The story of Trans World's aluminum empire is
filled with bribes, shell companies, profiteers, and
more than a few corpses. Then again, in today's
Russia, that’s pretty much par for the course.
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Lev Chernoy was

the point man for Trans
World in Russia and
the rest of the former
Soviet Union. He

walks away with
hundreds of millions
of dollars.
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RUSSIA

|d Climate

by Richard Behar

I f the Russian aluminum industry had a face, it would look like Lev Chernoy’s: corrugated,
pockmarked, insulated from the outside world by a metal detector and an army of armed
guards. Crippled by polio as a boy, Lev, at 45, still walks with a severe limp and a leg that curls
and swings; his eyes are blue coin slots, his hair slicked onto his forehead in a Transylvanian tri-
angle. He’s wearing a black suit and smoking a Cohiba.

“Am I scared of the mafia?” asks Chernoy, smiling. “If I tell you no, it won’t be the truth. If
I say yes, it’s not true either.”

In that single, opaque statement, Chernoy has summed up post-Soviet Russia. Since the So-
viet Union imploded in 1991, a struggle has unfolded between the half-formed, often conflicted
democratic impulses of the Russian people and the centuries-old criminal subculture that holds
an unspoken share of power there. The West greeted the rise of parliamentary democracy in Rus-
sia with great enthusiasm—and with grand promises of aid and investment—but the country’s
trajectory in recent years has left little cause for optimism. Now even many of Russia’s elected
officials are describing the place as a kleptocracy, its social, political, and economic institutions
so rife with organized crime that the hardiest souls have all but given up hope. Those Western
companies that invested in the Russian economy in the early part of the decade have for the most
part either paid dearly for their error or been obliged to make compromises they would never
have envisioned.

“Very often the most likely to succeed in these stormy oceans are not the picture-perfect,
clean-shaved, deep-tanned, well-built, and fashionably attired yachtsmen under the immaculate
white sails,” says Lev, reading from a prepared statement, “but unpleasant-looking ugly skip-
pers in command of a pirate ship. One should not be appalled. These are the laws of initial cap-
ital acquisition, applicable everywhere.”

This is the story of how those laws were applied by Trans World, an enterprise launched by the
Reuben brothers, David of London and Simon of Monaco, in the early 1990s. With the help of
two Russians—Lev Chernoy and his brother Michael—the Reubens built a Rockefeller-style ver-
tical empire in the former Soviet Union in a few short years. In 1996, Trans World was hailed as
the world’s third-largest producer of aluminum, after Alcoa and Alcan. (Russia is the world’s
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No. 2 producer of the metal.) Trans World’s scope was so vast yet
so invisible that it was called “a state within a state,” with hundreds
of constantly shifting shell companies and tentacles reaching from
the Siberian steppe to the shores of Cyprus, the Bahamas, the
Cayman Islands, and ultimately the U.S., where 30% of the
empire’s aluminum was sold. There the “winged metal,” as it’s
known, was used in rockets, satellites, car wheels, aircraft panels,
and myriad household products. Trans World also amassed huge
holdings in steel, chrome, coal, and many other raw materials.

The Reubens’ time in the sun was brief. By 1998 they had lost
FEEDBACK: rbehar@fortunemail.com
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control of nearly half their kingdom to former partners. Gov-
ernment investigations in at least seven nations—along with hun-
dreds of mostly foreign media stories critical of Trans World—
were threatening to take away the rest. Cutting their losses, the
Reubens sold most of their remaining Russian assets a few
months ago.

It was late last year, in the twilight of Trans World’s reign in the
former Soviet Union, that the Reubens gave FORTUNE a most
unusual opportunity: They would grant interviews and throw open
their offices to the magazine in exchange for an honest appraisal—
in print—of their past business practices. It was a bold proposition,



and the subtext couldn’t have been clearer:
Given their uncertain future, the Reubens des-
perately needed options. Both men are now bil-
lionaires, yet their reputation is hardly that of
“yachtsmen under the immaculate white sails.”
Indeed, in Russia their whole industry sails un-
der a black flag. Aluminum is “one of the biggest
arms of the Russian mob,” according to Frank
Cilluffo, who runs a task force on Russian crime
at the Center for Strategic and International
Studies in Washington. In order to stay in busi-
ness—especially if, as the Reubens say, they
want to move into operations in the U.S. and
elsewhere in the West—Trans World needed to
get clean. The Reubens’ hope was that a FOR-
TUNE article would do the trick. Similarly, they
signed up Kroll Associates, the world’s largest
investigative firm, to scrutinize “every aspect of
our business,” says David, in the hope that a pos-
itive report would be made public.

It is partly that unorthodox, confessional re-
lationship that makes the following story so
unusual. Depending on the day, their moods,
and their ability to recall what they’d last said,
the Reubens and their associates took a diz-
zying number of positions about their busi-
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The Reuben brothers,
Simon (left) and
David, built Trans
World in just a few
short years. Their
associates, Michael
Cherney (at right)
and his brother Lev
(previous page),
helped the Reubens
funnel billions of
dollars out of the
post-Soviet aluminum
sector and into

a global web of
hundreds of shell
companies. Now

the Reubens are
looking to set up
shop in‘the U.S.

ness and what they’d done to make it thrive. On the one hand,
the Reubens’ openness was careful and selective in the extreme;
on the other, they sometimes seemed to forget that FORTUNE
was there as an outside observer and not as a Trans World em-
ployee. In the course of nearly 100 hours of interviews, the Reu-
bens and the Chernoys contradicted one another so often as to
be nearly unintelligible. Ironically, their attempt at glasnost,
while it generated no smoking gun, has ultimately only under-
scored the dirtiness of the world they moved in—and will likely
spur law enforcement agencies to redouble efforts to finish them
off. At least that’s FORTUNE’s conclusion, especially after our

RUSSIA

investigation traced large sums moving from Trans World to
firms at the heart of three big money-laundering scandals that
have dominated headlines in recent months: the Bank of New
York case, the Kremlin-Mabetex kickback probe, and the col-
lapse of YBM Magnex, a Pennsylvania public company launched
by Russian mobsters that was shut down by the feds last year.
(See box for details.) As for Kroll, the agency won’t confirm it,
but a positive report seems unlikely.

In the end, though, Trans World’s story is about much more than
the rise and fall of a tawdry business empire. It is a vivid illustra-
tion of how Russia’s criminal class has dismantled the promise of
the post-Soviet era. It is a case study in why most Western com-
panies did well to steer clear of doing business there.

Tolling for Dollars

Who are the Reubens? The early record is sketchy. We know that
the brothers were born in Bombay and raised by their Iragi-born
mother and grandmother after their parents separated. As poor
teenagers, like so many ambitious kids in postcolonial India, the
brothers made their way to London, where they landed briefly in a
Jewish shelter. Simon eventually went into the rug trade and
scraped together enough money to buy his first pieces of real es-
tate (his extensive holdings now include chunks of London’s May-
fair district). David spent his early years trading in scrap metal, later
co-managing a Soviet metals-trading venture with Merrill Lynch—
and eventually laying the groundwork for Trans World by found-
ing his own company in 1977.

