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ORGANIZED RETAIL THEFT: CONDUIT OF
MONEY LAUNDERING

MONDAY, NOVEMBER 10, 2003

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON CRIMINAL JUSTICE, DRUG POLICY AND
HuMAN RESOURCES,
COMMITTEE ON GOVERNMENT REFORM,
Cypress, TX.

The subcommittee met, pursuant to notice, at 10 a.m., in the Set-
tlement House, Northwest Forest Conference Center, 12715 Tegle
Road, Cypress, TX, Hon. Mark E. Souder (chairman of the sub-
committee) presiding.

Present: Representatives Souder and Carter.

Staff present: Elizabeth Meyer, counsel and professional staff
member; John Stanton, congressional fellow; and Nicole Garrett,
clerk.

Mr. SOUDER. Good morning and thank you all for coming this
morning. I also want to take the opportunity to recognize the U.S.
Marine Corps on its birthday, 228 years since 1775 to today, so it’s
very fitting today on Veterans Day.

Today our subcommittee will address the status of investigations,
prosecutions and convictions relating to organized retail theft rings
in Texas and elsewhere. We’'ll learn that organized retail theft is
much more than petty shoplifting. We'll also address the mag-
nitude of the retail theft problem with particular emphasis on what
the retail industry calls high price point products such as baby for-
mula and other consumer items.

A significant problem with organized retail theft is the losses to
American businesses which are invariably passed on to the tax
payer. This problem is widespread, affecting supermarkets, drug
stores, mass merchandisers and convenience stores. In 2001, the
Federal Bureau of Investigation’s Interstate Theft Task Force
quantified the problem as over $30 billion in store level losses an-
nually.

The next significant problem with organized retail theft is the
interruption of the product supply chain. Many products must be
stored and transported under prescribed conditions to keep the
product safe for consumption. The large quantities of stolen high
priced point merchandise creates storage challenges for these rings.
Climate control storage is not provided and worse, merchandise
may spoil or become tainted. You wouldn’t want to buy a gallon of
milk which had been sitting around in an 80 degree warehouse for
a week before it got to the store shelf.

o))
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The third significant problem with organized retail theft is the
gray market of resale. Stolen products are sold at flea markets,
swap meats, shady storefront operations, the trunks of people’s
cars and worst of all, sometimes unwittingly at Mom and Pop
stores. Some of these secondary retailers know they are buying sto-
len merchandise for retail. Some do not. Invariably, the consumer
never knows.

The fourth significant problem is money laundering. Once stolen
property is resold to secondary retailers, where do cash proceeds
from the chain of illegal activity go? You may be surprised here
today to learn that this problem extends far beyond our own bor-
ders.

Unfortunately, this problem is not new nor is it limited to the
State of Texas. Operation Blackbird and the Pasadena Community
Defense Force Task Forces in Texas are premiere examples of co-
operation between law enforcement agencies and prosecutors from
all levels of government working together with regulatory agencies
and businesses to interrupt this crime. These efforts will have to
be duplicated across this great country to eliminate these problems.
Efforts to discover the international money laundering component
of this hearing must be redoubled. Interagency cooperation must be
at its best to have any chance of identifying and ultimately convict-
ing all the members of these rings.

This hearing will address all these difficult issues as well as leg-
islative and other potential solutions. We’re aware of the lack of
the Federal statute that specifically addresses the crime of orga-
nized retail theft.

We are pleased to be joined by representatives of several levels
of law enforcement community. We also have both State and Fed-
eral prosecutors to enlighten us about their roles.

To conclude, we have business representatives who will share
their concerns and solutions. I want to take time again to thank
everyone for coming, to take their time out of their schedules to
join us and I look forward to your testimony.

Now I'd like to yield to our gracious host and very active member
of our subcommittee, Judge Carter.

[The prepared statement of Hon. Mark E. Souder follows:]
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Opening Statement
Chairman Mark Souder

“Organized Retail Theft: Conduit of Money Laundering”

Subcommittee on Criminal Justice, Drug Policy,
and Human Resources
Committee on Government Reform

November 10, 2003
Cypress, Texas

Good morning, and thank you all for coming. Today our
Subcommittee will address the status of investigations, prosecutions,
and convictions relating to organized retail theft rings in Texas and
elsewhere. We will learn that organized retail theft is much more than
petty shoplifting. We will also address the magnitude of the retail theft
problem with particular emphasis on what the retail industry calls “high-
price-point” products, such as baby formula and other consumer items.

A significant problem with organized retail theft is the losses to
American businesses, which are invariably passed on to the taxpayer in
the form of higher prices. This problem is widespread, affecting
supermarkets, drug stores, mass merchandisers, and convenience
stores. In 2001, the Federal Bureau of Investigation’s interstate Theft
Task Force quantified the problem as over $30 Billion in store-level
losses annually.

The next significant problem with organized retail theft is the
interruption of the product supply chain. Many products must be stored
and fransported under prescribed conditions to keep the product safe for
consumption. The large quantities of stolen high-price-point
merchandise create storage challenges for these rings. Climate
controlled storage is not provided and worse, merchandise may spoil or
become tainted. You wouldn’t want to buy a gallon of milk, which had
been sitting around an 80-degree warehouse for a week before it got to
the store shelf.
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The third significant problem with organized retail theft is the gray
market of resale. Stolen products are sold at flea markets, swap meets,
shady storefront operations, the trunks of peoples’ cars, and worst of all,
sometimes unwittingly at “mom and pop” stores. Some of these
secondary retailers know they are buying stolen merchandise for resale.
Some do not. Invariably, the consumer never knows.

The fourth significant problem is money laundering. Once stolen
property is resold {o secondary retailers, where do the cash proceeds
from the chain of illegal activity go? We may be surprised here today, to
learn that this problem extends far beyond our own borders.
Unfortunately, this problem is not new, nor is it limited to the State of
Texas.

Operation Blackbird and the Pasadena Community Defense Force
task forces in Texas are premiere examples of cooperation between law
enforcement agencies and prosecutors from all levels of government,
working together with regulatory agencies and businesses to interrupt
this crime. These efforts will have to be duplicated across this great
country to eliminate these problems. Efforts to discover the international
money-laundering component of this hearing must be redoubled.
Interagency cooperation must be at its best, to have any chance at
identifying and ultimately convicting all of the members of these rings.

This hearing will address all these difficult issues, as well as
legislative and other potential solutions. We are aware of the lack of a
Federal Statute that specifically addresses the crime of organized retail
theft. We are pleased to be joined by representatives of several levels of
the law enforcement community. We also have both state and Federal
prosecutors to enlighten us about their roles. To conclude, we have
business representatives who will share their concerns and solutions.

| thank everyone for taking the time to join us this morning, and |
look forward to hearing your testimony.
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Mr. CARTER. Thank you, Mr. Chairman, and I want to thank ev-
erybody for coming here today. For me, this all started when
Johnnie Jezierski came to me at a town hall meeting here in the
south area of Houston to ask for 5 minutes of time to go back in
the back room and talk to me about stealing of baby formula.

I'm an old trial judge. I've been a district judge in Texas for the
last 20 years and don’t tolerate a whole lot of stealing, so I guess
that was the reason they were picking on me. But I was just
shocked to understand the level because when I went back, quite
frankly, I was thinking about some misdemeanor crime and didn’t
really understand why we were going to talk about it, but when I
found the level of what was going on, just in the Pasadena County
area, I immediately became very concerned and wanted this issue
brought out and brought before the public and examined by the
Congress.

As I said, the chairman was very gracious to hear me out when
I got back to Washington and to show great interest in this whole
operation that’s going on and as a result we were able to get this
hearing here in Houston. I wanted to have the chairman come in
and hold this hearing and I'm looking forward to hearing from all
of the folks in government agencies and the citizens who are here
to testify to tell us about just exactly the magnitude of this problem
and help us learn what we can do to seek better solutions for the
problem.

With that, I'll yield back to you, Mr. Chairman.

Mr. SOUDER. I thank you. Before proceeding, I'd like to take care
of a couple of procedural matters. I ask unanimous consent that all
Members have 5 legislative days to submit written statements,
questions for the hearing record and that any answers to written
questions provided by the witnesses also be included in the record.
Without objection, it’s so ordered.

I also ask unanimous consent that all Members present be per-
mitted to participate in the hearing. That’s a technical thing. If any
other member would come in who’s not a Member of our sub-
committee, to cover that.

Now it’s been a longstanding congressional protocol rule that
government witnesses representing the administration testify first,
so our first panel consists of those witnesses and we have on our
first panel Detective Merritt of the Pasadena Police Department.
As T understand it, he began the investigative effort here on this
topic. He’ll be followed by Sergeant Jezierski of the Texas Depart-
ment of Public Safety; and the Associate Special Agent Alonzo Pena
of the Department of Homeland Security, Bureau of Immigration
and Customs Enforcement.

Then we’ll hear from the Assistant Director, Frank Borden of the
Manufactured Food Division of the Texas Department of Health
and to conclude this panel, we’ll then hear from our prosecutor,
witnesses and Assistant Attorney General for the State of Texas,
Mr. Clemmer and Mr. James Jacks, First Assistant U.S. Attorney,
Northern District of Texas.

We're a congressional oversight committee and it’s the standard
practice of this committee to ask all of our witnesses to testify
under oath. So would you please stand, raise your right hands.

[Witnesses sworn.]
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Mr. SOUDER. Let the record show that each of the witnesses re-
sponded in the affirmative.

When 1 first got elected to Congress in 1994, this committee be-
came immediately active, starting with the Travel Office Investiga-
tions of the White House and we moved to “Who hired Craig Liv-
ingston” and the FBI files, the Indian casinos, White Water, Waco,
everything. So you’re now a distinguished panel of being sworn
under oath in the congressional investigations committee.

I very much appreciate your coming and Detective Merritt, we’ll
start with you.

STATEMENTS OF RANDY MERRITT, DETECTIVE, PASADENA
POLICE DEPARTMENT, PASADENA, TX, ACCOMPANIED BY
JOHNNIE JEZIERSKI, SERGEANT, TEXAS DEPARTMENT OF
PUBLIC SAFETY; ALONZO PENA, ASSOCIATE SPECIAL AGENT
IN CHARGE, BUREAU OF IMMIGRATION AND CUSTOMS EN-
FORCEMENT, U.S. DEPARTMENT OF HOMELAND SECURITY;
FRANK BORDEN, ASSISTANT DIRECTOR, MANUFACTURED
FOOD DIVISION, TEXAS DEPARTMENT OF HEALTH; DON
CLEMMER, ASSISTANT ATTORNEY GENERAL, TEXAS ATTOR-
NEY GENERAL’S OFFICE; AND JAMES JACKS, FIRST ASSIST-
ANT U.S. ATTORNEY, NORTHERN DISTRICT OF TEXAS, U.S.
DEPARTMENT OF JUSTICE

Mr. MERRITT. Good morning, Mr. Chairman and distinguished
members of the subcommittee. My name is Detective Randy Mer-
ritt and I’'m assigned to the Pasadena Police Department’s Commu-
nity Defense Unit. I'll refer to it as the CDU. It is a privilege and
honor to appear before you to discuss my investigation of the activi-
ties of an organization engaged in large scale theft and fencing of
consumer products and a wide variety of other crimes in Pasadena,
TX, throughout the United States and abroad generating millions,
if not billions, in illicit profits.

