiating Committee
commenced its work in June, 1984 and gave its final recommendation for
placing of the contract with M/s. Bofors on 12th March, 1986. The Defence
Secretary explained that the negotiations got prolonged by a period of about
six to eight months due to political changes which took place during this
period (in the aftermath of the assassination of the then Prime Minister).

He submitted that a period of one year should be considered reasonable for
finalising such a major contract.

6.57 The Committee note that the decision of the Negotiating Committee
to initially invite all the four parties for negotiations even though it was
known that the Army Headquarters were in favour of short-listing only two
firms, viz. Bofors and Sofma, was to gain commercial advantage by generat-
ing competition amongst them. This strategy paid handsome dividends in

so far as the Negotiating Committee were able to get substantial reduction
in the prices both from Sofma and Bofors.

6.58 The Committee observe that a decisive stage in the negotiations
with the two final contenders, viz. Sofma and Bofors, was reached on 10th
February, 1986 when the package and the prices theerof quoted by the two
firms became comparable. In the words of the Defence Secretary, that
was the stage when the prices started tumbling down under the impact of
two factors, namely the elimination of the agents and the generation of a very
keen competition.” During a period of 40 days between 10th February and
21st March, 1986, the prices of the Bofors came down from Rs. 1620 crores
to Rs. 1427 crores while in the case of Sofma the prices came down from
Rs. 1509 crores to Rs. 1436 crores, i.e. there was a reduction of nearly
Rs. 192.5 crores by Bofors and Rs. 73 crores by Sofma.

6.59 The Defence Secretary further pointed out to the Committee that
the C.C.P.A. had envisaged that this package would cost Rs. 1600 crores
and with price escalation and addition of various other items the total
cost would easily have been of the order of Rs. 1800 crores. In actual fact,
it was brought down to Rs. 1427 crores. - He stated that from this point of
view, this should be considered as an ‘“‘exceedingly successful contract.”

6.60 The then Secretary, Expenditure who has examined at great length
by the Committee, with regard to the procedure followed by the Negotiating
- Commuttee as well as the financial and commercial terms of the offers. of
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various parties affirmed that there had been no flaw in the procedures and

every possible precaution was taken to ensure objectivity and impartiality
in deciding the case and in securing the best possible terms as well as the best
possible weapon system that the user wanted. Accordingly to him, the
procedures followed were “quite rigorous”. He also affirmed that there

had been absolutely no dissent in the Negotiating Committee and that the
- final conclusions were subscribed to by one and all without,any mental reser-

vations. He went on record to say that even after the negotiations were
concluded in March, 1986, “till today, nobody has ever entertained any
doubts about this.”

6.61 In reply to a question whether the final recommendation of the

Negotiating Committee selecting the Bofors gun keeping in view the technical,

contractual and financial aspects, was specifically brought to the notice of

the then Finance Minister, the then Secretary (Expenditure) affirmed that
after the Negotiating Committee had finished its deliberations, a note was
put up by the Defence Ministry as the administrative ministry on which
the approval of the Finance Secretary and the then Finance Minister and the
State Ministers in the Ministry of Defence and the Prime Minister, as
Defence Minister, was taken. Further asked if the then Finance Minister
had expressed any reservation, the witness replied :—

“Absolutely No. I can say this categorically because...... the
moment I saw the file, I immediately sent it to the Finance Secretary
saying that the matter was very urgent. It went to Finance Minister.
If he had the slightest doubt, he would have asksd the Finance
Secretary or me. I was the senior officer in the Finance Department.

I was the proper person to have been asked this question. Till the

moment of my retirement, no question was raised.”

6.62  Asregards the procurement of the ammunition, which in value terms
amounted to nearly half of the total cost of the contract, the Negotiating
Committee decided, and quite rightly, that with a view to deriving the maxi-
mum financial, commercial and other contractual advantages, all the three
aspects, namely outright purchase of guns, the ammunition and licensing
know-how for their manufacture should be pursued simultaneously.

6.63 The Committee find that even though initially thrée ammunition

manufacturers were short-listed and called for ngotiations, the Negotiating.
Committee finally decided to go in for the gun and the ammunition from the

same source when it was found that there were problems in obtaining guaran-

tees from the various parties with regard to the compatability of the gun.

with the ammunition, preparation of range tables, etc. It was also found

that the prices offered by the manufacturers were in no way better while on.
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the other hand, the credit terms offered by them were inferior. The Nego-
tiating Committee decided to accept the advice of the Army Headquarters
that 1t would be better, from the point of view of technicaljproblems of acc-
eptability, as also the need for test-firing of the ammunition with the guns,
that the negotiations for the purchase of ammunition were entered into with
the gun manufacturers themselves.

6.64  The Committee find that as a result of intense competition generated
between the two firms, substantial reductions were obtained during the
concluding stages of the negotiations, i.e. between February-March, 1986.
The Committee note that M/s. Bofors reduced their offer of SEK 9872.195
million on 3-2-1986 by about 220 million SEK, to SEK 9652.510 million,
On 10-2-1986, Bofors made a further substantial reduction of approximately
SEK 890 million in their revised offer of SEK 8762 868 million, submitted
on 21-2-1986. During the last stages of the negotiations, on 11-3-1986,
M/s. Bofors again reduced their prices considerably from SEK 8762.868
million to SEK 8456.906 million, involving a reduction of about SEK 306
million. Finally, on 21-3-86, Bofors reduced their price from SEK 8456.906
million (as on 11-3-86) to SEK 8348.071 million, by offering 10 Guns free.

6.65 Similarly, the French firm also offered sizeable reductions in their
revised prices. However, the quantum of reductions by the French firm were
lower than those of the Swedish firm. On 10-2-86, the French firm reduced
their price from FF 9740.501 million to FF 8759.843 million, mvolving a
reduction of FF 980.658 million. On 23-2-86, Sofma readjusted their price
slightly upwards, from FF 8759.843 to 8836.253 to include the price of PCB
Module Repair which was not indicated by them earlier. The French firm
reduced their offer of FF 8836.253 million to FF 8659.527 million on
11-3-1986 and finally to FF 8096.230 million on 21-3-1986, by offering
30 guns free.

6.66 The Committee further observe that on the date the Negotiating
Committee made their recommendation, the offer of M/s. Bofors was cheaper
than the offer of M/s. Sofma, by about Rs. 97 crores. The French firm
offered their final rock bottom price of Rs. 1436.76 crores on 21-3-1986 which
involved a reduction of Rs. 101.35 crore over their previous offer, made on
11-3-1986. 'This price could be considered the floor price for the French
system because the letter of intent had already been placed on Bofors and the
imminent danger of losing the contract would have prevented the French from
keeping any margin in reserve. Even with such a large reduction, i.e. over
Rs. 101 crores, Sofma could not match the final offer of M/s. Bofors, On

21-3-86, the final offer of Bofors was Rs. 1427.02 crores as compared to
Sofma’s offer of Rs. 1436.76 crores.

6.67 The Committee note that the Net Present Value of both the offers
was computed by an expert team taking into account thz dzlivery schadule
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of the gun and ammunition, all elements of cash flow, including advance
payment, repayment of principal and interest financing charges, etc. Accord-
ing to the standard methods of calculation and as per the computer result
the value of the Bofors offer was Rs. 1151.25 crores on 11-3-1986 as against
Rs. 1205.83 crores of the Sofma offer. The subsequent reductions made by
the two firms resulted in the value of the Bofors offer being of the order of
Rs. 1140.30 crores on 21-3-86 as against Rs. 1126.37 crores, of the Sofma
offer. The Bofors demand of 20 % advance payment in one instalment was
duly taken into account while calculating the Net Present Value and it was
found that the Sofma offer was cheaper by Rs. 8.84 crores on this account.
Overall, the Net Present Value of the Bofors offer was lower by nearly Rs. 54.5
crores as on 11-3-1986 and marginally higher by Rs. 14 crores (approx.)
on 21-3-1986 (due to fluctuation in exchange rate).

6.68 Itis also to be noted that another invisible but substantial advantage
which the Bofors gun provides is in the matter of man-power. Whereas the
Sofma gun requires a crew of 7, the Bofors gun requires a crew of 6 only.
Considering the number of guns to be developed eventually, the operating
cost of the Bofors gun would be cheaper by about Rs. 125 crores at the
current cost of manpower over a period of 20 years which is the normal life
cycle of a gun. The Director General, Artillery is in fact on record
having said that the gun could be handled even by a crew of two.,

6.69 The Committee find that in several material respects, the Bofors
offer had distinct advantages over the French offer as would be seen from the

details given in the earlier part of this Chapter. The Committee would like
to draw attention to a few of them.

6.70 To take the terms of credit first, the Committee find that the French
offer had a slight edge over the Swedish offer. Sofma had offered to arrange
for seller’s credit with no bank charges like commitment fee, management
fee, agency fee, etc. and the rate of interest offered was 8.15 /o P.a. They had
also offered to quote as well as to arrange credit in German currency which
might have had the effect of lowering the price in terms of rupees. The
Department of Economic Affairs were of the view that obtaining the quaota-
tation and credit in German currency would be speculative. Considering
the growing strength of that currency, they did not recom-
mend this course of action. Bofors offered to arrange for
credit through two Swedish Banks in two  currencies, viz.
Deustche Mark for ammunition and goods of non-Swedish origin at an
interest rate of 7.55 9} per annum and the other in Swedish Kroners. Regar-
ding the quantum of credit offered in support of licence production arrange-

ments, initially, Sweden offered a credit of SEK 575 million. On being told

of its inadequacy, they offered another credit worth SEK 425 million in other

currencies.  Finally, after discussions at higher level, the Swedish
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Government agreed to yet another tranche of 2100 million SEK. Thus,

* the total credit availability for licence production was of the order of 3.1

billion SEK (both in Swedish and non-Swedish currencies) available for a
period of 90 months from the agreement.

6.71 Considering the quantum of credit and the need to cover the require-
ments of funds for indigenous manufacture and assembly of the gun system,
it was decided to accept the Bofors proposal. However, the fact that this
was a negative factor in the contract was clearly brought out not only in the
meetings of the Negotiating Committee, but the relative credit terms were
also taken into account while calculating the Net Present Value of the
contract. In this connection, attention of the Committee was also drawn
to the fact that the credit in German currency was being offered at 7.559%
per annum interest, which was lower than the rate of interest of 89, p.a.
on the Swedish currency. The French party had also offered credit in German
currency at the same rate.

6.72 In regard to the price escalation clause for licensed production, the
Committee find that the Bofors offer was distinctly superior in that it con-
tained a much lower order of escalation in price over a period of time,
compared to the French offer. It was provided in the Bofors offer that there
will be no escalation in price for items ordered for delivery within 54 months.
Thereafter, the escalation will not be more than 59, per year for the next
six years and 69, per year in respect of orders placed after 54 months. In
the case of Sofma the price escalation clause would have been applicable
from the effective date of licence agreement and the prices were to be calcula-
ted from the basic prices according to a price-escalation formula, for orders
within the next three years. Thereafter, the prices were to be re-negotiated.
The then Secretary (Expenditure) was of the view that although it was not
possible to quantify the financial gain on this account, taking into considera-
tion the terms offered by both the parties it would be quite clear that “we
are leaving ourselves open in the case of the French offer to the probability

of a much sharper and much earlier increase in price of goods than in the
case of Bofors.”

6.73 The Committee further observe that Bofors had provided substan-
tial commercial safeguards by way of separate Bank Guarantees for advance
payments, performance and warranty at the rate of 209, 59 and 59 of the
contract price respectively, the last two being for 10 years. On the other
hand, Sofma consistently resisted efforts of the Government to secure appro-
priate guarantees and instead took the line that a side letter of the French

Government should suffice.

6.74  With regard to the production licensing contract, the Committee
understand that the Bofors offer provides for 50 million SEKs worth of
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technical assistance and training free of charge, whereas Sofma had quoted
43.3 million French Francs for such assistance. Bofors also agreed to give
the feasibility report and the detailed project report free of charge, except for
the air fare, boarding and lodging expenses for the specialists which would
be paid by the Government of India. The French demanded 30 million
French Francs for the same. The Bofors offer was also more favourable in
so far as the DPR was to be given within three months, whereas Sofma
wanted eight months to submit this document. Likewise, the delivery
schedule of technical literature was 8 to 12 months in the case of Bofors
while it was 18 to 27 months in the case of Sofma.

6.75 In the matter of prices to bz charged for additional quantities of
support equipment, the Bofors contract provides for supplies at the same
prices for orders placed within two years while in the case of Sofma the offer
was for a maximum of six sets provided the order was placed within 18 months
of the effective date. Bofors offer also limited the escalation
to 57 per annum over a period between 2 and 5 years whereas in the case
oi Sofma this provision was absent and the prices would have to be negotia-
ted. Thus, the Bofors offer gave a greater degree of assurance that the
prices would not be hiked in an unconscionable way.

6.76 Over all, the Committee find that the Bofors offer was not only
financiaily cheaper but commercially its terms were much more advantageous
than those offered by Sofma. Coupled with other factors, such as the
availability of substantial credit and the assurance of uninterrupted flow
of supplies contained in the Memorandum of Understanding between
the two Governments, the Committee have no hesitation in saying that
the Bofors offer had a clear edge over that of Sofma.

