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This newdletter is intended to
enhance your awareness of fraud
involving the Department of
Defense (DoD) and what is being
done about it. By being better
informed you will be better able
to help us combat theseillegal
activities. These articlesare
based on press releases and
public information.

Prosecutions
Progress Payments

A four-count superseding in-
dictment was returned against H.
Gayle Marshall, attorney at law,
Lake Charles, LA. Marshall was
charged with conspiracy to de-
fraud the Government, money
laundering, obstruction and false
declaration before the grand jury.
The charges relate to approxi-
mately $821,551 in progress pay-
ments from the U.S. Army Corps
of Engineers (USACE). A joint
Federal and state investigation
determined that Marshall al-
legedly assisted William H. Ed-
monds and Doyle Luneau, both
of Alexandria, LA, in diverting
approximately $785,999 of Gov-
ernment funds for private gain.
Edmonds and Luneau previousy

pled guilty to similar charges.
The conspiracy revolved around
the construction of emergency
mobile home sites that were
needed due to flooding in south-
ern Georgiain 1994. Special
Agent Ricky Burrell, Southeast
Field Office (FO), is conducting
the investigation with the Geor-
gia Bureau of Investigation, Al-
bany, GA, and the U.S. Army
Criminal Investigation Command
(USACIDC).
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Painting

Indictments were returned
against Thomas S. Rhoades, Col-
orado Springs, CO; Stephen L.
Schluneger, Scottsdale, AZ;
T. Robert Hughes, Fort Collins,
CO; and Arco Business Services,
Ltd., and Arco Properties, Ltd.,
Fort Callins, CO, for conspiracy
to defraud the DoD. Rhoades
and Schlunegar allegedly con-
spired with Hughes, Arco Prop-
erties and Arco Business Ser-
vices to defraud the DoD

through a USACE contract in
Tulsa, OK. When the original
contractor defaulted on a con-
tract to sandblast and paint locks
and gates on the Arkansas River,
Rhoades and Schluneger, individ-
ual sureties, signed a takeover
agreement to complete the pro-
ject. The contract allowed
Rhoades and Schluneger to re-
cover costs and expenses in-
curred to complete the contract,
but did not allow compensation
in excess of completion expendi-
tures. Rhoades and Schluneger
alegedly solicited abid from
Skyline Painting in Colorado
Springs, CO, to complete the
contract. Skyline was to pay 29
percent of the remaining contract
funds to Arco Business Services,
a business that Hughes ran, for
fees and services. Most of those
funds were then paid to Rhoades
and Schluneger. Specia Agents
Charles Huggins, Denver Resi-
dent Agency (RA), and G. Bryan
Compton, Tulsa Post of Duty
(POD), are conducting the inves-
tigation.
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Theft of Transponders

An indictment was returned
against Derek B. Bellinger in
Suffolk County, NY, charging
him with grand larceny and pos-
session of stolen property.
Bellinger, atruck driver for a
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shipping company, alegedly took
three F-18 Interrogator, Friend
or Foe (IFF) transponders. The

| FFs belonged to the Kuwaiti Air
Force and were being shipped
back to a Greenlawn, NY, de-
fense contractor for repair and
refurbishment. Bellinger al-
legedly took the IFFs prior to de-
livery to their intended destina-
tion and prepared false paper-
work indicating the delivery had
been made. The IFFs had been
manufactured under a Navy con-
tract and then delivered to
Kuwait under the Foreign Mili-
tary Sales Program. Specidl
Agent Mitchell Schlitt, New
York RA, is conducting the in-
vestigation with the Suffolk
County Police Department.