The brothers have always shared every-
thing. When they’re not yelling at each
other, they finish each other’s sentences,
locking together like two parts of the same
greased machine. Even their daily lives are
synchronized. Simon is officially a Monaco
resident but works mostly in Geneva,
where he keeps careful logs of the days he
can legally spend in London, David’s
home. The men also have homes on the
French Riviera; David has a third in Flor-
ida (though he is a Briton, his wife and chil-
dren are U.S. citizens). For tax purposes,
David doesn’t appear as a director or
owner of any of their hundreds of shell
companies. All roads, at least technically,
lead to Simon.

Trans World’s London offices look more
like a parking garage than the trading head-
quarters of a global empire. During recent
visits by FORTUNE, a manic David Reu-
ben raced from room to room, bellowing
demands at cowering lieutenants. It’s an in-
cestuous world, with people fighting in different languages, gang-
ing up on one another, making up again, and doing deals—some-
times in the space of minutes. The chaos is fueled by suspicion, and
even David Reuben doesn’t fully trust one of his high-level com-
rades, working at a desk nearby. “Everyone questions everyone’s
loyalty,” whispers one insider. “It’s a real whorehouse.”

The scene is no less bizarre in Geneva, the financial heart of
Trans World, where Simon, too, has made screaming the standard
mode of operation. “Simon, David, and Lev are, as we say in
Russia, chelovek nastroeniia—people of mood,” says Simon’s
trusted deputy, Alexander Bushaev, who serves as the liaison be-
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tween the eastern and western arms of Trans World’s businesses.

“Their decisions are dependent on the mood of the moment.
They’ll decide something today and reverse themselves tomorrow
even when they’re not in a hurry to decide. All of them like shout-
ing. In the States, it would be seen as abusive.” A second insider
notes that Simon “tears strips off people’s bodies daily.” The
Reubens, he adds, “are very kind, decent people, other than the
way they deal with money. They’d just as soon cut someone’s
balls off as give them a raise.”

When the Soviet Union fell, its entire military-driven aluminum
industry collapsed with it. David Reuben says he had built Trans
World into one of the largest aluminum traders in Russia by that
time, and he seized the opportunity to expand into the void. It
wasn’t long before Simon was enlisted in the project as well.

Of course, Russia was even then a fairly lawless society, with
overlapping business rules, rampant corruption, lax or naive reg-
ulators, and state-appointed factory bosses who suddenly found
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themselves de facto capitalists—and in dire need of cash. Then
as now, a foreigner soon learned that these stormy seas were far
more navigable if he had a local partner to help. As David tells
it, not long after he opened his Moscow office, in 1992, a man

£ with a heavy cane limped through the door. In the pre-perestroika

shadow economy, Lev Chernoy had become a big trader in tim-

= ber and fish, among other things. “Lev said that only those with

money can solve everything,” recalls David. “He said, ‘Fly with
me.’ I said I didn’t have enough shirts. He said, ‘So we’ll clean
them.” And off we went.”

Lev soon introduced David to his older brother, Michael, now 48,
who proved a valuable asset to the fledgling enterprise. Michael,
who speaks no English and spells his name “Cherney,” had dealt
in metals and enjoyed great “connections” in the ports, railways,
and raw materials plants where the Reubens would grow Trans
World. A partnership was born; the agreement, however, was never
put in writing. “Business in Russia was not being done like in the
West, with contracts,” explains David today. “In Russia, hundreds
of millions of dollars were going forward and backward by word of
mouth.” (Of Trans World’s four principals, only Michael Cherney
wasn’t interviewed face to face by FORTUNE. Instead, he re-
sponded to selected questions faxed to him in Israel. “I do not pos-
sess any exclusive information on the so-called Russian mafia,” he
wrote. “Sorry to disappoint you.” As for questions about bribes,
murder, or money laundering, they “have nothing to do withme....
My hobby, as I would put it in words, is as follows: Help to good,
honest people ... I love books, prefer detective stories.”)

It didn’t take long for the Reubens and Chernoys to strike lu-
crative deals in Russia’s largest smelters
as well as in raw materials refineries in
Ukraine and Kazakhstan. Trans World
built 300 railcars and a port facility in Si-

The smelters in
Bratsk (top) and

Krasnoyarsk, both

in Siberia, are the
largest in the world.
The ancient plants
received few capital
improvements
during Trans World's
Russian adventure,
but delivered
hundreds of millions
to the Reubens.
They recently sold
out to a cartel linked
to the infamous
Boris Berezovsky;
given his history, it's
unlikely that his
stewardship will be
any more benign.

beria’s far east to unload alumina—the
chief ingredient in aluminum—brought in
from Australia. In essence, the Reubens
were patching up the links between the
various republics that had disintegrated
with the Soviet Union. Only now Trans
World, rather than a central planning com-
mittee, was running the show. “We were
helping build the infrastructure of Russia,
literally,” says David. “We succeeded
where the Alcoas and the other majors
were too afraid to take the first risks.” (For
Alcoa’s contrary view, see box.)

Profits literally poured in. “In the West,
we were lucky to see a 1% return as trad-
ers, or $5 a ton in profits,” David explains.
“Here I saw the possibility of earning $200
a ton. This greed made us take the risk.”

That extraordinary return was a func-
tion of a system known as “tolling,” which
was formalized by the Russian authorities

and spread throughout the aluminum industry after 1992. Tolling
provided a financial incentive to entrepreneurs to revive the foun-
dering aluminum sector by giving them the right to essentially rent
factories: They imported raw materials from abroad (tax-free),
processed them into aluminum, and then shipped the metal over-
seas (also tax-free). The plants received a small fee—enough to
keep a low-paid, oversized work force off the dole and free of rev-
olutionary zeal—while the entrepreneurs (in this case the Reu-
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bens and Chernoys) raked in profits
that ranged as high as $500 per ton for
aluminum selling for about $1,500 on
the world market. Says Simon: “If you
can’t make 40% on your money in
Russia, you're a fool.”

Tolling was intended to be a tem-
porary fix, but it became an addiction
the country has yet to kick. That’s
partly because tolling had another,
hidden benefit: Those fat profits
fueled a stream of kickbacks across
the industry and into the highest lev-
els of government.

Starting in 1993, with privatization
sweeping across the ex-Soviet repub-
lics, the Reubens and Chernoys moved
aggressively to lock in their tolling
deals—and to keep out any would-be
competitors who might try to muscle
in—by snapping up newly issued
shares in the plants where they oper-
ated. They bought 66% of Bratsk, the
world’s largest aluminum factory, in Si-
beria; in an effort to build loyalty, they
lent money so that the plant’s manage-
ment could buy up the remaining third.
With some variations, the process was
repeated across the region, with Lev
serving as a sort of Uber-manager,
shuttling between Moscow and the fa-
cilities in Siberia, Ukraine, and Ka-
zakhstan, and Michael making the
necessary introductions in the ports, railways, and raw materials
plants. “In almost all the plants, the group had most of the toll-
ing,” says Simon.