6.77 To conclude, the strategy adopted by the Negotiating Committee
generated intense competition among. the suppliers and it became possible
to achiecve a reduction of more than 159 during the final stages of the
negotiations with Bofors over the offer made by them on 10-2-1986, which
in terms of Indian Rupees amounted to a saving of approximately
Rs.192.5 crores. So far as the other terms of the contract are concerned, the
Committee find that the Bofors offer was in many respects more advanta-
geous 1n financial and commercial terms as well as in the matter of licensed
production compared to the Sofma offer. As siated by the then Secretary
(Expenditure) : “Financially it was the cheaper offer. Commercially, the
terms were more to our advantage than the Sofma offer........ Credit
terms were evaluated as practically the same. Whichever angle you look
at 1it—from the point of view of technical factors or financial factors or
commercial factors—Bofors offer had a distinct advantage over the Sofma
offer™,
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578  After a detailed consideration of various facets of the deal as
fiscussed in this Chapter, the Committee have no hesitation in concluding
hat a superior gun system has been purchased from M/s. Bofors at less than
he floor price offered by M/s. Sofma for a relatively inferior system. Con-
idering the substantial financial gains and the various terms of the contracts,
he Committee consider that the Negotiating Committee was eminently
jecessful in the task assigned to it and the coasidsrable tims taken (abouta
year and 9 months) in cyncluding the coatrasts ultimately proved to be
ighly advantageous to the country.
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PAYMENTS MADE BY BOFORS

11 The Committee are required to ascertain the identity of the recipients
of the payments ranging from SEK 202-282 million (as per the report of the
Swedish National Audit Bureau) and the services for which they were paid.
If there i1s prima-facie evidence of Bofors having made any other payments
for securing the Indian contract, the Committee are also required to
ascertain the identity of those who received such payments.

A. Agents in defence deals

R, The former DCOAS Lt. Gen. H. Kaul (Retired) in his evidence
informed the Committee that the practice of utilising the services of agents
in procurement of defence equipments had been in vogue earlier. According
to him, this practice had definite advantages as through this process the
Army came to know about the developments taking place in the field of

equipments in various countries as also the shortcomings of different
systems.

7.3 The former Secretary, Expenditure, (Shri R. Ganapati) also stated
that as per Government of India’s extant instructions at that time, engage-
ment of Indian agents for any transaction in regard to import of services,
technology, equipment etc., was not precluded. The only requirement
was that the Indian agent had to be identified; he was required to declare
his commission; and the same was to be paid in Indian rupees. He further
added that normally whenever there were agents, they also participated ‘n
the discussions held in the Ministries. According to him, the Indian agents
were inevitable concomitants of foreign parties.

1.4 The question of appointment of Indian agents in relation to the
purchase of 155 mm guns was first raised in the Negotiating Committee
mecting held on 31st July, 1984. Para 10 of the minutes reads as under :

“The Committee discussed about the appointment of Indian
agents by the four firms. The Committee were also informed in
the meeting about the details of the Indian agents appointed by the
four firms. Secretary (Exp.) was of the view that while conducting
negotiations, an exercise may be undertaken for reducing cost by
reducing the percentage commission being offered to the Indian
agents.”

106
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When asked to explain the circumstances in which the question of
ppointment of agents was raised at the sitting of the Negotiating Committee,
the Defence Secretary stated :

“We had a standard practice that before negotiating, we asked
the parties to give details regarding agents. So, in pursuance of
that directive we had asked all the 4 firms to give details. These
details had been received and these were reported to the Negotiating
Committee. It was in this background that this subject came in.”

6  The Defence Secretary further added that prior to November, 1984
here were no directives that there would be no agents whatsoever. On the
other hand, there was a system of regulation inasmuch as the firms were
ed to declare if they had an agent and if so, to give detaijls about those
persons. According to him, the objective was (a) not to be taken unawares;
to reduce the commission; and (¢) to make sure that the commission.
] °n paid was duly accounted for.

B. Prohibition on employment of agents

The Defence Secretary informed the Committee that in November
;_;.:{ 4, when the new Government under the present Prime Minister took
over, it was decided that henceforth defence contracts would be transacted
_ﬁcﬂncluded totally without agents and that “the deal would be totally and
I;ﬂsively between the Government of India on the one side and the manu-
acturers on the other”. Accordingly, the senior most representatives of
I the four contenders for supply of 155 mm guns were called by him on
3rd May, 1985 and informed that the Government of India would
not permit the involvement of Indian agents, acting for the foreign
suppliers. They were therefore, requested to make suitable reduction in
eir offers in case they had kept any commission for payment to the Indian
af nts They were also warned that the Government of India would dis-
qualify a firm in case it came to notice that an agent had been appointed
in connection with the contract.

78  Asked about the reaction of the four contending firms, the Defence

=

Secretary stated :

i “....M/s IMS of UK informed that they were a U.K.
Government owned Public sector company .......... The French
firm informed on 7-5-1985 that they had agreed to consider as null
and void the information handed over to Ministry of Defence in

August, 1984 about their agent and this came through a letter. The
letter reads as follows :

“Further to your request, we send you this letter to confirm
that we agree to consider as null and void that certificate handed over
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to your Services in August, 1984 concerning the role of H.E.L
(Hindustan Exports and Imports Company), Bombay, in this
connection.”

7.9 In regard to the reactions of the Austrian and Swedish firms, it was
stated that their revised quotations received on 10th May, 1985 were lower
than the earlier offers but they did not specifically mention that the reduction
in prices was on account of the removal of agency commission.

7.10 The committee enquired whether the prices were actually brought
down as a consequence of removal of agents. The Defence Secretary

stated :

“This had a very important impact on all the suppliers. They
took notice of this warning. It was mentioned to them repeatedly
when they met the Members of the Negotiating Committee as well
as the Chairman of the Negotiating Committee separately. It
was clarified to them that the new Government policy does not admit
of any such employment of agents. This was a major factor which
resulted in the reduction.”

7.11 The Defence Secretary further informed the Committee that the
question was also raised in the talks between the two Prime Ministers—
Shri Rajiv Gandhi and Mr. Olof Palme when they met in New York in
October, 1985. In January, 1986 Prime Minister Olof Palme informed our
Prime Minister that Bofors had declared their wish to conclude business
directly with the Indian Defence Ministry without any middle-men. Bofors
‘also wrote directly to the Defence Secretary in March, 1986 stating that there
were no middlemen in the transactiomns.

712 In the course of his evidence before the Committee, the Defence
Secretary further added :

“Upto the point the Price Negotiating Committee was functions
ing which is March, 1986 when the contract was signed, there was no
such evidence. On the other hand, the advice given to us was that
there will be no middleman. This is the assurance that we have

received.”

713 In reply to a specific question, the Additional Secretary, Ministry
of Defence stated in evidence :

“The Negotiating Committee much less the Chairman was
never dealing with any agent of any of the companies.”

7.14 The Defence Secretary also affrmed that “to the best of our
knowledge, there were no middle-men in this transaction™ and that he had
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never dealt with the Anatronic General Corporation either before the contract
or after signing of the contract.

715 The Committee drew the attention of the Defence Secretary to the
fact that even though Bofors had been told about Government of India’s
“policy with regard to agents in May, 1985, they informed the Government
‘aslate as on 10th March 1986 that while they did not have any
representative/agent especially employed in India for this project, they did
,-‘-1_1-*-5 M/s Anatronic General Corporation for providing administrative
services to their personnel in India. The Defence Secretary stated that
they had not laid down any time limit within which they were expected to
respond. He added :

“In fact after having put them on this warning, a formal response
was not expected. But it was quite clear that we would satisty our-
selves fully before we entered into the final deal ©....1t was a con-
dition precedent to the finalisation of the contract. We had not
asked for any communication in writing when we talked to them on

‘ 3rd May (1985).”
716  The Committee enquired from the Defence Secretary as to why the
~ condition that there would be no middleman in the deal was not incorporated

‘in the contract signed with Bofors, to which he replied :

“With the understanding which we had arrived at, it was not
considered at that time essential that it should also be incorporated.
Perhaps with hindsight, it might appear that this could have been
done. We are now trying to do this. But the question regarding
its enforceability still remains open because W€ arc advised legally
that an infringement of such a clause, even if it were to have been
entered into the contract; it would have been a very difficult one
to enforce without the modification/amendment of the existing

Act.”
C. Steps taken by the Ministry of Defence to ascertain details of pay-ofis

~ (a) Swedish Radio Broadcast

717 1t is seen that for the first time on 17th April, 1987, several news-
papers carried reports of a Swedish Radio Broadcast the previous day
that bribes had been paid to senior Indian politicians and key defence figures
to win a contract which was awarded by the Government of India to
~ M/s Bofors of Sweden on 24th March, 1986 for the purchase of FH 77B
155 mm guns. The Swedish Radio repeated the allegation on 17th April,
1987 adding that it had documentary proof of the pay-offs in four
~instalments to Indian accounts in Swiss banks.




110

7.18  During evidence the Committee enquired from the representatives |
-of the Ministry of Defence as to what was their first reaction to the above
allegation made by Swedish Radio. The Additional Secretary, Ministry of
Defence stated as follows :— |

“When the broadcast was published in our national media the
Parliament was in session. Naturally there was a great deal of
concern and excitement about the allegation which was quite serious
by any standards. This prompted us in the Ministry of Defence
directly and through the Ministry of External Affairs and our
Ambassador in Stockholm to ask Bofors and the Swedish Govern-
ment to tell us what exactly the allegation was.”

{b) Correspondence exchanged between the Governments of India and Sweden
and A.B. Bofors

7.19 The correspondence that was exchanged between the Government
of India and the Government of Sweden on the one hand and the two con:
tracting parties, on the other, as well as the notes exchanged at diplomatic:
level between our Ambassaodr in Sweden and the Seedish Ministry of foreign
Affairs were laid on the Table of the Lok Sabha by the Minister of Defence
on 26th August, 1987, and are public knowledge. The Committee would
therefore, not like to go into the details thereof except to recall in brief
some of the important communications highlighting the position taken by
the parties concerned viz. the Government of India, the Government of §
Sweden and AB Bofors during the period April to September, 7, i.e. fill
the time the Committee themselves started their inquiry into the whole
affair.

1.20 On 21st April, 1987 in a Note Verbale to the Swedish Ministry of
Foreign Affairs, the Embassy of India in Stockholm, requested the Swedish
Government to investigate the matter and inform the Embassy whether
there had bzsen any violation of the commitment made to the Government
of India and to take the required action on their side.

7.21 In their letter of 24th April, 1987 sent to the Indian Ambassadot
in Swedzn M/s. A.B. Bofors clarified the position as to whether a middle
man or middlemzn had bzzn used to win the contract of 1986. The said
letter stated inter alia :

“Ragarding India, the situation was that Bofors were repres
sented by the firm of Anatronic with the principal owner Mr. Wil
Chadha until 1985. During 1985, when negotiations between
Bofors and the Indian Government began to take on a concrels
shape, it was stated that no agents could be accepted by the Indian
Authorities. In view of that Bofors cancelled their agreement with
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the firm of Anatronic and Mr. Chadha, and drew up a new agree-
ment for administrative service which was for Bofors’ own personnel
in India. For these services, compensation of 100,000 Swedish
kroners per month was to be paid starting from January 1, 1986.

The statement made by AB Bofors that no middleman/repre-
sentative/agent was used by Bofors to represent the company with
the Indian Authorities to win the contract in 1986 was correct.
Contract negotiations and other contracts took place directly bet-
ween the Ministry of Defence and Bofors’. Consequently, no mid-
dleman was used to win the contract of 1986.

Bofors has not made any payments of the kind alleged by the
media. Those payments that were made during the time in ques-
tion, and possibly have given rise to erroneous conclusions, were
in accordance with the contract for the reimbursement of consul-
tant services within the areas of marketing and counter purchasing.
The payments referred to by Swedish Radio were made to a Swiss
Company and are completely legal in accordance with the Swedish
currency regulations and other relevant Swedish regulations. The
stated payments have not been paid to any Indian company or
Indian citizen and have no connection with the winning of the con-
tract of 1986.”

In their telex message dated 15 May, 1987 A.B. Bofors stated inter

“The contract signed by the Indian Ministry of Defence and
AB Bofors on March 24, 1986 contains no clause concerning pay-
ment of commission.

Neither does there exist any other contract with India, neither
between the Indian Government, nor any other Indian party, and
AB Bofors which provides for the payment of commission in con-
nection with winning the said contract.

The allegation on Swedish Radio on May 13 1987, that AB
Bofors “informed Swedish Central Bank that payment of commis-
sion to Indian agents was a part of the Indian Contract” is entirely
wrong.

The allegation that the contract signed by the Indian Ministry
of Defence and AB Bofors in March 1986 includes a condition for
the payment of commission is entirely false and we hereby state
that no such clause exists.