For background purposes, Pasadena’s population is about
150,000. The city is located along the southern bank of the Houston
Ship Channel posting 41 chemical refineries out of the 110 in the
Houston area. Pasadena is also bordered by NASA’s Johnson Space
Department. Its police department has about 270 officers and I've
been a Pasadena officer for 12 years with about 6 years as Detec-
tive, specializing in organized crime and career criminal investiga-
tions.

CDU is a task force consisting of eight investigators from local,
State and Federal agencies. It was formed in October 2002 to in-
vestigate crimes identified as key terrorist financing and facilita-
tion crimes after Pasadena investigations uncovered significant
amounts of such activity in Pasadena and the Houston area. The
CDU works closely with the FBI’s Joint Terrorism Task Force.

The bread and butter of the organization I'm here to discuss is
the theft and resale of consumer products. This is not the sole
crime of the organization’s crimes or legion. A few examples are
narcotics trafficking, alien smuggling and other immigration viola-
tions, motor vehicles theft and plundering of a variety of govern-
ment programs. A few examples of targeted products are infant for-
mula, cigarettes and over-the-counter medications.
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For simplicity, I have divided the organization into two groups,
thieves and fences. Group 1, the thieves are primarily Central
American illegal immigrants. They operate in teams stealing con-
sumer merchandise through a variety of methods. There appears to
be 600 to 1,000 members of this group operating out of the Houston
area committing crimes across the United States. The criminal
gang, Mara Salvatrucha, commonly known in the United States as
MS-13 appears to play a significant role in the activities of this
group. MS-13 operates throughout the United States and Central
America. Gang resources characterize MS-13 for its extreme vio-
lence and level of sophistication exceeding that of many U.S. crimi-
nal street gangs. Members were reported to have executed three
Federal agents and shot numerous law enforcement officers across
the country.

Group 2, the fences are primarily found to be Middle Eastern im-
migrants who own a variety of businesses and immigrated from
countries such as Egypt, Jordan, Israel, Lebanon and Pakistan.
The common convenience store appears to play a key role or play
an important role with this group. This group buys and resells the
product stolen by the Central American thieves. Evidence collected
in our investigation found long-term relationships often existed be-
tween the fences and the thieves. Many of the Middle Eastern
fences are under investigation by Federal authorities for possibly
supporting terrorist organizations.

The incident initiating my investigation was a night time bur-

lary of a Pasadena business in May 2001 where approximately
%137,000 in cigarettes were stolen. The burglary investigation iden-
tified several burglary teams and a number of shoplifting teams
made up of Central American illegal immigrants based in the
Houston area. The burglars and shoplifters were found to work
with Middle Eastern businessmen who bought the stolen property.
In November or December 2001, Pasadena’s Direct Action Response
Team conducted a surveillance operation over several weeks result-
ing in the in-progress arrest of eight members of two burglary
teams. Detectives videotaped the teams stealing approximately
$608,000 in clothing and tools from two Houston businesses. The
investigation declared dozens of similar burglaries resulting in mil-
lions of dollars in losses in Texas and other States. It was discov-
ered that these burglary teams were part of a large organization
working for the Middle Eastern fences since 1997.

In 2003, T was involved in CDU cases where several three-person
shoplifting teams in the same organization were arrested and
charged for shoplifting infant formula and medications from Pasa-
dena area grocery stores. CDU began pooling resources from sev-
eral State, local and Federal agencies into an ad hoc informal work
group called Operation Blackbird which meets regularly at the
Houston FBI Field Office.

The results of Operation Blackbird are 40 suspects, over half ille-
gal aliens, were arrested and charged with Federal and State fel-
ony crimes; 14 civil suits were filed by the Texas Attorney Gen-
eral’s Office against 21 members of the organization, and approxi-
mately $2.7 million is suspected stolen products and assets were
seized, of which almost $1 million worth was infant formula. Black-
bird has impacted the organization on national level. The FBI and
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retailers report a significant decrease of infant formula thefts, how-
ever, thefts of other products increased dramatically indicating a
shift in operations by the organization.

Blackbird has temporarily wounded this network which has
found a gaping hole in the system to operate with virtual impunity.
A person caught with $25,000 in cocaine faces years in prison. An-
other caught with $25,000 in stolen jeans or baby milk may never
see the inside of a prison cell. The Pasadena Police Department did
not accomplish this alone. It occurred by leveraging resources
through nontraditional means between local, State and Federal
agencies and unprecedented cooperation and information sharing.

I attribute success more to the efforts of rank and file officers,
special agents and prosecutors persevering against institutional in-
ertia than to culture changes in our respective agencies, although
significantly improving the old problem of bitter agency rivalry, bu-
reaucracy and poor communications still exists. What is needed to
fight this organization is legislative changes, training and tools for
all levels of the justice system with more emphasis on interaction
between local, State and Federal agencies and the private sector.

In Houston, we found the State laws were more effective against
this organization, but it required the tools and resources of Federal
agencies to successfully enforce them. Improving cooperation ap-
pears to be focused on improvements between Federal agencies. A
small fraction of the 700,000 law enforcement officers in the United
States are Federal agents. Federal agencies have the tools to fight
organized crime. The local agencies, having the bulk of manpower,
deal with its effects daily in the front lines, usually flying blind. To
manage this insidious threat, we must revolutionize the integration
of local, State and Federal resources along with the listing of pri-
vate section in the fight.

This criminal organization is cellular in structure with member-
ship and methods insulated by cultural barriers. The organization
cannot be neatly charted like an Army division or a Fortune 500
corporation. Its business plan is a state of mine, not a formal mis-
sion statement. The commonality of crimes, methods and suspects
between so many different investigations around the country can-
not be coincidental. Suspects and dozens of investigations around
the United States have been linked to Blackbird targets. Many sus-
pects in other cases have been charged with supporting terrorism
or on watch lists as being terrorist organization members. I believe
most organization members are not terrorists in the traditional
sense, however, their schemes may cause more damage to our
country in the long haul.

I strongly suspect what I have summarized as part of a greater
plan executing over a decade ago to attack the United States like
a cancer from within. I believe this organization is a national
threat at a grassroots level by corrupting our food distribution in-
dustry, plundering government programs and encouraging street
crime and edging honest businesses out of the marketplace, due to
the inability to compete with organizations inherently lowering
costs of buying stolen goods while facing additional expense of re-
placing inventory stolen by the organization’s thieves.

I strongly suspect the attacks on the United States by the terror
network are part of the same diabolical plan embodied by this orga-
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nization, that is, more philosophy than written orders or directives.
I am reminded by the words shouted by Nikita Khrushchev at the
U.N. to the U.S. Delegation 40 years ago, “we will bury you from
within,” as he pounded his shoe on the table.

As a student of history, I learned the Soviet Union was the larg-
est sponsor of terrorism before its collapse. The terror network
trained and built by the Soviet Union survived. Without Soviet con-
trol, it has run amok. It took our government more than 30 years
to recognize and admit the existence of the Mafia. We may not
have the luxury of decades to address this problem.

I hope my statement is not taken as an attack on any ethnic
group or religion. It is intended to expose the nefarious activities
of a minute portion of our society.

In conclusion, I would like to thank the distinguished members
of the subcommittee for the opportunity to testify before you today.
It will be my pleasure and honor to answer any questions.

[The prepared statement of Mr. Merritt follows:]
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Statement of
Randy A. Merritt

Detective
Pasadena Police Department
Community Defense Unit
(C.Db.U)
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Before the,
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United States House of Representatives
Regarding
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Suspected of
Providing Support to Terrorist Organizations
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November 10, 2003
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VERBAL SUMMARY OF WRITTEN STATEMENT

Introduction

Good morning, Mr. Chairman and distinguished Members of the Subcommittee. tis a
privilege to appear before you to discuss Investigations conducted by the Pasadena
Police Department’'s Community Defense Unit which t will refer to using the acronym

CDU. 1 will start by giving you some back ground information.

Pasadena, Texas is a city with a population of approximately 150,000. Pasadenais a
suburb of Houston along the southern bank of the Houston Ship Channel and has
approximately (41) different major chemical refineries within its city limits. The southern
City Limits of Pasadena is bordered by Johnson Space Center.

The Pasadena Police Department has a staff of approximately 350 personnel of which
270 are sworn peace officers. | have been a Pasadena Police Officer for (12) years
since the age of 21. My uniformed assignments have been in the patrol division and the
community policing division. My assignments as a detective have been in within the
special investigations bureau where | have specialized in organized crime, gang, and

career criminal investigations.

Page2of 2
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‘The CDU is a multi-agency task force consisting of 8 fulltime investigators from 5
different; local, county, state, and federal agencies. It was formed by the Pasadena
Police Administration in October 2002 to investigate crimes that have been identified as
key terrorist financing and facilitation crimes after Pasadena Police Investigations
uncovered such activity within Pasadena and the Greater Houston Area. The CDU
works closely with the Houston FBI's Joint Terrorism Task Force that is conducting
investigations to determine the destination and use of the funds earned from the criminal
activity under investigation.

CDU INVESTIGATIONS

Since May of 2001, | have investigated the activities of a confederation of individuals
and businesses based in Pasadena and the Houston Metropolitan Area operating in
sonjunction with several other individuals and groups throughout Texas, the United
States, and overseas. The majority of the suspects in my investigation can be broken
down into two basic groups.

THEIVES

The first group of individuals consists mostly of illegal immigrants from Central American
countries such as Honduras and El Salvador. These suspects are involved in the theft
of large quantities of consumer merchandise through a variety of schemes such as
organized shoplifting, armed robbery, large scale business burglaries, cargo theft, high
jacking, and price switching schemes.

Page3 of 3
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Some of the products targeted for theft by theses suspects include:

. infant Formula

. Cigarettes and Smokeless Tobacco
. Health and beauty aids

. Diabetes Test Strips

. Over the counter medications

D o W N -

. Colognes and Perfumes

Information collected in our investigations indicates that the El Salvadorian Criminal
Street Gang Mara Salvatrucha or more commonly known in the U.S. as MS-13 are
controlling the activities of this group.

According to the National Alliance of Gang Investigators Associations, MS-13 traces its
origin back to the Marxist Guerillas that fought a civil war against the U.S. backed EI
Salvadorian Government. Many of the older MS-13 Gang Members have had extensive
military training in guerilla tactics, explosives and booby traps. MS-13 is now a
nationwide criminal street gang operating throughout the United States. It activities in
the U.S. are characterized by extreme violence and a higher level of sophistication than
most U.S. criminal street gangs. MS-13 Gang Members have been responsible for the
executions of (3) federal agents and numerous shootings shooting of law enforcement

officers across the country.