The Reubens were locking up the industry like a couple of
19th-century American robber barons—and personally pulling
down hundreds of millions a year. The task of protecting that
fortune fell to Simon, a gifted architect of corporate opacity if
ever there was one.

«I don’t seek any tax advice from experts,” boasts Simon from
his Geneva redoubt. “I can’t read a computer screen and never
use a calculator. It’s all in my head and by hand.” Simon’s global
web, set up to avoid taxes, has baffled investigators for years. For

MOSCOOP (2)

_ starters, there are more companies than employees: Some 200 en-

tities were created in the West and nearly 100 more by his Rus-
sian associates. Shells within shells within shells—constantly shift-
ing, many with similar names—in places like Cyprus, the
Bahamas, the Cayman Islands, the Isle of Man. In 1999, a Virgin
Islands shell (Landal Worldwide) seems to have been at the pyr-
amid’s apex. Below that, at various times: Trans World Group
Inc.; Trans-World Group PLC; Trans-World Metals International;
Trans-World Metals SA; TWM Holdings; TWM Trading; Trans-
met; Landal SAM; etc. The Reubens had a private bank in West-
ern Samoa, a second in Moscow, a third in the Bahamas, a bank
holding shell in Bermuda, and various accounts at nonrelated
Swiss, German, and U.S. banks such as Bank of New York. The
layers just go on and on, an optical illusion to make M.C. Escher
scratch his head. “Simon loves the complexity,” says one Trans
World insider. “He’d set up three companies just to pay his rent.”
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The hodies of Oleg Kantor (top) and Felix Lvov. Lvov
worked for a Trans World competitor, AIOC; shortly after
his death, AIOC went bankrupt and Trans World declared
itself the world’s third-largest aluminum producer.

The Aluminum Wars
Heat Up

To grasp the size of the Krasnoyarsk
smelter, imagine 24 football fields
strung together in sulfurous dark-
ness. This lone facility, named after
Siberia’s largest region and city and
built to feed the Soviet war machine,
feels like some industrial prototype
that has been transported across cen-
turies: The fumes and heat are hella-
cious; workers are enameled with
grime. Krasnoyarsk is one of the
grimmest expanses in the gray Siber-
ian landscape, a place where snow-
flakes the size of human heads have
been known to fall.

Between their tolling rights and
their purchase of nearly 30% of Kras-
noyarsk’s shares, the Reubens and
Lev had become a dominant force in
the plant by 1994. Around this time,
however, their rise to power began
running into serious resistance.

But first, some context: Today it’s
common knowledge that the Russian
government and the old Communist
Party nomenklatura are tied in with
the thousands of criminal gangs now
operating in Russia—gangs run by
hundreds of individual bosses and
which, according to Western intelligence agencies, have morphed
into some 200 global conglomerates. We also know that the struc-
ture and character of these organizations is radically different
from the traditional Italian mafia as we understand it—much
more fluid, less hierarchical, and far more ruthless. (And far
more mobile: According to Raymond Kerr, who runs the FBI’s
Russian mob squad in New York, “Our contacts with foreign law
enforcement agencies are off the charts.”)

But back in 1994 it was still a shock to hear no less a figure than
Russian President Boris Yeltsin—who later faced allegations of
serious corruption himself—publicly refer to his country as the
“superpower of crime” and the “biggest mafia state in the world.”
Sure enough, Trans World soon found itself swept up in 2 swirl
of charges and countercharges involving alleged criminal acts. In
the spring of that year, both Lev and his brother fled to Israel, as
did Michael’s old friend Anton Malevsky, whom Russia’s Inter-
ior Minister would later peg as a “leader” of the Izmailovo crime
family, one of the country’s oldest, biggest, and most vicious
groups. Lev and Michael settled a few hundred feet apart, in vil-
las outside Tel Aviv. Though Lev continued to oversee operations
from abroad, it was more than four years before he returned to
Russia. Michael never did. (Malevsky was later deported, and Is-
rael is now preparing to boot Michael as well.)

Lev, like some Tolstoyan consumptive, blames his departure
for the Holy Land on a serious “illness” for which his doctor sug-
gested a “change of climate.” (Lev’s second brother, David, who
lives near Brighton Beach, Brooklyn, thinks different: “Michael
and Lev were afraid of arrest, although they did nothing wrong,”




he says.) Whatever the Chernoys’ motives, that fall Trans World
received a second blow: The manager at the Krasnoyarsk plant
suddenly declared that nearly 20% of Trans World’s stock in the
plant had been bought improperly—and without further ado, he
simply refused to recognize it as a legal holding.

That act triggered headlines all over the world, whipping up the
worst fears of foreign investors who were already sensing that Rus-
sia’s move to a market economy would be more problematic than first
advertised. And while the share erasure was by no means the end of
the Reubens—their other holdings continued to funnel millions into
Simon’s labyrinth—it temporarily loosened their stranglehold on
Krasnoyarsk, and represented the first real challenge to the power
they and the Chernoys had been consolidating for two years.

The plant manager’s assertion, in turn, dragged Trans World
into an ongoing government inquiry into the theft of more than
$100 million from Russia’s central bank by a number of separ-
ate criminal groups during the early 1990s. That a theft occurred
is not in dispute, nor is the fact that the Chernoys ended up with

“ATroll Under Every Bricge”

a piece of the stolen money and used it to partially fund Trans
World’s startup phase in 1992. (At Krasnoyarsk, FORTUNE has
concluded, it helped fund the initial deals that brought raw ma-
terials into the plant.) The inquiry’s objective was to determine
whether the Chernoys knew the funds were indeed stolen.

As we’ll see, that probe ebbed and flowed over the years to fol-
low. (The plant manager himself was later implicated in the affair.)
In the meantime—with the profits from tolling as fat as ever and
the gangs’ rivalries intensifying—what came to be known as the
“aluminum wars” began in earnest. Within weeks of the Krasno-
yarsk share erasure, a government supervisor for the metals sector
died in a suspicious car crash. So did Alexander Borisov, who had
been involved with Lev in the central bank case. In March 1995 two
private eyes in Israel were indicted for plotting to kill Michael
Cherney and his pal Anton Malevsky. (The assassins were
equipped with a silenced pistol and a $100,000 contract.) A month
later Vadim Yafyasov was sprayed with gunfire just weeks after be-
ing named a deputy director at the Krasnoyarsk plant. Not long af-

Trans World’s David Reuben says that he
succeeded in Russia because firms like
Alcoa were too afraid to take the first risks.
With $16 billion in sales, Alcoa is the world’s
largest aluminum producer. Last year it en-
Jjoyed the biggest share price appreciation of
the top 30 companies in the Dow industrials.
Its chairman, Paul O'Neill, also heads up the
Rand Corp., where he directs a forum of Rus-
sian and American business leaders. Here's
what 0’Neill has to say:

On why Alcoa hasn't invested in Russia:
God bless anybody who wants to do it. How
would you like to be in charge of a company
whose economics were dependent on screwing
the people? That's just crazy.

