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Five nights a week, at least $100 million in crisp new $100 bills is flown from JFK
nonstop to Moscow, where it is used to finance the Russian mob’s vast and growing
international crime syndicate. State and federal officials believe it is part of a
multi-billion-dollar money-laundering operation. The Republic National Bank and
the United States Federal Reserve prefer not to think so. By Robert |. Friedman
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veemeses  THAL Money is used to support organized crime; it's

later, another
wmord ok pRrSonal o
rolls up and un
kads another series of even larger bags. In
total, this flight will carry about 2,300
pounds of $100 bills, or $100 million

The plane departs JFK at 5:45 rv
Throughout the flight, an unarmed courier
{for the Republic National Bank of New
York unwinds in the passenger cabin while
“sits all by its lonesome™ In the
cargo hold, according 10 one law-endorce-
ment sowrce, Upon arrival at Sheremetyevo
girport at 10:55 Am. Moscow time
money is transported by more armored
trocks 10 Russian banks, which have pur-
chased the $100 bills on behalf of clients
who typically pay for the cash with wire
tramsfers from London bank accounts

Rather remarkably. mno one has ever
tried to hijack Delta Flight 30, even
though it has left JFK at the same time
five days a week—rarely carrying Jess than
$100 million and sometimes more than $1
billlon-—for more than two years. Since
lamuary 1994, federal authorities estimate
mare than $40 billion—all in uncirculated
$100 bills, hundreds of tons of cash—was
shipped 10 Russia. That far exceeds th
total value of all the Russian rubles in cir-
culation. All that money has remained
safe only partly because of security; an
other reason is that anybody who might
be inchined o pull off such a heist is also
well aware of who is buying all those
$100 bilks

“If you rip off Russian banks, you rip
off the Russian mob.” says one Mafia
sosrce here in the United States. “And no

the money
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one’s got big enough balls or a small
enough brain to do that.”

The Russian mob, according 10 numer
ous well-placed law-enforcement sources
interviewed by New York, has boen using
an unimpeded supply of freshly minted
Federal Reserve notes 10 fimsance a vast and
growing international crime syndicate
American C-notes are the unofficial cur-
rency of Russia, of course, and can got
things done there that rubles cannot; but

hundreds are abso being used to fuel

Russian mob's Oourishing dollar-based
global drug trade, as well as 10 buy the reg
uisite villes in Monaco and Cannes, The
Russian Mafiye has also used laundered
funds to set up operations abroad, Includ
ing s American ollshoot in Brooklyn's
Brighton Beach (*The Organizatsiya,”
New York, November 7, 1994) and has
bcgun investing In |cpmm.|!c businesses
across Europe and in the United States.

The Russian mob’s monstrous growth
has been aided considerably by its abilisy 10
quickly and casily lasunder itx dirty criminal
proceeds indo clean—and now supposedly
counterfeit-proof LS. hundrods. Russian
banks have boen cager to assist, which is
not termibly surprising given that & good
number are owned outright by Russian
mobsters. “Almost all Russian banks are
corrupt.” Major General Alex Gromov of
the Russian tax police told a September
1994 international conference on Russian
orgunized crime co-sponsored by Financlal
Crimes Enforcement Network, which

tracks money lsundering for the US. Trea
sury. FINCEN director Stanley Morris is
more blunt today: “Russia’ banking sy»
tem s & ceaspool.”

In fact, the Russian banking system, little
over six yoars old, ha already become one
of the world’s leading money-laundering
centers, replacing Panama as the favored
dirty<urrency cxchange of the Colombian
cartel and the Malian Mafia. A 1994 CIA re-
port identificd ten of the largest Russian
banks as mobbed-up fronts. And in his
speech 10 the United Nations last October,
President Clinton declared money aander
ing & threat 10 nationsd security, “Criminal
enscrprises are moving vast sums of ill-got-
sen guins through the Imternational fnan
cial system with absolute impunity,” he
said, signing a presadential directive order
ing the sttormey peneral and the Treasury 10
wlentify individuals and organtzations in
valved in global fimancial crime and seize
their assets here and abroad

So then why are Republic National Bank
and the US. Federal Reserve continuing to
supply millions of crisp, chean $100 bills 1o
banks that so many money-lsundering ex-
perts agree are tainted? “Republic’s guslty
of willful blindness, though not in techna
cal viclation of any existing law,” says a for
mer New York Stase Banking Department
official. “That money is used to support or-
panized crime; Hy used 10 support black.
market operations.” agroes an official m
the federal Comptrolier of the Cutrency of-
fice, which regulates Republic. “In my per-

Pruaograpin bo B Dwenwn NI A\guaa s

is used to rgan . used to su
this is an abomination. Yet it appears tha it least part of

sonal opinion, this is an absolute aboména-
ton, It should mot exist. Yet it appears that
at beast part of the federal government sees
pothing wrong with i.”

A provision in the 1992 Annunzio Wikl
Anti-Money Laundering Act  requires
banks 10 make sure that they're not know.
ingly doing business with criminals or their
agents. For the record, the Republic Na-
tional Bank, which makes millioes off 1k
currency sales, imsists it is certainly not
knowingly selling $100 bills to mobsters

“That's my responsibility, 10 make sure
we don't sell to the banks that have orga
nized-crime ties,” says Richard Anmichari-
co, one of Republic’s compliance officials
*That's the hardest thing to find. In fact, if
you know of any. ket me know.*

And the US. Treasury, which makes
$99.96 off of any S100 bill that leaves the
country and mever comes back, is simillarky
blissfully ignorant. “What do we know of
Republic’s customen?™ says Noew York Fed
spokesman Poter Bakstansky, “We doat
Ity their responsibility 10 know who they
are sending it 10."