Paged of 4
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FENCES
The second group of suspects consists of Immigrants from various Middle Eastern and
East Asian countries such as Egypt, Jordan, Israel, Lebanon, and Pakistan who own a

variety of businesses such as:

(1) Convenience stores
(2) Grocery stores
(3) Gas stations
(4) Grocery wholesale businesses
(5) Travel agencies
(6) Used car dealerships
(7) Shipping companies
(8) Book keeping firms
and
(9) Topless night clubs.

The majority of these individuals are here legally in the United States; however many
have been here illegally for several years. This group purchases the products stolen by
the Central American Theft Suspects. Evidence collected in our investigations
demonstrates that the Central American Suspects have often developed long term

personal and business relationships with the Middle Eastern Fencing Suspects.

Page 5of §
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The theft and resale of stolen merchandise is the “bread and butter” of this criminal
organization but it is by far not the only form of criminal activity they are engaged in.
The crimes committed by this organization are legion. Some examples are:

Narcotics trafficking
Prostitution

Extortion

Alien Smuggling
Organized Auto-Theft
Currency Smuggling
Credit Fraud

Bank Fraud

Welfare Fraud

Due to time constraints | will limit my presentation to the consumer products theft and

fencing operations.

The incident that initiated our investigation was a burglary of a Pasadena Tobacco Retail
Business on May 25, 2001 where approximately 6000 cartons of cigarettes with an
estimated retail value of $137,000.00 were stolen from the business at night over a
period of several hours. Entry was gained by cutting a hole in the roof after disabling the
alarm system by cutting the phone lines.
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“The subsequent follow-up investigation of this burglary identified several separate
interstate burglary teams operating out of the Houston area and numerous shoplifting
teams comprised mainly of Honduran and El Salvadorian illegal immigrants and several
Houston Area business men of Middle Eastern descent who were purchasing the
products that were stolen. in November and December of 2001 Pasadena Detectives
video taped and arrested two of the burglary teams after we observed them steal
approximately 608,000.00 in clothing and tools from (2) Houston businesses.

Through the informal pooling of resources into an ad-hoc work group of a variety of
state, local, and federal law enforcement and civil regulatory agencies, Pasadena CDU
Investigations led to the arrest and filing of state felony organized crime charges; federal
firearms, conspiracy, theft, and tax charges against (30) suspects; (7) of which were the
Middie Eastern Fences (2) of which have been in the U.S. illegally since the early 90's
and (23) of the Central American Theft Suspects (21) of which were illegally in the U.S.
at the time of their arrest.

Through joint efforts with the Texas Attorney General's office, The Texas Dept. of
Health, and several other law enforcement agencies, CDU Investigations have also
resulted in the seizure of approximately 2.7 million dollars in suspected stolen products,
approximately 1 million of which was infant formula, and assets.

The CDU has provided evidence to FBI-JTTF Investigators that have aided in obtaining
federal conspiracy indictments on CDU Suspects and other Middle Eastern Fencing
Suspects outside of Texas and identified over 500 suspects and potential suspects
operating at some level in the black market. Based on evidence collected in the CDU
“nvestigations and from discussions and the sharing of intelligence with other state,
local, and federal Investigators in
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e Austin, TX

¢ Corpus Christi, TX
* San Antonio, TX
¢ Dallas, TX,

e Florida

o Kentucky

» New York

* Arizona

+ California

s Washington D.C.
And

+ Oklahoma

The Pasadena Police Department, a mid-size police force, did not accomplish this task
alone. It was conducted by leveraging resources from a multitude of agencies through
non-traditional methods and un-precedented sharing of information between local, state,
and federal agencies. However, | would not attribute these cooperative efforts to a
major change in culture within our respective agencies. The old counter productive
cultures of inter-agency rivairy and poor communication still exists. The successes
should be attributed more too individual rank and file officers and special agents who
informally networked and persevered against institutional inertia.
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“The institutions are changing though and significant strides in the right direction have
been made. Currently we now have a permanent base of personnel dedicated to
attacking this issue; however we still are lacking considerable resources.

Simple things such as surveillance equipment, analysts, operational funding and training
all of the things that are required to tackle a large organization still have to beg,

borrowed, and stolen.
CONCLUSION

It has become apparent to me that this black market is actually a confederation of
organizations cellular formation working in concert as one single loose knit organization
with leadership and guidelines based more on cultural norms and informal agreements
and alliances. It leadership and structure can not be outlined in a neat format like an
army division or fortune 500 corporation. There is no head to lop off to kill the beast so

to speak.

The commonality of crimes, financial activity, suspects, and methods of operation
discovered by so many different independent investigations can not be coincidental.
Too many suspects in other investigations around the U.S. have been linked to suspects
targeted by the CDU. Many of the other investigations’ targets have been tied to Islamic
Terrorist Organizations, charged with Terrorist Related offences, or have been linked to

subjects involved in Terrorist Attacks.

In my personal opinion, | believe that the criminal enterprise | have summarized in this
verbal and written statement is the manifestation of a concerted effort by entities who
wish to harm the United States. | believe these entities at the higher levels of the
organization are working insidiously and methodically behind the scenes using the
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freedoms guaranteed by our constitution as shield. | believe that this nefarious plan has
been in execution for over a decade and is designed to systematically break down the

fabric of our nation like a cancer from within.

I believe that the Homicide Bombings, kid-knap pings, murders and attacks committed
by the World Wide Terror Network is just one small facet of this plan. | can not help but
think of the hate filed words of Soviet Premier Nikita Kruschev directed to the U.S.
Delegation when he pounded his shoe upon the desk at the United Nations; “We will

bury you from within”.

As a student of history it is my understanding that the Soviet Union was the single
largest sponsor of world wide terrorism before its collapse. It is my belief that the Terror
Network the Former Soviet Union Helped to build remained intact after it's collapse and
has run amuck as demonstrated in the global explosion of organized crime and violent

terror attacks, since the end of the cold war.
In conclusion, | would like to thank the distinguished Members of this Subcommittee for

the opportunity to testify before you today. It would be my pleasure to answer any

questions you may have.
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WRITTEN STATEMENT
OF
DETECTIVE RANDY MERRITT

INTRODUCTION

The following paragraphs will relate what has been learned through the investigation of a large confederation of
criminal groups operating out of the Houston Metropolitan Area and other locations in Texas in conjunction with
groups in other states and overseas involving the theft and resale of bulk consumer items. The organization
reduced to its most simplified form is comprised of two parts:

Group1 (Thieves)

o Comprised mainly of Central American (El Salvador and Honduras) and Mexican Immigrants
(this may differ depending what part of the U.S. they operate out).

® Many are illegal aliens.

s Members of the El Salvadorian criminal street gang Mara Salvatrucha, also known as MS 13,
are believed to be involved.

Group I (Fences)

e  Most are Middle Eastern immigrants
e Many are naturalized citizens or lawful permanent residents
* Some are under investigation for possible terrorist ties

This summary will be broken dewn in four parts as follows:

Part ope will focus primarily on the organization’s day-to-day operation involving the theft and resale of
powdered infant formula. The primary method used to acquire the infant formula is shoplifting. The
same suspects who steal and fence the infant formula also traffic in a wide variety of other consumer
products.

Part two will focus on the large-scale burglary operations used to obtain other products such as but not
limited to:

Levi’s jeans

Cologne,

Perfume

Health and Beauty aids
Cigarettes

Tools

Electronics

CD’s and Cassette Tapes
Over the Counter Medications
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Part three will focus on the fencing network.

Part four will address concerns and difficulties encountered by law enforcement when dealing with this
issue along with proposed solutions.

PART ONE

INFANT FORMULA SHOPLIFTING AND FENCING

Houston, Texas is home to a large number of shoplifters who operate in Texas and throughout the United States
stealing infant formmla from retail businesses and grocery stores. Many of the shoplifiers operating out of
Houston are illegal immigrants from Honduras, El Salvador, and Mexico. Some of the groups have refined their
operations to include counter surveillance using radios and cell phones while in the stores. Groups of shoplifters
travel out of Texas and acquire lodging and storage facilities before focusing their activity in and around a
targeted city.

Methods for shoplifting include:

* The use of large purses to conceal the formula

e Packing the formula into large plastic containers or in boxes that contained a low priced item,

o Stacking many cans in a grocery cart and walking out the store.
Most of the thefts are conducted from retail stores by groups of shoplifters. Suspects usually exit the stores with
the formula without making any purchase from the store. After stealing enough formula, the group either ships
the formula back to Houston or rents trucks or trailers to return the formula to Houston. Several organizations
that are purchasing the stolen formula have been identified in Houston.
The distribution of the stolen formula in Texas and throughout the United States seems to be handled primarily by
Middle Eastern fences. Financial and phone links have been established between many of the Middle Eastern
participants who are operating in Texas, Oklahoma, Lovuisiana, Florida, North Carolina, Arizona, Kentucky, Ohio,
Michigan, and California.
MONEY
One Texas grocery store chain reported that they lost ten million dollars in one year as a result of the theft of

infant formula. A nationwide retail business reported losses of over one million dollars a month from their
Houston area stores.

WIC
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*t is believed that much of Houston's stolen formula is being sold through WIC (Women, Infant, and Children)
government food subsidy programs in Texas and California. Because it is a WIC approved item, the 14.3-ounce
can of powdered Enfamil with Iron is the primary target of the shoplifters. Shoplifters in Houston sell amounts
ranging from several hundred 1o several thousand cans a month valued at $1000.00 to $10,000.00 per month,

One shoplifter reported she had "worked" stealing formula from Florida to Colorado for over seven years making
$3,000.00 dollars per week. In Houston, a stolen can of powdered Enfamil with Iron is sold by a shoplifier for
about $5.00 per can to fences who operate out of mini storage facilities. That can is then sold for about $9.00 per
can to Middle Eastern distributors. That can sells in the WIC program for between $13.00 and $16.00 per can.

One fence handled about 50,000 cans a month (about $200,000.00 per month profit) from one location in
Houston. Information developed that the same fence was also operating at least one other location in Houston
and at least one additional location in Nebraska.

OTHER SCHEMES
Several other schemes besides shoplifting are being used to steal formula:
e One scheme uses altered price bar codes to obtain formula at a reduced price.

» Another uses store competitive pricing policies by producing a receipt purporting a purchase of
formula at a reduced price from one business to compel another business to match the price. In
this scheme a fraudulent receipt is used to begin the scheme but, after the first store agrees to sell
at the competitor’s alleged price, a legitimate receipt is obtained to continue the scheme.

