FLASH AND CASH
An organized crime investigation
A three-part series exploring how organized crime groups are defrauding government health and welfare programs out of tens of billions of dollars and using these fraudulently-obtained taxpayer funds to aid terrorist organizations.
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Flamboyant and ostentatious, they drive luxury cars, unwind in multimillion-dollar mansions, flaunt designer clothes and flash dazzling jewels. 

But behind the glitz lurks what law enforcement officials say is a brazen new breed of organized criminal - Eurasian mobsters who carry out brutal murders, stockpile assault rifles and launder cash around the globe. 

And the burgeoning Eurasian crime syndicates are increasingly funding their international empires by siphoning billions of dollars from taxpayer-funded health and welfare programs across the United States. 

"It's a huge problem, and Los Angeles is the hot spot for this type of crime," said Assistant U.S. Attorney Consuelo Woodhead, who oversees health care fraud prosecutions. 

"Maybe we still have a little bit of the Wild West here, an area that attracts those who want to get rich quick. It's also because we have a very diverse, elderly population with a lot of recent immigrants who aren't necessarily familiar with the Medicare and Medi-Cal systems." 

Hundreds of billions 

While exact figures are difficult to tally, experts estimate as much as $300 billion a year is lost to health care fraud in the United States - more than half of it 



to organized crime. 

"It's hundreds of billions of dollars," said Malcolm Sparrow, a professor at the Harvard University Kennedy School of Government and a national expert on health care fraud. "The only question is what is the first digit." 

Since 2000, the Los Angeles County Health Authority Law Enforcement Task Force has arrested more than 110 Eurasian, Middle Eastern, Nigerian and Asian organized-crime members suspected of health care fraud. 

Another team, the Southern California Eurasian Organized Crime Task Force, says it has arrested more than 100 suspects in recent years on fraud and other charges. 

"We equate this to like the 1930s and '40s Mob," said Glendale Police Department Sgt. Steve Davey, who heads the Southern California team. "We are in a state similar to investigators years ago during the beginning of the La Cosa Nostra investigations. 

"We're making headway arresting street-level and midlevel criminals. We have yet to get to the top." 

Law enforcement officials estimate more than 2,500 members and associates of Russian and Armenian organized-crime syndicates operate in the county - twice as many as a decade ago. 

While the criminals are mostly involved in white-collar offenses, investigators say they have also committed more serious crimes, including murder. 

"We had somewhere around 30 shootings and attempted murders just from 2000 to 2003," Davey said. 

Murder for profit 

Earlier this year, two San Fernando Valley men were sentenced to death for their role in abducting and murdering five Russian immigrants, then dumping their bodies in a Northern California reservoir. A third defendant is scheduled to be sentenced Tuesday. 

The three defendants were part of a Russian mob that used ransoms paid for their victims to buy Mercedes-Benz cars, mink coats and an Aspen, Colo., ski vacation. 

(In investigating the case, authorities learned that one of the victims was known as a mob "bookkeeper," who kept accounting records for nearly 30 health care businesses suspected of defrauding the government.) 

In a county task force investigation of five Glendale and Burbank medical clinics suspected of stealing $25 million from Medicare, officials discovered 41 firearms, ranging from high-caliber assault rifles to a James Bond-type .22-caliber "pen gun." 

The team also seized $420,000 in cash and $1 million in jewelry. 

"It's equivalent to the cocaine boom of the 1980s," said sheriff's Sgt. Stephen P. Opferman, a member of the regional task force. "(But) it just doesn't involve narcotics - it involves stealing government funds. 

"We see these people involved living the same lifestyles. There's a lot of flash and cash - money, jewelry, nice cars and big houses. We are finding people driving three Mercedes, living in $3 million homes - and they have Medi-Cal benefits cards." 

$3 billion annual loss 

Medi-Cal spends about $34billion annually to provide care for about 7 million indigent Californians - with about $3 billion of that lost to fraud, experts say. 

The state Attorney General's Office has a bureau that deals specifically with Medi-Cal fraud. It's prosecuted about 1,000 such cases over the past eight years - double the number for the previous eight years. Most, officials say, are related to organized crime. 

And the court-ordered recovery of funds ripped off from Medi-Cal hit a record $274 million in 2005-06, nearly as much as all the money recovered in the previous 15 years combined. 