“I've run out of places 10 cheek,™ san
Republic’s Annicharico, a retired FBI
agent, “Someane tells me [the banks are
corrupt] and gives me substantial reason
why—you know, anything, really—we
dont scll 10 them. | mesn, anybody who
tells ws mot 10, we'll stop them 1omormow.”

Annicharico acknowiedpes that o fodenal
money-laundering task force had contacted
him about Republic’s currency trade with
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pport black-market operations,” says one fede Inm
the federal government sees nothing wrong with it.”

Russia, “The task force told me that they
think Russian organized crime s imvolved
in money laundering. But so what?™ he says
"Who? What? Who? No ane’s boen prose
cuted, What's the crime? Tell me—1"ll siop.

| always tell them, “Tell me which banks,
and we'll stop.” | can't find them. I'm not be.
ing facetions.”

HEN THE SOVIET UNSON FELL
apart in 1991, 50 did the
entire government-con
trolled banking system.
Replacing the government
banks were private instite
tions chartered and sup
poscdly regulsted by the
new Russian Central Bank
But as Magor General Gro-
mov told the imermational comference, the
appiication 10 charter a new bank typically
consisted of making a $100,000 bribe to a
banking official. “A grossly underregulascd
banking sector sprang up virtually over-
might,” says Harvard economist Jeffrey
Sachs. “Now you have 2,000 banks, many
of which are decply undercapitalized, and
therefore everything is possible.”

The mob saw the possibilities. Also
known as the Vorovshoi Mir, or Thieves'
World, a loose federation of Soviet mob-
sters immediately grasped that the end of
Communism heralded a glorious new
world crimingl order. By 1992, crime was
the only growth industry in Russia, with &
licit cartels controfling as much as 40 per-

federal official.“In

cent of the nation's wealths the coumtry had
become, in the words of one former CIA
director, a “keptocracy.” And having con-
quered Russia, the Yorowskod Mir was ea-
gor 10 expand

On July 2, 1995, 1wo chartered jets
touched down in Yerevan, the capital of
the former Soviet republic of Armenia, and
disgorged a panoply of wiseguys from 1he
United Seates, Germany, Turkey, laly, and
South America. They had been called there
by Rafik Svo, “the gangster oquivalent of
an intermational diplomat,” sccording to
Russian organized-crime expert Stephen
Handclman. Svo was determined to bring
order and mutual prosperity to th
Thicves” World by ending bloody turfl wars
and forging allances with the Sicilian
Mafla, the Brighton Beach gong. and
Colombilan drug lords, all of which sent
emissarios. At the moeting it was decided
that the Russian banking system, new and
vulnerable, would be wsed 10 launder
funds, make favorable loans 10 “friends,”
and sapplant Zurich as & haven for dirty

money. The big joke at the Armenlan con-
clave was, “Why rob a bank when you can
own one?”

(At another 1993 summit, between
Russian and Sicilian mobsters in Prague,
the Russians agreed 10 launder Malia drug
profits in exchange for a framchise on
cholce narcotics-smuggling rowtes through
central Asia. Then, last January in Puerto
Rico, & third super summit was called 10
seitle Increasingly insernecine battles and
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10 carve up the Russian drug trade. Short.
ly before the mesting, a Russian banker in
New York was overheard on an FBI wircwap
saying be was going to Puerto Rico *to dis-
cuss who we will kill")

Russia, not exactly unschooled in the
ways of corruption, quickly ook to the new
system; politicians, cops, and government
buresucrats joined the fold. The country was
already awash in dirty money, and not just as
a result of traditional organized-crime activ-
ithes. Soviet generals ransacked military ar
senals and sold them to shadowy arms deal-
ers or even shadowder terrorises, (Just last
month, Admiral German Ugryumoy warned
that the Russian Mafiys was looting
weapons from the Russian Pacific Fleet's
arms depot in Viedivostok, after security
agents arrested a navy officer and confisca.
ed nine pounds of plastic explosive and 2
large quanticy of ammsunition.) U.S. officlals
privately complain that billions in ald have
gone into Russian banks, never to be soen
again. In the first two years after the fall of
Coenmunism, between $80 billion and $70
billion worth of rubles, gold, and other ma-
terial assets were spirised out of the former
USS.R. by the criminal clite, a mélange of
gangsters and black marketers, unemployed
KGB spies, and Communist Party hacks.

At the center of 1the looting is the Russ-
lan banking system. Since there are no reg-
ulatory controls over propriciorship, cven
felons are permittod 10 own banks. What's
mare, there are no money-laundering laws,
regulstory agencies, or depositor insurs
ance. The Russian Central Bank is notori-
owsly lax in exercising control over the na-
tion’s nascent financial system—a point
Russian central-banking officials readily
concede. Last September 13, in a meeting
in Moscow with State Depaniment envoy
jonathan Winer, Viktor Melnikoy, the Cen-
tral Bank's director for forcign-exchange
control, “expressed great concern about
the state of the Russian banking system,
citing estimates that anywhere from 50 10
B0 percent of Russian banks were under
the control of organized crime,” according
10 o State Department cable obtained by
New York, Melnikov also wamed that
“much of this [imported U.S.] money was
being used for illegal purposes, inchuding
narcotics trafficking”™ and currency smug-
gling.