On whether Alcoa was courted by the
Russian plants after the Soviet collapse: No,
we really weren't given the opportunity. In fair-
ness to the people who went out there and stuck
their own money in the ground—and I'm not
sure they stuck their own money in the
ground—we were not out looking for deals that
had all that uncertainty. And we were not look-
ing for deals where we become a chameleon in
a system that we find abhorrent, and say, “Well,
that's the way you've got to do business in this
country.” So people don’t present us with those
kinds of deals. If they did, we'd say, “Go to hell.”

On the firms that made the early deals in
Russia: They had experience [pre-1992], they

knew the people who were moving out of the
government into the quasi-private sector, and
they were aggressively looking for ways to do
these things. It would have been possible [for
them] to get the working capital from people
who were willing to pay taxes and operate on a
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Alcoa’s 0’Neill opted out of Russia.

Western-style basis. But the people [that the
plants] made their deals with didn't have that
in mind. They had in mind making short-term
quick hits, avoiding taxes, and taking the money
out of the country. Do you see any evidence
that they've actually reinvested in the place?
On the Krasnoyarsk plant: Under every
bridge there’s a troll who says you have to pay
duties. And the [polluted] conditions that peo-

ple were working in were unbelievable. The
life expectancy was 47 years. Three days af-
ter we left there, the guy we had been nego-
tiating with, the deputy director [Yafyasov],
was shot to death. And that was the end of
that conversation.

On Alcoa’s talks with plant directors and
the Russian government: | said to them that
| am not interested in ripping you off. | had
discussed [an idea] with the State Depart-
ment to establish Alcoa as an example where
a danger-free zone could be created. Alcoa
would invest a substantial amount, pay 35%
tax rates, pay for energy [at full rates], take
care of the environment, and pay the people
competitive world wages. It was a proposal |
was prepared to make last year to Russia’s
Prime Minister [Vladimir Primakov]. And, be-
fore you knew it, Primakov was gone. So who
the hell do you talk to?

On Russia’s aluminum tolling system: It's
another complex layer, and | can't figure out
who ended up with the empty chair and who
ended up with the money.

On Trans World's selloff to the Sibneft
group: It was all done in a shadowy process,
with money that never actually lands in the
country. It’s just not our way of doing business.
Russia desperately needs investment, not peo-
ple who want to take money out.

On Trans World: I've met David Reuben a
couple of times. I'd rather stay out of it.
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ter Yafyasov’s funeral, the throat of Oleg
Kantor, a banker with close business ties to
the plant, was cut. As one Russian newspa-
per remarked, “The recarving of the local
aluminum market has been going on to the
accompaniment of machine guns.”

The central bank inquiry soon evolved
into full-blown hearings at the Duma, Rus-
sia’s parliament. The star witness in May
1995: Felix Lvov, who represented AIOC, the largest U.S. metals
trader in Russia and Trans World’s chief competitor for the tolling
business at Krasnoyarsk. (In essence, Lvov was to AIOC what Lev
Chernoy was to the Reubens.) Under oath, Lvov spoke harshly
about his rival, even as a government report circulating at the hear-
ing stated that Trans World operated legally. Three months later,
Lvov was abducted at Moscow’s airport by two men identifying
themselves as federal intelligence officers; his body was found the
next day on the side of a road, pumped full of bullets.

The loss of Lvov was too much for AIOC; by May 1996 the firm
was bankrupt, and Trans World had emerged triumphant. A month
later it announced it was the third-largest aluminum producer in
the world. Reliable figures don’t exist, but it appears that Trans
World (with its various nominees and as-
sociates) was responsible for half of Rus-
sia’s aluminum output, which remains the
country’s chief export after oil and gas.
The empire also produced 20% of Rus-
sia’s steel and a huge chunk of its coal and
coke, and had become Russia’s largest pri-
vate customer of the railways. In neigh-
boring Kazakhstan, Trans World’s hold-
ings in steel, iron, chrome, and alumina
generated 20% of that country’s gross rev-
enues. David says his entire operation—
comprising big stakes in as many as 20
plants—was selling $6 billion a year in
goods by 1997. “We could have been the single biggest industrial
group in the world,” he exclaims, eyes bugging. “We had the trucks,
our owns ports, our own shipping, and most of the [imported] raw
material supply. Our competitors had to go elsewhere.”

The Meltdown

Yeltsin’s own government estimated by 1997 that two-thirds of
the Russian economy was under the sway of crime syndicates.
The nation’s Interior Ministry, for its part, concluded that the
mob was penetrating the state’s police and justice agencies. Di-

. rectors of Western intelligence agencies developed irrefutable

evidence that the syndicates enjoyed the protection of the ruling
oligarchy that had consolidated its power under Yeltsin, and a
crush of international law enforcement now began trying to un-
tangle Trans World.

In Switzerland, Michael was briefly arrested and interrogated
as a suspect in an organized crime case. (A probe there against
him is still under way.) In England, Operation Copperfield (per-
haps named for David Reuben) led British intelligence agents to
connect the Chernoys to Vyacheslav Ivankov, the jailed “godfa-
ther” of the American arm of the Russian mafia. The agents
found that 25% of the phone calls from Trans World’s London of-
fices went to apparent mob figures involved in money laundering,
drugs, and gem smuggling. (David: “I would be grateful if you
could get them to give you a single phone number, because it must
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With the gangs
rivalries intensifying,
the “aluminum wars”
began in earnest.