Health Care

A seven-count indictment was
returned against Dr. Harry A.
Hieke, Jr., a podiatrist practicing
in Newport News, VA. Hieke
was charged with five counts of
grand larceny against the Civilian
Health and Medical Program of
the Uniformed Services
(CHAMPUS), Medicare and
Trigon/Blue Crossy/Blue Shield of
Virginia (Trigon) and two counts
of Medicaid fraud. Hieke al-

legedly submitted false clamsto
CHAMPUS, Medicare, Medicaid
and Trigon that misrepresented
medical services performed and
for services not performed. Spe-
cia Agent Paul Hastings, Nor-
folk RA, is conducting the inves-
tigation with the Department of
Health and Human Services, the
VirginiaMedicaid Fraud Control
Unit and the Trigon Financial In-
vestigations Unit.
Kickbacks

An information was filed
against Quy Cong Nguyen, a
buyer and repair analyst at Mc-
Donnell Douglas Aircraft Corpo-
ration (McDonnell Douglas),
Long Beach, CA, charging him
with mail fraud. Nguyen worked
for McDonnell Douglas from
1989 to May 1997 where he
dealt with vendors in the repair
and overhaul of hydraulic and
pneumatic aircraft parts. In De-
cember 1995, Nguyen allegedly
entered into a kickback agree-
ment with Handojo Tjiptora-
hardjo, president of Unical Avia
tion, Incorporated (Unical), and
its subsidiary, Blue Sky Aviation
(Blue Sky). Unical, an aircraft
parts broker, and Blue Sky, an
aircraft parts repair station, are
collocated in Baldwin Park, CA,
and service commercial and DoD
prime contractors. The agree-
ment provided that Nguyen re-
ceive 5 percent of the cash value
of the McDonnell Douglas pur-
chase orders he awarded to Blue
Sky. During 1996, Nguyen re-
ceived about $12,000 in kick-
backs. Special Agent Fred
Cosby, Western FO, is conduct-
ing the investigation with the
U.S. Postal Inspection Service.

Counterfeit Parts

Aninformation wasfiled in
Fort Worth, TX, against Pacific
Air Logistics, Incorporated
(PAL), Billy Joe Neighbors,
president of PAL, Michael
Neighbors, vice president of
PAL, and Mark Turner, quality
assurance manager of PAL,
charging al with mail fraud. An
investigation disclosed the defen-
dants were refurbishing surplus
aircraft parts and stamping them
with counterfeit Original Equip-
ment Manufacturer quality con-
trol and manufacturing date
stamps. The parts were then
sold with falsified certificates of
conformance that stated the parts
were new and met military and/
or commercia specifications. In
fact, the actual condition of the
parts had not been determined.
Investigators seized the parts be-
fore they were installed on mili-
tary or commercia aircraft. Spe-
cial Agent George Castillo,
Southwest FO, is conducting the
investigation with the Federal
Bureau of Investigation (FBI),
the Federal Aviation Administra-
tion and the Department of
Transportation.

Kickbacks

A three-count information was

filed against Robert L. Berger,
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former president of Royce
Aerospace Materials Corporation
(Royce), Farmingdale, NY,
charging him with bankruptcy
fraud, violations of the Anti-
Kickback Act and conspiracy.
Royce, which went bankrupt in
September 1993, was a subcon-
tractor providing raw materials
such as aluminum and titanium to
prime DoD contractors. Berger
allegedly conspired with others
and devised afictitious invoicing
scheme to divert cash out of
Royce. The checks were written
and issued from Royce to ficti-
tious companies, cashed by vari-
ous individuals and the cash re-
turned to Berger. The checks,
totaling about $1.2 million, were
then claimed as business ex-
penses and were taken as false
deductions on the Royce corpo-
rate tax return. Berger and oth-
ers used this cash to pay kick-
backs to prime DoD contractors
in return for bid information and
DoD subcontracts for Royce.
Specia Agent Stephanie Jm-
roglou, New York RA, con-
ducted the investigation jointly
with the Internal Revenue Ser-
vice (IRS).
Health Care

Swaran K. Jain, Ph.D., Leaven-
worth, KS, pled guilty to accept-
ing remuneration in exchange for
referring patients to Two Rivers
Psychiatric Hospital, Incorpo-
rated (Two Rivers), Kansas City,
MO. During 1990 and 1991,
Jain conspired with Ronald
Rowe, former managing director
of Two Rivers, to refer patients
in exchange for multiple monthly
payments, which totaled
$41,400. Some of those referred

were insured by CHAMPUS.
Two Rivers billed CHAMPUS
approximately $142,593 and re-
ceived approximately $63,000
for the patients referred by Jain.
Special Agent Troy Bird, Kansas
City RA, conducted the investi-
gation with the FBI.