As previously intimated, AB Bofors has placed itself at the
disposal of the National Accounting and Audit Bureau in their
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the contract were not borne out by the findings of the WNational Audit
Bureau.  The letter stated infer alia :

“In the context of your aforesaid repeated assertions, we are
constrained to observe that

(1) The report of the Swedish National Audit Bureau establishes -

(a) that an agreement exists between M/s. AB Bofors and,*
...... concerning  the settlement of  commission
subsequently to the FH-77 deal:

(b) that considerable amounts have been paid subsequently
to, among others, M/s. AB Bofors’ previous agents in
India:

(¢) that to wind up previous arrangements, costs of 2-39% of

the order sum, i.e. SEK 170-250 million were incurred and

the final payments were made during 1986: and

(d) payments totalling SEK 32 million were also made in
Nov.-Dec. 1986.

(1) The aforesaid payments are in addition to payment at the rate
of SEK 100,000 per month (i.c. SEK 1.2 million only during
1986) openly paid/payable to M/s Anatronic General Corpo-
ration, New Delhi, through an Indian Bank, for administrative
services rendered to your company since January, 1986.”

=

Para 5 of this letter reads as under :

“In the aforesaid context, M/s. Bofors have not only gone
against our explicit wishes but have also violated the solemn assu-
rances given to us by your company. Consequently, we call on
your company to furnish us complete information regarding the
(ransactions in para 4 (1) above and specifically, all information in
regard to the following aspects

(i) The precise amounts which have been paid and the amounts
which are due to be paid by you by way of commission, secret
payments, etc. in connection with the Indian contracts:

(1) The recipients of such amounts, whether they be persons or
companies, and in the case of latter, their proprietors/presi-
dents/directors, and place of incorporation;

(ili) The services rendered by such persons/companies with refer-
ence to which such amounts have been paid:

— o

*Names of parties withheld.
S /83 LSS /88—9
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(iv) Copies of the contracts, agreements and correspondencs bat-
ween your company and such recipients; and

(v) All other facts, circumstances and details relating to these tran-
sactions, in your possession.”

7.28 In an Aide Memoire dated 17 June, 1987 the Government of India
also requested the Government of Sweden to furnish, on the most urgent
basis, complete information particularly on the following aspects

“(1) The precise amounts which have been paid and the amounts
which are due to be paid by M/s AB Bofors.

(1) The recipients of such amounts whether they be persons or
companies and in the case of the latter, their proprietors/pre-
sidents/directors and place of incorporation.

(11) The services rendered by such persons/companies with refzrence
to which such amounts have been paid.

(iv) Copies of all contracts, agreements and correspondencs bet-
ween M/s AB Bofors and such recipients.

(v) All other documents, facts, circumstances and details reievant
to these transactions.”

7.29 During evidence the Defence Secretary stated

...... in this aide-memoire we asked those very five questions
........ But the basic thing in this aide-memoire was that at Govt.
to Govt. level, we emphasized that the Swedish Government would
use all their influence and their weight on the Company to furnish
the information........ We also suggested that if i connzction
with giving clarifications to our questions it becomes necessary. over
and above the report of the Swedish National Audit Bureau, to
ask for investigations by any other agency, they should do so.”

730 In reply to the Ministry of Defence letter of 16 June, 1987 M/s.
Bofors again denied vide their letter dt. 30 June, 1987 that any bribes were
paid by them to win the contract. The Company reaflirmed that :

“(i) They had paid winding up costs in accordance with normal
practice. The said costs had not influenced the price of the
contract.

(ii) As a consequence of the requests from the Indian authorities
Bofors had to reorganize their set up and marketing organiz-
ation for the winning and fulfilment of the contract of 1986.”
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The Defence Secretary, stated in evidence that the above letter from

Bofors was examined and on 16th July, 1987 a letter was sent to Mr. Per
Ove Morberg, President M/s. A.B. Bofors, Sweden stating inter alia :

e 5 ¥

(2) We regret to observe, as was also pointed out by Mr. Vohra,
during his brief discussions with Mr. Bredin on J uly 3, 1987, that
your communication under reference does not answer any of the
questjons raised in para 5 of my aforesaid letter of June 16, 1987.

(3) Despite the lapse of a fortnight and more since my letter,
your reply is based on generalities and is, to a large extent, a re-
petition of what had already been stated in your letter of April
24, 1987 to Mr. Bhupatray Oza, the Indian Ambassador in Stock-

holm.

(4) Your letter indicates that you had a cooperation agreement
to generally assist you in areas such as marketing, technology trans-
fer, engineering, counter-purchase, financing, etc. (but your external
representatives were not directly involved in negotiating the supply
of FH-77B because it is your Company’s policy to use your own
personnel based at Karlskoga when a material procurement becomes
actual). It is also stated that this long standing cooperation was
not limited merely to the Indian Market but to other countries as
well.  Finally, when, at the behest of the Government of India.
these arrangements were wound up, vour “counter parties” were
<compensated on the basis of the work carried out upto the time of
termination, the length of the agreement and “‘certain compensa-

tion for loss of profit”,

(5) It was, inter alia, pointed out to Mr. Bredin by Messrs
Vohra and Banerji that the position taken by vou raised the follow-

ing further questions:—

(1) What office/establishment was maintained by your “‘counter-
party” in India to assist you with general marketing in this
country (as, according to your own statement, your “counter-
party” assisted you in more than one country) ?

(i) The specific circumstances in which the expenditure directly
incurred by your “‘counter-party” in terms of the arrangements
at (i) above, could be as large as SEK 282 million, as stated by
the Swedish National Audit Bureau ?

{(iii) If not, the remaining amount could be accounted for only by

“compensation for loss of profit”. If so, how can general
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marketing assistance entitle your “‘counter-party” to such an
enormously large share in your profit/order sum ?

(6) We must, therefore, once again urge you to furnish the
entire information asked for in para 5 of my letter of June 16, 1987
alongwith complete clarifications in respect of the additional ques-
tons listed in paragraph 5. As a good deal of time has already

been lost, I request that your reply reaches us within a week at the
latest.”™

12 In reply to Government of India’s letter of 16th July, 1987 M/s.

A.B. Botors, vide their letter dt. 6th August, 1987 reiterated their position
as under:— |

“‘As Bofors has conducted their business for over hundred
years in conformity with certain basic principles and practices,
amongst which commercial secrecy has a very important place, we
regret our inability to deviate from these basic principles and prac-

tices and sincerely hope that you will appreciate and accept the
reasons for our inability.

We would however, like to restate that the termination costs
were not paid to any Indian citizen or Indian company, consequently
mcluding any member of the Indian government and any other

government official. We regret any inconvenience to those parties,
who have falsely been alleged in news media.

We once again want to underline that Bofors won the contract
in direct international competition and as a result ol direct negoti-
ations,with the Government of India without involving any middle-
men etc. We further confirm that said termination costs had
no effect or influence on the total value of the contract.

It is important to stress the fact, that India, indeed, is treated
by Bofors as most favoured customer, which means that the final

prices in the contract are lower than comparable prices offered to
any other customer.

We have learned that a parliamentary Committee is in the

process of being appointed and we will of course extend our
cooperation to the committee.”

33 The Defence Secretary informed the Committee that not being
satisfied with the reply of M/s. A.B. Bofors and in order to build up pressure
on them to give the fullest possible information, the Government of India
sent an Aide Memoire to the Government of Sweden on 18th August,:
1987 requesting them to expedite replies to the five points raised i Govt.
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:ﬂf India’s—Aide Memoire of 17th June, 1987 and an identically worded
Note Verbale was handed over by our Ambassador in Stockholm to the

"’I_Inde; Secretary of State for Foreign Trade in the Swedish Foreign Office
on 22nd June, 1987.

(E) Preliminary investigation by the Chief District Prosecutor

7.34 Inreply to the above Aide-Memoire. the Governmer:t of Sweden
informed the Govt. of India that the Chief District Prosecutor in Stock-
‘holm (Mr. Lars Ringberg) had decided on 19th Avgust, 1987 to initiate
preliminary investigation concerning certain pavments made by A. B.
Bofors in connection with the Howitzer deal.

7.35 On 2Ist August, 1987. India’s Ambassador in Sweden. sent a

further Aide Memoire to the Government of Sweden which reads as
follows :—

“Reference is invited to the press reports reporting the state-
ment of the Chief Prosecutor, Lars Ringberg. that he has clear
suspicions of bribe in Bofors contract with India and the state-
ment of Harry Schein, Chairman of the Export Credit Board,

admitting that the State subsidised export credit may have been
used for paying the bribe.

The Swedish Audit Bureau’s report handed over to Govern-
ment of India did not give any indication of suspected bribes. Nor
did the Swedish Government note forward ing this report give such
an indication. This is the first time that the Government of India
has learnt, and that too from the press reports that there are sus-
picions of bribes in this contract. although Government of India

has all along asked for full report and complete clarity in the
matter.

Keeping in view the gravity attributed to the statements of the
Swedish public officials, the Swedish Government 1S requested to
give the complete report of the Swedish National Audit Bureau,
including the portions that have so far not been made available
to Government of India, without any further loss of time. This
information is vital to the work of the Joint Parliamentary Commit-
tee which is being set up by the Indian Parliament to Investigate
the matter. It is also necessary for the purpose of Government

of India to proceed according to the law of the land agamst those
suspected of bribery in this business.

Nothing less than complete information regarding the nature

and circumstances of the payments by Bofors shall satisfy the
Government of India.” |
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7.36 On 24th August, 1987, another letter was sent to M/s. A.B.
Bofors asking some further clarifications namely:

**(1) That your previous agent in India, who ‘“among others”
received part of “considerable amounts™ was not an Indian
citizen or an Indian Company. If so, why, on what basis,
and for what consideration were such payments made in
relation to the Indian contract ? '

(ii) Who precisely were the parties involved in your “international
consultancy agreements”? Was it one party or more than one
party? Was there one agreement or more than one agreement?

(ii1) If the amount paid for “*winding up™ or “‘termination’ is not
related to the winning of the Indian contract and would have
to be paid in any case, then:

(a) Why and on what basis did your Company take the posi-
tion before the National Audit Bureau that it was 2-3%

of the order sum ?
/

(b) What was the basis of this amount to have been so large ?

(iv) If the agreements had not been ““terminated ” or “‘wound up”
what would have been the amounts payable under these agree-

ments 7

(v) (a) On what date/dates did your Company enter into the
“international consultancy agreements’” referred to In
your letter?

(b) Whom were these agreements terminated ?

(¢) What were the specific provisions for “termination”/
“winding up’’ costs contained in these ‘““international con-
sultancy agreements”™ ?

(d) How do these compare with the actual arrangements made
for ““termination”/“winding up” ?

(vi) Were the payments to the Swiss Company referred to in your
letter of April, 24, 1987, part of “‘termination™/*“winding up”
of the ‘“‘international consultancy agreements™?

(vii) Does your Company have any knowledge or information in
its possession, on payments made by your former agent and/
or the ‘“‘international consultants™, whose agreements were
stated by you to have been ‘‘terminated”/“wound up”, to
any Indian citizen or Indian company or any other party
at the instance of any Indian citizen or Indian ccmpany: if

so, please specify.”
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The letter concluded by saying :—

“We demand complete and precise information be furnished
to us most urgently as detailed in para 5 of our letter of June 16,
1987, and paras 5-6 of our letter of July 16, 1987, and para 3 in
the present letter. We would like to make it clear that nothing
short of clear and cogent answers to the

various points and
directions raised would satisfy us.”

I
§

- (P Do rsiions by Ministry of Defence officials with officials of A. B.
' Bofors (Sept. 87)

7_.3'7 In a letter dated 4th Sepetmber, 1987 the Ambassador of Sweden
inform>d the Dafence Secretary as under :

“Pursuant to our telephone conversation last night, 1 wish
to confirm that the new Managing Director of Bofors —Mr. Per
Ove Morberg together with the Chief Legal Advisor of Nobel
Industries Mr. Lars Gothlin are anxious to come to Delhi for a

.. meeting with  the Minister of Defence hon. K. C. Pant,
ready to come on 48 hours’ notice.”

7.38 In his reply dated 7th September, 1987, the Defence Secretary

noted that the two cfficials of Nobel Industries were reaagy to come to Delhi
and pointed out that :

“We have been persistently asking both Bofors and the
Swedish Governmeat espccially subsequent to the Swedish National
Audit Bureau’s Report to furnish us complete information regard-
ing the payments made by Borfors, the identities of the persons/
firms engaged as agents, consultants etc., the services rendered by
them, the dates and details of specific amounts paid to such agents/
consultants etc., copies of the contracts/agreemsents as well as all
relevant facts relating to the transactions under reference, Despite
repeated reminders, Bofors are still to supply this information
It 1s suggested that Bofors team arrive in Delhi for meeting commenc-
ing on 15th September. We look forward to them to supply the
complete information which we have all along been requesting
from both Bofors and the Swedish Government.”

111111

7.39 " Discussions were held between the two officials of M/s. A.B.,
Bofors who had come to Delhi and those of the Ministry of Defence on
I5th, I6th and 18th September, 1987. The information given by the
representatives of the Company was passed on to the Chairman of the
Committee and formed the basis of further investigation by

the investigating
agences as will be seen from the paragraphs that follows
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7.40 Summing up the efforts made by the Government of India to
obtain full information about alleged payments, the Defence Secretary
stated :

L our Ambassador in Sweden and we in Delhi tri=d all
conceivable methods of getting this information. We wrote latters;
we sent telexes. Qur Ambassador in Sweden talked to the Govern-
ment of Sweden. We wrote letters to the Government ol Sweden
as well as to Bofors. Whatever could concelvably be done to
collect the information was done. We took Parliament into
confidence immediately. The correspondence which took place
was placed before Parliament, the objective being that the entire
picture should be as transparent and should be placed in as lucid
and vivid a fashion before them as possible. | might say by way
of general remarks that our letters were couched in stern lan guage
and sometimes we even made them threatening for the simple reason

that we were wanting to put a lot of pressure on the supplier firm.”