+ Another scheme involves the legitimate purchase of one shopping cart full of formula to obtain a
receipt and then using that receipt to walk other carts packed with the same items out the store; if
confronted, the receipt produced will match the items in the basket. In a similar scheme two
baskets are filled with formula and one person waits to pay while the other person attempts to
leave the store; if the person leaving is stopped, the person paying will tell the clerk that he is also
paying for the second basket.

o In Texas there have also been burglaries, armed robberies and truck hijackings committed in order
to steal formula.

STOLEN OR NOT

Determining that suspected stolen infant formula is actually stolen is a major problem. If contact is made with
individuals transporting infant formula they will report several variations of what they are doing. They may
report that they received the formula from a church or that they are collecting the formula for a church to be
distributed to needy children. Another common story is that the formula was bought at a location to be taken to a
flea market and resold. Receipts from purchases may not be produced or, if produced, the receipts may not match
“1e product found.
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If caught shoplifting, the suspects usually will not have identification and will use alias names. Females may use
a sympathetic ploy by claiming to steal the formula for their hungry children. If the group is caught they will
purport not to know each other. Normally the suspects caught shoplifiing will only be charged with a
misdemeanor offense, This will only constitute a minor inconvenience, as they may be making several thousand
dollars a week stealing formula.

When suspects are questioned separately, conflicting stories may develop and in some instances suspects have
confessed that the formula was stolen.

Many law enforcement officers do not realize when arresting shoplifting suspects that they may be dealing
with a nationwide organized criminai group.

OTHER ACTIVITY OF THE ORGANIZED CRIMINAL GROUP

Although infant formula theft is the most Jucrative criminal venture of this organization, other activities include
the theft of jeans and other clothing, cigarettes, glucose test strips, Nicorette patches, Rogaine, Mach 3 razor
blades, and movie and music CD's. Investigations involving drug trafficking and government loan fraud are also
being conducted. Large amounts of money derived by this organization are being sent to the Middle East.

PART TWO
ORGANIZED BURGLARY RINGS

Organized burglary teams conduct burglaries across the country. The burglaries are well planned and executed
with roof top entries and destruction of camera surveillance systems. The groups disable alarm systems and then
watch for police response before members enter the business and steal truckloads of property including cigarettes,
jeans, perfume, tools, and other items.

These burglary teams usually have a team leader who acts as a coordinator / foreman who oversees the planning
and execution. The burglary teams are primarily comprised of illegal immigrants from Central America.
Pasadena Police apprehended two of these teams in 2001 after videotaping their burglaries. Evidence obtained by
Pasadena Police linked several of the Middle Eastem fences to numerous burglaries in Texas and other states
since 1996. Those burglaries resulted in losses of over twenty million dollars ($20,000,000.00).

As a result of the Pasadena Investigation a total of eleven (11) suspects have been arrested for State and Federal
offenses.

Three (3) suspects were arrested and charged with 2™ Degree Felony Theft, Engaging in Organized Crime
after burglarizing 2 Houston business on November 25, 2001, Approximately $25,000.00 in stolen
property was recovered. The suspects were observed and videotaped by Pasadena Police while
committing the burglary.
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Four (4) suspects were arrested and charged with 1% Degree Felony Theft, Engaging in Organized Crime
after burglarizing a Houston business on December 6, 2001.  Approximately $583,000.00 in stolen
property was recovered.  The suspects were observed and videotaped by Pasadena Police while
committing the burglary.

One suspect was arrested and charged with 1% Degree Felony Theft for purchasing stolen property.
One suspect was arrested for immigration violations.

Three (3) suspects were arrested for misdemeanor charges.

After the arrests, Pasadena Police recovered an estimated one and 2 half million dollars ($1,500,000.00) in
suspected stolen property.

Three (3) Pasadena business burglaries were cleared by arrest.
One business burglary of a cigarette warehouse in Sherman, Texas was cleared by arrest.

Twenty (20) additional burglaries committed by these groups have been cleared in Houston, Texas and
Oklahoma since 1996 and the groups are believed to be involved in dozens more.

The Middle Eastern fences selected businesses to burglarize, provided Internet maps and driving directions to
targeted businesses, and actively participated in planning and executing the burglaries.

Businesses the burglary teams prefer are located in strip centers with easy access to the rear of the business.
Some examples of business burglarized by these teams are:

Academy Sports & Outdoors Stores
Palais Royal Department Stores
Weiner’s Department Stores

Beall's Department Stores

Service Merchandise

Home Depot

Pep Boy Auto Parts

Tobacco warchouses and retail stores
Clothing, perfume and cologne wholesalers
Jewelry stores

Eckerd’s Drugs

Walgreen’s Drugs

Infant formula retailers and wholesalers
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BURGLARY MODUS OPERANDI

« Middle Eastern fences often pick the target businesses and finance the burglary expenses.

e Middle Eastern fences sometimes participate in casing and scouting missions with the burglars. These

missions often take place days or months prior to the burglaries. The burglars watch the targeted

businesses for days to establish business and police patterns.

Use of building and alarm diagrams along with maps provided by the fences.

Cut phone lines and wait one hour for police response.

Cut hole in roof and wait again for one hour for police response.

After no police response the merchandise prep team enters and moves merchandise to a back door or

loading dock area.

e Constant vigil for police is maintained by lookouts on foot and in vehicles using radios or cell phones for
communications

» The cargo trucks are usually staged at businesses such as Wal Mart or apartment complexes close to the
target until the property is ready to load.

« When merchandise is ready for pick up, the cargo trucks are moved in.

* Stolen property is delivered to Middle Eastern Buyers soon after the burglary is committed.

+ Fences often travel out of state with burglary teams.

s o o »

The burglary team leaders own large vans and bobtail trucks with 1ift gates that are registered under alias names
or third parties. If additional trucks are needed, the burglars will also rent trucks. For large burglaries the teams
will combine their people resulting in as many as ten (10) suspects committing the burglaries.

The stolen products are distributed through the same network of wholesalers and fences as the infant formula
and/or shipped overseas to buyers.

Infant formula obtained from shoplifters is the day-to-day operation of the criminal enterprise. The burglaries
provide another means of obtaining large amounts of merchandise. Evidence indicates that many of the lower
level members of the burglary teams engage in shoplifting between burglaries.

Two burglary teams identified in this investigation are still operating out of Houston, Texas and more teams are
suspected to be operating from other cities in the United States.

INSURANCE FRAUD
Some of the businesses victimized by the burglary teams in this investigation are suspected of being involved in

insurance fraud. Informants relate that some of the property stolen in the burglaries is sold back to the businesses
that were burglarized after the owners received an insurance settlement for the loss.
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PART THREE

FENCING AND RESALE NETWORK

Evidence collected in this investigation shows that the Houston area fences ship the stolen merchandise to
wholesalers in Texas, other parts of the United States, and overseas. The products are then sold to a vast national
network of convenience stores, grocery stores, wholesalers, and retailers and WIC vendors.

FENCING FINANCIAL PATTERNS

Fences receive large wire transfers as payment for stolen merchandise. The money does not stay in their bank
account for long before it is withdrawn. The money is usually withdrawn by the fence writing large checks to
himself. Sometimes the fence pays the thieves by check. Often the fences have average monthly bank deposits
exceeding one million dollars ($1,000,000.00) but the daily average balance rarely is over fifty thousand dollars
{$50,000.00).

During a four month period in 2001 one fence arrested and charged with first degree felony Engaging in
Organized Crime cashed 314 checks totaling 3.3 million dollars, 1.48 million worth of checks were written to
himself and those were listed as cost of sales on his accounting records. The remainder of checks cashed was
written to known and suspected thieves and other fencing suspects.  This suspect lived moderately and his
personal bank account averaged about a $1,000.00 monthly balance. Evidence revealed a pattem of delinquent
“ouse notes, utility bills and personal cash shortages. The pattern of banking activity was prevalent with other
ences identified in this investigation.

Some suspects maintain a higher standard of living, but not to the point that draws undue attention.

Some accounting and bank records show frequent and obvious structuring (financial transactions in amounts just
under $10,000.00 to avoid reporting procedures under banking and tax laws).

Many Middle Eastern fences use the same bookkeeping firm.  Other clients of the bookkeeping firm are also
suspects under investigation or suspects who have been investigated in the past for criminal activity ranging from
federal and state tax violations to narcotics trafficking.  Evidence indicates that the bookkeeper has invested in
and participated in the illegal activity of the fences.

Many of the fences use the same mosque. Informants relate that the mosques are a meeting place for financing,
planning, and coordination of efforts by the fences. A Hispanic burglary team leader reported that he was taken
to the mosque for operational planning and financial negotiations prior to major burglaries. The same informants
report that the Mosque is specifically used as an operations center due to the reluctance of law enforcement and
prosecutors due to the sensitive political issues related to taking investigative action such as execution of a search
warrant at a place of worship.

The fences operate wholesale and trading companies out of private storage buildings and small warchouses

jocated in business complexes. Others operated out of convenience stores with much of their business records
‘ored at their residences.
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Many of the fences operate together, but their operation is disguised by a layering scheme that make it appear that
they are operating separately. For example, company A has invoices and receipts showing that items were
purchased from company B, but Company B has no records of the transaction.

Informants report that suspects have been seen together producing false receipts. The receipts are often hand
written or generic or show purchases from another company suspected of fencing stolen property. When tracked
back, there are no legitimate receipts for goods purchased.

‘When interviewed by law enforcement the Middle Eastern fences commonly explained that they obtain goods like
infant formula and blue jeans by the use of “runners” who go to the stores to buy products on sale or clearance.
They claim to be a high volume low profit margin operation. The Fences explain that retailers sell many products
below cost as "loss leaders” and after purchasing a large volume of those items at a low price, the items are resold
for a small profit.

Another explanation is the formula is obtained at close out or clearance sales. There are not enough business
closings or businesses conducted clearance sales of formula to produce the volume of formula being moved by
the fences. In 2001, four Middle Eastern fences shipped thousands of cases of infant formula around the country
from Houston. No legitimate receipts were found when their homes, businesses, and storage buildings were
searched,
WHERE IS THE MONEY?

o Stolen property is suspected of being the commodity traded instead of currency

s Sent to the Middle East via Virgin Islands (British and U.S.)

e Trinidad

e "Charitable Contributions” to the Holy Land Foundation for Relief and Development

+ Shipped to foreign ports hidden in shipping containers

e Wired out of the country through private firms such as Western Union under third party names

e Physically transported by couriers throughout the U.S.

« Laundered through the Mosque

o Smuggled out of the country in cashier checks

* Simply sent by private freight and mail services such as FEDEX and UPS out of the country in
small packages.
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CONVENIENCE STORES

Convenience stores are believed to play a key role for a wide variety of criminal activity involving this criminal
organization. The stores act as a grass roots outlet for the fencing of items stolen by this organization in addition
to property stolen by shoplifters, residential, business and car burglars in addition to over the counter contraband
narcotics sales, motor fuels theft and diversion, and money laundering. It has been found through investigations
that often the convenience stores appear on the surface to be owned by one individual or individuals, but are
actually owned covertly, through informal agreements, or overtly through complicated scheme of corporations by
a third party who actually is the behind the scene owner controlling several different stores in multiple
Jjurisdictions.