Initially, the mob wsed Russian banks
just 1o park their money. Then they began
10 “buy banks, 10 find out who has big de-
posits 50 they knew who 1o kidnap,”™ says
Jack Blum, & Washington lawyer who di-
rected Senate investigations nto money
lsundering in the late cighties. Then mob-
con
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Russian banks took in huge deposits of
narcodollars from South America, con-
verting them 10 rubles, then back imo dol-

lars Evropean and U.S, banks. In
essence, Russian banking system had
become a glant Laundromat,

*It’s very difficult 1o tell from the out-
side what a transaction [with a Russian
bank ) really means,” says the State Depart-
ment’s Winer. “There are not a bot of pub-
lic documents. You can't go to an SEC 0
look at a balance sheet for & Russian firm
the way you can in the United Stases. You
can't go to a bank reguistor and [find out)
what kinds of loans have been made, what
the underlying source of capital is, or any
other number of key issues, let alone who
their customers are.

“These are issues which the Russian
Central Bank Is concermed about,” Winer
says, “These are tssues which the Russian
Assoclation of Bankers s concerned about,
because they are not unrelsted 10 the mur.
der of the bankers.”

More than a dozen Russian bankers
have been killed since 1994—aone for sim-
ply refusing a loan. Many more have been
threatened. The deputy superintendent of
the New York State Banking Department,
Robert H. McCormick, says he has heard
stories of Russian bank cxaminers being
chased out in » hail of gunfire,

“It’s very fri ing,” says Dan Gelber,
minority chief of the Senate Sub-
committee on Investigations, which has
heid hearings on Russian crime. “What
[do] you do with a bank that from top
down is not honest? | mean, it almost cre-
ales a shuation where there ks no remedy.”

More savyy Russian hoods have hired
sophisticated moncy managers and inder-
national lawyers 10 move their dimy money
Increasingly, they have purchased Euro-
mmamp-niu with histories of legitimate

king activity and then used them as
conduits 10 pass Wlicit funds into the inter-
national banking system. More ominously,
they have acquired hidden coatrol of banks
in Austria, Germany, France, Switzerland,
and England, according to U.S. law-en-
forcement sources. Americans doing busi-
ness in Russia have had to contend with “a
banking system that’s so bizarre and rudi.
mentary it's hard 0 believe,” says Blum,
“Its sort of like the Wild East.™

Meanwhile, swagpering Russian dons
wearing thirties-style Capone garb have
ratcheted up prices on the haxury-howsing
market from Rio to London’s Soho district,
paying for milion-dollar properties with
minty new $100 billls,

It was only o matter of time belore those
hundreds started coming home to America,
and the Vorovskod Mir with them,

MERICA HAS BEEN A BEACON FOR
the Russian mob since the
Brezhnev era, when Jewish
fnpun in the thousands were
ifted out of the Gulag and given
visas 10 emigrate to the US. un-
der refugee status, One of the
biggest was Marat Balagula, »
bratny black marketer oniginally
from Odessa who made an ant
of evading state and federal excise tax on
gasoline by passing it through a daisy chain
of dummy corporations. “Marat said he
read about capitalism, and he knew he
could do well over here,” saxs Robent
Eisenberg, Balagula’s self-confessed con-

and a New York lawyer who later
testified in federal court against Getty Ol
executives for setting up gasoline-bootleg-
ging schemes with Russian gangsters. (In
1991, the Long Island-based Getty bocame
the first ol corporation in recent history 1o

be convicted for gasoline boot ) "He
said he came here because he hated Euro-
g:lluw.lkadd(iammudou

By the mid-cightics, hundreds of millions
of dollars of ilicit Russian bootleg maoney
was flowing into the US. banking system,
where it was cleansed and used 10 acquire
kegitimate businesses. One of the Russian
mob's principal conduits to kegitimacy was
Marvin E Keamer. 8 Brookhyn lawyer who
helped the bootleggers evade paying bil-
lions of dollers in gasoline taxes the
mid-cightics through the carly ninctics.
Whole walls of his office on Avense U, near
Concy Island, were lined with black binders
containing the paperwork for dummy coe-
porations; Russians walked in and bought
the dumeny companies literally off the shel,
and used them to set wp daisy chains w0
avoid paying taxes on the gas they sold,
Around the same time, Kramer was dodng
corporate work for a number of legitimate
businesses, including the up-and-coming
beverage maker Snapple; the Russian boot-
keggers would hang out with Snapple exec-
utives in Kramer'’s office, where they were
under surveillance by & suate-and-federal
gasoline-bootlegging sk force. “Every
timne | went in there, there was people in
there from Snapple—you know, big shoes,
the owners or managers,” says a sendor law-
enforcement source who worked on the
case, “And they were always in there with
these Russians.” It Is unknown whether the
Russians ended wp investing In the
then-privately held company (Ouaker Oats
lster bought Snapple in 1994 for $1.7 hil.
lion, after which the brand prompely
tanked), but it's unlikely that Snapple exec-
utives woulld have known any investment
money was dirty, the source says,
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The Russian bootlkegeen” bank of choke
wis Republic, whose suspect client ac-
counts were subpoonaed by foderal olficials
in the late aghties. Balaguls and dosens of
other Russians—1he ones who hadn't boen
kifled in turf battles—were subsequently
convicted of gasoline bootlegging. Kramer
himsell escaped prosecution, testifying for
six hours before o Long lsland grand jury
about the bootlegpers under a grant of im-
munity. “The grand juroes wanted 10 hang
him.” says the source. "He came out In a
stretch limo, parked It right in from of the
window.”