"For every $100 million in Medi-Cal funds we protect, those funds can provide comprehensive treatment for 8,000 breast cancer patients, treat up to 155,000 people suffering from TB or provide up to 645,000 days of nursing-home care," said Joseph Fendrick, who oversees the Bureau of Medi-Cal Fraud and Elder Abuse. 

Barbara Siegel, managing attorney at Neighborhood Legal Services in Pacoima, said fraud is driving up the cost of health care and insurance and leaving innocent people with medical bills for services they never received. 

"They get a bill and come to us and say, `I never saw this doctor or never went to this lab,"' Siegel said. 

And it's not just Medi-Cal that's being targeted. Experts say all county, state and federal health and welfare programs are in the bull's-eye. 

As Fendrick's investigators have cracked down on Medi-Cal fraud, many criminals have switched to the federal Medicare program, said Matt McLaughlin, supervisor of the FBI's Los Angeles Area Health Care Fraud Squad. 

In a typical scam, crime syndicates send contacts to senior centers, offering nutritional supplements or cash to elderly residents to go to a clinic to fill out Medicare forms and undergo medically unnecessary treatments and tests, McLaughlin said. 

Benefit-card numbers are often used to bill for medical equipment. Officials at the U.S. Centers for Medicare & Medicaid Services division office in Los Angeles are currently tracking thousands of bills submitted to Medicare for $5,000 power wheelchairs, prosthetics, oxygen tanks and other equipment that beneficiaries never received or didn't need, officials said. 

Victims lose benefits 

In August, division officials visited 400 medical-equipment companies in Glendale, Burbank, North Hollywood and other cities throughout the county and removed 70 from the approved Medicare program list because the businesses didn't exist yet were billing Medicare. 

"Many people have lost their Medicare benefits as a result of falling prey to these schemes," McLaughlin said. 

The FBI and the county task force have dedicated more resources to investigating Medicare scams. The FBI estimates nearly 60 percent of all its Eurasian organized-crime cases involve government fraud. 

"Government scams are the bread and butter of these organized-crime groups," said Opferman, the regional task force member. "It's kind of like the Gold Rush. This is the reason they are here. 

"You literally have free money being shoveled out, and it's a free-for-all. Any government program is susceptible. 

"They exploit loopholes in every handout we have." 

Organized crime's sophisticated operations often make it difficult to detect fraud by operating legitimate businesses and using shell companies to launder funds. 

Law enforcement officials say billions of dollars are laundered through banks in Russia, Armenia, Switzerland and Dubai in the United Arab Emirates, making it difficult to recover money stolen from U.S. taxpayers. 

"Once the money goes overseas, the money trail disappears," Opferman said. 

And just as the FBI eventually used tax-evasion charges to prosecute Chicago mobsters in the 1930s, authorities are considering all approaches in dealing with crime syndicates. 

"It's kind of the Al Capone approach - looking at whether they are evading taxes," said prosecutor Albert H. MacKenzie, who heads the county's Fraud Interdiction Program. 

In the past three years, Mac- Kenzie has identified more than 300 doctors, lawyers and members of organized crime suspected of health care fraud involving more than $200 million in unreported income. 

"We have individuals who obtain money and use it to set up clinics that remain in operation for a limited period of time, bill for services and then disappear," said Lance Wong, head deputy district attorney in the Healthcare Fraud Division. 

"We have a huge problem here. Committing these crimes is lucrative. And the chance of getting caught is slim because the government just doesn't have the resources to fight it." 

Identity theft used 

Wong's office is prosecuting a case with organized-crime links that cost Los Angeles city and county taxpayers more than $6.7 million, District Attorney Steve Cooley said. The case is one of a growing number in which organized-crime groups are using identity theft to help commit fraud. 

In that case, Glendale residents Samvel Melkonyan, 49, and Tigran Ghalmukhyan, 35, allegedly billed the county for medical services performed from 2002 to 2004 using businesses not incorporated until 2005. A preliminary hearing is set for June 18. 

Prosecutors say the suspects stole the identities of nearly 200 county employees - mostly active and retired sheriff's deputies - who were unaware that they were listed as "patients" in the scam. 

The men allegedly issued claims to the county for tests administered by fictitious diagnostic clinics in Van Nuys and North Hollywood, prosecutors said. 

"The scam was ultimately being run by some Middle Eastern guys living in Dubai," Opferman said. "There are definitely people living a very lavish lifestyle above (Melkonyan)." 