Another disturbing pattern found through the investigation of several Pasadena area stores engaging in the
criminal activity described in this document, is that the owners of the stores systematically purchase residential
properties in the surrounding neighborhood. Some store owners have been found to be the land lords for up to 20
different residences in the surrounding neighborhood allowing the store owners to exert considerable informal
and formal power over their surrounding community. Such arrangements open the door to crimes such as tenant
extortion, and providing housing and secondary locations for the criminal element that supports the illegal activity
such as “crack houses”, illegal alien safe houses, and locations where prostitution is conducted. Information
collected through law enforcement investigations indicate that many of the store owners are involved in alien
smuggling operations.

“Through the above described circumstances the convenience store and its owners and operators become the
mformal community leaders fueling an expanding cycle of crimes such as theft, motor vehicle burglary, narcotics
use, and residential and business burglary causing a downward spiral of community decay draining local
government resources and reducing property values.  This situation further complicates law enforcement efforts
to interdict the illegal activity that the store is the central foundation of, because the entire surrounding
community becomes the eyes and ears of the store owners and operators.

The people who appear on the surface to operate and own the stores are often immigrants whose immigration is
sponsored by the “behind the scene” owner who sets them up in business but actually controls the operation of the
store. Due to the cultural boundaries encountered by recent immigrants they are forced into a form of indentured
servitude. Failure to comply with the real owner’s direction or participation in the above described criminal
enterprises would result in termination of funding and support by the real owners.

Several other crimes have been identified as common place involving these same stores such as:

e Wide spread food stamp program fraud; cash for food vouchers and unauthorized purchases
merchandise such as cigarettes and beer through food stamp programs.

s Sale of alcohol and cigarettes to minors which can yield significant profits especially if these products
are marked up for purchase by minors and a large minor customer base is built up by word of mouth.

e Motor fuels theft and diversion; bribing fuel truck delivery drivers to “skim” their loads and covertly sell
“skimmed” fuel to the stores for resale to the public for pennies on the dollar.
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o Pasadena Police have conducted multiple investigations involving motor fuels theft where thousands of
gallons of fuel were “skimmed” or stolen were sold to convenience stores.

CREDIT CARD PURCHASES

Many of the purchases from legitimate venders are made with credit cards. The pattern with the credit cards used
by the fences show an extensive history of "Bust Out Activity” where credit cards are maxed out then abandoned
leaving large balances unpaid.

LEGITIMATE BUSINESS ACTIVITY

Not all of the products sold by the fencing suspects are stolen. Some items sold are purchased from Government
Auctions and from legitimate sources and shipped overseas or resold in the U.S. By commingling what appears to
be legitimate purchases of merchandise with illegally obtained merchandise further complicates law
enforcement’s efforts to detect black-market operations. The seemingly legitimate purchases obscure the
illegitimate ones from scrutiny. Even though these purchases appear legitimate, it is believed that much of the
funds used for the purchases are obtained from the illegal operations.

BACKGROUND OF FENCING SUSPECTS

Many of the Middle Eastern fencing suspects are educated, sophisticated, well traveled, and when arrested they
use their financial resources to obtain the best defense attorneys available. Through the Pasadena Investigation
and parallel investigations conducted by other law enforcement agencies, the Fences have been found to often use
the same law firm consistently over a period of several years. This firm, which is widely known through out
Texas for representing high profile defendants, appears to be acting as organizational firm for the criminal
enterprise Texas operations.

Use of the same law firm by members of the criminal organization creates frequent conflicts of interest for the
defending firm and complications for law enforcement when suspects are approached during the investigation in
regards becoming cooperating defendants which is a situation that is commonly encountered during organized
crime investigations.

This arrangement makes it virtually impossible for law enforcement to approach potential cooperating material
witnesses and defendants represented by the organization’s attorneys regarding suspect cooperation without
risking discovery by the other members of the criminal organization also under investigation who are represented
by the same firm.
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PART FOUR

CONCERNS and OBSERVATIONS

STRAINED RESOURCES

Due to the fractious nature of American Law Enforcement with over 16,000 state local and federal agencies, the
response by law enforcement to this issue has been piece meal and incomplete. The suspects engaging in this
criminal enterprise cross jurisdictional boundaries from coast to coast and abroad and they exploit law
enforcement’s limited capabilities and resources. A tremendous amount of resources and an unprecedented level
of information sharing and interagency cooperation is necessary to investigate and prosecute individuals and
groups involved in this criminal activity.

Based on conversations with federal and local investigators in Dallas, Texas; Phoenix, Arizona, Tallahassee,
Florida; Louisville, Kentucky, Boone County, Kentucky, Cincinnati Ohio and other states, concerted efforts in
at all levels of the Criminal Justice System have formerly pooled their resources and funding to specifically
support investigations of the criminal activity discussed in this statement.

-The law enforcement response in the Houston Metropolitan Area has been piece meal and conducted by an
informal, amorphous loose knit confederation of investigators from a variety of local, state, and federal agencies.
Currently the Pasadena Police Department has been playing the central role for the last two years approaching this
issue for what is, traditional Gangland Style Organized Crime investigation except it appears the primary motive
of the criminal organization is to raise funding to be used in terrorist activities directed against the U.S. and its
Allies instead of profit motivated. The FBI has been working with the Pasadena Investigators attempting to track
the flow profits carned from this criminal organization to determine if it can be proven that the profits are funding
terrorist organizations. Some subjects who are investigative targets in the Pasadena investigation are reported by
the FBI to be terrorist Organization Members.

From investigators meetings and conversations with other investigators around the nation it appears that the
Houston Metropolitan Area is the central distribution hub for this criminal organization.

UNDER THE RADAR SCREEN

Many of the suspects involved in this criminal organization have a history of being involved in organized
narcotics trafficking. Some suspects still engage in narcotics trafficking, however most have switched to the
reduced risk associated with trafficking in stolen consumer goods. This may also be in part due to the lower
priority given by the criminal justice system to property crimes in comparison to drug trafficking.

The widespread theft and fencing of infant formula is a prime example which is consistent with almost all other
-types of black market consumer products with the exception of cigarettes. It is virtually impossible for law
enforcement to prove a can of infant formula is stolen. The major difference and reason why it is believed that
infant formula has become a staple black-market item is the virtually assured sale of the formula fueled by the
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guaranteed sale by WIC venders participating in the black-market at the premium prices reimbursed by the U.S.
Tax dollars that fund WIC

The only successful method has been for law enforcement to make infant formula theft case has been to sell
formula to fencing suspects purporting it to be stolen. Such operations require extensive logistics, initial multiple
sales in small amounts at first to gain the confidence of the target, and the subsequent acquisition of larger
amounts of merchandise that law enforcement requires make the sales in order to get their “foot in the door”
finally ending in a sale large enough to secure significant charges that would result in penalties other than a “slap
on the wrist”. The final amount needed to secure a 1% degree felony theft charge is over $200,000.00 or almost

an 18 wheeler full of infant formula.
IMMIGRATION AND NATURALIZATION SERVICE

In many cases the suspects will be deportable due to immigration violations. INS officer's may be able determine
the suspect's true identity and the INS may be able to prosecute suspects' for illegal entry into the United States.
Because most state and local law enforcement officers are unfamiliar with immigration laws, coordination
between the INS and other law enforcement agencies is needed.

LAW ENFORCMENT CULTURE

This entire scheme is designed from the ground up to be a night mare for law enforcement. These investigations
are not sexy like working narcotics or catching the guy with the bomb; however it may in the long run cause more
damage to our nation than scores of suicide bombers.  Investigators who have worked these cases for years
suspecting they were terrorist funding operations were commonty chided and made fun of by other investigators.
Terms such as diaper cops, or “conspiracy theorist” were bantered around. After September 11, 2001 the jokes
weren’t so humorous anymore. American Law enforcement has a tendency to stick with what is easy. Narcotics
investigations are inherently simpler than these types of cases. The mere possession of narcotics being a crime;
not so with a truck load of stolen infant formula or blue jeans.

CONCLUSION

This criminal organization has flourished over the last ten years and appears to be growing. There is a concern
related by legitimate retailers and wholesalers that legally operate businesses who cannot compete and will be
edged out of the market place by the criminal organizations, A legitimate business cannot compete with one that
obtains its products on the black market at prices far below manufacturer's cost.

This criminal organization is having a detrimental impact on communities through the dizzying array of criminal
activity occurring at convenience stores, gas stations, and grocery businesses participating in the black market.
The potential for corruption of public officials facilitated by the deep pockets of the criminal organization is
enormous. Investigations conducted in Texas indirectly as a result of this investigation and in other states have
already uncovered evidence of corruption within entities that regulate the WIC Program. Investigators also report
that individuals and groups involved in this enterprise exert enormous influence on local governments by their
ownership of large blocks of economic sectors in their communities. Investigators have frequently been met with
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“almost open hostility when attempts to engage in dialogue with some civil agencies at the state and federal level
responsible for administering the WIC program. Investigators were seeking advice, input, and direction or
soliciting assistance regarding the modification of the WIC program to ensure its integrity and thwart the
commierce of the criminal organization.  From such conversations, it is believed by investigators that certain
governmental groups or individuals administering the WIC program do not want to face any adverse information
regarding WIC for fear of having the program terminated. WIC is a valuable program. It just has a loophole
that is being seriously exploited at the expense of the U.S. Taxpayer.

I have attached several news articles from similar investigations through out the U.S. In many of them the Terror
Links have been established and in many cases the Pasadena Suspects have been linked to or charged with crimes
as a result from their involvement with the suspects in the other investigations.

What is happening in Houston, TX is not an exception. 1t is identical to what is happening in Cincinnati, Dallas /
Fort Worth, Phoenix, Tamp, Tallahasse, New York, Austin, San Diego, Denver, etc... [ many cases it is not even
different groups it is the aunts, uncles, cousins, and brothers such as the case with many of the Pasadena suspects
and Florida Suspects. The activity is the same, the products are the same, the method of operation is the same. It
as if the organization participants are reading from the same procedure manual or taking orders from the same
boss.

If what has been described in this document is the grand scheme being acted out by the World Wide Terror
Network to erode the U.S. from within, it has been going on for over a decade and U.S. tax dollars are financing a
large portion of it. In other words we may be paying for our own undoing. We are just now trying to address it.
" hope we are not too late,

Finally and by no means the least significant, emphasis must be placed on
fostering positive relationships between the Islamic community and law
enforcement. It is necessary to avoid targeting honest Muslim business owners
and citizens whe comprise a majority of the U.S. Islamic community.
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DEBRA W. YANG

United States Attorney
Central District of California

Thom Mrozek, Public Affairs Officer
(213) 894-6947
thom.mrozek@usdoi.goy

August 9, 2002

FUGITIVE WHO SOLD COUNTERFEIT BABY FORMULA
CONVICTED OF FEDERAL CRIMINAL CHARGES

A man who fled the county and remained a fugitive for six years afier realizing he was
under investigation has been convicted of four federal charges involving a conspiracy to
sell counterfeit Similac baby formula.