be a mistake.” The Brits: No comment.) In
Russia, one government investigator linked
the Chernoys to the cycling of funds from
drugs and car thefts through retail stores and
on to London, but complained that the scale
of the scheme was too vast to grasp, according
to the Copperfield report. The Russian In-
terior Minister, without a money-laundering
law to back him up, asked the FBI for help.
Joel Bartow, a former FBI agent who specialized in Russian
mob cases, spent nearly four years in the mid-1990s trying to in-
dict Michael Cherney for laundering but says, “Money laundering
is a difficult charge to prove on someone who is not a U.S. citizen.”
Bartow says he dug up evidence of “false bills of lading” and “phan-
tom contracts” involving some of Michael’s oil deals. “Lev and Mi-
chael were moving money for people, and they were taking 10%,”
he explains. “They knew how to move it, and they weren’t asking
where the money came from and didn’t care where it was going.
They were moving it for corrupt politicians, for people who were
committing fraud, and for people who didn’t want to pay taxes.”
Russia’s new Interior Minister, Anatoly Kulikov, announced
publicly in 1997 that he was intensifying the investigation of Lev
and his associates in
the central bank ca-
per. The minister also
linked the aluminum
trade to the Izmailovo
gang, which he claimed
was being led from Is-
rael by Michael’s friend
Malevsky. And he an-
nounced that “almost
all” the deals in the
Krasnoyarsk and Bratsk
plants were controlled
by mobsters. Four days
later, journalist Vadim Birukov was
found dead in his garage, his body
badly beaten, his mouth taped. Bi-
rukov’s Business in Russia was the
first independent magazine to ex-
pose organized crime’s role in alu-
minum in any detail, and he had at-
tacked the Chernoys mercilessly. The culprits were never found.
Hemmed in by hostile competitors on one side and Minister
Kulikov on the other, David Reuben was growing desperate. In
an attempt to clean up Trans World’s reputation (an attempt that
foreshadowed his hiring of Kroll and his halfhearted cooperation
with FORTUNE), he met voluntarily with the FBI and hosted a
dinner for reporters in New York. “Let them look into the cup-
boards and inspect the skeletons,” he told the Financial Times.
“We are confident that we have maintained the highest business
standards,” echoed a Trans World press release in early 1997. In
open letters to American and Russian leaders in major American
newspapers, Reuben attacked the Interior Minister for trying to
“steal our company.” Kulikov struck back with his own open let-
ter, which blasted tolling deals that “condemn tens of thousands”
of workers to poverty. “Mafia-like structures are monopolizing
and destroying the market,” he wrote. “Large capital does not
want to deal either with dirty money or dirty people.”
The Reubens clearly needed high-powered help, and they found
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Anton Malevsky (left)
and Anatoly “The Bull”
Bykov, two of the
Chernoys’ less

savory associates.




it in Mickey Kantor, the former U.S. Commerce Secretary, and his
law firm, Mayer Brown & Platt, which received $5 million for its
services. The lawyers enlisted IGI, the investigative agency that
President Clinton used during the Monica Lewinsky affair. The IGI
investigator assigned to the case—Terrence Burke, an ex-CIA
agent and former acting head of the Drug Enforcement Adminis-
tration—met with Michael Cherney and various government offi-
cials. A top U.S. embassy staffer in Moscow
said the U.S. believed Trans World was “an
indirect beneficiary of laundered funds,”
according to a 1997 Mayer Brown report.
The news given to Burke by the FBI was
even worse: It believed Michael himself was
an organized crime figure.

Burke recommended that the Reubens
sever their ties with Michael, and in 1997, Si-
mon reveals to FORTUNE, they did exactly
that, giving him about $400 million just to go away. Lev, who re-
mained with Trans World and continued to run the show from Is-
rael, says the payoff was “almost all the profit” earned overall by the
Chernoy half of the partnership.

But if the Reubens thought they could buy peace, they mis-
calculated. Instead, civil war broke out. Michael, feeling under-
paid and humiliated after all he’d done for Trans World, pro-
ceeded to plot revenge on his brother and the Reubens. At his
villa in Israel later that year, he assembled a group of Trans
World’s plant managers (as well as Malevsky, according to one
Trans World insider) to lay the groundwork for a coup. In the
end, it proved easy enough: Lev’s relations with the managers
had been deteriorating since he left Russia, and some of them
controlled blocks of stock that had been parked in their names
as a way for Trans World to skirt Russia’s antimonopoly laws. It
didn’t take much prodding from Michael to induce the manag-
ers to combine their shares with his; by year’s end Trans World
had lost control of half its empire.

Amid this general retreat, Trans World briefly regained some
old ground. Toward the end of 1997, it was invited back into the
Krasnoyarsk plant. Apparently the bloody anarchy that had set in
during the aluminum wars had proved too much for subsequent
management and, with no other likely candidates, the Reubens
became the default choice.

The overall outlook was not good, however. By 1998 a frus-
trated Russian populace had seized on Trans World as the em-
blem of rapacious foreign capital. The Reubens’ rivals goaded
this anger by touring the country to decry the practice of tolling
and the damage such carpetbaggers had done to the state. Two
bambs exploded at a plant Trans World was preparing to buy into
(an official there described it as “just an act of routine revenge”),
while the local press assaulted Trans World as a “great feudal
empire” and a “colonial scheme.” (“L’chaim with a British ac-
cent,” scowled one newspaper. “Dodgy entrepreneurs of Israeli/
British/Bombay extraction,” screamed another. “Our people who
built all these smelters ... did not intend the profits from them
to accumulate outside our fatherland!”) Some Duma members
demanded an end to tolling, even as a special unit from three
federal agencies was formed to target Trans World.

Then came another brief reprieve. In March 1998, Yeltsin
fired the Reubens’ nemesis Kulikov, and two weeks later the
new Interior Minister dismissed Lev as a criminal target in the
central bank caper inquiry. Michael had been cleared a few
months earlier. His health “improving,” Lev packed his bags and

Michael Cherney not
only got his $400
million, he got the last
laugh on everyone.

moved back to Russia by early 1999 to try to hold the crumbling
empire together. He was too late. He’d become a magnet for bad
press, and the Reubens by that point had hired Kroll and were
preparing to cut Lev loose as well, in the hope that they could
then sell their assets to a Western buyer.

But the walls were closing in fast. The Reubens’ ex-managers,
backed by Michael, had obtained control of several raw materi-
als refineries and were preparing to cut off
supplies to Trans World’s smelters. On a
second front, the head of the nation’s en-
ergy monopoly was threatening to bank-
rupt the smelters by demanding payment
of hundreds of millions of dollars in “back
debts.” (Somehow the plants had enjoyed
cut-rate power for years.) The Reubens re-
alized they had no choice but to sell quickly.
In February they and Lev unloaded their
biggest assets for $500 million to a group connected with Sibneft,
one of Russia’s largest oil companies. The Reubens took one
half; Lev was promised the other.

In a final twist that underlines just how sordid the entire Rus-
sian business scene is, the Sibneft group then proceeded to ally
itself with Michael Cherney and the leading rebel plant man-
ager—creating, in effect, a single cartel controlling about 75% of
Russia’s aluminum industry. So much for fostering competition.
So much for “cleaning up” Russia’s dirtiest business. Michael, it
seems, not only got his $400 million and the privilege of staying
in the game—he got the last laugh on everyone.

s the story above makes clear, there is no shortage of

accusations against the Reubens and the Chernoys.

But the reality behind those accusations is a slippery

thing. Did the Trans World crew actually do anything

wrong, apart from greasing the wheels of commerce in
a world that wouldn’t have moved for them if they’d refused? The
answer is necessarily fragmentary. Nevertheless, with the Reubens
looking west to the American market, some of those fragments
bear close examination.

Untangling a Worldwide Web

Of course, the very form of Trans World implies deception. The
Reubens’ trusty lieutenant, Alexander Bushaev, in a moment of
misguided candor, says as much: “Most of the [Trans World]
business in Russia is a bit on the edge, tax-wise.... At one time
there were more than 100 Russian companies [and] some com-
panies had hundreds of contracts. Not all were profitable or had
real activity. But they [Lev and his Moscow team] weren’t keep-
ing documents. You wouldn’t find a signed invoice.... If Kroll
wants all the answers, it will take forever.” (A Trans World law-
yer says he told Kroll last January that most of the Russian da-
tabases were destroyed for fear of tax raids.)