The bootlegging prosecutions proved
only a temporary sethack. Long envious of
their Jewish cousins in crime, the
Vorovskol Mir dispatched Vyacheslav
Ivankov to Brighton Beach In 1992
Ivankov was a vory, or godiather, and one
of the most foared gangsters In Russia:
onde In New Yook, Ivankov quickly mus.
cled in on the Russian fewish mob's em-

sre, taking over its extortion racket and its
tive narcotics trade. He formed “com-

bat brigades™ run by an ex-KGB officer 1o
collect tribute from legitimare businesses
worldwide, arbitrate disputes between
Russian busincssmen, and murder rival
mobsters. He foeged alliances with other
Russian gangs across North America and
set up a fromt company in Now York called
Slavic, Inc.. 10 launder drug moncy, while
his son Eduard, based in Vienna, “conducts
8 wide armay of financial and banking trans-
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going down there “to
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actions throughout Cen-
trad and Western Europe
tincluding England) in
an eflort w Lander pro-
ceeds of Ivankov's illegal activities,” ac-
cording 10 an FBI aflidavit obtained by
New York.

Ironically, it was & Russian bank that
proved 1o be Ivankov's downlall. In the aw.
tumn of 1994, Bank Chara in Moscow col-
lapsed, and deposhors lost more than $30
million. Soene $3.5 million of the moncy
had been invested in Summit International,
2 New York investment house set up by
two of Chara’s Russian board members,
Soon after the bank’s collapse, Chara’s
president, Viedimir Rachuk, was killed by
unknown assallants in Moscow. Last
spring. his successor, Roustam Sadykov,
Mew 10 New York 10 ask Summit's direc-
1ors 10 return the bank'’s missing funds.
When the diroctors refused, Sadyvkov al-
legedly asked Ivankow to collect the debs,
The following month, Ivankov and two
henchenen visited Summit's Wall Street of-
fices. Summiit’s owners and former Chara
officials, Alexander Volkov and Viadimir
Voloshin, fied in terror, eventually inform-
ing the FBI that they were being extoned
by Ivankov. The men were later kidnapped
at gunpoint from the bar of the Hilson ho-
tel in Manhattan and forced to sign a con-
tract promising to pay one of Ivankov’s as-
sociates $3.5 million. As an inducement,
the father of one of the men was shot to

discuss

death In Moscow

Early on the moming
of this past June B, the
FBI yunked a startled
Ivankov from his mistress's bed in Beighton
Beach and charged him with extortion. As
he was being led into the FBI building, a
defiant Ivankov kicked and spit at re-
porters, “Let them put me on the ¢ :
block—Ilet them crucily me on a cross,” the
vovy later 10ld & Moscow newspaper. “1'm
sough. 1 will survive.”

In a sense, Ivankov does survive. The
moncy-laundering colossus he belped es.
tablish now circulates tens of milkions of
dollars annually in the New York arca, ac-
coeding 10 law-enforcement sources, who
are more than a liatle concerned. *Any time
that dirty moocy can find its way ino the
U.S. financial sysen, it poses o risk to us,”
savs Jerry Rowe. the IRS's chief officer of
narcotics and money laundering. “It can, in
fact, give criminals an opportunity 10 oper-
ate in a legpitimate arcna, whether it be in
the political arcna or buying up businesses,
| mean, we could end up with those com-
panies in some way supporting political
candidates that they think will help them in
one way or another.”

Among those indicted with Ivankov was
one of his high-ranking associates, Yakov
Volownik. Volownik's father-in-law, Roman
Kaplan, owns the Russian Samovar restau-
rant, a popular Russian-mob haunt in mid-
town that was also named in the FBI affi-

Russian mobsters met in Puerto Rico to sele their increasingly bloody turf battles. Shortly before the
banker in New York was overheard on an FBI ve tap saying he was
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davit as a prime base for Ivankov's shake-
downs. And Kaplan—along with the own-
er of the Nationad Restaurant in Brooklyn,
another mob hangout-—is a member of the
Russian Advisory Council, 2 mostly hon-
orary commitiee set up last October by
Brooklyn district attorney Charles ).
Hynes. “The owners of the restaurants are
decent persons, but the Russian Mefive
hangs out there.” says Alexandre Gram,
an editor of Brooklyn’s NRS Russian Dai.
Iy, “They are good places 10 eat, but Hynes
should not be associated with them, It
sends out a bad message to the Russian
American community.”

Hynes has also reached out 1o the Russ
jan community for campaign contribu.
thons. One of the members of both his i
nance and campaign-steering committees
was Barry Slotnick, a flamboyant lawyer
who also represents a veritlable catalogue
of the local Russian mob, including
Ivankov and Balagula.