Melkonyan's Los Angeles attorney, Michael Geragos, did not return calls for comment. Last week, Geragos' office said he was traveling and could not be reached for comment. 

Cooley said virtually no government benefit program is safe. 

"The problem is that governmental institutions assume, I think mistakenly, that people who apply for public benefits or compensation are being honest," Cooley said. 

"In this day and age, that is an assumption unsupported by reality. ... When you start throwing billions of taxpayer dollars around, you need to figure out who is capable of stealing it and how to prevent it." 

Difficult prosecution 

Department of Social Services spokeswoman Shirley Washington said the state is working with county welfare offices to investigate and prosecute fraud. 

Officials estimate as much as 5 percent of the $5.3 billion spent each year providing food stamps and general welfare benefits is lost to fraud, Washington said. 

"Recent data in Los Angeles County shows that in the five-year period from 1999 to 2004, the state and county worked together to reduce or deny welfare benefits in 77,973 cases involving fraud," Washington said. "That's out of 299,048 referrals (in suspected welfare fraud cases)." 

Stephen Tidwell, assistant director in charge of the FBI office in Los Angeles, said Southern California has a "significant problem" with organized crime groups defrauding government programs. 

"We have the largest number of agents dedicated to working health care fraud of any FBI office in the country," McLaughlin said. "It's a very substantial problem, and we are working in a task force capacity to develop new strategies to increase the impact we can have on those who are committing health care fraud. 

"But it's a large problem, and it's going to take our very best to hope to increase our effectiveness." 
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Since taking root in California in the 1970s and '80s, Eurasian crime syndicates have become one of the nation's most serious criminal threats, stealing billions of dollars from government-funded programs, officials say. 

The syndicates' members come from a dozen republics in the former Soviet Union, as well as Eastern and Central Europe. They made their way to the United States beginning 30 years ago as part of an influx of political refugees, many of whom settled in the Brighton Beach area of Brooklyn. 

A recent report by the California Attorney General's Office estimated that 5,000 to 10,000 criminals - including former inmates of KGB prisons - were among the immigrants. Many had defrauded the governments in their native countries and simply revived the scams in their adopted homeland. 

When authorities began cracking down on Eurasian syndicates on the East Coast in the mid-1990s, many criminals simply moved west. 

"It does feel like it has something of a Whack-a-Moleeffect," Assistant U.S. Attorney Consuelo Woodhead said. "You suppress it here, and it pops up somewhere else." 

According to the FBI, the first major prosecution of Eurasian crime was in 1991, when the U.S. Attorney's Office 



in Los Angeles pursued operators in a $1 billion medical-billing scheme. 

The scam was headed by two Russian brothers, according to testimony by FBI Criminal Investigations Division Assistant Director Grant D. Ashley. In 1994, the ringleader, Michael Smushkevich, was convicted and sentenced to 21 years in prison for fraud, conspiracy, racketeering and money laundering. 

A year later, the self-professed "godfather" of a local mob - Hovsep Mikaelian of North Hollywood - was arrested and accused of running a black market diesel-fuel network. 

Mikaelian failed to pay $3.6 million in taxes in a single year, prosecutors said. Investigators confiscated a BMW, Jaguar, two Rolls-Royces and a boat. 

Mikaelian pleaded guilty to conspiracy to traffic in narcotics, conspiracy to commit tax evasion, and wire, mail and telecommunications fraud. He was sentenced to 14 years in federal prison and was released in November. 

But the first significant Eurasian organized-crime investigation in the U.S. involved Vyacheslav Ivankov, who was convicted in 1996 of extortion and conspiracy for trying to extort money from a Wall Street investment firm. He was sentenced to about nine years in prison. 

Considered a major underworld figure in the U.S., Ivankov was released from prison in 2004 and deported to his native Russia, where he remains a powerful figure in the criminal underworld and has significant ties to criminal groups in California, according to the attorney general's report. 

"He's kind of credited of being the creator of the American-Russian Mafia," said Los Angeles County Sheriff's Department Sgt. Stephen P. Opferman. 
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Crooked take on American dream

'Family business' runs $20 million scam
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Oppressed in their native Ukraine, Konstantin and Mayya Grigoryan came to the United States a dozen years ago in search of the American dream. 

They didn't speak English, struggled to pay the bills and relied on family and friends to make ends meet. Eventually they found jobs and began to acquire wealth, opening a restaurant, starting a string of medical clinics and finally buying a $661,500 home in a gated community in Altadena. 