By conceding some wrongdoing—what his brother calls
“warts”—in the course of being interviewed for this article, David
clearly hoped that he might shape it into something positive on bal-
ance. In that spirit, he admitted to FORTUNE that Trans World had
paid bribes to journalists, and went on to describe how, in many
other cases, “to legitimize bribes, companies were created and in-
voices sent for commissions or transactions.”

But that admission doesn’t begin to explain an organization
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through which, FORTUNE has
flowed in 1997 alone. Nor does it
ely account for more than 600 payments—total- that Lev was a “consultant
lion, to more than 100 entities—that were made

cannot adequat
ing nearly $1 bil
from 1993 to 1999.

Clearly, Trans World has more t0
years, for example,
of the Chernoys in the business. Through
the Reubens insisted that Lev had
chael had “no commission, partnership,

RUSSIA

Moneygrams: A (Trans) World of Wires

Welcome to Trance World—a mystery
wrapped inside hundreds of enigmas
(read: shell companies). Despite many requests
since February, the Reubens and Lev Chernoy
have failed to produce credible explanations and
supporting documents to Kroll for nearly $1 bil-
lion in payments to more than 100 entities that
Trans World's banking records reflect were made
since 1993. (Some of it “was probably bribes,”
says a Trans World executive based in London,
“and we won't have records.”) Well, the loot
certainly wound up in some curious places.

MABETEX: This Swiss construction firm isat
the center of a huge bribery scandal involving
Russia’s former President, Boris Yeltsin, and
his daughter and de facto campaign manager,
Tatiana Dyachenko. Trans World made two
payments to Mabetex, totaling $325,000, in
1995, when Yeltsin was preparing to run for re-
election. “Mabetex was a conduit o Yeltsin,
and the Swiss will prove it,” predicts a U.S. law
enforcement official. A Swiss raid ast year on
Mabetex turned up evidence of credit cards is-
sued to Yeltsin and Dyachenko, who deny all
wrongdoing. Yeltsin resigned his post suddenly
in December but not before receiving immunity
from his successor, Viadimir Putin, as well as
suspending Russia's prosecutor general, who
alleges that $10 million in bribes were paid by
Mabetex to Russian officials. Meanwhile, the
Swiss issued an arrest warrant to one of Yelt-
sin's top deputies, who is suspected of laun-
dering some of the alleged bribes.

BENEX: This defunct U.S. shell lies at the
heart of the Bank of New York money-
laundering scandal. Benex received at least
seven payments, totaling $3.5 million, in
1997 through a Trans World account at BNY.
Benex's chief, Peter Berlin, and his wife, a
BNY executive, pleaded guilty to money laun-

hide than a few warts. For
the Reubens publicly disavowed the true role
the Mayer Brown report,
“no direct interest,” while Mi- FORTUNE. That role was s pi
or other arrangement”

Reubens and Lev say that
sources of raw materials and transportation.
In fact, both Chernoys

the Reubens admitted during the course of their discussions with

dering in February. Investigators believe that
$7 billion flowed into BNY from Russia
through Berlin’s entities. “That was the only
way to avoid Russian foreign exchange regu-
lations,” says Trans World's talkative Alexan-
der Bushaev, who works as the “liaison man-
ager” between the empire’s Moscow and
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Unlucky aluminum, the 13th element

European offices. “In Russia, it’s called a nor-
mal business transaction. And in the West,
they call it money Jaundering.” Last fall, when
the BNY scandal exploded, Lev Chernoy’s law-
yer wrote a letter to two newspapers claiming
(falsely) that his client “has no connections
or accounts” with BNY.

ILIS MANAGEMENT: This obscure entity—its
“addresses” are in Moscow, the Isle of Man,
and Buffalo—received 50 payments from Trans
World (totaling nearly $30 million) between
1993 and January 1998. But llis was not even
registered to do business in Russia until 1998.
Trans World's Bushaev suspects that [lis served
the “opposite” function of Benex: Its role was to
get cash into Russia. He adds, “I understand llis
was covering expenses of the Moscow offices,
maybe some kickbacks. | don’t know.”

tribution was deemed to be wort

learned, more than $20 billion with them or even Lev. A year later, a top Trans World executive
excuse the fact that Trans World told Kommersant—then Russia’s most respected newspaper—
» to Trans World and that “we have
never had any connections with Michael Cherney.” Even today, the
Michael simply introduced them to

Here's a possible clue: U.S. and Canadian
government records reveal that llis was at the
heart of a huge, mob-linked stock scam run
through YBM Magnex, a firm based in Pennsyl-
vania that rose to a value of $600 million be-
fore the FBI raided the company in 1998. YBM
claimed big sales from magnets, bicycles, and
oil. In fact it was creating a lot of bogus paper
deals to launder money through straw compa-
nies, llis prominent among them. Moreover, the
feds believe that more than 50% of the firm's
stock was controlled by Russian and Eastern
European mob figures.

The secret force behind YBM was Semyon
“The Brainy Don” Mogilevich, “one of the world's
top criminals,” accordingtoa British intelligence
report. (The British are now reportedly calling
Trans World's Lev Chernoy one of his “asso-
ciates.”) Mogilevich founded the YBM enterprise,
remained a signatory on a bank account, and
worked from one of the firm'’s key offices in Hun-
gary. Citing Israeli and U.S. intelligence reports,
journalist Robert Friedman once wrote about
Mogilevich's dubious deals in everything from
precious gems to nuclear waste and missiles.
Result: The FBI warned the reporter that a
$100,000 contract had been put out on his life.
(Friedman briefly went into hiding.)

Records in the YBM case show that the firm's
two biggest “customers” (one of which was llis)
shared the same mail drops as YBM’s main
“supplier.” In one deal, YBM bought magnets for
$3 each from llis, only to sell them back two
days later for $6—creating a 100% profit from
nothing. YBM also paid llis for metal at double
the market price. Still other deals involved YBM
selling “oil” to llis. But YBM never stored any oil,
nor could it produce documents to back up $90
million of so-called il transactions.