G. Evidence of the officials of A B Bofors before the Joint Parliameatary
Committee

7.41 On 16th September, 1987, the Defence Secretary, wrote to the
Chairman of the Committee saying that Mr. Per Ove Morberg, President
of Bofors and Mr. Lars Gothlin, Chief Jurist and Senior Vice President
of the Nobel Industries were in Delhi to explain their position to the
Government of India in the Bofors deal and that they would also like to
appear before the Committee. He requested that the matter may bz consi-
dered by the Joint Parliamentary Committee and their directions conveyed
to him. At their sitting held on 18th September, 1987 the Committee
agreed to avail the opportunity of examining the Bofors officials and, if
necessary, to summon them again. The two officials of AB Bofors were
accordingly examined by the Committee on 18th and 19th September, 1987,

7.42 In their evidence before the Committee the officials of AB Bofors.
while explaining their system of working, stated that Bofors had very
few subsidiaries abroad. In order to cover the world market. Bofors
worked through representatives, and consultants in different countries.
These consultants worked for Bofors in special areas like financing. counter
purchasing and assessing the political situation in different countries.
Bofors had entered into consultancy agreements of an exclusive nature with
these consultants.

743 Towards the end of 1985 when the negotiations for the supply
of 155 Bofors guns were going on, the then President of M/s. Bofors had
been called by the Government authorities in Sweden and told that during
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__"uversatiﬂns between the Prime Ministers of Sweden and India it had
sen made clear that Government of India would not deal with any agents
while negotiating for the Howitzer deal. In order to comply with  the
assurances given by Bofors that no agents or middlemen will be involved
n the negotiations, the Bofors terminated agreements with their consul-
ants and agreed to pay winding up costs to these consultants.

744  Giving details of agreements entered into by Bofors with their
gonsultants, the Chief Jurist of the Company gave the following figures
of termination costs paid to three firms, ‘A’, ‘B’ and ‘C (names not
disclosed), which had been assisting them in different fields such as marke-
ting, technology transfer, engineering, counter purchase, financing etc.

Agreement concluded ~ Agreement Termination °/ of on
terminated 1n cost delivery
exX-works

==
. p———

m ‘A’ 1978 1986 188 million SEK 5.75

Fitm ‘B> 1979 1986 81 million SEK 3.00

Firm ‘C’ 1985 1986 50 million 3.00
(Total : 319

SEK)

745. Asked to state the rcasons for the discrepancies in the figures
given by the witness and those given in the Report of the Audit Burcau,

the, Chief Jurist stated :

S the Audit Bureau did not take information from us
and they had errors—it 1s perhaps the strongest word that 1 have.
The Swedish Audit Bureau, as we know. only had the secret part of
the Report read for us 30 minutes before they presented it to the

Minister of Trade in Sweden.

As far as 1 remember from this reading, the Report does not
cover what we have given you here today. We have given vou
much more information than the Report contained.”

He added :

“No payments based on the agreements have been made after
December, 1986. The termination costs were substantially lower
than the amounts which would have been paid if the agreements in
force during 1985 had been applied. The final prices in the F. H.
77 contract to India are lower than comparable prices offered to
any other customer..... even if we have paid winding up costs,

that has not influenced the price of Indian order.”
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7.46 In reply to a question whether Bofors would reimburse the amount
of 319 million SEK to the Government of India, the Chief Jurist stated :

"I would not like to go into the debate concerning the violation
of the contract. Our stand is very very firm and I think to have
such debate in this forum is not correct. According to our opinion
what we have done and the way we have handled this very extra-
ordinary situation is in no way any violation against the contract
and the clauses of the contract........ this price was taken in very
tough international competition. [ must say that what you are
discussing here is a matter between the Ministry of Defence as '

our customer and ourself. Just now I will not give any answer
to 1t.”

7.47. When asked to furnish copies of contracts M/s. Bofors had with

these companies and also the termination agreemsants, the Chief Jurist
stated :—

“We will not hand over these types of information.. ...... it
1s because of commercial secrecy.”

7.48 In reply to a further question, the witness stated that all the three
companies were domiciled outside India.

7.49 Referting to their Indian Agent, the witness stated that a repre-
sentation agreement was concluded with Anatronic General Corporation
in 1978, with a commission rate of 27, on delivery ex-works. That
agreement was terminated in early 1986 and a new agreement for adminis:

trative services was concluded. No termination costs were paid to this
company.

7.30 Regarding the reasons for termination of the old contract and for

entering into a new agreement with the Indian agent, the Chief Jurist stated:
as follows :

“The reason is very simple. The old contract was a commis-
sion contract and in order to follow up the requirement made
by your Prime Minister, the company terminated the commission
contract with Anatronic General Corporation. That was quite 2

natural thing perhaps. Then the company found that they neede
assistance for different kinds of services.

........ that is to assist our personnel in different matters and
to follow the Indian markets, so to say.”

7.51 About the payments made to M/s. Anatronics General Corpo
ration, the witness stated that they were paid 100,000 SEK per year f{rom
1983 to 1985. Figures for the years 1978 to 1982 were not available. He
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added that the agreement provided for a ‘minimum level for commission
which was 100,000 a year and that had been applied for 1983, 1984 and
1985......for 1982 there was a bigger amount.’

. '
S
.

| As regards the new agreement with the Anatronic General Cor-
poration, the witness stated :

e

...... The new agreement was a different kind of agreement.
It was an agreement for administrative services. It was an
agreement for five years with a charge of 100,000 SEK
per month—1.2 million Swedish Kroner a year. The old agree-
ment was a commission agreement, that i1s 0.25 million during
1985 and with a minimum amount of 1,00,000 Kroners per vear.”

|

153 The Committee enquired whether the amount of 100,000 SEK per
month for administrative services alone under the new contract, was not
__;(Iiaa-sive. The witness replied

i “That can always be disputed, the people negotiating this
contract at least thought that it was an adequate amount of money.”

754 In reply to another question, the witness reiterated that the pay-
ments to M/s. Anatronic General Corporation for the services rendered
by them during the period 1978 to 1985, were paid through Indiar Banks.

755 Asked to furnish the details of amounts paid and dates on which
‘thees were paid through Indian and Swedish banks, the witness stated :

“These types of information we have not with us in Delhi.
So, we can't really tell you. Only we can say is that the winding up
costs were over 319 million Swedish Kroner and were paid
through Swiss bank during 1986. There have not been any pay-
ments after December 1986 and there will not be any further pay-
ment concerning winding up cost. But we can‘t give the exact

dates for the payment as we dont’t have this information with us
in Delhi now.”

7.56°  On his attention bzing drawn to a statement of the Chairman of
‘the Nobel Industries (Mr. Thunholm) that so far as he was aware, pay-
ménis had been made to Indians or to an Indian company in connection
with the contract, the Chief Jurist stated :

“Sir, now I am in a little awkward situation because Dr. Thun-
holm is the Chairman of my Board and the Company Secietary. [
think he has been wrongly quoted by the Swedish Journalists, when
he talked to them. He has no other views on these things than what
we have expressed and we all very much regret that this interview
and the answers were put in such a way that you, here in India, got
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the impression that Dr. Thunholm did not bother about this matter.
This 1s a deep concern for him and also for us all in the conipaay
and in the Board of Directors. You should know that, wher you
talk to the Reporters, you have to be very precise and T thirk the
conversation between Dr. Thunholm and the Special Reporter is
that, they twisted the words which Dr. Thunholm had made.”

7.97 Asked further if they were aware of a company named SVENSKA
which was stated to be a letter box company and to which payments were
reported to have been made, the witness stated “we will not commant on
that.”

7.58 Asked to give his comment on the report of the Swedish Nationa
Audit Bureau, the Chief Jurist stated :

“....As the National Audit Bureau and we could not agree on
the term of secrecy, they have given a report which perhaps dess not
reflect the whole situation and has given rise to more questions than
before when it was published. 1n order to support the inforimation
the company gave to the Audit Bureau, we invited the Bur=:u to
appoint a public accountant in Sweden because the Audit Bureau
could not keep secret the information they got from us. 'As
Mr. Morberg said in the beginning, commercial secrecy is of f,._frea't
importance to a company, specially in the business of armaments
where most of your customers are States and State agencies with
very high requirement of classified information and a very high
requirement that the company can indeed keep confidzatial
mmformation secret and not talk about details, orders. numbers,
etc. in contracts. We feel that this secrecy must be kept so that it
does not go to the public. The Audit Bureau could not make any
kmd of compromise. So, they brought their Report with not
so much information from us.”

He added :

ba

"....the information given in this report 1s based on other
sources; for example, information in the National Bank of Sweden
or the other Swedish Bank........ the National Audit Burezt has
drawn some conclusions, and the Report was presented 1o .the
company about half an hour before the Report was given t5 the
Swedish Government. So, the Company have had no Opportunity
of making changes or having discussions about the conclusions they
have drawn in their Report. Tt is very difficult for us to djsci:s the
information in this Report because we have not had the opporiunity
of discussing with them what they mean, how they have drawn some
conclusions.”
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759  When the Committee enquired whether it was correct that the
Bofors Company had been requested by the Indian Delfence Ministry at
different levels, to ensure that there should be no middlemen or agents in the
megotiations for the 155 mm howitzers contract, the President, AB Bofors
llﬂd s

“It was absolutely direct negotiation between the Company
and the Ministry of Defence.”

;;‘60 Asked when the payments on account of winding up charges were
made and whether any such payments were- made after the finalisation of
the Indian Contract, the witness replied that the payments were made by
thern during 1986 after the signing of the Indian Contract.

‘:-l-.‘ﬁ.l While clarifying as to why the payments were m ade after the signing
of the agreement, Mr. Morberg stated as follows

“We had to pay the termination costs in both the situations—
if we have an order and if we do not have an order. Naturally there
would have been another termination cost if we have not received an
order. But termination costs we have had to pay in all cases.

|
762  About the currency in which the winding up costs were paid, the
‘witness stated :

“All our payments concerning winding up costs Were paid 1n
Swedish Kroner and they were paid through Swiss Banks.”

7.63 As regards payments to M|s. Anatronic General Corporation,
the witness stated

“The payment concerning Anatronics, 1 suppose goes
through the Indian banks...... But all payments were made in
Swedish Kroner also for Anatronics.”

71.64 When the Committee wanted to know the names of the three
international consultants, to whom winding up charges had been paid
by Bofors; the Chief Jurist stated :

E “When we go over to the International Consultancy
Agreements, we would like to request you, the names which we
think are rather sensitive, we would like to keep them in
confidentiality and we would like perhaps not to mention them
before the whole session but to give them perhaps to you.

(The Chairman).”

1,65 The Bofors President added :

“You must understand that for us this is an extraordinary
stand to take—a commercial company to give names (of
companies) with which we have agreements. That has never

fil
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happenud before in Bofors history since we started in 1646,
So, this is a very special situation for us. We would appreciate
if this information could be handled as secret as pt:asmble and
that you may suggest us how to handle this situation.”
7.66 When pressed by several Members to give the names, tie
witness stated that they had given the names of the three consultants 0
the officials of the Ministry of Defence, during the course of discuss:ions

with them. He added :

“We highly respect this Committee and the work 11§
Committee is doing. We have tried to explain the reason wiy
we have given the names in one forum. Then, we learnt m_‘e
procedure this Committee will have, and we understand that
the other forum will in one way or other meet this Comm:iieg

and discuss this issue.”

7.67 The Committee asked the witnesses that if India as a buyer
asked the seller (Bofors) whether some payments had been made fo 2
third party by the seller without the knowledge of the buyer, the question
of commercial confidentiality could not come in the way. The Chid

Jurist stated :
“I do not want to go into a sort of legal debate about thi§
because that is an interpretation how you look at matters. *-..7
you have one contract which is not related to another contrach
then naturally the two contracts are not related. If you hawe
a situation where you have a contract with ‘A’ and anth
contract with ‘B’, and if contract ‘B’ is not mentionec in
contract ‘A’, then it has nothing to do with contract *A%
That is the legal definition of it. I do not want to go Into
different legal aspects of how you look at this supply contzi
and the interpretation of the supply contract because taal
I think, is a matter between the customer and the company,®

7.68 The Committee pointed out that the National Audit Buredl
jiself had stated that the Swedish law did not allow absolute confidzg
tiality and that Bofors could not refuse to disclose the names of the
receipients. The Chief Jurist replied : ;
“This is a very tricky question, I must say. You ha

to see what you read in the context of the meaning of secredy

The context of secrecy in that sense was the secrecy the Siaié

agencies and authorities have to obey. It is the secrecy ode

which the State Officials have to follow. I have not, in ai

way, tried to use that code here. I am saying that in th
contracts we have with the different consultants there a8

secrecy clauses which do not permit us to tell a third par
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about the contents of the contracts. It is exactly the same
kind of clause as in the supply contracts.”