Hynes, who has been criticized in the
past by federal officials for failing to take
Russian organized criene in his jurisdiction
scriously, declined comment

IN BANKING, REPUTATION 1S EVERYTHING, SO
when agents of the Criminal Investigation
Burcau of the New York State Banking De-
partment learned two years ago that Re-
Eablx National Bank was selling tens of

llices of dollars” worth of federad curren-
<y 1O  many as 50 corrupt Russian banks,
they became alarmed, “This posed a ques
thon 10 us: If there are legitimate reasons—
and there very well may be—{for this mon-
¢y 10 be puing over 10 Russia, why is it be-
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or from the State Banking

ing sent 10 entitics which have been deter.
mined, rightfully or wrongly, and | believe
rightfully, 10 be controlied by organized
crime?” says 8 source close 10 the Banking
Department’s investigation. “It just didnt
make semse b0 me. The analogy | always
use is that it would be like sending money
1o {John Gotti's] Bergen Hunt and Fish
Club. Why are we doing that?”

State banking officials were 0 cone
cerned by the Criminal Investigation Bu.
reau’s findings, the source says, that they
urged federal apencies to probe Republic's
banknote trade with Russia. But “right
down the lime™ from the FBI 1o the CIA,
“baskcally. 1he response that we were pet-
ting was, “Yeah, it looks like we've got o
potential problem here, but you know
what? It’s mot owr problem.”

“To us, it was ke a sore on Cindy Craw-
ford’s face! | mean, it was there, And |
said, 'Geez, bsnY someone curious about
how that sore got there?” *

I American law enforcement was show
on the uptake, the Russians certainly knew
what was going on. At the September 1994
conference, & Russian general was asked
why Russian banks were buying billions of
dollars in US. currency. According 1o a
participant at the meeting, he chuckled,
and said.” “Oh, that's moncy laundering.
Then be went, "Hey, we're being ripped off
in our country; the money s comeng over
here, being cleaned, and being brought
back." "

State Department officials say the mon-
ey laundering works something like this:
Russian assets, such as oil, are stolen by
underworkd figures or corrupt plant man-

couldn’t belneve fereral officials had done nothi
Cindy Crawford's face,” he says. “| said, ‘Geez isn’t someone curious about how that sore got there

apery and sold on the spot market in Roe-
terdam, The proceeds are wired through
{ront companics on the Continerst and de-
posited in London banks. Gangsiers place
an order for, say, $40 million in U.S. cur-
rency through a bank in Moscow. The bank
wires Republic, placing a purchase order
for the cash, Republic buys the currency
from the New York Federal Reserve, Si-
mubtancously, Republic receives a wire
transfer for the same account from the
London bank, Republic pockets & commis-
sion and flies the cash from New York 10
Moscow, It Is then usod by mobsters 1o buy
narcotics or villas, or run political cam.
paigns. Republic’s contacts are with the
corresponding banks in London and
Moscow and not necessarily the castomers
of those banks, As far as Republic #s con-
cermed, if there is & problem with the cus-
tomer, it's up 1o the bank in Loodon and
Moscow 10 warn i “All that's incumbent
upon the American bank is 10 see i the
other bank is a duly constituted bank, rec-
ognized by the central bank of that coun-
try,” sy the New York State Banking De-
partment source. “To me, looking at it as
someone who has been in law enforcement
all my Nfe, do | think maybe we might have
some willful blindness here, or blinking, or
looking the other way? | think so. Can |
prove 17 No.”

In any case, the question is moot. The
New York State Banking Department has
no jurisdiction over Republic because it is
a lederally chartered bank regulated by the
Treasury’s Comptroller of the Currency.

Officially, the Treasury and the Fed back
the sale of U.S, dollars 1o Russian banks,

Muagioph b L ahade bubune

saying that market forces and geopolitics—
and not the priorities of law enforcement —
should drive the trade. A high-level meet-
ing of Fod and Treasury officials was con-
vened In Washingron last year, specifically
10 discuss the buge dollar sales by Repub-
lic 10 Russia. Fed officials defended the
trade, saying that other than through direct
loans, it was the best way to bulk up the
sagging ruble and help Russia enter the
ghobal free market, according 10 one par-
ticipant, (Further, the Fed maintains that
the US. Treasury cams $15 billion a year
from dollar sales abroad, the difference be-
tween the 4 cents it costs 10 print the hun-
drod-dollar note and the remainder of the
(ace value on the bill that is pockesed until
the note Is redeemed, which in many cases
will be never. “lt's an inserest-free Joan to
the U.S..” says Edgar Feige, a University of
Wisconsin economics professor and a con-
sultant o the Fed.)

When one official at the meeting sug-
gested that Republic might be doing buss-
ness with banks controlied by organized

crime, another vigorously defended Re-
public, saying it does a tremendous amount
of due diligence 10 make sure the Russian
banks are legitimately operated

“And that in ftself s a big laugh.” says the
participant. “There is mo possible way for
anybody to conduct due diligence on a Russ-
lan bank. There were people there from the
Fed who have no common sense at all.”

The dissent reaches all the way imto the
Comptroller of the Carrency’s office. When
one senfor offical there was asked about
Republic’s dollar trade, he replicd, “What |
understand Is that they are asding In orga-
mixed-crime activities out of 1he former So-
viet Union through their so-called coere.
spondent bank relationships.”