CASH FOR KAZAKHSTAN: The Reubens’ bank
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played a pivotal role from the start, as

votal, in fact, that Michael’s con-
h $400 million by the time he was
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sent away, and Lev claimed half of the $500 million in proceeds
from the selloff to the Sibneft crew earlier this year. Even one of
the Reubens’ own private investigators, Burke, concluded that
Michael made an “initial financial investment” in the empire.
But it remains unclear to this day exactly how Trans World
financed its start in Russia. David Reuben insists that he and
Simon put up their own money for the launch, but they have
produced no records showing they were the source of any ini-
tial financing. Which brings us back to that oft-mentioned cen-
tral bank caper. At its core, the scam involved multilayered
deals wherein dollar-ruble conversions and false letters of credit
delivered government money—through Russian banks—to a
number of companies, including Trans World. In the middle of
the transactions sat two similar-sounding entities: Trans-CIS
Commodities, run by Lev and formed with the help of David
Reuben, and Trans Commodities, a firm based in New York in
which Michael was a 50% partner. (Michael’s partner in Trans
Commodities was an American émigré named Semyon “Sam”
Kislin, later named in an FBI report as an associate of a now im-
prisoned Russian “godfather,” and whose nephew, according to
Joel Bartow, eventually went to work as Michael Cherney’s
right-hand man. Kislin has since become a member of the
Economic Development Board in New York City as well as a big

donor to Bill Clinton, Al Gore, and Rudolph Giuliani. He de-
nies any links to either the mob or Trans World.)

When the Chernoys were cleared of suspicion in the central
bank case, it was because the Interior Ministry had concluded
that while a group of organized crime figures was behind the
scams, and while the Chernoys obviously benefited from them,
there was no proof the Chernoys knew the money was stolen.
That decision, as we know, not only paved the way for Lev’s re-
turn to Russia to try (unsuccessfully, it turned out) to salvage the
Trans World empire—it also derailed an investigation that could
have destroyed Trans World’s operations throughout Russia.

Lev was cleared, in part, by the testimony of a Krasnoyarsk
manager named Gennady Druzhinin. Imagine FORTUNE’s sur-
prise, then, when we discovered via bank records that Trans
World had earlier paid Druzhinin a cool million dollars—during
the period when Trans World had supposedly been pushed out of
Krasnoyarsk. Whether this new information will reignite the case
remains to be seen.

The Blood of the Bull

David Reuben has long held that the Krasnoyarsk murders took
place in the “vacuum” created by Trans World’s absence. He insists
that Trans World’s relationship with the plant had “totally ended”

records reflect more than $35 million—85
checks, payable to cash—that they claim
were provided to certain partners in their Ka-
zakhstan operations. Several Trans World in-
siders say that a chunk of that loot was de-
posited in a Swiss account that benefited
Kazakhstan’s current President, Nursultan
Nazarbayev. “I've seen corruption at the high-
est levels in Kazakhstan,”
teases David Reuben.
When asked if it involved
the President, he says, “No
comment.” But when
asked the same question,
Trans World’s Bushaev
says, “We believe so.” Last
September the New York
Times revealed that Swiss
prosecutors were probing a
Swiss account that Nazar-
bayev allegedly had access to. (He denies the
charges categorically.)

BANK SNORAS: When it comes to following
Trans World’s money flow, the rabbit hole is bot-
tomless. For example, the Reubens made 56
payments, totaling more than $20 million, to
Lithuania’s Bank Snoras, which has surfaced in
several laundering scandals. In one such scan-
dal, $32 million seemingly vanished from a
YBM account at Snoras (see YBM above).

“l understand llis
was covering

expenses of [our]
Moscow offices,”

says Bushaey,
“maybe some
kickbacks ...”

UNITED NORDLAND: Trans World made seven
payments to this Delaware shell between 1995
and 1997, totaling roughly $2 million. A chunk of
it went through BNY. The man behind United
Nordland is Moscow lawyer Sergei Sukholinsky-
Mestechkin, the architect of Trans World's corpo-
rate web in Russia, and a central player in Trans
World's recent selloff. Interestingly, in the YBM-Ilis
matter (see above), a Del-
aware shell called United
Nordland was at the re-
ceiving end of a complex
money flow. Some $3 mil-
lion, originating from Bank
Snoras (see above) was
moved by llis and its sister
shells to a YBM account at
a bank in Hungary. (A sig-
natory on that account was
Igor Fisherman—YBM'’s
chief operating officer, an American citizen, and
a childhood friend of Mogilevich's.) Just days
later, virtually the same amount of money was
wired to a Chemical Bank in upstate New York.
Among the recipients: One of llis’ sister shells, as
well as United Nordland. Mestechkin doesn't re-
call the transaction but says that his “friend,” an
American, is the man behind llis.

MENATEP: This defunct Russian bank re-
ceived more than $40 million from Trans World

and was once linked to organized crime in a CIA
report; news articles have called it a mob
“clearinghouse.” Now it turns out that the in-
vestigators probing the BNY case have also been
looking at Menatep—as well as a Geneva en-
tity, partly owned by Menatep, that shared an
office with Runicom, a well-known Sibneft en-
tity (see main story).

TRIVERTON: Trans World paid $12 million (in
18 payments) to “Triverton International,” an
obscure Ukraine “petroleum products” firm that
once listed “Rayisa A. Dyachenko” as its agent.
[tis not known if this agent has any connection
with Yeltsin's daughter Tatiana (see Mabetey,
above) besides sharing the same last name.
The link between her and Tatiana is specula-
tive, surely, but Tatiana’s mysterious husband,
Alexei (a.k.a. Leonid) Dyachenko, was linked
to a complex scheme in the mid-1990s that
involved the falsification of shipments of oil
products—through Ukraine—and the siphon-
ing of the profits into foreign accounts. Alexei
has done metals deals and is close to the Sib-
neft crowd (as is his wife), and the Russian
media have claimed that he’s part of a net-
work that funneled cash to Yeltsin for years.
Last fall Alexei was found with two bulging BNY
bank accounts in the Cayman Islands, and in-
vestigators have subpoenaed documents from
a handful of companies tied to him.
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between late 1994, when its shares were erased, and late 1997, when
the Reubens returned. Nevertheless, accusations that Trans World
underwrote the Krasnoyarsk hits have swirled around Russia for
years. It always seemed odd, after all, that nobody connected with
Trans World was ever on the wrong end of the violence. And it’s cer-
tainly understandable that, having lost their piece of the very prof-
itable plant, the Reubens would want it back. As even Terry Burke,
their IGI investigator, points out, three of the dead men worked for
firms that had “taken on the role” previously played by Lev.

“The word on the street” was that Lev had “put those contracts”
out on the victims, says Joel Bartow, the ex-FBI agent. “But nobody
has ever proven that.” Lev denies any involvement with the mur-
ders, but two of those victims, Borisov and Yafyasov, were killed
just months after the central bank investigation began—Yafyasov
shortly after he testified that Lev was connected to another firm,
Mirabel, at the heart of one of the scams. (Conveniently for any-
one who might have been implicated, some of the rap was pinned

on Borisov and Yafyasov after they were killed.) Lev has always de-
nied any association with Mirabel, but Simon Reuben tells FOR-
TUNE (not understanding the context of the question) that he be-
lieves Mirabel “was managed by one of the Chernoys.” And if that
weren’t a surprising enough connection, FORTUNE has discov-
ered, through bank records, that the Reubens made three pay-
ments totaling more than $1 million in 1996 to Anatoly “The Bull”
Bykov, then widely considered to be the godfather of the local ma-
fia in Krasnoyarsk. A second reputed Siberian crime lord—ar-
rested recently in Greece—is accused of more than ten assassina-
tions, many of them during the aluminum wars of the mid-1990s,
that he says were ordered by Bykov.