69  The Committee enquired how the winding up charges could
‘paid as a percentage of the contract value. Clarifying the position,
i this regard, thie Chief Jurist stated :

“I should start with the Audit Bureau’s Report. I think.
they called the Chief Executive of Nobel Industries in this
regard. I will give you a little background to that.

We were asked one day to meet the Managing Director
of the Auditor’'s Committee and give him some information
about the background, etc. We gave him the information about
the company, the marketing, etc., and the winding up costs.
I must say regretfully the Chief Executive in order to simplify
the casec said around 2-3 per cent of the order. That I must

say, we had regretted quite a lot since then because that has
been published all around.”

He furtber explained :

“The situation is that I have before tried to show how
the people tried to settle the agreements with the consultants
and what they had to take into account when settling such
agreements.  You have to take into account a lot of questions.
Mostly the time, the length of the agreement has some impor-
tance, the kind of work has some importance, loss of profit
has some importance and the possibility that you have not been
able to work for other companies has some importance and
what you tried today is, so to say, to mix 2ll these things
together and try to come to some sort of a conclusion.

If we would have gone to court with these three agree-
ments, 1 am sure that the Swiss Court would have looked at the
situation and taken into consideration the possibilities the
consultants have lost by this termination.”

Denying that winding up charges had any nexus with the
ontract value, the witness stated :

“It was not paid on the contract value. We have taken
some account to that, I would say You have to see the situa-
tion. You were in the- turn-around of 1985-86. You did not
know whether you get the order or you don’t get the order.
The situation was that you must in some way or the other
come to a settlement in order to follow the requirements and
for a company that was the most important thing that we
followed the requirements and made arrangements to finalise
the agreement.”
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7.71 The Committee desired to know as to why the Government
of India was not informed by Bofors that they would need to terminate
the existing arrangements and consequently bear such significant expend:
tute. The Bofors President stated : '

“There was a meeting in New York between the Prime

Minister Olof Palme and your Prime Minister Rajiv Gandhi
about this question.....when Mr. Gandhi demanded that the&
should not be any middlemen, representatives or agents in the
negotiations between India and Bofors concerning this con
tract.

As Mr. Gothlin earlier mentioned this demand, request
from your Prime Minister was sent to the former President of
A. B. Bofors, Mr. Martun Ardbo sometime in November. He
started the action to fulfil this demand and he also mentioned to
the representative for the Swedish Government in Decembet
that Bofors had taken action to fulfil this demand. We havwe
taken action to terminate agreements which we had with the
representatives /consultancies. =~ As now we have heard, ths
message was given from Mr. Olof Palme to Mr. Rajiv Gandhi
when Mr. Palme visited Delhi in January, 1986. |
Mr. Ardbo did not inform the Ministry of Defence about the
situation, we don’t know.

You must see the situation we had been just in. He was
in Delhi and we have said before that this was the hardest and
the toughest negotiation, that our company ever had gone
through. We had very hard competition and the discussions
about how big the order should be, should ammunitions go o
other suppliers or should it be by Bofors, were going on
This was very complicated to have always action at the samé
time. Perhaps it was behind that that he did not inform the
Ministry of Defence. Today, we can regret it. But so is the
situation.”

¥ T Asked whether the Indian Prime Minister knew that amounts
would be required to be paid to the consultancy agencies by Bofors,
the Botiors President replied :

“We have no exact facts about that. What they have told
us about that is that Mr. Palme has given this information that
the Company will fulfil the request.... We have no exact infor-
mation about that. There are no notes of the meetings.”
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7:73 The Chicf Jurist added :
“If we make a note to an  official  within the Prime
Minister’s Office or within the Government of Sweden that we
have to terminate the contract or saying we will or we have
to terminate the Agreements and that would cost money. We
have made our part of this clear, We cannot say as to how
this message has been sent to your Prime Minister.”

7.74 The Committee wanted to know how much Botors would have
had to pay by way of commissions, fees etc. had the Government of
India not insisted that there should be no middlemen. the Chief Jurist

stated

“The commission then laid in the end of 1985 was around
12 per cent. The agreements have a fixed percentage—Ilinear
percentage. When you make agreements like this, you can
choose between the linear percentage or you can have some
kind of steps like up to a certain amount, you have certain
percentage. And then from that amount to another amount,
you have a linear percentage, etc., etc. In this case, there was
this linear precentage. 1 think the question is a little hypothe-
tical. What the company has paid in commission has not
happened because, 1 think, the company would have tried to
at least decrease this number to a certain extent because of the
size of the order.”

The witness further stated

“Sir. you know the price was, [ must say, a very good
price. We have said earlier that the negotiations with your
people in the Ministry of Defence were very hard. We had
a very competent and price conscious competitor all the time
to compete with. I think the question is a little hypothetical
because this was such a tough negotiation. So, I think, your
people got to the bottom of the prices of both companies
competing for this order.”

1S The Commitiee pointed out that the removal of middlemen
had 1o fact resulted in lot of savings to the Bofors in the form of lesser
payments towards charges for termination of contracts instead of the
12 per cent commission which would have been otherwise payable.
Asked whether this also led to a reduction in prices, the witness replied
in the affirmative.

7.76 Asked to confirm that winding up costs paid by Bofors had

been paid only to companies domiciled outside India and no such
b S/88 1SS /88—10
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payment was made to any Indian Citizen or an Indian Company, as

repeatedly stated in their letters to the Ministry of Defence, the witness
stated

“We have made payments to these companies domiciled
outside India and we have not given any instruction to make
payments to any Indian company or citizen.” o

.77 Asked whether, the payments were not excessive, the Chief
Jurist stated :

“Sir, neither Mr. Morberg nor myself were involved in
these discussions. When this matter was raised here we were
forced to look into this issue. Afterwards you can always say
that this amount is a little higher ; how could you pay out such
large amounts. As the people have told me, the situation was
a little bectic. They had to terminate and we may well say
that in one (case) of the winding up  charges we did not

succeed well in the negotiations. Well, I have no opinion .

whether the amount is excessive or not.”

7.7-3 In reply to a further question as to how they could satisfy the

Committee that the payments were not made for any 1llegal purposes,
the witness replied :

“How shall we prove the opposite ? We cannot g0 into
other company’s books and prove so. What we can do i to
show you here sincerely and at least try to make it ciear that
from Bofors side, we, in no way, have tried to conspire or tried
to persuade some other company or some other persons to pay
anything to some individual in the Indian Government OI any
other Government official in order to win this order. But the
whole exercise, the termination of the contract and the termina-
tion cost was to avoid everything.”

7.79 The Committee pointed out that the media had mentioned
names of several individuals who were reported to have received bribes
or kickbacks. Asked what they had to say i this regard, the Bofors
President stated

..."We regret that we have this slander and so on—and
people have been accused for such things. But it is impossible
for us to give certificates about this matter. We can only state
that we have not given any instructions to pay any persons
through this company.”

|
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1.80 Asked how they could be sure that the companies to “whom
payments had been made, did not indulge in illegal activities, the witness
stated : -

"...We do not know exactly what they have done with the
moeney, but we can assure you that we have not given  any
instruction to pay the bribe or something like that......we have
not conspired with those companies to do any illegal activity,”

781  In reply to a question as to how the price of the Indian con-
tract had been megotiated, the Chief Jurist. rephied : -

“The contract negotiations started with our company and a
French company before Chirstmas in 1985 and they lasted till the end
of March 1986. During all this period, the price issue was on the
table and the Ministry of Defence made a very thorough compara-
tive study on prices. They worked out all the aspects in great detail.
If you see the enclosuie on price list to the contract, you find that
details about prices and other aspects are given for thousands of com-
ponents. During all the negotiations, on every possible situation
your people tried to decrease the price. I think all the time they com-
pared our prices with the French prices and if the rate offered by the
Fiench for certain components was lower than ours, they came
back to us and asked us to reduce the price accordingly, We can say
that your people drew on the two competitors all the time to see that
the price was reduced. They have, indeed, a very experienced way of
negotiating.” |

7.82  The Committee enquired how the price of the contract negotiated
by the Government of India compared with the prices settled by Bofors in
other contracts for the same gun. The Bofors President replied :—

“We say that the final prices in the contract for India are lower
than the comparable prices offered to any other customer. It means
that India is treated as the most favoured customer. For example,
for the same field howitzer, the price offered to India is lower than the
price offered to the Swedish Army. This statement can be verified
from the Public Accountant.”

H. Report of the Investigating Agency

7.83 During their discussions with the officers in the Ministry of
Defence before they were examined by the JPC, on 18th and 19th September,
1987, the Bofors representatives MTr. Meorberg and Mr. Lars Gothlin had
passed on certain information to the Ministry of Defence, which subsequently
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was passed on to the: Committee. Following are the details of the three com-
panies to whom M/s. A.B. Bofors had paid winding up charges:—

“(a) Svenska Inc.: registered in Panama.

Following are the Directors of the Company :

(I} C.F. de Perez

(2) V.C. de Rodrigues

(3y M.R. Sarmiento

Its address in Panama is Post Box No. 5284 Panama-5, This com-
pany, though registered in Panama, functions mainly in Switzerland
from the following address:—

2. Rue Du la Confederation.
Geneva, Switzerland.

This Company had a general consultancy agreement with
M/s. A.B. Bofors regarding sales of their products and the territories
to be covered included India and some other Asian countries. This
agreement was entered into in 1978 and provided for payment of
5:75% commission on sales, The agreement was terminated m early
1986 and winding up charges amounting to SEK 188.4 million weie
paid to the cﬂfnpany through normal banking channels.

(b) MORESCO/MOINEAO S.A. (PITCO)

MORESCO is not the name of the Company but a reference
(code name) for MOINEAO S.A. registered in Switzerland (when
the agreement was signed in 1979, the reference name was PITCO),
Following are the Directors of the Company:—

(1) J.P. ESBINO

(2) M. BIGGS

(3) M. ESTRIBI

The address of the Company is 30, Rue du Rhone, Geneva,
Switzerland.

The bankers of the Company are Credit Suisse, 2, Place Belle-
Air, 1204 Geneva and Manufactuters’ Hanover Trust, New York,
Geneva Branch. 84, Rue de Rhone, Geneva. This Company also
had an agreement with M/s. A.B. Bofors signed in 1979 for providing
genersl consultancy for their sales and they were to be paid 3% com-
mission on the sales. The contract was terminated in January, 1986
and winding up charges were paid in three instalments as follows:-

(1) SEK 37 Millions
(2) SEK 12 Millions
(3) SEK 32 Millions
Total : SEK 81 Millions
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The amount of SEK 32 m. was credited in a Swiss Bank account
with code name ‘LOTUS ..

Mr. La Fonte an emplﬂyec in  Credit SUIBSG is aware of these
payments.

{c) A.E. Services Limited.

The Company is registered in U.K. The Directors of the Com-
pany are:—
(1) M.T. Stott
{2) R. Zumbrunnen
139, High Street, Guildford,
Surrey, G.U.-1, 3HL, U.K.

An agreement with this Company was entered into in 1985 and
the company was entitled to receive 3% commission on sales. .'I,‘he
Company represented M/s. A.B. Bofors in India and some other
countries. The agreement was terminated in early 1986 and an amount
of SEK 50 millions was paid aswinding up charges through Hl}rﬂ]ﬂl
; banking channels.

The Company’s bankers are:—
Nord Finanz Bank,

I, Bahnhofsstrasse, C.H. 8022,
ZURICH.”

The agreements entered mto with these three companies for payment.
of commission on sales did not have any termination clause. Accordmg to
M/s. A.B. Bofors negotiations were held with these companies and the agrea—
ments were terminated and winding up charges to the three companies, amiﬂunt-
mg to SEK 319.40 million were paid.

(d) M/s. Bid Engineering Pvt. Ltd. Singapore:

409/ of the capital of this Company is owned by a party 1n
Bombay. It is reported that Nobel Industries, the parent Company
of BOFORS had a company to look after thei1 interests in Singapore.
The Company is reported to be non-operational and the majority
of the shares are held by a Swedish subsidiary of Nobel Industries.

{¢) Anatronic General -Corporation of Win Chadha

Agreement with this company was "entered into in 1978 and
initially 29, commission was to be paid on sales, The commission
was reduced to 0.25% in 1984 and the agreement was terminated in
January, 1986. No winding up charges in lump sum were paid to
this Company, but SEK 100,000 were to be paid .every month for
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administrative support services for a period of five years from 1986.
Total payments made to this Company so far are as follows:—

1978 Nil

1979 Rs. 72,542,000 & SEK 108859

1980 Rs. 2,03,159.00

1981 Rs. 12,09,740.00

1982 Rs. 5,71,573.00

1983 Rs. 1,59,863.00

1984 Rs. 1,36,148.00

1985 Rs. 1,39,870.00”

7.84 The Chairman, Joint Parliamentary Committee, sought the help
of the investigating agencies of the Government of India viz. the Central
Bureau of Investigation, the Directorate of Revenue Intelligence and the
Directorate of Enforcement to verify the above information and investigate
ta the matter under inquiry and assist the Committee [in terms of paragraph
(6) of the Motion for constitution of the Committee] in ascertaining whether
any Indian resident in India or abroad or any Indian Company or foreign
company associated with Indians was involved in the receipt of payments
made by M/s. A,B. Bofors to these three companies.