Indeed, New York has learmed that an
interagency federal task force on econom-
i crime made a preliminary finding that
Republic’s dollar trade with Russia ks con
sistent with mooey laundering, according
10 1he Comparoller of the Currency source
and another investigator with knowledge
of Republic's activities. Drafts of working
papers prepared by task-force analysts
stated this finding, but the charpes were
“tempered substantially” in the final drafts
that go 1o semior policy-makers, says the
official

New York: “Have you gotten any word
of working reports that have accused Re-
public of money laundering and working
with Rassian organized crime?”

Comptroller of the Currency officiak:
“Not pheased that way. No.”

New York: “How do they phrase it?”

Comptroller of the Currency officiak
“Well, what they do is, they indicate that
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the volume of new money being trans
ferred out of Republic Bank imto Russia is
beyond that which s nocded 10 support the
normal use of US. dollars in the former
Soviet Union, and that a further study
meeds 1o be made as 10 the actual use of
those funds. But then the individuals who
are in charge of rescarching all that state
that this is, in fact, wed 10 support the
black market and organized crime. But that
does not appear [in] the final report that is
submitted 10 the policy-makers.”

So far the only action taken regarding
mobbed-up Russian banks has come at the
state level, “We frankly have had a number
of expressions of imerest from Russian
banking institutions,” sayy Robert H. Mc-
Cormick, who heads the foreigncomener.
clal-banks division at the New York State
Banking Department. However, Mc.
Cormick says, “there is a whole potpourri
of problems comnected with the Russian
banks, [including) nun:'_\-hundcting activ-
ity and underworld connections. So we
generally discourage Russian banks from

about the money

applying for branch or agency licenses.”
Bocawse of strict state and federal Beensing
standards, only four Russian banks have
applied for representative-office status in
New Yook, which would allow thems 1o do
PR. work but not opersie as banks; other
Russian banks hacked off, after learning
they would have 1o submit 20 a rigorous in-
vostigation by the state and the Fod's Board
of Governors. *We have 10 be concerned
about the competence of the people run-
ning the bank, thelr experience, thetr back-
ground,” says McCormick, “And some-
times when we check that very briefly, the
news Is not

In 1992, Stolichny Bank, one of Russia’s
five largest private financial institutions
and a major recipient of cash from
Republic, met with state banking of-
ficials to inquire about a charter. Al
ter being discouraged, it never fol-
lowed wp with an application,
Stolichny is identified in a classified
CIA report as a fromt for organized
crime: the respected Austrian
newswoekly Wirrschafts Woche has
cited police records that alleged
Stolichny’s owner, Alexander Smol-
cmsky, was an international drug
dealer in the top echelon of the
Russian Mafiye. Two other alleged-
ly mob-linked banks that buy cash

from Republic—
Inkombant and et Aoy dear il
‘Promstroy— |[FRE-——"

have submitted |[FSENSRTRES-—
applications.
Promstroy’s license 10 open a repre-
sentative office was approved by the

state banking department in June but s
pending with the Fed, Inkombanks April
24 application is pending at both agencies.
“*Why bs it that there are 50 few Russian
banks that operate in New York?” asks the
banking-department source, “The primary
reason is that nooe of them are trussed.”

ESPITE ALL THE INVESTIGATIONS
and all the high-level moetings
and international conforences
that seem to involve Republic
National Bank of New York,
compliance officer Richard An-
nicharico insists the bank has
never been officially accused of
selling money to a mobbed-up
Russian bank. “No. | never
heard that,” he says. “But the innuendo is
there because we sell 10 [Russia). Bt so
what7"

Asked about 8 recent classified CIA re
port that mamed ten major Russian
banks—among them many Republic
chients—that are run by organized crime,

¢ Annicharico replied,
s*s ‘h “We looked at that,
and we stopped do-

ing businesy with
some of those banks
as a result of that.” In fact, Annicharico
says, Republic would completely shut
down the dollar trade if federsl officlals
ever showed it hard evidence that its client
banks in Russis are corrupt, “Belicve me, |
wish they would,”™ he says, “But you have a
large faction of the U.S government that
thinks it's great! You have some of the law-
enforcement people who are negative on it
So you have a dual thing.”

Many law-enfoecement officials say they
arcnonmpmedﬂ:puhlumwbem—
volved in such a controversial bankin
practice. “Republic has had ;mu«ﬁ
past,” says the New York State Banking
Department source, “They've been a sub-
ject of suspicion over the years. . . . People
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have sort of grinned when they heard Re-
public’s name linked to mobbed-up banks
in Rerssia,”

Procleimed by Instirutional fnveator 10
be “perhaps the most successful banking
entreprencur of the postwar era,” Repub-
By o, the 63-year old Edmond Safra,
has built wp a $50 billice global empire
whvile amassing a personal fortunce exceod-
i $2 billion. A Lebanese-born Orthodox
Jew desconded from generations
of Syrian traders, Safra was also
o fimancial prodigy By the age
of 21 he had founded Banco
Safra in Brazil, which became 2
magnet for jewish-flight capital from the
volatile Middle East and later South Amer-
ica. In 1966, he founded Republic Nation-
al Hank in New York with a scant $11 mil
Bon in capital and a single branch in a
Manhattan brownstone. Republic quickly
became known on the strect as & bank that
would send an armored car to pick up
large sums from its more secretive cus-
tomers—no questions asked. The bank
grew rapidly and s mow the twenticth
largest in the US,, with assets of $42 bil
Boo and more than 70 branches in New
York, Californis, and Florida. An arm of
Safra’s Geneva-based Trade Development
Bank (TDB), Republic had a net income
for the mine months ending September 30,
1995, of $195.8 million,

Sulra specializes in niches that most oth-
er banks eschew, such as trading gold and
banknotes. Though its commission on
banknote sales is not publicly divulged,
“it's always profitable,” Safra once told
told Iastitutional Investor. According to
Charles Peabody, a bank analys: at UBS
Securities, “its been increasingly signifi-
cant” 10 Republic’s revenue stream. “It's a
volume business, and it ties into the rela-
tionships they have with the central banks
of the world . . . and | think Republic does

have pood relationships with the central
banks of the world, probably bullt wp
theough thedr gold-trading operation.”