Mohamad Mostafa, 43, who at the time of the criminal conduct lived in Orange County,
was found guilty yesterday by United States District Judge Alicemarie H. Stotler
following a three-day bench trial.

Mostafa, who was arrested in Canada in 2001, was convicted of all four counts in an
indictment returned by a federal grand jury in June 2000. Mostafa fled the country in
1995 after his scheme to produce and sell large quantities of Similac was discovered.

Mostafa was the owner and operator of M&M Wholesale, which purported to be a
wholesale grocery business with an office in Stanton and a warehouse in Santa Ana. In
fact, M&M Wholesale was manufacturing, packaging and distributing counterfeit infant
formula throughout California.

The infant formula used by Mostafa came from a wholesale supplier, which provided the
formula to Mostafa under the condition that it would be used exclusively for export to the
Middle East. Instead, Mostafa caused laborers to package it in cans bearing a counterfeit
reproduction of the well known label of Similac Milk-Based Infant Formula with Iron.
Mostafa then sold the counterfeit product as Similac to wholesalers, who in turn sold it to
retai] stores throughout California, including Safeway. Two of the counts in the
indictment specifically alleged that Mostafa sold a total of approximately 3,500 cases of
the counterfeit Similac to wholesale grocers in EI Cajon and Buena Park.

The counterfeiting scheme quickly unraveled when numerous parents, who were familiar
with the authentic Similac product, called the lawful manufacturer to
complain, It was later determined that thousands of cases of the fake product had been
sold throughout California.

The matter was widely publicized in national and local media after the FDA and
Similac’s manufacturer, Ross Laboratories, issued a warning about the counterfeit
product. After the counterfeit product was discussed in the media, Mostafa fled the
country and was not seen again until he was arrested in October 2001 in Canada and
brought to the United States to stand trial.

Judge Stotler convicted Mostafa of conspiracy, misbranding food shipped in interstate
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commerce and two coums of trafficking in coumerfeit goods. As a result of the
conviction, the maximum penalty that Mostafa can receive is 28 years in federal prison
and a fine of $4 million. Mostafa is scheduled to be sentenced by Judge Stotler on

November 18.

This case is the product of an investigation by the Food and Drug Administration, Office
of Criminal Investigations. Los Angeles Field Office Special Agent In Charge Jud Bohrer
stated: “Mostafa was in this country illegally, all the while engaging in this lucrative
criminal activity that jeopardized the health and safety of thousands of infants. Infant
formula is consumed by a vulnerable population which is unable to complain or reject a
substandard product.”

Release No. 02-120
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Fugitive Whe Seld Counterfeit Baby Formula
Convicted of Federal Criminal Charges

A man who fled the county and remained a fugitive for six years after realizing he was
under investigation has been convicted of four federal charges involving a conspiracy to
sell counterfeit Similac baby formula.

Mohamad Mostafa, 43, who at the time of the criminal conduct lived in Orange County,
was found guilty yesterday by United States District Judge Alicemarie H. Stotler
following a three-day bench trial.

Mostafa, who was arrested in Canada in 2001, was convicted of all four counts in an
indictment returned by a federal grand jury in June 2000. Mostafa fled the country in
1995 after his scheme to produce and sell large quantities of Similac was discovered.

Mostafa was the owner and operator of M&M Wholesale, which purported to be a
wholesale grocery business with an office in Stanton and a warehouse in Santa Ana. In
fact, M&M Wholesale was manufacturing, packaging and distributing counterfeit infant
formula throughout California.

The infant formula used by Mostafa came from a wholesale supplier, which provided the
formula to Mostafa under the condition that it would be used exclusively for export to the
Middle East. Instead, Mostafa caused laborers to package it in cans bearing a counterfeit
reproduction of the well known label of Similac Milk-Based Infant Formula with Iron.
Mostafa then sold the counterfeit product as Similac to wholesalers, who in turn sold it to
retail stores throughout California, including Safeway. Two of the counts in the
indictment specifically alleged that Mostafa sold a total of approximately 3,500 cases of
the counterfeit Similac to wholesale grocers in El Cajon and Buena Park.
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The counterfeiting scheme quickly unraveled when numerous parents, who were familiar
with the authentic Similac product, called the lawful manufacturer 10 complain. It was
later determined that thousands of cases of the fake product had been sold throughout
California.

The matter was widely publicized in national and local media after the FDA and
Similac’s manufacturer, Ross Laboratories, issued a warning about the counterfeit
product. After the counterfeit product was discussed in the media, Mostafa fled the
country and was not seen again until he was arrested in October 2001 in Canada and
brought to the United States to stand trial.

Judge Stotler convicted Mostafa of conspiracy, misbranding food shipped in interstate
commerce and two counts of trafficking in counterfeit goods. As a result of the
conviction, the maximum penalty that Mostafa can receive is 28 years in federal prison
and a fine of $4 million. Mostafa is scheduled to be sentenced by Judge Stotier on
November 18.

This case is the product of an investigation by the Food and Drug Administration, Office
of Criminal Investigations. Los Angeles Field Office Special Agent In Charge Jud Bohrer
stated: “Mostafa was in this country illegally, all the while engaging in this lucrative
criminal activity that jeopardized the health and safety of thousands of infants. Infant
formula is consumed by a vulnerable population which is unable to complain or reject a
substandard product.”

CONTACT: Executive Assistant United States Attorney Wayne Gross
(213) 894-0711

Assistant United States Attorney Robb Adkins

(714) 338-3593

Release No. 02-120
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U.S. Department of Justice
United States Attorney
Northern District of Texas

1100 Commerce St., 3rd Il
Telephone (2145034-86(X
Dallas. Texay 75242-1699
Fux i2143767.2808

For Immediate Release
July 18, 2000

CONTACT: 214/659-8707

FEDERAL JURY CONVICTS FOUR INDIVIDUALS ON
CHARGES OF TRADEMARK COUNTERFEIT, CONSPIRACY
FOR RESELLING INFANT FORMULA

United States Attorney Paul E. Coggins announced today that after three
hours of deliberation, a federal jury convicted defendants Ibrahim Elsayed
Hanafy and Adel Hisham Saadat, both of Fort Worth, Texas, and
Mohamed M. Mokbel and Samer Samad Quassas, both of Houston, Texas,
on 99 counts of Conspiracy, Interstate Transportation of Stolen Property,
Trademark Counterfeiting, Introducing into Interstate Commerce Articles
of Food Which Had Been Misbranded with Intent to Defraud, and Money
Laundering.

The government presented evidence at trial that between September 1996
and June 1997 the defendants sold infant formula to wholesalers that had
been stolen from retailers’ shelves by shoplifters or which had been
fraudulently obtained under government food assistance programs. The
defendants repackaged the baby formula into counterfeit cardboard cases
and trays which were made to look identical to the manufacturers’
cartons. The defendants even used the manufacturers’ registered
trademarks, SIMILAC® and ISOMIL® (Ross Products Division of
Abbott Laboratories in Columbus, Ohio) and ENFAMIL®,
NUTRAMIGEN®, PROSOBEE®, PREGESTIMIL® and
LACTOFREE® (Mead Johnson & Co. of Evansville, Indiana).
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Originally fourteen defendants were charged in a 154-count indiciment
that was returned in February 1999 Ten of the defendants pleaded guilty
to various charges prior to trial

Ibrahim Elsayed Hanafy faces a maximum punishment of 623 years
imprisonment and a $36.25 million fine; Adel Hisham Saadat faces a
maximum punishment of 423 years imprisonment and a $30 million fine;
Mohamed M. Mokbel faces a maximum punishment of 303 years
imprisonment and a $26.75 million fine; and Samer Samad Quassas faces
a maximum punishment of 213 years imprisonment and $23 million fine.
They are scheduled to be sentenced by the Honorable United States
District Judge Sam A. Lindsay on October 16, 2000.

Yesterday, the federal jury convened for most of the day to determine the
extent of the criminal forfeitures to be paid to the U.S. government as a
result of the money laundering convictions.

Hanafy was ordered to forfeit $704,650 in cash; Saadat was ordered to
forfeit $374,000 in cash; Mokbel was ordered to forfeit $212,850 in cash;
and Quassas was ordered to forfeit $73,000 in cash.

"The defendants’ greed endangered the health of babies. The guilty
verdicts handed down by the jury, and the almost $1.4 million cash
ordered to be forfeited by the convicted defendants, further evidences the
seriousness of this case,” said United States Attorney Coggins.

United States Attorney Coggins acknowledged and praised the efforts of
the United States Customs Service, the United States Food and Drug
Administration Office of Criminal Investigations, the Internal Revenue
Service Criminal Investigation Division, the Texas Rangers and the Fort
Worth Police Department.  Assistant United States Attorneys Joe Revesz
and Irma Ramirez prosecuted the case.

#HitH
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U.S. Grocery Coupon Fraud Funds Middle Eastern
Terrorism

Every year, U.S. manufacturers lose hundreds of millions of dollars through
grocery coupon fraud. According to investigators, a substantial portion of those
ilticit profits is used to underwrite terrorism -- including the Worid Trade Center
bombing.

In 1994, investigators in New York City identified Radwan Ayoub, a Lebanese
immigrant, as the head of a coupon fraud ring. New York Daily News reporter
William Kleinknecht explained that "Ayoub set up 'cutting houses' where coupons
stolen from manufacturers' plants or newsstands are clipped by the hundreds of
pounds and wrinkled to look as if they have gone through stores, investigators
say. They are then shipped to clearinghouses, which send redemption checks to
the stores.”

Former New York City Police Detective Benjamin Jacobson, the chief
investigator for the A.C. Nielson Company (which administers the food coupon
program for many fortune five hundred companies), has estimated that coupon
fraud siphons away some $200 million in corporate funds -- losses that are
absorbed by American consumers. In New York City, Ayoub's coupon fraud ring
"has put scores of Arab and Dominican immigrants into the grocery business by
arranging loans from shady finance companies that are then repaid with the
store's share of the fraud,” Kleinknecht reported.

In nearly every city in which coupon fraud has been investigated, the networks
have been headed by Arab immigrants, some of whom have been connected to
terrorist arganizations. Eleven years ago, for example, the U.S. Postal Service
corralled 70 coupon fraud artists in South Florida who were accused of sending a
portion of the take to PLO accounts in the Middle East and Europe. Rick
Bowdren, the postal inspector who headed that case, said that the Fiorida ring
was linked to operations in several other cities, including New Yark. Coupon
industry investigators also maintain that four members of the Abu Nidal group
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indicted by federal authorities in St. Louis in 1993 were heavily involved in
coupon fraud. The four Palestinians were accused of plotiing to blow up the
Israeli Embassy in Washington, DC.