But this American dream was built on a crooked foundation, authorities say. Indicted by a federal grand jury in 2004, the couple was convicted of leading a Russian-Armenian organized crime ring that paid kickbacks to doctors, recruiters and patients and defrauded the U.S. government out of $20 million over five years. 

"The Grigoryan case is quite representative of a major problem in the area," said Assistant U.S. Attorney Bruce Searby, who prosecuted the case. "It's widespread. Medicare expenses generally are busting the federal budget. 

"If the government is being defrauded of that money, it's contributing to a great strain on an important public program." 

The Grigoryans are in custody awaiting sentencing. Their attorneys either declined to comment or did not return repeated calls. 

The case is spelled out in more than 200 pages of court documents - other records remain sealed - that paint a rags-to-riches tale of an educated family who immigrated to America, then cheated the government of their adopted homeland. 

Fleeing anti-Semitism 
In court documents requesting bail, Mayya Grigoryan described her life in the western Ukrainian city of Bershad, growing up as an only child in a blue-collar Jewish family. 

"You couldn't get a good job if you were Jewish," she wrote. "Many people felt forced to hide the fact that they were Jewish." 

She wrote how she met and fell in love with the "bright, energetic" Konstantin Grigoryan while studying at the Institute of Food Industry in Moscow. 

They earned degrees in chemistry, married in 1973 and had a daughter and a son. Konstantin served in the Soviet Army, rising to the rank of colonel. Mayya worked as a lab technician at a winery. 

But their middle-class lifestyle was overshadowed by anti-Semitism rampant in the former communist country. 

"Both Mayya and Konstantin took fulfillment in their work, but because of Mayya's religious heritage (as well as Konstantin's Armenian background), there were limits to their professional advancement," wrote Kenneth I. Kahn, an attorney representing Mayya. So the family set out for a better life, coming to live with relatives in the Russian district of West Hollywood in 1994. 

Setting up the scam 
After briefly working in construction, Konstantin became a technician at a medical lab. Using his earnings, he opened his own health clinics and labs. His business partners were close relatives, including his son-in-law, Eduard Gershelis, a former dental technician. 

Members of the group recruited doctors and staff and applied to the federal government to treat Medicare patients, which allowed them to bill the federal health insurance program for medical tests they performed. 

Prosecutors said some members of the group would pay $150 to recruiters - most of them Filipino or Armenian - to find "patients" as far away as San Diego and Milpitas who would agree to undergo unnecessary tests in exchange for cash or cans of the nutritional supplement Ensure. 

"Word got out to homeless and disadvantaged people that these were places they could go to sometimes to get money and sometimes get food," said Jerry Mooney, attorney for Gershelis. 

The group could make thousands of dollars off a single patient by billing Medicare for expensive ultrasounds, blood counts and pulmonary work-ups that were unnecessary or never even performed. 

They backed up the fictitious tests with phony documents, complete with diagnostic reports, in case they were audited, court records show. 

While Konstantin's clinics drew up the claim forms, Mayya's company, called 24/7, submitted the claims to Medicare, prosecutors said. 

One clinic, Angeles Medical, took in about $4.6million from 2000 to 2003. 

They had expenses - kickbacks to recruiters, patients and doctors, Searby said. But they also funneled more than $2million through shell companies to Swiss bank accounts, nearly half of which went into an account named Leika, Russian for watering can or funnel, according to the asset forfeiture complaint. 

And they bought residential and commercial real estate including a condo in Los Angeles that served as the headquarters for another family business. 

Overall, the group stole more than $20million from Medicare from 2000 to 2005, prosectors said. 

But eventually they brought in so many patients that Medicare became suspicious and began denying claims for patients whose account numbers were overused, according to court records. 

Agents began unraveling the group's network in late 2002 when recruiters driving patients from San Diego to L.A.-area doctors' offices were arrested and connected to Grigoryan. One cooperated with authorities, providing names of patients and other information, court records show. 

Unraveling network 
By 2003, authorities learned of hundreds of Vietnamese residents in Santa Clara County who were being bused to Grigoryan's clinics in L.A. for checkups - visits that resulted in $1 million in Medicare claims. 

Some later complained to Medicare that they had been billed for thousands of dollars in equipment and tests they never received. Others told investigators their Medicare statements listed tests ordered by doctors they never saw, allegedly given at clinics they had never heard of. 