7.85 The Investigating Agencies, after making inquiries both in India
and abroad through personal visits and through our Missions and other
sources abroad, particularly with the assistance of Interpol, tried to obtain
the maximum possible information. Based on the available information
they gave their Report to the Chairman on 22nd February, 1988. The
Report was made available to the Members for study on 24th February,
1988 and thereafter. The main findings of the Investigating Agencies in
relation to the three companies, which had been paid winding up charges
by M/s. A.B. Bofors, are given in the following paras :—

(a) M/s. Sveaska Inc. Panama :

The Investigating Agencies have reported that the information
about the company ascertained through official sources revealed that the
names of the three Directors were :

(1) Carmen Fernandez de Perez—President
(2) Virginia Cover de Rodriguez—Vice President
| 3) Marcela Rangel de Sarmiento—Secretary.
These are the same as given by M/s. A.B. Bofors.
The objectives of the Company are :
- (a) To establish, to promote and carry out import and export of
securifies, possessions and effects in all the branches: moreover

the operations with financiers, capitalist, insurers, promotors
of the shares emission.
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(b) to-establish companies, to construct, purchase, to rent and
load vapor boats or any kind of this, indeed like airplane and
- ground transportation and used for transport crews or raw
materials and any kind of products to any nature, between any |
country, port or airport in Panama and all the world.”

Enquiries conducted in Panama revealed that the company was
managed by an advocate, Ms. Marcela Rozas de Perez, who was also acting
as the local representative of the company. The Investigating Agency also
gathered that the President, the Vice President-cum-Treasurer and Secretary
of the company were all ladies and were not persons of any means and that
1s why her office address had been given as their address. Initially, Jose
Antonto Valdes Dutary was the President of the Company, but later Ms.
Carmen -Fernandez de Perez was made the President. The advocate infor-
med that she had hired the Post Box for receiving the mail of the company,
but to her knowledge since the incorporation of the company. there were
hardly any transactions. However, she used to be paid her retainer fees
and service charges from Switzerland. During the last 2 years she has not
received her retainer fees and service charges etc. from the principals and,
therefore, she has discontinued the payment to the Post Office for the Post
Box. She did not know anything more about the functioning of theé com-
pany and its activities. From the companies registration office, no returns
or annual statements of accounts in respect of this company were found.

'Enquiries conducted at the address in Geneva viz. 2. Rue Du la
Confederation, disclosed that it is the office of the Swiss Bank Corporation
and obviously this is the address of the bankers of Svenska Inc.. Panama.

(b) " Moresco/Moineao S.A. (PITCO)

According to M/s. Bofors one Mr. La F onte, an employee of Credit
Suisse (Bankers) was aware of the payments made to the company. - The

inquiries made by the Investigating Agencies revealed that no person by
that name was working in this Bank.

Enquiries made at the Companies registration office. Geneva and
scrutiny of published information in respect of all companies registered in
Switzerland revealed that no comnany by the name of Moineao S.A. is
registered in Switzerland. Similarly, the names of MORESCO and PITCO
were also not found in these records. Physical verification at the address
given by M/s. A.B. Bofors. viz. 30, Rue du Rhone, did not show the existence
of any of the three companies, MOINEAO S.A.. MORESCO or PITCO.
There was no sign board showing any of these names at this address. How-
ever, since it had been learnt during initial enquiries that Moincac S.A.
was registered in Lausanne, enquiries were made in the Lausanne Registry.
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- From the particulars given, it is seen that this is a company whose
business is “Trade in Immovable properties”. The address at Lausanne is
Cl/o Bernard Nicod S.A., another local firm. The present Directors of the

company are:— |
(1) Mr. Clande Blanehet, citizen of Clees, residing in Lausanne,
Secretary.

(2) Mr. Maurice Blyard, citizen of Riex residing at Lausanne, Ad-
ministrator.

(3) Mr. Willy Mock, citizen of Appenzell, residing at Payerne, Pre-
sident of the company.

The names of the three Directors, who all are residents of Switzerland are
different from the names of Directors furnished by M/s A.B. Bofors.

However, M/s Credit Suisse, 2, Place Bol Air 1204, Geneva were
aware of the transactions relating to receipt of payment by M/s MOINEAO
S.A. This bank did not disclose any information to the Investigating Asencies
on the ground that it would be a criminal offence under the Swiss Laws zovern-
ing Banking Szcrecy, particularly under Sections 271 and 273.

Further, Manufacturers’ Hanover Trust, 84 Rue du Rhone, Geneva
(the second banker whose name was given by M/s A.B. Bofors) did not have
any transactions with M/s MOINEAO S.A. or MORESCO or PITCO and
no transactions were made through them by the aforesaid Companies to
make payments to any Indian residing in India or outside India through their

Branch.

According to the Investigating Agencies, the functioning of this
company seems to be mysterious as no trace of this company has been found
at the address in Geneva given by M/s A.B. Bofors. It seems the company
registered in Switzerland is only a front organisation being run for persons

not residing in Switzerland.

(c) M/S A.E. SERVICES LTD.

The Investigating Agencies have found that a company called Target
Practice Ltd. had been incorporated in London on 27th July, 1978 with a
nominal capital consisting of 100 ordinary shares of £ 1 each. Only two shares
of £1 each were subscribed. The promotor of the company was one Major
R.A. Wilson, a retired army officer who was with the Gorkha Regiment in
India till 1947 and later in the British Army upto 1962. He specialised in’
defence co:itracts and is supposed to be one of the important lawyers in the
field. On 9th August, 1979, the name of the company was changed to A.E.
Services Ltd. The ultimate Holding Company is CIAOU ANSTALT VADUZ,
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tegistered in Liechtenstein. Among the new directors were Mr. Myles Teedale
Stoot and Ms. Rita Zumbrunnen whose names were given by Bofors. They
both had one share each of £1 while 98 shares all of £1 each were held by
Pivision Beneficiaries Accrediteurs Ltd., 1501 Hutchison House, Hong Kong.

Major R.A. Wilson informed the Investigating Agencies that M/s
AE. Services Ltd., U.K. was connected with M/s. A.B. Bofors for the Botors
Contract with India. M/s. A.E. Services Ltd. had entered into an agreement
with M/s. A.B. Bofors some time in 1985 to represent Bofors in India and
some other countries. The A.E. Services—Bofors Contrast contain carefully
drawn secrecy clauses.

The Investigating Agencies were informed that this agreement had
1o be cancelled following pressures placed upon Bofors by the Swedish Go-
vernments’ dicision that there should be no middlemen. Cancellation occurred
effectively on Sth March, 1986. At that time the only advice given by M/s.
AE. Services Ltd. to Bofors related to the manner and timing of negotiations
and the content of the contract. The advice was given to Mr. Martin Ardbo
personally. M/s. A.E. Services Ltd. had done no work in India. Bofors assured
" MJs. A.E. Services Ltd. that there should be a payment made embracing the
work done and compensation for the loss arising to M/s. A.E. Services Ltd.
- upon cancellation. Payment would be made within six months of 5th March,
1986. The payment was to be of the order of US § 7.3 million. Mr. Wilson
confirmed that M/s. A.E. Services Ltd., U.K. were paid US § 7.3 million on
or around 11th September, 1986. He further stated that this amount has been
kept in M/s. Nord Finanz Bank, I, Bahnhafsstrasse, CH 8022, Zurich. He
stated that this amount has not been utilized so far. So that if any demand
is received from the Inland Revenue Department on M/s. A.E. Services Ltd.,
U.K. the same would act as a cover. No Indian or any Indian legal entity
whether resident or non-resident in India is connected with the holding com-
pany CIAOU which stands for Consortium for Information Assimilation and
Output Unit. This organisation has a number of “units” in different countries
(but none in India), consisting of lawyers, accountants, consultants and other
'exp_érts to obtain vital information which is assimilated and processed into
useful intelligence and made available to manufacturers/suppliers of defence
equipment; in other words—in case a manufacturer of defence equipment/
supplier is on the lookout for a market for his product, M/s. CIAOU helps
“to open the door” to such markets. No Indian individual, received any
payments whatsoever from the compensation given by M/s. A.B. Bofors to
M/s. A.E. Services Ltd.

(d) Anatronic General Corporation of Shri W. N. Chadha

The enquiries made by the Investigating Agencies about the role
- of Shri W. N. Chadha revealed that prior to 1984 Shri Chadha used to
receive his commission through Government of India, i.e., after the delivery
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was completed, the company used to get 987; and 2% was given to him
by the Government of India. However, in 1984, the position changed,
He and other Indian representatives were barred from participating in

any negotiations regarding defence deals including discussions on tech:
nicalities and price structure.

The Investigating Agency was informed that Shri W. N. Chadha
owns three concerns, viz, AGC., Hertz Agencies Pvt. Ltd. and AGCPL—
the first being his sole proprietary concern and the other two being private.
limited companies representing various arms manufacturers. According to
him he has received payments which were due to him or to his concerns
except in one or two cases which were under dispute. He also mentioned
that after the recent hue and cry, Bofors had not made monthly payments

of 1 lakh SEK since July, 1987; he however, expected to receive these sums
shortly.

Copies of Agreements signed in 1981 and 1984 by M/s Anatronic
General Corporation (AGC) with AB Bofors were furnished by Shri Chadha
on 6th January, 1988. He, however, failed to furnish 1 copy of agreement
entered into in 1978. A copy of the agreement between AGCPL and AB
Bofors effective from 1-1-1986 for providing administrative consultancy
services was recovered and seized during search on 5th June. 1987.

Details of payments received by AGC and AGCPL from AB
Bofors from 1979 to 1987 (upto June, 1987) are as follows :—

- —_— ——

Year Total ami. received in Rs.

AGC 1979 2,80,324 .81 :

1980 2,03,159.00 (Net amt. credited Rs. 2,01,158.86)

1981 12,09.740.00 (Including Rs. 4,25,605 being

trial expenses received separately),

1982 5,71,573.00 (including Rs, 2,98,485  being

| trial expenses received separately),

1983 1,59,863.00 ~
1984 1,36,148.00

1985 1,39,870.00 - .

1986 84,033.62 y
AGCPL 1986 21,35,539.48
1987 10,00,461.22

(Upto June 1987)

Total Rs. 59,20,712.13
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epresentation Agreements of 1981 and 1984

- Under the agreement of September 12, 1981 Bofors appointed
Ils Anatronic General Corporation, C-4, Main Market, Vasant Vihar,
ew Delhi-110057 (India) as their sole representative for the Republic
f India ““to promote the sales of Bofors ordnance and ordnance stores to
fe government authorities concerned and to their domestic suppliers of
tdnance within the Territory”.

Clause 6 of the agreement re. ‘SECRECY’ reads as follows :—

“During the time this agreement 1s in force, as well as after
its termination, the Representative shall observe full discretion,
both internally and externally, as regards all business matters relat-
ing to Bofors, such as pricing, designs, experiments and studies.
operations and production conditions etc. Information of the
kind herein mentioned must not be used in any way other than as
required in order to carry out the activities of the Representative
according to this Agreement.

Bofors agree, during the life of this Agreement and thereafter
to treat all information received from the Representative in
connection with the Representative’s performance of this Agree-
ment as strictly confidential and for its own use hercunder, unless
it is evident thet such information can be forwarded to a third
person without any damage to the Reprcsentative.”

Clause 7.1 provides for remuneration as under :—

Remuneration and Commission :

“Bofors shall pay the Representative as compensation for its
activities under this contract and as reimbursement for its expenses
an amount of SEK 100,000 (Swedish Crowns One hundred thousand,
per annum counted from October 1, 1981, of which 1/4 (One Fourth)
is to be paid in January, April, July and Octobzr, respectively.”

Clauses 7.2.1 and 7.2.2 provide for payment of commission of

29, on payments received by Bofors on sales of licences or plants for the
‘manufacture of ordnance within the time of validity of the contract.

The agreement of 10th May, 1984, provided for payment to the
Tepresentative as compensation for its activities and as re-imbursement for
its expenses an amount of SEK 100, 000 per annum from October 1, 1984.
In addition, the representative was entitled to a commission of 0.25% on
the ex-works value of orders for ordnance or for sales of licences or for

sales of Plants for manufacture of ordnance within the time of validity of
the contract.

(Cl. 6 was the same as in the earlier agreement).
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7.86 The Committee have also been furnished with a position note on
a casc of FERA violation involving Shri W.N. Chadha subsequent to the
receipt of the Report of National Audit Bureau, Sweden, which inter-glig
pointed out that AB Bofors have paid considerable amounts to their pre-
vious agent in India. It has been stated that the payments, as referred to
above, have been duly reflected in the books of accounts of the cc}mpanf
So far, no other evidence is available regarding any other payments having
been due or received by AGC, AGCPL or Shri W.N. Chadha,

(V) Inquiry in Sweden :

7.87  As directed by the Chairman, JPC, the investigating team met the
following officials in connection with the inguiry :—

(1) Mr. CARL JOHAN ABERG.

Under Secretary of State, Ministry for Foreign Affairs.
Trade Development, Fredsgatan 85-10333,
STOCKHOLM

Sweden.

(2) Mr. AKE GUSTAFFSON., WN
Director, Legal Division,
SVERIGES RIKSBANK,

S-10325, STOCKHOLM,
Sweden.