Reported Kieinknecht: "In his files, Jacobson has copies of dozens of
clearinghouse checks that were first endorsed by stores and then signed over to
the Sea Crest Trading Company, a firm in Greenwich, Conn. that specializes in
loans to bodegas [Dominican grocery stores] at 24%:% annual interest."
According to the North Jersey Herald News, Jacobson has discovered that
“proceeds from coupon fraud paid for the World Trade Center bombing, and that
Sea Crest had received redemption checks signed over to it by Middle Eastern
and Dominican grocers suspected of participating in such fraud.”

According to Justice Department documents abtained by Congressman James
Trafficant (D-OH), the Drug Enforcement Administration (DEA) believes that Sea
Crest is behind much of the money laundering in New York's Washington Heights
area of Manhattan, but that attempts to prosecute the company "have been
hampered and legislatively fought by certain interest groups and not a single
case has been initiated." Jacobson's inquiry led him to conclude that one of those
“interest groups” was the CIA, which, the investigator believes, was using Sea
Crest as a front for covert operations, including weapons shipments to
mujahideen groups in Afghanistan.

Jacobson was not the only investigator to discover Sea Crest's role in the
bodegalorganized crimefterrorism network. In an affidavit placed in the
Congressional Record, New York City police detective Lenny Lemmer testified
that he possessed “concrete evidence" concerning Sea Crest's involvement in
laundering drug money, and that he provided that information to an FB1 agent
who promptly "disappeared off the face of the earth.”

Lemmer was assigned to investigate a riot in New York's Washington Heights
area in 1992 that was a reaction to "civil rights violations" supposedly committed
by a NYPD officer. His inquiry led him to Sea Crest and also to the case of
former INS agent Joe Occhipinti, who had headed "Project Bodega," a year-long
collaborative effort between the Immigration and Naturalization Service and the
NYPD that targeted Dominican drug cartels in Washington Heights.

Occhipinti, the most highly decorated federal agent in U.S. history, became the
first law enforcement officer ever imprisoned on "civil rights” charges that did not
involve violence or corruption. Occhipinti was prosecuted on spurious charges in
1992 at the request of then-New York City Mayor David Dinkins, who was
seeking to placate Dominican political interests controlled by drug lords.
Detective Lemmer reports that during his investigation, FBI agents and federal
prosecutors sought to intimidate him away from leads dealing with Sea Crest or
anything that might exculpate Occhipinti.
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During his "Project Bodega" investigation, Occhipinti discovered that (in the
words of the Herald News) "dozens of bodegas, cash exchange houses and
travel agencies were acting as fronts for a mind-boggling array of Dominican mob
activities," including "drug dealing, assassination for hire, food stamp and coupon
fraud ... illegal weapons trafficking, and cooperative arrangements that funneled
money to Middle Eastern terrorists.”

The owners of 12 businesses which had been scrutinized as part of "Project
Bodega" testified at Occhipinti's trial that the agent had violated their civil rights
during "consensual searches" of their establishments. All 12 witnesses had
criminal records. Furthermore, as Occhipinti infformed THE NEW AMERICAN, "all of
them had a documented financial relationship with Sea Crest Trading Company.”
Occhipinti's investigation apparently riled not only Dominican drug lords and Arab
terrorists, but also Sea Crest and its shadowy patrons -- and the feds are
determined to keep investigators from following up on Occhipinti's work and the
DEA's findings.

Occhipinti recalied that the feds also ignored Benjamin Jacobson's
research into coupon fraud, which might have helped prevent the
World Trade Center bombing. "Jacobson provided information to the
feds about coupon fraud and its links fo terrorism more than a year
and a half before the bombing,"” Occhipinti pointed out to THe New
AMERICAN. "However, it was not until after the bombing that the feds
showed any interest in it."
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14 ARRESTS MADE IN 11 MILLION DOLLAR
STOLEN INFANT FORMULA SCHEME

Fi OENIX, ARTI ONA - Paul K. Charlton, U.S. Attorey for the District of Arizona, announces
today that 14 were arrested as part of a Joint Terrorism Task Force (JTTF} investigation of individuals
trafficking in stolen infant formula. This case centers around a fencing operation for stolen or fraudulently
obtained infant formula, which generates millions of dollars annually. The indictment alleges the profit from
the conspiracy is in aggregate of 11 million dollars. The main target is Samih Jamal, D.O.B. 6/18/69 of
Mesa, Arizona who operates Jamal Trading and other businesses in the greater Phoenix area. Samih Jamal
employs others to steal or fraudulently obtain infant formula around the country and transport it to Phoenix
Arizona and other locations. Additionally, 21 search warrants were executed in the Phoenix area and in
Garden Grove, California.

The indiciment alleges that on or about December 17, 1997, up to and including the present the
defendants Samih Fadl Jamal. DOB 6/18/69 of Mesa, Arizona; Tamer Fayez Swailem, DOB 7/2/72 of
Tempe, Arizona, Marwan Fadl Jamal, DOB 11/20/67 of Hammond, Loisiana; Abdulrazzak Fadl Jamal,
DOB 12/10/79 of Tempe. Arizona; Ramy Fadl Jamal, DOB 9/5/78 of Garden Grove, California; Mamoun

(MORE)
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Al-Jamal. DOB 3/21/537 of Garden Grove. Califorma. Walid Fadl Jamal. DOB 8/8/65 of Germany: Hani
Jamal Sarawan. DOB 7/20/70 of Phoenix, Arizona: Saad Toma Yehanan, DOB 6/29/57 of California .
Abdul Khaled khader Hamze, DOB 9/1/79 of Mesa, Arizona, Almad My Alhulaisi, DOB 3/27/76;
Kahled Ahmad Neaman, DOB 11/1/82 of Chandler, Arizona; Ahmed Mohamed Ashry, DOB 12/12/68;
Mustapha Mohamad Khodr, DOB 12/19/79 of Tempe, Arizona; Fadel Hindi, DOB 77/7/66 of Phoenix,
Arizona; Abdelsalam Mohamad Abdelsalam. DOB 6/7/62 of Apache Junction, Arizona; Mohamad Anis
Hemdani. DOB 9/15/76; Mounir Midani Daly, DOB 7/19/78; Rami Mahmoud Awwad, DOB 12/11/76.
Sharif Kader Hamdan, DOB 8/27/47 of Phoenix, Arizona; Kamel Hamid Al-Fadheli, DOB 4/2/67 of
Phoenix, Arizona; Nidal Mochammad A}-Shendi, DOB 5/5/70 of Phoenix, Arizona; Martha Ann Colwell,
DOB 1/31/48 of Peoria , Arizona ; Sharon Faye King, DOB 11/10/52 of Peoria, Arizona; Slimane
Hamzaoui, DOB 9/4/64 of Chandler, Arizona; Ibrahim Hassan Elrawy, DOB 3/1/58 of Houston, Texas;
Alaa Ghasoub Obeid, DOB 12/23/80 of Mesa, Arizona conspired to transport cases of stolen infant formula
valued at more than $5,000, in interstate commerce in violation of Title 18 of the United States Code
sections 2314 and 2315. A conviction for violating Title 18 of the United States Code, section 2314 and
2315 carries a maximum penalty of 10 vears imprisonment, a $250,00 fine or both. Additionally, the
indictment alleges that defendants conspired to commit money laundering during the same time period as
the Interstate transportaiion of stolen property conspiracy in violation of Title 18 of the United States Code
1956¢h). A conviction of Title 18 of the United States Code section 1956(h) carries a maxirmum penalty of
20 years imprisonment, a fine of not more than $500.000 or twice the value of the monetary instrument or
funds involved in the transportation, transmission, or transfer whichever is greater. Finally, the indictment
further alleges that Samih Jamal made a false statement on three separate U.S. Department of Agriculture,
Food Stamp Program for Stores applications in violation of Title 18 of the United States Code section 1001,

A conviction of Title 18 of the United States Code section 1007 carries a maximum penalty of five years,

(MORE)
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a $250.000 fine or both.

An indictment is simply the method by which a person is charged with criminal activity and raises
no inference of guilt. An individual is presumed innocent until competent evidence is presented to a jury
that establishes guilt beyond a reasonable doubt.

The investigation preceding the indictment was conducted by the Maricopa County Attorney Rick
Romiey, the Maricopa County Attorney’s Office, Federal Bureau of Investigation, the Joint Terrorism Task
Force (JTTF), Phoenix Police Department, Intemal Revenue Service, the Bureau of Immigration and
Customs Enforcement (BICE), Arizona Department of Public Safety, Mesa Police Department, Scottsdale
Police Department, the United States Department of Agriculture (USDA), and the Bureau of Alcohol,
Tobacco, Firearms and Explosives.

The prosecution is being handled by Kevin M. Rapp and Michael W. Kemp , Assistant United
State Attorneys, District of Arizona, Phoenix, Arizona

CASE NUMBER:  CR-03-261-PHX-FIM
RELEASE NUMBER: 2003-135
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tn the name of national security, dozens of people in Arizona have been arrested or detained on charges unrelated to

termorism.

The Muslims and Middle Easterners have been rounded up by Arizona's Joint Terrorism Task Force and charged with visa
violations, fraud and other offenses that have fitlle to do with national security.

Most recently, 27 mostly Middle Eastern immigrants were arrested in connection with

stolen baby formula.

From the perspective of FBI agents and prosecutors, the sometimes iron-fisted

Asizona connections

The war on terrorism in Arizona

campaign has jailled and deported immigrant suspects even when there was no proof to : aco i ih

indict them for terrorism,

dots picture, with Sept. 11, 2001,
hijacker Hani Hanjour in the middie.

But, for many Muslims and civil libertarians, the campaign has been an assault on Istam,  None of Hanjour's suspected

Arabs and American il

. They say the go , under intense public associates here were charged with

pressure and lacking real terrorism suspects, has targeted Middle Easterners for elhnic  terrorism-related crimes, but many

profiing and used lawful coercion as a tool to get cooperation and information.

have been jailed or deponted for other
offenses. Among them:

"We understand the need for a tough hand. But they are specifically looking for
something to gel these people on because they are Muslims or from the Middie East.” Lotfi Raissi, 37, an Algerian pilot and

said Deedra Abboud, director of the Councit on American-islamic Relations here.

immigrant 1o Arizona, arrested in
England and portrayed as flight

“They're looking for technicalities so they can be more aggressive. if's just fishing so you  instructor to al-Qaida. U.$. officials

can find something to hold over their heads."

Abboud and Randall Hamud, a San Diego defense attorney for terrorism suspects, said
agents use intimidation to scare Musiims inta cooperation.

"We can't be fast and loose with people we don't like, because everybody suffers fater,”

Hamud said.