Health Care

Following atria in Brunswick,
GA, Andrew S. Shankman was
found guilty of conspiracy, mail
fraud, wire fraud, dispensation of
controlled substances and money
laundering. Mary Jane Pedrick
was found guilty of conspiracy,
mail fraud and wire fraud.
Shankman, a psychiatrist, owned
and operated Shankman/David-
son Psychiatric Management, In-
corporated (Shankman/David-
son). Pedrick was the vice presi-
dent of clinical operations and
lead therapist. From 1992
through 1995, Shankman/David-
son employed unlicensed thera-
pists to provide mental health
services to beneficiaries of
CHAMPUS, Medicare and Med-
icaid. The services were then
billed to those Government pro-
grams asif Shankman provided
the services. Shankman/David-
son received over $5.2 million
from those billings. Special
Agent Marian Bridgman,
Nashville POD, conducted the
investigation jointly with the FBI,

the IRS, the Georgia Department
of Medical Assistance and the
Georgia Secretary of State's Of-
fice.
Health Care

Timothy Mark Bowlan, a
counselor at Cornerstone Coun-
seling of Enid, Enid, OK, was
found guilty of state Medicaid
fraud. Timothy Bowlan coun-
seled CHAMPUS and Medicaid
patientsin Enid, OK, and submit-
ted claims for payments that
fasaly listed his father, Dr. Wal-
ter L. Bowlan, as providing the
psychotherapy services. Timothy
Bowlan was previoudy investi-
gated by the DCIS and was ex-
cluded from the CHAMPUS and
Medicaid programs after his con-
viction in 1994 for filing fraudu-
lent claims, theft of public money
and forgery. Specia Agent
Charles Case, Tulsa POD, con-
ducted the investigation jointly
with the Oklahoma Attorney
General's Office.

Cellular Phone

Gevork Khrimian pled guilty to
one count of unauthorized use of
telecommunications services,
namely, acloned cellular tele-
phone encoded with a stolen
electronic serial number. Khrim-
ian was a member of the
Mikaelian Organization, which
was led by Hovsep Mikadlian.
Mikaelian and members of the
group were involved in fraudu-
lently obtaining, stealing and sdll-
ing $8 million of fuel. An unde-
termined portion of that fuel was
from the Defense Fuel Supply
Center, San Pedro, CA. Khrim-
ian owned a service station
through which the stolen fuel
was sold to the public and he
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used the cloned cellular tele-
phone to facilitate the purchase,
delivery and sale of the fudl.
Specia Agent Robert Koger, El
Segundo RA, conducted the in-
vestigation with the FBI, the
IRS, the Department of Trans-
portation, the Los Angeles and
Long Beach, CA, Police Depart-
ments and the California Depart-
ment of Justice.

Sentences
Employment Restriction
Gross Metal Products, Incor-

porated (Gross), Philadel phia,
PA, pled guilty to one count of
knowingly employing an individ-
ua previously convicted of a
felony relating to fraud on aDoD
contract. The same date, Gross
was sentenced to a $10,000
criminal fine, a$10,000 civil fine
and a $25 special assessment fee.
Gross employed Henry Isenberg,
former president of Rois Manu-
facturing Company, Incorporated
(Rois), Philadelphia, PA, as a su-
pervisor from 1990 through 1993
on its contract to provide mine
housings to the Navy. 1n 1990,

| senberg was convicted of con-
gpiracy and submission of false
statements to the Government on
acontract Rois had with the
Army. Asaresult, Isenberg was
prohibited from working on
Government contracts or first
tier subcontracts in a managerial

or supervisory capacity until
1995. Special Agent Michael
Bradley, Northeast FO, con-
ducted the investigation jointly
with the Naval Crimind Inves-
tigative Service (NCIS).
Bank Fraud

Mocheet Q. Smith was sen-
tenced to 8 months incarceration
and ordered to pay a $50 specia
assessment fee for conspiracy to
commit bank fraud. Smith, an
employee of the Defense Finance
and Accounting Service (DFAYS),
Columbus, OH, stole U.S. Trea-
sury checks valued in excess of
$310,000 before the checks were
mailed from DFAS in payment of
DoD contracts. The checks were
then given to co-conspiratorsin-
volved in the scheme to defraud
severa financia ingtitutions. The
scheme included opening fraudu-
lent business accounts at severa
banks, depositing the stolen
checks into those accounts and
attempting to withdraw the pro-
ceeds of the accounts by using
false identification documents.
Specia Agent James Olmstead,
Columbus RA, conducted the in-
vestigation with the U.S. Secret
Service.