(3) Mr. SVEN HIRDMAN
Inspector General of Military Equipment.

The following points emerged from the meetings/discussions held
with the above officials :—

Ministry of Foreign Affairs, Stockholm :

(1) Mr. Carl Johan Aberg, the Under Secretary of State, Ministry
of Foreign Affairs and Trade Development stated that the Chief
District Prosecutor, Mr. Lars Ringberg, had, after condue 1ng
the preliminary investigation, issued a statement on 25-1-198
to the following effect :—

“Representatives of the Nobel Group have been questioned
In this connection, special importance has been attached to
questioning of executives of the subsidiary company Bofors. Admi
sions of the disbursements in question have been made and a
explanations and motives for them given. It has not been possibl
however, to obtain details of which persons received payments,
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A judicial inquiry similar to our preliminary inquiry concerning
possible bribery offences has not been commenced in India. Thus,
neither written nor oral evidence has been obtained through the
inquiry undertaken with regard to whom payments were made and
the reasons tor them.

In view of this, and since it cannot be expected that information

. of decisive importance for the matter of prosecution could be

obtained by continuing the inquiry, the preliminary mquiry 1s
withdrawn.”

(ii) In view of the fact that no Swedish Law had been violated.
Mr. Aberg stated that the evidence secured by the Chief District
Prosecutor, Mr. Ringberg would not be available to the Joint
Parliamentary Committee. Mr. Aberg also stated that no
evidence of any kind was found by the Chief District Prosecutor,
Mr. Ringberg. to show that bribes were paid to any Indian.
whether resident or non-resident in India to win the Indian
contract by AB Bofors.

(iii) As the Chief District Prosecutor (Mr. Lars Ringberg) did not
find violations of any Swedish Law, he did not continue his
investigation further to find out whether in terms of the con-
tracts, the payments made by AB Bofors to their agents are in
fact “winding up costs and not commissions as payable under
the original agreements.

(iv) The information relating to the details of the payments of SEK
319 million was given by the SVERIGES RIKSBANK (The
+ Bank of Sweden) to the Chiel District Prosecutor on the strict
promise and understanding that the said information will be
kept secret as it is protected by Section 3 of the Official Secrets
Act of Sweden. In the circumstances. it may not be possible
for anyone to confirm or deny whether the details pubhshed
in the Swedish Newspapers regarding amounts paid, names
of recipients, account numbers, etc. arc in fact correct.

(v) As far as the Government of Sweden 1s concerned. they are not
doing anything further in the matter, and it is for AB Bofors
{o clarify, if necessary. the position and dispel any doubts.

The Sverfges Riksbank, Stockholm :
(i) The Director, Legal Division, Sveriges Riksbank (The Central
Bank of Sweden) stated that “AB Bofors complied with the

procedure and registered the remittances to be made by AB
Bofors to their agents abroad in connection with the Indian
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contract for supply of FH: 77 Field Howitzers, and there wa
no violation of Swedish Law.

(1) Under Chapter 9, Section 5 of the Official Secrets Act, “Se eC)
applies at the Riksbank for matters regarding 1issuance of
permits and supervision according to the foreign exchs g
legislation as to information about the personal or economk
circumstances of an individual or a legal entity, unless it §
evident that the information can be disclosed without causing
harm or damage to the individual or the legal entity.

(1)) RIKSBANK did give the details of payments/remittances mads
by AB Bofors to their agents, to the Swedish National Audi
Bureau, as well as the Chief District Prosecutor, Mr. Lan
Ringberg, but both of them are bound by Section 5 of the
Chapter 9 of the Official Secrets Act of Sweden.

(1v) In view of the legal position explained, Mr. Gustafsson (Dire :u-;_
Legal Division, SVERIGES RIKSBANK) regretted that he was
not in a position to assist the visting team with details of the
transactions and for the same reasons both the Swedish Natic na
Audit Bureau and the Chief District Prosecutors’ Office wil
not be able to give the documents which were secured by then
during the course of their respective proceedings.

(c) Inspector-General of Military Equipment, Ministry of Foreign *’kﬂ'
Stockholm:

(1) The Inspector-General of Military Equipment, Mr. Svi
Hirdman, stated that he had personally gone through the do
cumentation from 1975 till date and there was nothing to indicaf
that the Swedish Laws were violated as far as the Indian contrag
was concerned. He added that it was a good contract, in as much
as, the Swedish Government gave assurances of continuity. f:
supplies, good financial and credit terms and there were solid and
good reasons for both the Governments to enter into a Mem 0
randum of Understanding and the contracts between AB Bofors
and the Ministry of Defence of the Government of India.

(i) Mr. Hirdman stated that he had gone through the Swedish
National Audit Bureau’s report and there is mnothing i
that report to indicate that bribes have been paid to Indians
resident or non-resident in India to win the contract.

(i) Mr. Hirdman further stated that while he could confirm that at
amount of SEK 319 million was paid by AB Bofors to :.{5
agents in the context of the Indian contract, he did not haw
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any details to give the break-up as indicated in the Swedish
newspapers regarding amounts paid, names of recipients, bank
accounts nos., etc. He was also not in a position to clarify whet-
her the amount of SEK 319 million paid by AB Bofors to their
agents in the context of the Indian'contract constitutes “winding-
up costs” and not “‘commissions’ as payable under the original
3 arrangements. Only AB Bofors will be able to clarify this question.

(iv) The Swedish Parliament’s Committee on Constitutional matters,
will be holding its hearing shortly in March-April, 1988, and the
focus of the proceedings would be:-

(a) Whether the Memorandum of Understanding between the
two countries is in accordance with the Swedish Law; and

(b) The role of the Swedish Government in concluding the
contract.

Findings of the Investigating Agencies

In the light of the facts stated in the preceding paragraphs, the Investi-
gating Agencies have concluded :— e

“(i) Tt has not been possible to identify the real owners of the three
companies, whose names were furnished by M/s. A.B. Bofors,
' viZ. :

(a) M/s. Svenska Inc. Panama
(b) M/s. Moineao S.A. Lussane, Switzerland
(¢) M/s. A.E. Services Ltd., U.K.

The companies have been registered in tax havens obviously for
the purpose of tax avoidance and secrecy. Svenska Inc. Panama
is not reported to have done any business during the last two years
and perhaps even earlier.

(ii) The nature of services provided by the foreign companies to
M/s. A.B. Bofors in securing the Indian contract, till the termi-
nation of the Agreements with them by payment of winding-up
costs are not known except to a limited extent in the case of
M/s. A.E. Services Limited.

(iii) Even in the case of M/s. A.E. Services Ltd., from the available
details it seems that this company was brought into picture in
November, 1985 and at the insistence of the Indian Government
that no middlemen should be employed in the contract being
executed by M/s. A.B. Bofors, this agreement was terminated
and a lump sum payment was made to M/s. A.E. Services Ltd.
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(tv) The information furnished by Shri W.N. Chadha of Anatronic
General Corporation, shows that no payments of a large scale
were received by him prior to 1986 and the payments received in
India upto 1985 were for services rendered durimg the trials of
the guns and negotiations of the contract. The details of the
amounts paid to him as given by M/s. A.B. Bofors tally with the

details of the amounts furnished by him in his income tax re-
turns.

(v) The information available at this stage does not show the m-
volvement of any Indian, residing in India or outside India or
any Indian associates in the large payments amounting to 319
million Swedish Kroners. M/s. A.E. Services Ltd.. one of the
three companies has categorically stated that no payment has
been made by them to any Indian residing in India or abroad ot
to any Indian associates and has even signed a declaration
to that effect.”

L. Comments of the Ministry of Defence on the Report of the Investigating
Agencies

7.88 As per the decision of the Committee. opportunity was given to the
Defence Secretary to give his reactions/comments on the findings of the
Investigating  Agencies. The Committee closely questioned the Defence
Sccretary on the subject at their sittings held on 26th and 29th Fﬂbrual'}‘.,,
1988. In reply to most of the questions, Defence Secretary stated that smce
neither he nor any of the officials of his Ministry were associated with the
work of the Investigating Agencies. they were in no position to give thﬂ r
reactions. However. information on some of the points on which they
had personal knowledge was given by them to the Committee as under.

7.89 The Committee drew the attention of the Defence Secretary to the
information given by the Investigating Agencies that MORESCO had received
81 million Swedish Kroners of which an amount of SEK 32 million was
credited m a Swiss Bank account code-named as ‘LOTUS . Asked whether
the Ministry were aware of this payment. the Defence Secretary stated-

“The expression of LOTUS first came to notice through the
media and subsequently when we talked to the representatives of the
Bofors. they mentioned about it..... We questioned them specifically
on this issue. They pointed out that it is an accepted convention
in, Swiss banking circles that if somebody wants to adopt a specific
name for an account, that is permitted.”
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7.90  The Committee pointed out that inquiries made by the Investigating
Agencies about La,” Fonte, who was stated by Bofors to be an employee of
Credit Suisse (Bankers) and who was stated to know everything about these
payments, had revealed that no person of that name was on the staff of the
Bank. The Defence Secretary stated that Bofors were not very definite about
this person. As the name had appeared in the media. the Bofors’ representa-
tives were specifically asked about this person.¥To this. they had replied:
“He is. perhaps, an employee of the Swiss-Geneva Bank who handled this
account known as LOTUS". |

7.91° The Committee pointed out that the Investigating Agencies
had in their Repott stated that Shri W N Chadha had reccived a commis-
sion 0f 2% through the Government and enquired whether Government
was aware of any such payment. The Additional Secretary, Ministry of
DLﬁ.«ﬂCL, stated

“In would like to say that as far as this particular statement
~ is concerned, we are not in a position to tell you unless we are
‘aware of the contract....But I would submit for your kind con-
sideration that accordmg to the authorised policy of the Govern-
ment, commission up to 2 per cent at that time, ie., before the
period that we are talking about was payable for large value con-
tracts. Now Sir, whether that 2 per cent was payable only m rupees
and whether in this particular case that you are talking about—
because he has been representing them from 1978-79—was payable
through Government, it is not possible for us to sey anything unless.
we know the contract. 2 per cent was acceptable percentage because
.. .the policy allowed such payment.”

7.92  Asked whether in the light of the Report of the Swedish
National Audit Bureau, the Ministry of Finance were asked to carry out
investigations to find out if any offence had been committed under FERA,
etc., the Defence Secretary stated :

* e e o .we had written to the Finance Secretary I have with

e Ietters dated April 20, 1987, April 22, 1987 and April 23, 1987
in which 1 have requested the Finance Secretary who is in charge
of the Directorate of Economic Intelligence as well as lhf: Directo-
rate uf Enfmwmﬁnt to take htt‘pb in this mattcrb

e l*urthur cwdence of AB Bofors

7.93 Ou 7th April, 1988, the Lunmmtm recerded further evidence of the
representatives of AB Bo.ﬁ:}rs.

7.94  The Committee pointed out that the inquiries made by the
Investigating Agengies had shewn that details furnished by them regarding
S /8% 1.SS /88—11
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the three companies to whom ‘winding-up’ charges totalling about
319 million SEK were paid by Bofors ware not suscsptible of verification.
They pointed out that the names and addresses of the companies given
to the Ministry of Defence were not found to be correct. The Committee,
therefore. wanted to know the details of payments made to these three
companies, and for what services, banks through which the payments were
made, the namess of persons paid and their account numbers. Mr. Morberg
of AB Bofors stated :

“You must see that all the information we have given is an
extraordinary step from our side. We have given this information
because India besides Sweden is our most important customer
and we have also given all the relevant information because we
respect the Parliament of India. All the dztails had been passed
on to the Prosecutor concerning payments, account numbers and
so on, though all the details are not important. I think the Pro-
secutor had confirmed what we stated to the Committee in September
last year that we have paid to three companies and we had paid
319 million Swedish Kroners by way of winding up costs. There-
fore, we will not go further and give more information ever and
above what we have already given.”

7.95  The Committee pointed out that in respect of two of the
<ompanies. the Directors named by Bofors could not be traced and it
appeared that they were merely ‘letter-box companies’. To this. Mr.
Morberg replied :(—

“Winding up charges have bzen paid to these three companies.
We will not give any further information conczrning these com-
panies more than what we have already given. This is the stand
we have taken before the Prosecutor in Sweden.”

7.96  In reply to a further question whether there were any Indians
‘who might have been directly or indirectly connected with the three com-
panies. Mr, Morbere of AB Bofors stated :—

“We have already answered that question in our letter to the

- Ministry of Defenc: dated August 6, 1987 (pl. see para 7.33 ibid),

We would, however, like to say again that termination costs were

not paid to any Indian citizens or any Indian subsequently included

as 2 member of Indian Governmeant or other Government offcials.

We regret the inconvenience caused to these parties who have been
falsely held in the news media.”

1.97  Further asked whether they had given all the information
ithat the Ministry of Defencz had required from them in the various letters




147

that they had addressed to the company. the Chief Jurist (Mr. Lars Gothlinj
replied = —

“We have given very substantial information to the Ministry
of Defence. The last letter with the Ministry of Defence was in
the beginning of November not with us where we gave additional
information concerning the companics and other matters.”