In 1he mid-cightics, Safra became the
victim of o smear campaign orchestratod
by American Express, which had boughv
Republic’s Swisa parent, TDB, for $520
miltion in 1983, (Safra regained control of
TOB five years later.) American Express
hired a convicted felon 10 spread false sto-
rics in the international press depiciing
Safra ax an unscrupulows operator in-
volved in everything from lran-<ontra 10
moncy laundermg. Safra successfully sued
two newspapers in France for libel and
eventually won & public apology from
Amcrican Express and $8 million, which
went o four charities, including the Inter-
mational Red Cross and the Anti-Defama.

tion League. Though Safra was stung by
the accusations and character assassing-
tion, they helfped inoculste his bank against
subsequent moncy-laundering allcgations
that later cmarated from legitimate lw-en-
forcoment inquirics, as well as scare away

Around the same time American Ex-
press was disseminating these malicious
falschoods, the DEA, Customs, and the
Swiss police were investigating Safra’s
banks in Switzerland and New Yook for
laundering Colombian and Turkish drug
money. I can say on the recoed that the
sense | got from the agent with respect 10
Republic was that they were concerned
about its activities,” says William von
Raab, the US. commissioner of Customs
from 1981 10 1989, (Despised by the bank-
ing industry for his bluntness, von Raab
had accused bankers at a 1982 conference
in Miami of knowingly washing cartel drug
money. *1 am ashamed of all of you. You
and your banks are engaging in sleaze,” he
shouted, A few yoars later, the crusading
von Raab helped draft America’s first mon
cy-laundering law.)

A bizarre event had led investigators o
Republic. On Thanksgiving Day, 1987, two
Armenian brothers arran w iy w
Zurich on KLM out of LA, after checking
their baggage through 10 Zurich on Pan
Am. “The Pan Am people were panicky
about a bomb,” Greg Passic, then a DEA
supervisor and now with FINCEN, 108d New
York. *The bomb squad put the suiscases in
one of those blast containers, and exploded
them, and $2.2 million went flying out the
top of the thing.”

The sulicases were addressed o the
Magharian brothers, big-time currency
traders. They had been depositing drug
maney into Shakarchi Trading Company of
Zarich, which allegedly wired it as well as
the funds of many other drug dealers indo

s onaners, and xpode

account number 606347712 at Republic
According 10 Newsday, 1he account was
“the junction of 1wO Major NArcOLCH- IR0~
cy-loundering imvestigations spanming four
continents.” Customs agents were con-
vinced that Republic was © icit, “The
agents were really, really down on Repub-
Be,” a top-devel Customs source says. “I
think they just felt it was & rotsen bank.”
A classificd DEA investigative report
written by & ficld agemt in Bern, Switzer-
land, and approved by the DEAY Passic,
datod Janwary 16, 1988, described the link
between Shakarchi, Safra, and Republic:
“Shakarchi Trading Company of Zurich,
Switzerland, operates as a currency ex-
change company and is utilized by some of
the worlds largost trafficking coganizations
to launder the proceeds of their drug-traf.
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ficking activities. Its director, Mobhammed
Shakarchi, has boen closely associaed with
the beads of these criminal organizations
and assists those criminal organizations.

“Shakarchi Trading maintains accounts
at the Republic National Bank of New
York, a bank which has surfaced in several
previous money laundering investigations.

*While he was alive, Mahomoud
Shakarchi (Mobammeds father) main.
tained a close relationship with Edmond
Safra, owner of the Safra Bank and
founder of the Trade Development Bank as
well 25 the owner of approximately 38 per-
cent of the stock in Republic National
Bank of New York. Al of those banks sur-
faced in Mahomoud Shakarchi's alleged
drug laundering activities.”

In March 1989, the Magharians were in-
dicted in Los Angeles for money launder-
ing; two years later, Shakarchi's records
were subpoenacd by Swiss and American
police, who also confiscated Shakarchi’s
account at Republic, through which more
than $800 million had passed over a five
year period. Neither Republic nor Safra
nor Shakarchi was indicted, though
Shakarchi later told Isracli journalist
Rochel Ehrenfeld that he was convinced
that the DEA was going after him to get
him to flip against Safra.