Ray Churay, assistant speciat agent in charge of the FBI in Arizona, denies ethnic
profiling and shakes off suggestions that agents hound innocent people.

eventually conceded there was no
terrorism evidence against him. Raissi
was indicled in Arizona for document
fraud, but British courts refused
extradition. He denied knowing
Hanjour and said his life was ruined,

Malek Seif, 38, a French citizen from
Diibouti, admitted knowing Hanjour but
genied any role in terrorism. Two
manths before 9/11, authorities say,
he pracliced piloting commerciat

The government largets Middie Easterners who have been linked to terrorism suspects airtines on a flight simulator in
ar spouted “fihadic” rhetoric, Churay said, and there is nothing wrong with using any Phoenix. Seif was indicted and

charge i p

convicled in Phoenix of fraud and
using a false identity,

"There's no absence of terrorism work here," he emphasized, adding, “We s_hquldn’r
have to apologize for doing cur jobs. We'll use everything that's legal and within the Faisal al-Salmi, 34, a Saudi

Constitution to make this country safe and Arizona safe.”

Like attack on Capone

immigrant, is believed to have been
e among those using the flight simulator.
According 1o the New York Daily
Retated fink News, he also was one of four men

hitp:/farizonarepublic.printthis.clickability.com/pt/cpt?action=cpt&expire=&urliD=753253... 10/7/2003
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AAThe Cincinnati Post
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Theft ring, terrorism linked

By Kimball Perry
Post staff reporter

More than $100 million was generated in a money faundering scheme that used a dozen
convenience stores in Cincinnati's poorest neighborhoods 1o seil stolen goods, say police and
prosecutors, who believe the money then might have been used to fund terrorism around the
globe,

in the scheme, police say, organizers paid pennies on the dollar for stolen goods -- such as
cigarettes and teeth-whitening strips -- and then re-sold them at a profit in Over-the-Rhine,
Northside, Westwood, the West End, Fairmount, Winton Place and South Cumminsville.

Police say they can already prove that $37 million went through the bank accounts of the man
they believe is the ringleader, but they estimate that was “only a third" of the total, said Cincinnati
Police Chief Thomas Streicher.

Much of the money, the chief added, has been sent back to Middle Eastern countries, often in
amounts just under the $10,000 fimit that requires the transfer to be reported to the U.S.
government.

"We can document that money is being sent to the Middle East,” Streicher said, adding there is a
“strong suspicion" the money is being used to fund terrorism. He acknowledges, though, "there is
nothing concrete - yet."

Omran Saleh, a Canton, Ohio, businessman who also has a Green Township address, is
described as the head of the organization.

He was among 23 people arrested in connection with the two-year undercover investigation that
resulted in a 105-count Hamilten County indiciment.

Saleh, like most of those arrested, is of Palestinian descent, said Hamilton County Prosecutor
Mike Allen. Many of the defendants are naturalized Americans.

The major players arrested have been charged with engaging in a pattern of corrupt activity,
money laundering and tampering with government records, charges that carry up to 10 years in
prison.

Some of those arrested are also accused of charging exorbitant fees to cash checks.
Police say the scheme operated like this:
Store owners would pay others -- "usually drug addicts,” one official said -- to steal items they

could then resell. Popular items were cigarettes and teeth-whitening strips. The items could be
stolen in as small amounts as a few packages or as large as truckioads.
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The stolen goods were resold through the markets at prices that were two. three, four or five
times higher than normal, said Streicher.

"The base of the operation are all based in very poor neighborhoods -- preying on the poorest
people in the city,” Streicher said.

At least five of the stores searched Thursday have been padlocked and authorities will try to close
them permanently.

The allegations come as littie surprise to some who live in the neighborhoods.

"I know they've been buying a lot of stolen merchandise,” said a man who frequently purchased
cigareties in two of the shops, Bank Café at 1135 Vine St. and Glossinger's Carryout at 1201
Vine 8., in Over-the-Rhine. "'ve seen it happen.

"They'd buy about anything. They'd buy your mom if you offered to sell her”

The man, who asked {0 remain anonymous, said he also wasn't surprised that police suspect
profits from re-selling the stolen merchandise were sent overseas 1o support terrorism.

"The store owners look like they're from the Mideast and sometimes they would ask me what |
thought about Americans being in Iraq,” said the man. "l was smart enough to say, 'No
comment."

The man said he sometimes saw people selling radios and stereos to the shop operators.

“They walk in with the stuff and sell it," he said. "It's been going on for about five years, ever since
these foreigners took the stores over. It's common knowledge around here.

"They do a fot of business in the stores,” he said.
"They sell a lot of liquor and cigarettes and they buy a lot of things,” he said.

Store operators sometimes tore open packs of cigarettes and soid individual cigarettes to people
who didn't have enough money to buy a pack, the man said.

"I used fo he two cigareties for a quarter,” he said. "Then the price went up to one for a quarter.”

The investigation evolved out of a 1999 probe in which owners of several other Cincinnati
convenience stores in poor neighborhoods bought, retabeled and resold baby formula at high
prices.

The Ohio Organized Crime Investigations Commission has been investigating the operation for
two years, using undercover officers and surveillance on the stores and the accused.

The dozens of search warrants served in the investigation are allowing law enforcement -
including Ohio Attorney General Jim Petro and the U.S. Department of Agriculture -- tc pore over
bank accounts as well as financial and telephone records from stores and residences.

About 160 officers from the Hamilton County sheriff's office, Hamilton County
prosecutor’s office, Cincinnati police, the U.S. Department of Agriculture and the Ohio
Department of Safety Investigative Unit participated.
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A new formula for terrorism?

By EDWARD HEGSTROM
Copyright 2003 Houston Chronicle

As if dirty bombs and box cutters weren't enough to worry about, now some officials are
warning of possible new terrorist tools: Similac and Enfamil.

Baby formula might not make a particularly useful weapon, but it is a valuable
commodity. And that has raised concerns that gangs in Houston and other cities across
America may be stealing and reselling formula to raise millions shipped to the Middle
East, possibly to be used by terrorists.

The U.S. Treasury Department has started a program offering rewards for information
leading to the breakup of U.S. crime gangs raising money for terrorists. Among the seven
"illicit sources" the Treasury Department believes terrorists are using to raise money are
these: "Interstate cigarette smuggling” and "theft, adulteration and resale of infant
formula."

In greater Houston, Dallas and Arizona, officials have recently broken up Middle
Eastern-led operations that they allege were involved in the interstate cigarette smuggling
and the theft and resale of infant formula. Sources say millions of dollars were involved
in these cases, though officials are careful not to speculate about possible links to terror in
most of the cases.

The specter of terrorism has nevertheless come up in a Dallas-Fort Worth case. An
affidavit filed in Tarrant County alleges that Saleh Abugarbieh, 37, a Houston resident,
boasted to an undercover police officer at a meeting in Fort Worth that his family helped
create the Popular Front for the Liberation of Palestine, a terrorist group, according to a
published report in the Fort Worth Star-Telegram.

Abugarbieh has been charged with interstate transportation of stolen property.

His Houston attorney, Phillip Herbert Azar Jr., disputes that his client has any link to
terrorism. Azar acknowledged that "a lot of Arabs and Egyptians" appear to be involved
in the theft of baby formula, but he said there is no evidence that the profits have gone 1o
terror.

Local police sometimes raise the issue of baby formula and terrorism, but then federal
officials usually step in to tell them to keep quiet. ARter police in Montgomery pulled
over a van loaded with more than 700 cans of Enfamil last year, the police chief said
federal investigators believed there was a terror link. The FBI later denied knowledge of
any such link.
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In the Houston case. officials have had enough trouble just proving that the baby formula
was stolen, according 10 Sgt. Johnnie Jezierski of the special crimes unit of the Texas
Department of Public Safety. Baby formula carries no serial numbers, so if police pull
over an 18-wheeler full of Similac, they have trouble proving where it came from and
whether it was stolen

Investigators from the DPS and the Pasadena Police Department spent months
investigating the Houston ring until someone got the idea of bringing in the state health
department. Improper transport of baby formula is a violation of state health law, and
health officials can not only confiscate the loads but also use the evidence to obtain
search warrants.

The search warrants uncovered evidence of weapons, according to Jezierski. Some of the
alleged ringleaders were caught on weapons charges.

There is evidence the Houston-area ring generated more than 36 million in profits, and
there is evidence some of that money went to the Middle East, Jezierski said. But he
added: "There is no prosecutable proof that these people are connected to terrorism.”

The health concerns are serious. Smugglers expose the baby formula to heat, they alter
the expiration date to sell old merchandise and they sometimes even adulterate the
content. Some mothers feed their babies formula exclusively, thinking it is highly
nutritious. But if they get a can that has been stolen, it might be barely more nutritious
than water, causing serious health concerns for the baby, said Kim Ogg of
CrimeStoppers.

"The most helpless of victims are being taken advantage of," Ogg said.
The stolen cans, Ogg said, most frequently end up in neighborhood stores that accept
government vouchers issued through the Women, Infants and Children Supplemental

Nutrition Program.

If the money is indeed going to terrorists, that would mean those organizations are being
funded by U.S. taxpayers.

Contact Edward Hegstrom at edward hegstronidichron.com
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While money is lost and made, children end up the victims.

“This is organized criminal activity that exploits the most basic desire
of a parent, and that is to feed its child,” said U.S. Attorney Michael
Shelby.

What is expected to help a child grow, could in the long run stunt their
development.
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Call Crime Stoppers at 713-222-TIPS if you have any information.
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Hazardous baby formula was
undiscovered until Pasadena Police busted a burglary ring in
2001.

The band of thieves were responsible for millions of doflars in stolen clothing,
beauty aids and cigareties from area homes and businesses. As investigations
widened, Pasadena police and the Texas Department of Safety uncovered that
the local thieves were part of a national network of criminals working together
on the black market.

t.ocal and state investigators now closely monitor the distribution and purchase
of baby formula in Texas grocery stores to minimize the risk of grocers buying
formula from illegal sources.

07/30/2003
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Further probing reveals the process in which sate and nutritional wiant formula
such as Enfamil and Similac, get into the hands ol unsuspecling consumers as
dangerous food for babies.

The Texas Health Department and local investigators said that individuat
thieves, primarily immigrants from Central America, are recruited to shoplift
formula from grocery stores. It is easy tc overlook the shoplifting incidents since
they are low-leve! misdemeanor crimes.

However, the thieves then sell the stolen baby formula to “fences”, who are
primarily Middle Eastern immigrants running whole sale supply companies,
officials said.

"They exploit parents by stealing this formula and then put it on the black
market in a way that may ultimately endanger the very people we are trying to
protect,” Shelby said.

While the formuta is being handied from grocery store to thief to black market, it
is "often stored and transported at improper temp and in bug inf d
locations without regard to sanitation,” a Crime Stoppers report stated.

This kind of negligent handling "generally results in deterioration of product and
ioss of potency. Since formula is the sole source of nutrition for infants, this kind
of tampering can impact the development of a child,” reports stated.

Once "fencers” have the formula, they then sell it back to grocety stores at a
discounted price and itis put back on the very shelf it was stolen from,

Grocery stores that have 