The complaints began piling up. By 2004, Konstantin had pleaded no contest to charges of defrauding the state's Medi-Cal health care program. He was sentenced to probation and was barred from participating in state and federal health care programs. 

But court records say he simply removed his name from paperwork and continued to run his businesses as a silent partner. 

As prosecutors began unraveling his organization, Konstantin confided to an informant that he had grown to hate America and said he had enough money to retire and live comfortably back home. 

Months later, a federal grand jury indicted the Grigoryans and their associates for conspiring against Medicare. The couple was arrested last year. 

Mayya Grigoryan, 55, pleaded guilty to one count of conspiracy and faces up to five years in prison. 

Konstantin, 57, and Gershelis, 35, pleaded guilty to conspiracy and signing a false tax return. They each face eight years in prison when they are sentenced May21. 

The U.S. government has seized $2.2 million the Grigoryans had in Swiss bank accounts. 

In federal court documents in the Grigoryan case, FBI Special Agent Jessica Marrone wrote that "one likely motive" for laundering so much money overseas was the couple's desire to return to their homeland to retire. Marrone wrote that they told a confidential informant in 2004 that they "hate America." 

Mooney, the attorney for Gershelis, described his client as a victim of circumstances. 

"He came out of a culture and a place where, in order to succeed, one had to beat the system, and the government was sort of the opponent to manipulate because corruption was the order of the day," Mooney said. 

"So the mind-set of where they had come from sort of fit where they fell into this activity. They didn't invent this. They learned it from somebody else. They were able to create a more efficient organization with better people." 

Searby, the federal prosecutor, said the defendants could have successfully operated a legitimate business. 

"This is actually a very intelligent, hard-working and family-oriented group of people that I think could have succeeded in this country even without going down the path they did. 

"Hopefully," he said, "others will choose not to follow them in that path, and hopefully when they are released they can start over." 
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Lana Michael and her husband collected welfare benefits in 2003, claiming they earned less than $24,000. 

But authorities say Michael, the former office manager of a job-training center for immigrant welfare recipients, also owned a liquor store and recycling business. 

And, authorities say, she drove a $76,000 luxury car, shopped at Neiman Marcus and Saks Fifth Avenue and had $147,980 stashed in her bedroom dresser. 

"She was living a very lavish lifestyle," Deputy District Attorney Juliet Schmidt said. "She went on trips to Europe. She was driving a brand-new BMW 740 IL." 

Lana Michael, 34, also known as Svetlana Djangarian, is scheduled to be sentenced June 8 in what authorities say was a $1 million fraud targeting welfare-to-work programs. 

In exchange for pleading guilty to misappropriating public funds and filing false tax returns, she is expected to be ordered to spend nearly four years in prison and pay $351,967 in restitution. 

"This brings to a close a tremendous fraud perpetrated by truly greedy people against a county-administered public benefit program," District Attorney Steve Cooley said. 

Michael's husband and 15 other people also have pleaded guilty to misappropriating public funds and tax evasion. Each has been sentenced to up to four years in prison. 

"They were originally welfare recipients getting services. Then some became workers and began to issue county warrants (checks) on the computers to themselves, family members and friends," Schmidt said. 

"It was a very sophisticated scheme. One recipient was a major criminal involved in organized crime who had been in prison before." 

Attorney Mark Geragos, who represents Michael, disagreed with the characterization. 

"It's the most disorganized group I've ever seen for somebody who is accused of organized crime," Geragos said. "Obviously, Michael is distraught by the whole thing." 

But it's cases like Michael's that officials say contribute to the $300 billion a year lost to health care fraud in the U.S. - more than half of it to organized crime - the Daily News found in an 18-month investigation. 

Authorities say the saga began when Michael immigrated to the U.S. and took a job as a caseworker at the International Community Employment Training Center, which had offices in Glendale and Los Angeles. 

At the time, the agency contracted with the county to provide job training to indigent immigrants and refugees. From November 2000 to May 2003, Michael issued thousands of checks, reimbursing welfare-to-work recipients for the costs of traveling to jobs and schools. 

But the checks were frequently sent to incorrect addresses where co-conspirators picked them up and cashed them using false identification, Schmidt wrote in court records. Some of those involved told investigators they split the proceeds with Michael. 

The scheme unraveled because a bank employee became suspicious when one of Michael's co-conspirators tried to cash a check, Schmidt said. The Department of Public Social Services investigated and noticed a pattern of fraud. 