798 The Committee enquired whether the witness could produce
copics of agreements with the three companies in support of their stand
that the payments made to them were only winding up costs. Mr. Morberg
stated ‘—

“That is not possible for us to hand over the agreements because
of comme-rcial secrecy. Let me say that the Prosecutor has had
full accsssibility to these agreements and you have the information.
about the conclusion he has arrived at. But now it is not possible
for us to hand it over to you.”

799  The Committee pointed out that there could be no commer-
cial confidentiality at least with regard to the termination agreements with
the three companies and there was no reason why Bofors should not make
available the termination agreements to the Committee. The Chief Jurist
(Mr, Lars Gothlin) stated :—

“I can very well understand the argument which 1s put for-
ward here. The company has nevertheless, whether it is good or
bad judgement we could from the cﬂnﬁdentlal point of view, not
produce the contracts in question.”

He added :—

“The position is that we always take into constderation the
commercial aeclecyﬂ protection of commercial secrecy and naturally
for giving information to the Committee to find a solution to this
matter, we have also come to the conclusion that we cannot give
any more information. We have taken extraordinary steps in
protecting our commercial secrecy which could harm our reputa-
LoD, i and we cannot give any more information.”

7. 100 The Committee pointed out that refusal of the company
to produce the coptes of the contract and the termination agreements left
room for suspicion and that it was necessary to dispel the same. The Chief
Jurist replied :(—

“Sir, as we said before, we have deep respect for the argument
you put forward and as Mr. Morberg has satd, based on reasons
we have given to you earlier, we have made the decision that we
canot give any more information than we have given. That may be
good or bad, but that is the decision the Company has taken.™
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7.101  Asked to comment whether the press reports regarding payment of
commissions were correct. Mr. Morberg stated:—

“We do not want to comment on the information that appeared
in the press.”

7.102  Asked to state how the papers in Sweden and in India were able to
give the account numbers and the dates of payments in various accounts,
the Chief Jurist, (Mr. Lars Gothlin) stated:—

“Sir, it is a very difficult question to answer from where diffesent
newspapers get the information and at least in Sweden it is most
impossible to get the source........ I have no idea from where
they have got different kinds of information. But at least we feel that
it i1s not correct.”

7.103 The Commiitee enquired about the number of international con-
sultants employed by Bofors for marketing and technological assistance in
various countries. The Chief Jurist informed the Committee that they had
about 100 people working for them in 40 countries all of whom were their

permanent representatives.

7.104 1In reply to a further question as to how many consultants they had
through out the world. for negotiating or marking in India, the Chief Jurist
replied, “We have three consultants or representatives or agents for India
and the agreements with them have been terminated.”

7.015 The Committee enquired about the specific services which each
company rendered to Bofors to merit such large payments. The President
of M/s. AB Bofors stated:— |

“There are different types of services and I can mention some of
them. For example, one company’s services were advice on marketing
activities on Bofors products, advice on products of interest for custe-
mers and advice on technologyitransfer and cooperation. For another
company, the services were consultancy on international banking
relations and counter trade, advice on the general development in
different markets: and for third company, the services were advisory,
consultancy and support services, for instance to perform compara-
tive analysis and to advise and suggest solution of important pro-
blems that may arise during our performance.”

7.106  Asked about the basis of paying different amounts to different com-
panies, the Chief Jurist stated that they had to take mto account several
aspects, such as the work actually carried out. the length of the agreement

and compensation for loss of profit, etc.
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7.107 The Committee enquired whether Bofors had made any other pay-

ments besides winding up charges to -the thre¢ companies. To this the
Chief Jurist replied:

“Rofors has paid no money to any other person for the pur-
. y b |
pose of this contract.” |

7.108 On his attention being drawn to the fact that the payments in the
Swedish Bank had been shown as ‘commission’, the Chief Jurist replied:—

“Unfortunately, there is no number for winding up costs... . ..
There is no code number for the winding up.”

7109 Asked whether it would not be correct to infer that the winding up

costs were in fact commissions paid to the three companies, the Chief Jurist
(Mr. Lars Gothlin) stated:—

“J would not agree to your interpretation because I think there
lies a difference in the matter concerning winding up costs and paying
a commission.”

7110 The Committee pointed out that Bofors had entered into an agree-
ment with A.E. Services as late as in November, 1985 and then terminated
the contract in January, 1986. The Committee enquired why the contract

was entered into when Bofors had been told as early as in May 1985 that
there should be no middlemen. The Chief Jurist stated:—

“According to the information we have got, this was spemﬁcally
told to the Company for the first time in November, 1985. We have
tried to go through files etc. in order to find out about what you said

' that the Company was told in May 1985 about this thing. But, we
- have not found anything about that.”

7.111 The witness further stated that the contract with AE Services had
been concluded in the beginning of September, 1985 but it took some time

to complete the formalities and it could be signed only on November, 15,
* 1985, -

7.112  The Committee pointed out that it was on record that the Chair-
man of the Negotiating Committee had called the various contenders on
Ird May1985 and had told them in clear terms that there should be no middle-
men. The Chief Jurist replied that he had made inquiries from the former

President (Mr. Martin Arcbo) in this regard and he had told them that the
demand not to use middlemen came in November, 1935,

7.113 The Committee pointed out that a company like SVENSKA
with which Bofors had a close relationship was in fact set up by a person
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called Mr. Steven Stanes who had become notorious for mtemdtmna] drug
traflicking. The Chief Jurist repled

“Now again yvou are quoting an article in the Swedish News-
paper Express and other Indian Express. You have exactly the
same articles in both the newspapers and I do not think that we

have to comment on the different allegations in these two news-
papers’.

He added that Bofors had had no dealings whatever with the above-
named individual

7.114 The Committee further pointed out that Bofors' represent-
atives nad informed the Ministry of Defence in September, 1987 that so
far as payments to A.E. Services were concerned, one Mr. La Fonle.
an employee of the Swiss Bank, was aware of these payments. How-
ever, the Investigating Agencies could not locate him on the addriss
givenn by Bofors. The Chief Jurist replied that so far as he was aware,
he (Mr. La Fonte) was an employee of the Swiss Bank, Geneva.

o 05 i In reply to further questions regarding the f{indings of the

Investigating Agencies about the firm SVEP»SKA the Chief

Jurist
stated ;—

“We have no knowledge at all. As Mr. Morberg said,

we arc not prepared to comment on the companies more thap
what we have done.”

7.116 To a further question whether they were prepated to reim-
buise the amount of Rs. 64 crores paid to the three companies as
winding-up charges, the President of AB Bofors stated :—

“Mr. Chairman, I very much disagree........\ ‘e have
this time and last time met and we have given answers and
commented on how we have acted, after the request from the
Prime Minister, a very unusual request. Such request came
at the late stage of negotiation, etc. We have, as a company,
acted very carefully and tried........ in a very dihigent way
to handle this question and to terminate the coatracts with
the agents. We have also explained the imporiance of con-
fidentiality. You may have another point of view on thal
But for the company, the confidentiality and dhe reputation
as a company is very very important and we have, in a lot of
respects, as Mr. Morberg has put it, gone for beyend uhat;
we usually do in order to try to get these things. As a com-
pany, we have very much suffered because of ihcse unproven
allegations against the Company. No one has so far given

any kind of emdence or proof that the Company has clﬂne.:
anything wrong.”
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7117 To a question whether Bofors had employed any agent or
inlermediary to contact any official or any political Jeader in India for
tne purpose of the contract, Mr. Morberg replied in the negative and

affirmed that the .ncgotiation was conducted directly with the Ministry
of Defence.

7.118 IT reply to a question whether the winding-up cOsts paid to
three companics were not a violation of the understanding between ‘he
Govi. of India and the Bofors, the Chief Jurist reiterated : “T very firmly
think that it is in no way any kind of violation.” It was only in pursuance
of the taiks which the Indian Prime Minister had with the Swedish
Prime Minister in New York in October 1985 that the Befors manage-
ment decided to negotiate for termination of the existing confracts in
pursuance of the understanding between both the Prime Ministers that
a middlemen were to be allowed in the Contract. At that stage, they
had threc choices : either they could disregard such demand or cancel
the contracts through court proceedings or do so by negotiations with
the parties concerned. A decision was taken by the Bofors management
0 negotiate and cancel the agreement “and that cancellation ended 1in
winding up costs which is quite natural.”

7119  Asked why did they not inform the Govt. of India about thelr
decision to terminate the existing contracts with the three companics

4l after the disclosures made by the Swedish Radio, Mr. Morberg
seplied —

“The allecation was that Bofors had paid bribe. We
have told the Ambassador of India in Stockholm that we have
not paid amy bribes and we have not conspired to pay any
bribes. ‘When the discussion came up with the National Audit
Burcau, we at once took up with them the whole cusstion
about the winding-up costs and also we wrote a letter 10 the
Ministry of Defence and gave this information. May be w¢
made a nistake byinot giving full information in our first letter
to vour Ambassador in Stockholm.”

7.120 The Chief Jurist added :

L
-

........

: Neither Mr. Morberg or myseli were toking
part in discussion concerning the termination of the contracts
in that sitmation. I have asked the people responsible, why
they did not take up this with our counterpait, the Minister
of Defence. We also got that question from the Ministry
of Defence when we met them last September. The - only
explanation I can give to that is, our people did not evaluate
this as relevant because they have followed the demand made
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by them and cancelled the agreement.. That was their under-

standing. They have made what was requcsted from them

and they did not see any reason to take this up.” -
7.421 1he Committee drew the attention of the witness 1o the Inter-
view reporied to have been given by the Chairman of the Nobel Indus-
tries (Mr. Lars Eric Thunholm) to the Swedish Radio on 26th August,

1987 wherein he had stated :—

“We wanted to be released from that agieenicnt. Sc-: we
had to pay money. We have paid the money in the w ay ihey
wanted.”

1.422 Asked to comment on the above remarks, ihe Chicl Juiist
stated that it was difficult for him to comment on what the Chairman
of Nobei industries had said but he thought it was “a rather loose
expression from him. I think he was caught by the reporters when he

was not at all prepared to say as he did.”

7443 On his attention being drawn to the statemeni by the Chair-
man of the Noble Industries that he could not guaraniec that bribes
had not been paid, the Chief Jurist stated :— -

“It is most ridiculous to put it from thc moath of our
Chairman, I must say because he is very wcll aware of the
company’s policy concerning this kind of matters. The com-
pany is not prepared to pay and bribes 1n order to get any
advantages and I think if this interview is held today, he
would express himself in a much more carefui way. 1 do not
know why he said it in the Press like that.”

7.124  Further asked why moneys have been paid through the Swiss
Banks, the Chief Jurist replied :—

“] think what Mr. Thunholm meant is tha. to make pay-.
ments through Swiss Bank channels is a very normai thing
If we look at the streams of payments from companies il
sweden, they more often go via Swiss Banks because the Swiss
Bank’s system is one of the most important banking systems
. Europe. I would say that a very large number of payments
from our company are made via the Swiss Bank’s system.”

7.125.  The Commitiee enquired about the findings . of the Chiet
Public Prosecutor, Mr. Lars Ringberg, who had started preliminary
investigations in the Bofors deal. The Chief Jurist stated that the
Chief Public Prosecutor had started his investigations in August, 1987,
and cancluded the file in January, 1988, after a very thorough investi
gation when he searched the records of the company and. mtermgat»d
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- a number cf executives of the company, including the {srmer executises
like Mr. Martin Ardbo (former President) and Mr. Ifans Fkblem (Head,
Ordnance Division of Bofors). He had access to all the documents and
made “rather a tough job during the investigation”.

7.126  The witness added that two press releases were issued by the
Prosecutor, the fist one on January 25, 1988 wherein he pointed out
that represzentatives of the Nobel Group of Industries had been ques-
tioned and explanations and reasons for the payments were given to
him. e also stated that in India no legal investigation of bribery had
been opened. His own preliminary investigation had indicated that
continucd investigation would not be expected to reveal further infor-
mation as regards prosecution of the company. Two days later, he
issued another press release saying that there was nothing in his report
to show that the payments made by Bofors in connection with the large
order freiz India were not in fact winding-up costs. IHis justification
for decision to close the file was that it was not possible to prove that
the management of Bofors had any decisive influence on being awarded
the cuniract. The Prosecutor had found the explanaticn provided by
the Bolcis spokesmen as reasonable. He further stated that he had got
the lists of payments made by Bofors “with the assistance of the Bank
of Sweder and the National Audit Bureau.”

7.127  The witness added that the Chief Public Prosccutor was an
indepeudent authority and was not amenable to any inflacnce from any
sources. According to the Swedish Procedural Law, the formal deci-
" sion to closc the file was communicated to the company without giving
any explanstion for doing so. This indicated that there was no evidence
at all' concerning the allegations,

7'.128 A copy of the statement issued on 28th January, 1988 by the
Chief District Prosecutor after concluding the preliminary investigation
is reproduced in Appendix X.

7.129 The Committee pointed out that the information which Bofors
had refused to give to the Committee on grounds of commercial con-
fidentiality had already Béen given by them to the Public Prosecutor
and, theretore, there should be no difficulty in disclosing those facts to
the Committee. The Chief Jurist replied :— IR

“I think there is rather a big difference. The disclosure
about the contracts and other particulars to: the Prosecutor
was completely in accordance with the procedure and laws of
Sweden and of course the Company foll