Health Care
Physical Therapy and Rehabili-
tative Services of Northwest
Florida, Incorporated (PTRS),
and Patricia D. Socarras, itsvice
president, Fort Walton Beach,
FL, were sentenced as follows:

PTRSto $57,999 in fines, resti-
tution and assessments; Socarras
to 4 months home confinement, 2
years probation and $1,500 in
fines, restitution and assess-
ments. The PTRS and Socarras
were each previoudly convicted
of 10 counts of mail fraud. An
investigation determined they
submitted claims to CHAMPUS
reguesting reimbursement for
services provided by individuals
less qualified than the physical
therapist whose name appeared
on the clams. Physical therapy
services are not reimbursed by
CHAMPUS unless provided by a
licensed physical therapist. An
audit by the Defense Contract
Audit Agency (DCAA) and
CHAMPUS determined CHAM-
PUS paid for services based on
claims and treatment notes that
falsely reported the services were
provided by alicensed physical
therapist. The PTRS and Socar-
ras face further civil damages and
penalties under a stayed civil
False Claims Act case and ad-
ministrative sanctions by CHAM-
PUS and/or state licensing au-
thorities. Special Agent Craig
Brueckman, Pensacola POD,
conducted the investigation with
audit assistance from the DCAA
and CHAMPUS.

Freight Carriers
Sharon Trace, aformer freight
classification specidist at the De-
fense Depot Letterkenny, PA
(DDLP), was sentenced to
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14 months incarceration, 24
months probation and $650 in
fines and restitution. Trace pre-
viously pled guilty to making and
using false documents in the per-
formance of her official duties as
afreight classification specidist.
From January 1992 through June
1995, Trace created, altered and
used freight documents, to in-
clude carrier release orders, that
allowed Trace's favored freight
carriers to be substituted for
those freight carriers authorized
to haul designated freight loads.
Her actions resulted in DoD pay-
ing in excess of $500,000 more
for the freight hauling jobs. Spe-
cial Agent Richard Marr, North-
east FO, conducted the investiga-
tion jointly with the FBI.

Bribery

Ronad E. Howard, aformer
senior produce buyer for the De-
fense Subsi stence Office (DSO),
Chicago, IL, was sentenced to
2 years probation, a $1,500 fine
and a $50 special assessment for
bribery. From December 1991
through August 1993, Howard,
while acting in his official capac-
ity as a produce buyer for DSO
Chicago, regularly solicited and
received small persona monetary
loans from Chicago area produce
vendors. Cooperating vendors
then received preferential treat-
ment from Howard through the

guaranteed award of future DoD
business. Howard did not repay
the loans; however, with
Howard's full knowledge and
preferential contract awards, one
vendor recovered a significant
portion of the approximate
$2,850 he loaned to Howard.
Specia Agent Philip King,
Chicago RA, conducted the in-

vestigation.

Civil Information

Foreign Military Sales

A civil complaint wasfiled
against Page Avjet Corporation
(Page), a Delaware corporation
with offices in San Antonio, TX,
charging Page violated the False
Clams Act. At thetime of the
alleged fraudulent activity, Page
was an aircraft parts and equip-
ment manufacturer for the DoD
and was under contract to pro-
vide items under the Foreign Mil-
itary Funding (FMF) program.
Page dlegedly diverted FMF
funds he received from the U.S.
Government to projects not
funded by the FMF grants made
available to the Government of
Israel (GOI). Page further
falsely certified that over half the
value of goods provided to the
GOl were of American origin.
Those funds, in the amount of
$1.25 million, were disbursed
and administered by the Defense

Security Assistance Agency.
Specia Agent Crystal Daven-
port, San Antonio POD, con-
ducted the investigation with au-
dit assistance from the DCAA.
Civil Settlement
Failure to Test