Schmidt testified that Michael forged documents that falsely stated participants were attending school or working. 

"She was the hub of the wheel from which the illegal actions taken by (International Community Employment Training Center) employees flowed," Schmidt wrote. 

Among those who received nearly $163,000 in fraudulent welfare checks was Levon Djaladian, 42, and his wife, Monica Grigoryan, 32, Schmidt said. 

"He was living in a gated community in a nice home in Sun Valley," Schmidt said. "He also had very expensive cars. He had many, many bank accounts with his names on them, but he had no legal income that we were aware of." 

As part of a nearly four-year sentence, Levon Djaladian was ordered - and has paid - $106,000 in restitution to the county, Schmidt said. 

Mark Suhr, a senior investigator for the District Attorney's Office, said the case illustrates that the county's welfare system can be defrauded relatively easily. 

"Anybody who works in the welfare system knows there is a lot of fraud going on," he said. 

Department of Public Social Services Director Philip Browning said the agency plans to step up its background checks of employees and contractors in response to the case. 

"How are we going to prevent this in the future?" Browning asked rhetorically. "This is certainly something we can learn from. That's not to say there won't ever be another case." 

Schmidt said welfare fraud is a systemic problem in the county. 

"It's like putting kids in the candy store," Schmidt said. "Without the shop owners there, they will eat the candy. Organized crime is going to be involved any time they can find opportunities and a vulnerable organization." 
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Operating from a Glendale office, Global Human Services shipped everything from milk and salad dressing to medicine and clothing in a humanitarian effort designed to help the needy in Eastern Europe. 

But the organization was also a front, authorities say, for an international fraud and car-theft ring that stashed at least $5million in stolen luxury vehicles into the same shipping containers with the relief supplies. 

The organization was broken up a year ago, with 17 people arrested on suspicion of grand theft and insurance fraud. Authorities said at the time they thought the group had ties to organized crime. 

Now, police say the group also was funneling money to Chechen terrorists - the same group that raided a school in Russia three years ago and killed 331 innocent men, women and children. 

"The concern was they were using some of the proceeds to support terrorist activities elsewhere," Los Angeles Police Chief William Bratton said in a recent interview. "We had an organized gang creating crime and havoc here, but some of the proceeds were stirring up revolution elsewhere." 

Growing ties 

Officials interviewed by the Daily News during an 18-month investigation of Eurasian 
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crime syndicates say the case highlights a growing global convergence of organized crime and terrorist groups. And in recent months, concern has grown that crime syndicates are defrauding billions of dollars from U.S. government programs and funneling the money to terrorist groups overseas. 

"We are very concerned where the money goes when it leaves the country," said Robert A. Schoch, special-agent-in-charge of U.S. Immigration & Customs Enforcement in Southern California. "That's why we look at this as a national security vulnerability. 

"What is the money used for? Could it wind up in the hands of some radical terrorist organization looking to try to find some type of weapon of mass destruction? 

"That's very much a concern of ICE, the Department of Homeland Security and other federal agencies." 

Sally Thomas, head deputy in the District Attorney's Organized Crime Division, has prosecuted these types of cases since the 1980s. 

"I think everybody has concerns about money that is derived from criminal activities being used to support terrorism," Thomas said. "Our concern is that money would be sent to a terrorist group who would use it to harm people in the United States or elsewhere in the world." 

Recent reports by the state Attorney General's Office said al-Qaida, Hamas and Hezbollah are among the groups seeking to raise money in California. 

"When you find these fraudulent activities that generate a significant amount of money - and they are connected to people who are allegedly involved in terrorist activities - it's kind of like connect the dots," said Marcia Daniel, the deputy district attorney in the Organized Crime Division who is prosecuting the Global Human Services case. 

Two years ago, members of a suspected Russian and Armenian organized crime ring - including six from the San Fernando Valley - were charged with plotting to smuggle $2.5million in black-market weapons into the United States. 

They were nabbed when they tried to sell rocket-propelled grenade launchers and shoulder- fired missiles to an FBI informant posing as an arms trafficker selling weapons to al-Qaida, authorities said. The trial is set to begin June4 in New York City. 

Chechen links 

"The concern in the law enforcement and intelligence community worldwide is that organized crime groups have the ability to operate in a wide range of countries, across borders and conduct transnational operations providing terrorist groups with the reach and ability to penetrate areas they wouldn't be able to otherwise," sheriff's Lt. John Sullivan said at the National Terrorism Early Warning Resource Center. 

