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Introduction

Operation Car Wash (“Lava Jato”), the sprawlinginvestigation into public-sector corruption
that brought down Brazilian President Dilma Rousseff, is also threatening to tarnish a
submarine contract signed in 2009 with French state-controlled shipbuilder DCNS. In
addition to agreeing to provide four Scorpéne diesel-powered attack submarines, the
French company committed to help the Brazilian military build a new submarine
construction facility and develop its first nuclear-powered submarine—the object of long-
standing ambitions. Since 2015, however, Brazilian authorities have beeninvestigating the
construction firm Odebrecht S.A., DCNS’ local partner on the submarine contract, for
potential corruption related to the 2009 deal. French investigators launched a parallel
inquiry into DCNS’ conduct in the fall of 2016.

Key facts

Buyer: Brazil

Sellers: DCNS (France), Odebrecht (Brazil)
Year of Procurement Decisions: 2008
Equipment sold:

4 Scorpene Submarines, 1 nuclear submarine (design assistance and production of non-
nuclear parts), 1 submarine construction site (technical assistance).

Value of deat EUR 6.7 billion
Sum involved in corruption allegations: EUR 45 million (estimate)

Dramatis Personae

José Amaro Pinto Ramos — lobbyist, businessman, and arms-broker. Suspected of
receiving and transmitting bribes.

Othon Pinheiro da Silva — former Brazilian Navy vice-admiral and leading figure in its
nuclear enrichment and naval propulsion programs; later head of Eletronuclear. Sentenced
to 43 years in prison for bribe-taking in relation to a nuclear power plant project; under
investigation for bribe-taking in relation to the submarine deal. Released for medical
reasons in October 2017.

The Deal

In December 2008, Brazil’s president, Luiz Inacio Lula da Silva, endorsed a new strategic
defense plan focused on protection of the Amazonian rainforest and the country’s newly
discovered offshore oil reserves. Before that year’s recession, the price of oil had peaked at
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around USD 150 a barrel, contributing to an arms-acquisition binge in neighboring
Venezuela. Later that month, President da Silva and his French counterpart, Nicolas
Sarkozy signed a bilateral defense cooperation agreement for the purchase of helicopters
and submarines from France worth a total of EUR 8.6 billion. Of that total, the vast majority,
about EUR 6.7 billion, was devoted to meeting the aims of Brazil's ambitious submarine
development program (“Programa de Desenvolvimento de Submarinos,” or “Prosub”),
which calls for the domestic production of both diesel- and nuclear-powered submarines.

In a series of contracts signed in September 2009, DCNS, the French state-controlled
shipbuilder, committed to building the bow of one Scorpéne diesel-powered submarine in
France and overseeing the construction of all other sections of four total conventional
submarines in Brazil. In addition, the contracts partnered DCNS with the Brazilian
construction firm Odebrecht to build a new submarine construction facility and naval base
in the Bay of Sepetiba, near the city of Itaguai in the state of Rio de Janeiro. Beyond
serving as the new assembly location for the four Scorpéne submarines, it would also be
home to Brazil’s first nuclear-powered submarine. DCNS agreed to help Brazil's Navy
design and build the key non-nuclear components of this new vessel class. The technology
transfer involved in the project was estimated at worth EUR 1 billion, and DCNS agreed to
additional offset requirements involving the local procurement of 36,000 items.

The first submarine’s bow was laid down in 2010 at DCNS’ facility in Cherbourg, France. In
2013, President da Silva’s successor, Dilma Rousseff, inaugurated Brazil's new hull-
manufacturing plant in Itaguai. As of November 2016, the first diesel-powered submarine is
expected to launch in 2018, with the other three following in 2020, 2021, and 2022. The
nuclear submarine was expected to launch in 2025, but funding shortfalls at the facility
developing Brazil’s indigenous naval nuclear reactor may set back the timetable further.

The Investigations and Outcomes

In 2015, Brazilian police began examining the possibility of corruption in the submarine deal
as an outgrowth of the larger public-sector anti-corruption investigation known as Operation
Car Wash. Authorities were drawn to the acquisition program through Brazil’s civil nuclear
program and Odebrecht’s involvement in both. In July 2015, police arrested Othon Luiz
Pinheiro da Silva, a retired vice-admiral who was a driving force in the Brazilian Navy’s
nuclear research. Pinheiro da Silva had since 2005 been the chief executive of
Eletronuclear, the nuclear power subsidiary of state-owned electricity company Eletrobras.
A key item in his portfolio of responsibility was the construction, in a consortium with
Odebrecht, of the Angra 3 nuclear power plant. Investigators suspected that Pinheiro da
Silva received around USD 1.2 million in bribes related to the project, and in August 2016 a
court sentenced him to 43 years in prison for corruption, money-laundering, and other
crimes. In October 2017, he was released for medical reasons.

In December 2016, Odebrecht reached a cooperation agreement with authorities in Brazil,
the United States, and Switzerland, involving a BRL 23 billion fine and a commitment to
divulge details of its wrongdoings. One of the revelations that followed from this agreement
was the disclosure of two hidden payments related to the submarine deal. One payment
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was to Pinheiro da Silva; an Odebrecht employee claimed that the former vice-admiral had
been sent EUR 4.5 million. Other members of Eletronuclear’s board may have received
bribes as well.

The other payment was to businessman José Amaro Pinto Ramos. In April 2017,
Odebrecht officials testified in court that Amaro Ramos had been paid EUR 40 million to
ensure the company would be DCNS’ partner in the submarine project. According to their
testimony, the money for the bribes had been secured through diversion of a rebate for
services provided by the Belgian construction company Jan De Nul. They also claimed that
a portion of the payments, BRL 50 million, had been earmarked for the Partido dos
Trabalhadores (PT), Brazil’s ruling political party; later reporting suggests the money was
received by a PT official, treasurer Jodo Vaccari, who is currently serving a 24-year
corruption sentence.

Amaro Ramos, a well-connected lobbyist and business partner of Pinheiro da Silva, had
previously been investigated and is wanted for questioning in Switzerland for money-
laundering related to his activity as a middleman in a 1990 contract to acquire subway
trains for Sdo Paulo from Alstom and Siemens. According to the Brazilian press, Amaro
Ramos had also worked as an arms-broker and approached Odebrecht to gauge its interest
in the submarine deal in 2006. In April 2017, his lawyer claimed that he had worked for
DCNS on the submarine deal and had been paid only EUR 17.5 million as compensation
for his services.

In May 2017, first the Brazilian newspaper Estadao and then the French outlet Le Parisien
reported that French officials were also looking into the deal. According to the report by Le
Parisien, later confirmed by Reuters, the Parquet National Financial, a prosecutorial office
set up in 2013 to investigate financial crimes, had been looking into the deal since October
2016 and was focusing on whether any entities under its jurisdiction paid bribes to foreign
officials. Following the report in Le Parisien, DCNS denied any wrongdoing.

Both the Brazilian and French investigations are ongoing and have not yet resulted in
indictments.
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