Lockheed Martin Corporation
(Lockheed), Owego, NY,
reached a civil settlement agree-
ment with the Department of
Justice and will pay $200,000 to
the Government. Lockheed ac-
quired Loral Federal Systems
(Loral) in February 1996. Lord
previously acquired IBM Federal
Systems (IBM). The DoD had
awarded contractsto IBM to
provide computer page frame as-
semblies (circuit boards used to
house electrical equipment) for
use in various military aircraft
and equipment. An investigation
into allegations the assemblies
were corroded beyond accept-
able levels of tolerance deter-
mined the lack of proper testing
of the parts could lead to exces-
sive corrosion of the parts.
Lockheed Martin agreed to re-
pair or replace all related parts,
up to $500,000 in value, that fail
to function due to visible corro-
sion. Special Agent William
Bates, Syracuse RA, conducted
the investigation with the US-
ACIDC, the NCIS and the Air
Force Office of Special Investi-
gations.
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To report suspected fraud involving
to Department of Defense or to
comment on this newsletter please
contact the nearest Defense Crimi-
nal Investigative Service office.

The addresses and telephone num-
bers of the offices that are part of
the Central Field Office are listed
below.

CENTRAL Field Office
1222 Spruce Street

Room 8.308E

St. Louis, MO 63103-2811
Voice: (314) 539-2172
Telefax: (314) 539-2967
E-Mail: 4049 @dodig.osd.mil

CHICAGO Resident Agency
2350 E. Devon Ave., Suite 150
P.O. Box 483

DesPlaines, IL 60018-4606
Voice: (847) 827-9480
Telefax: (847) 827-3724
E-Mail: 40ch@dodig.osd.mil

CLEVELAND Resident Agency
7550 Lucerne, Suite 200
Islander Park One Building
Middleburg Heights, OH 44130
Voice: (216) 522-2296/7
Telefax: (216) 522-7196

FTS: 942-2296/7

E-Mail: 40cl @dodig.osd.mil

COLUMBUS Resident Agency
P.O. Box 13163

Whitehall Branch,

Columbus, OH 43213-0163
Physical Location:

Defense Supply Center

3990 E. Broad St., Bldg. 100
Columbus, OH 43213-5000
Voice (614) 692-3629/3855
Telefax: (614) 231-8905
E-Mail: 40co@dodig.osd.mil

DAY TON Resident Agency
3055 Kettering Blvd.

Suite 205

Dayton, OH 45439

Voice: (937) 534-0100

Telefax: (937) 534-0117
E-Mail: 40dy.rac@dodig.osd.mil

KANSAS CITY Resident Agency
Federal Building, Room 565

500 State Street

Kansas City, KS 66101-2433
Voice: (913) 551-1350

Telefax: (913) 551-1362
E-Mail: 40kc@dodig.osd.mil

INDIANAPOLIS Post of Duty
Attn: Column 117W

8899 East 56th Street
Indianapolis, IN 46249-4500
Voice: (317) 542-4009

Fax: (317) 542-4012

E-Mail: 40in@dodig.osd.mil

MILWAUKEE Post of Duty
301 W. Wisconsin Ave.

Suite M-95

Milwaukee, WI 53203
Voice: (414) 297-1810
Telefax: (414) 297-1817
E-Mail: 40ml@dodig.osd.mil
MINNEAPOLIS Post of Duty

Galtier Plaza, Box 14, Suite 414
175 East Fifth Street

St. Paul, MN 55101-2901
Voice: (612) 222-0212
Telefax: (612) 222-8316
E-Mail: 40mn@dodig.osd.mil

SIOUX FALLS Post of Duty
230 S. Phillips Ave., Suite 404
Sioux Falls, SD 57102

Voice: (605) 330-4211
Telefax: (605) 330-4410
E-Mail: 40sx@dodig.osd.mil

WICHITA Post of Duty
53456 Lawrence Ct. Suite 230
McConnell AFB, KS 67221
Voice: (316) 682-1991
Telefax: (316) 682-1609
E-Mail: 40wc@dodig.osd.mil

You may also call or write the Depart-
ment of Defense Hotline at

Defense Hotline

The Pentagon

Washington, DC 20301-1900
Voice: (800) 424-9098
Voice: (703) 604-8546