"Organized crime provides links to traffic weapons, personnel and materials across borders and could facilitate terrorist operations." 

The case of Global Human Services is typical of the growing links between the two groups, LAPD Detective Mark Severino said. 

After Chechen terrorists raided a Russian school in 2004, former LAPD Deputy Chief John Miller asked detectives to investigate whether any Chechen organized crime members were operating in Los Angeles. 

"An informer had told us the Chechen `godfather' was still here," Severino said. "We started to look at him, and the investigation quickly revealed that there was some possible Medi-Cal fraud. And while looking at that, Global Human Services came to our attention." 

Severino said Ali Karabachev was known as the Chechen "godfather" and had worked for the group. 

"Given the information we had that these Chechens were sending stolen cars overseas and the links of GHS with the Chechen godfather - and on the other end was an associate with Chechen organized crime - the FBI told us there is a fine line between Chechen organized crime and terrorism," Severino said. 

Chechen authorities have since arrested Karabachev on unrelated charges, and the Los Angeles Police Department is seeking to interview him, Severino said. 

Eleven people have pleaded guilty to insurance fraud in the case, and some have been sentenced to probation and ordered to perform community service, Daniel said. Six others pleaded not guilty and are awaiting trial. 

Earlier this year, Yakoob Habib, a 58-year-old tax preparer from Buena Park, was sentenced to 11 years in prison for his role in an international money-laundering operation that involved $28million in unreported income. 

The source of the money included money stolen from Medi-Cal using fraudulent labs that billed for blood work that wasn't done or authorized, officials said. 

The Attorney General's Office identified more than $12million that Habib illegally transferred to the United Arab Emirates, Pakistan, Russia and Latvia. 

During a search of Habib's business, investigators discovered pictures of anti-aircraft weaponry, the World Trade Center, Los Angeles International Airport and Department of Motor Vehicles logos, Deputy Attorney General Hardy Gold said. 

"He had also downloaded a Web site with offensive anti-American banter on it," Gold said. 

"Did we trace any funds to the hands of terrorists? No. ... On the other hand, he was a very effective money launderer who was able to erase the money trail. And the money transfer network he operated was for the benefit of organized crime." 

Terrorism experts say such connections are particularly worrisome because of some countries' lax security for highly enriched uranium and other potentially dangerous materials. 

Melinda Redman, senior director of intelligence and analysis at the Virginia-based Terrorism Research Center, said government officials are concerned about organized crime groups selling highly enriched uranium, plutonium or even nuclear devices to terrorists. 

Former Russian Security Council Secretary Alexander Lebed claimed a decade ago that as many as 100 small nuclear devices had disappeared from Russian stockpiles. Officials have denied the claims, but experts still are worried. 

"We have no idea what happened to (the nuclear devices)," said Michael Intriligator, a terrorism expert and professor at the University of California, Los Angeles. "And it's something that could be smuggled as easily as a bail of marijuana across the Mexican border. And Los Angeles is a prime target." 

Nuclear concerns 

In a recent report, the International Atomic Energy Agency noted 540 confirmed cases of illicit trafficking in nuclear and other radioactive materials from the early 1990s to 2004. 

"It's very real and a very great concern," said Graham Allison, founding dean of Harvard University's John F. Kennedy School of Government and director of the Belfer Center for Science and International Affairs. "The U.S. and Russia have a cooperative program to recover highly enriched uranium. 

"That's good. But the pace at which it's happening is still way too slow. And the notion that any material which people could use to make a nuclear bomb is not locked up to the highest level of security is nuts." 

Cristina-Astrid Hansell Cheun, a senior research associate at the Center for Nonproliferation Studies in Monterey, said organized crime groups in Russia have been involved in the theft of highly enriched uranium and other nuclear materials in the past. 

"It's frightening if the terrorist groups get connected with the organized crime groups that have these materials," she said. 

In a recent report on nuclear smuggling by the Center for Strategic & International Studies, authors wrote of an increasing threat that terrorist groups aided by organized crime in Russia and Central Asia will steal nuclear materials. 

"Clearly, the capacity for criminal groups and terrorists to work together is growing," wrote American University professors Robert Orttung and Louise Shelley. 

"As the threat of nuclear smuggling increases and Russia's ability to deal with the problem decreases, Russia and the United States need to work together to develop a serious analysis." 