The case against Shakarchi was quictly
dropped in 1990, after the US, Attomey
for the Eastern District concluded that
there wasn't enough evidence 10 prove the
money in the Republic sccount was drug
proceeds, Robert Cozzoling, deputy special
agent in charge of the US. Cusoens Ser-
vice in Manhattan, told New York, Ehren-
feld, who investigated the case, alloged in
her book Evil Mosey (HarperBusiness,
1992) that a corrupt U.S. government offi-
cial purposcly put errors in the subpoena
s0 Shakarchi’s attormeys could casily quash
it and stop the investigation, To this day,

Passic says be believes Shakarchi Trading
was willingly doing business with drug
traffickers. Customs agents who investigat-
ed Safra said they didn't want 1o talk about
him because of his power. “If you go after
somebody like Safra, you had better dot
every { and cross every £, says one of the
Custoens agents who worked the Shakarchi
case,

Passic, who says he “investigated the
hell out of Republic,” pald the bank a
backhanded compliment, um it used
more due diligence than he initially
thought., “When we went up and talked to
them and saw the programs they had in
place, actually, we were surprised. Be
cause if you Jook at the activity that the
bank had through various comers of the
world with these traffickers” accounts,
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you know, it kinda raised our eycbrows.

*One of the things they did that we were
unaware of—they are one of the '
vendors of banknotes in the world
actually buy and scll dollars. And you
know, we were totally ignorant about the
whole process, and when we heard that &
courier was {lying out with $25 mil in an
airplane, you know, we kind of freaked out.
When we sat down and saw that a ot of
the business that they did was in conjunc-
tion with the Fed, and it was part of the le-
gal sales and purchase of ULS. dollars, they
explained. at least 10 my satisfaction, that
they're trying their damaedest 10 kecp the
dope mooey out of their bank.”

Others are less charitable. Boddy Parker,
an assistant U.S, Attorney in Atlanta who
has prosecuted major laundering cases,
sayy: “Well, let's say Republic always had
same very imteresting customers who find
the government looking &t them, more so
than maybe other hanks.

*I know that @ number of customers of
Republic Bank have been targets, some of
which have been prosecuted, some of
which haven't. . . . Well, they seem 10 have
moee than their Hon's share of these kinds
of accounts. And these kinds of accounts, if
you look at the way their activity has been
conducted. would say, “You know, gee, this
studf stinks, This smells. |'ve got to be xas-
picious about who this account holder is. |
need to find cut a ke bit more.” *

As for Republic’s dollar trade with
mobbed-up banks, von Raad says with
characieristic bluntness, “That'’s the smell
that was always comsing off Republic.”

“Speaking as someone who has been a
law-enforcoment person my entire life,”
says the state-banking-department source,
“it may be overly simplistic, bat I'l put it
like this: If you idemtify bad guys, and
you're sending money 10 Ld guys, | mean,
10 me that's not good!”™

official. “The bomb stluad
went flying out the top

OMBATING MOSEY LAUNDERING
may be a top priority of the
Clinton administration, but it’s
virtually impossible 1o stop.
There are about 700,000 wire
transfers a day, totaling $2 tril-
lion. Some $300 million of
that—less than one sixticth of
one percent—is laundered
funds hidden by the huge vol
ume of legitimase transfers, says a Scp-
tember 1995 report by the Office of
Technology Assessment. The report con-
cludes that there s no existing technolo-
gy capable of identifying all but the most
obvious trade anomalies, “There is no
way you can program the system to say, 'l
want you out of these 700,000 transfers
10 look for [dirty) banks,” ™ says Raybum

Hesse, a State Department senlor policy
adviser who chairs a federal task force on
money laundering. “The result is that we
have an international banking system that
knows no horizoms. It operates around
the clock. Our laws, however. know hori-
zons called national boundaries.”

The Treasury Department has started a
program called Operation Outreach 10 re-
cruit banks to help stop money laundering.
“All of the major banks in New York were
receiving drug momies and still are today.
Our prior strategy was 10 1ry 10 get evi-
dence on them and see if we could jam
them up,” says Passic, the former DEA of-
ficial who runs the program. “Sometimes
we found cul there were just very minor
people in the bank that were involved, tha
the upper really was not in-
volved, as we initially thought. So what
we've been trying 1o do lately is work with
them, and see if we can encourage them o
develop patterns and profiles on accounts
that they have, and basically close the ac-
counts down [of money launderers] and
chase them out.”

Republic is on 1he board of Operation
Outreach, and its cooperation has been
laudable, says Passic. But well-informed
sources say Republic pressed law enforce-
ment for documentation about mob links
to Russian banks only after being contact-
ed by New York late last year

No one in government with even rudi-
mentary knowledge about Russian orge-
nized crime doubts that it has penctrased
the imernational banking system. Many say
that sclling dollars 10 mobbed-up Russisn
banks is marally indefensible, rogardicss of
whether the trade is sanctioned by the Fed-
eral Reserve. And if the dollars are bought
with wired funds derived
from asset-stripping, nar.
cotics, stolen U.S, ald, or the
black-market sale of arms or

the suitcase
the thing.”

nuclear materials, then it's
money laundering. “Even
though you can’t fsult Re.
public as 10 the current interpretation of
the law, it doesn't necessarily mean that it's
legal,” says a Treasury source.

“It just means that some of the questions
that you ask [are] ahead of where we have
gotten,” adds the State Department’s Win-
er. “We are grappling with it. We are trying
%0 put it sogether. But all of this has hap-
pened very quickdy, and it's taking us some
time 10 pet adequate answers,”

As part of that effort, the Treasw
belped the Russisn Central Bank draft
moncy- ing laws. But the Russian
Parliament has dozens of convicted crimi-
nals among its members, The legislation
has stalled. -
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