Next month, officials from around the world are scheduled to meet in Florida to develop strategies to combat the threat of nuclear terrorism. 

Schoch said ICE has investigated numerous reports in recent years regarding terrorists, gangs and others attempting to smuggle nuclear weapons and other dangerous materials into the United States. 

"We take it very seriously, but typically when we look into them we are not able to corroborate any type of real connection," Schoch said. 

"But regardless, if you look at some of these gangs and some of the things they are venturing into, like human trafficking and narcotics, all of those are vulnerabilities." 
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More resources to fight fraud

Agencies battle those milking health, welfare systems
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City, state and federal agencies are pouring resources into efforts to halt the explosion of health and welfare fraud, officials say. 

The Program Integrity Group at the Centers for Medicare & Medicaid Services recently opened a field office in Santa Ana to help prevent and prosecute health care fraud. One of only two such offices nationwide, it uses "data mining" technology to target fraudulent Medicare and Medicaid billings. 

"In the two years since the office has been up and running, we have been able to stop almost $2billion in inappropriate or improper payments from going out the door," program director Kimberly Brandt said. 

Last week, the Medicare Fraud Strike Force office in South Florida arrested 38 people on suspicion of defrauding the federal program out of more than $142million. 

The FBI seized a $200,000 Rolls-Royce Phantom from one of the suspects. 

Record restitution 

One of the most successful anti-fraud programs has been the state Attorney General Office's Bureau of Medi-Cal Fraud and Elder Abuse. It won a record $274million in court-ordered restitution of money stolen from Medi-Cal, shattering the previous high of $43million. 

"I believe this is a 





result of the efforts the bureau has put forward in increasing the number of investigators, special agents, prosecutors and auditors within our bureau," said Joseph Fendrick, special-agent-in-charge of the bureau. 

"There has been a concerted effort to aggressively prosecute those who are taking advantage of the system." 

Michael Bowman, spokesman for the state Department of Health Services, said California is making significant strides in identifying and preventing fraud. 

"The California Department of Health Services has taken an aggressive approach in identifying waste, fraud and abuse in Medi-Cal and is considered a national leader in Medicaid fraud control efforts," Bowman said. 

The county's Health Authority Law Enforcement Task Force helps save taxpayers about $27million a year by investigating Medi-Cal and Medicare fraud and illegal pharmaceuticals. 

"They are a model for other agencies, not just in the county, but throughout the state and nation," said Miguel Santana, chief of staff to county Supervisor Gloria Molina, who created the task force in 1998. 

"What started out as an effort to address ... illegal pharmaceuticals has become a major force in combating health care-related fraud and abuses." 

More inspections 

But District Attorney Steve Cooley has been critical of county and state efforts. 

He wants officials to inspect offices of every medical provider and equipment vendor, performing background and identification checks and ensuring they are providing the services for which they're being reimbursed. 

And at Cooley's request, the Los Angeles County grand jury recommended that the welfare department perform home inspections to ensure recipients are qualified for benefits. 

"We have taken the grand jury's recommendation and are developing a pilot program in child care to make visits to the providers to ensure that the participants are receiving the services we are being billed for," said Philip Browning, who heads the Department of Public Social Services. 

The department has 189 investigators and supervisors who helped avert $55million in welfare fraud last fiscal year, up from $45million in 2000-01. 

"I believe we are doing a very credible job of preventing welfare fraud, starting with fingerprinting individuals when they come into our offices (to ensure recipients are not collecting benefits in other jurisdictions)," Browning said. 

Preventing fraud 

Shirley Washington, spokeswoman for the Department of Social Services, said the state has established a committee to consider ways to prevent fraud in the program that provides child care to welfare recipients. 

But Assistant U.S. Attorney Consuelo Woodhead, who coordinates health care fraud prosecutions in Los Angeles, said officials could double the number of investigators and prosecutors combating the problem and still not have enough people to make a significant difference. 

"To really effectively deal with the problem, we're going to have to take a multidisciplinary approach where you look at licensing and certification, how claims are processed, as well as strong criminal and civil enforcement after claims are paid," Woodhead said. 

"We need to reduce the volume of fraudulent claims in the first place. With all the competing issues that law enforcement has to deal with, we'll never be able to allocate enough prosecutors and agents to deal with the losses after the fact. 

"And even if we could, in most cases they wouldn't be able to get the money back." 
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