Several months ago, Lev told FORTUNE that “I have no connec-
tions whatsoever with Mr. Bykov.” Yet at Krasnoyarsk, during the
Reubens’ exile, Bykov somehow rose from being the plant’s secur-
ity chief to become a full board member by 1996, the year he re-
ceived the Trans World payments. Not long after that, he emerged
as the plant’s chairman—and soon enough, the Reubens were back.
“We paid to the personal account of this guy,” laughs Trans World’s
Bushaev, also unaware of the implications of what he was telling
FORTUNE on the record. “That’s a good reason to come back.”
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After a six-month global manhunt in 1999, Bykov was cap-
tured in Hungary just as he was preparing to fly to the US. A
month ago, he was moved to a cell in Russia, where he faces
murder and money-laundering charges. “I always say, ‘Don’t dig
a grave for somebody,” ” Bykov once told a TV audience. “You
may fall in it yourself.” Now Lev will have to answer the $1 mil-
lion question: Did Trans World subsidize the killings or just the
reputed killer? For the Reubens, who cut the checks—but swear
ignorance—the questions are also disturbing. (Lev’s deputies are
calling the payments “commissions” for raw materials.)

A Roof of One’s Own

Several years ago, the Moscow Times struck the Reubens’ biggest
aluminum plants from its stock index of top Russian companies, stat-
ing that the smelters’ mobbed-up reputation had scared off investors.
“Trans World has made aluminum a no-touch product in the sec-
ondary trading market,” explains James Fenkner, chief strategist for
Troika Dialogue, Russia’s largest invest-
ment house. “That thing [Trans World] is
so untransparent. There hasn’t been
much investment. The government
wasn’t getting much tax. The profits were
just being harvested. It was so bad that it
just couldn’t get any worse. This kind of
situation cannot occur in a real state.”

So how did it occur? The Russian
press has accused former Deputy Pre-
mier Oleg Soskovets—the most power-
ful official under Yeltsin until mid-
1996—of providing a krysha (protected
roof) for Trans World. The historical
links were certainly there: Soskovets
once ran a metals plant, and his deputy
there went on to work for Michael Cher-
ney (at Trans Commodities, the entity
involved in the central bank case) and
then rose to become one of Trans
World’s most powerful executives. In
1997, Russia’s only independent TV sta-
tion claimed that Trans World issued
credit cards in Switzerland to Soskovets
and his son—a common method of mak-
ing payoffs in the new Russia. FORTUNE
has confirmed that the cards were can-
celed a day after the exposé aired, but no
link to Trans World was ever found.

“Soskovets helped Trans World take control of the plants,” in-
sists Sergei Markov, who directs the Institute of Political Studies
in Moscow. “What I believe he got in return was money for his po-
litical ambitions. Soskovets was close to becoming the Prime
Minister.” One of Yeltsin’s first moves, however, on winning re-
election in mid-1996, was to fire Soskovets. “The deal with Yelt-
sin was that Soskovets would retire, not have any political ambi-
tions, and not be put in jail,” claims Markov, adding that proving
any of this “would be very difficult.”

Another possible source of protection was ex—Sports Minister
Shamil Tarpishchev, but, again, there’s no proof. David Reuben
concedes that Trans World funneled as much as $2 million into
sponsorship of sports events, most of it arranged through Tar-
pishchev, while press reports have linked the disappearance of
millions from the nation’s sports funds under Tarpishchev to
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bribery and organized crime. And soon after Yeltsin fired him
in 1996, Tarpishchev was videotaped being met at Tel Aviv’s air-
port by Michael Cherney and Anton Malevsky. “Michael was
friendly with Tarpishchev, and through Tarpishchev he made
connections to Soskovets,” says one of Lev’s aides. Were payoffs
made? “You can presume [so],” says the aide. “That’s the way
Russia is now.” Unfortunately, the men at the top of Trans World
can’t get their stories to match: “Our aim was for a connection
to Soskovets, but it didn’t happen,” admits David. “We didn’t
succeed.” But Lev says, “Neither I nor my partners made any at-
tempts to get assistance or support from Soskovets.”

Meet the New Boss

The Reubens portray the selloff of Trans World’s assets as a success
few Westerners have achieved. In reality, it was a fire sale. Trans
World’s huge stakes in the Bratsk and Krasnoyarsk plants—which
account for about 60% of Russia’s entire aluminum production—
fetched just $500 million, less than Bratsk’s annual revenues. Ac-
cording to the February announcements,

the buyers were a group of shareholders of Th e Reu benS po rtray

Sibneft, the Russian oil giant led by contro-

versial tycoon Boris Berezovsky and his the Se”Oﬂ: Of Tra ns World

partner Roman Abramovich. Both men are

now members of the Duma and are among a S a Success that

the most prominent of Russia’s new oli-

garchs; both reportedly helped bankroll the feW Weste mers h ave

campaigns of both Yeltsin and his successor,

Vladimir Putin. Berezovsky has been fight- ach | eved : l n real lty,
it was a fire sale.

ing accusations of criminal activity in the
Russian press for years.

The deal was done in typical Trans World
style: convoluted and secretive. FORTUNE
has learned that the Reubens’ $250 million was sent to them before
any agreement was put in writing. Their Cyprus-based shares in the
plants were transferred to a newly formed shell called Metrascope,
set up by one of Lev’s lawyers; Lev then passed those shares to the
Sibneft people, who wired the money to a Reuben-owned bank in
the Bahamas, where Metrascope had an account. Some of that
money originated in the tax haven of Liechtenstein, while another
piece came from an obscure bank in Vanuatu, a South Pacific na-
tion that has been often cited as a money-laundering hub for Rus-
sian criminals—and a place where many big U.S. banks refuse to
deal. “The due diligence on the source of funds remains with Me-
trascope, not with us,” says Trans World’s Bushaev. But of course,
Lev created Metrascope.

Berezovsky’s name doesn’t appear on the contract drawn up
after the fact—though Abramovich’s is listed—but one of the en-
tities that wired money for the purchase was Runicom, an offshore
arm of Sibneft that reared its head last fall in the Bank of New
York laundering case. (Another purchaser was a newly formed
USS. shell called West Line LLC.)

Under Russian law, Trans World may never have legally
owned many of its assets to begin with. Russian anti-monopoly
statutes require government approval if any single “group”
owns more than 20% of a plant. For Bratsk, Trans World in-
siders never had that approval, FORTUNE has learned. Not long
before the sale, Lev owned about 32% of the plant through two
Cyprus shells, while the Reubens held 32% through two of
their own. A similar problem seems to have existed at the Kras-
noyarsk smelter. Interestingly, Putin’s anti-monopoly office has
expressed no misgivings about allowing Berezovsky and his
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cartel to walk off with three-quarters of the industry, and since
the Sibneft crowd took over, outrage over tolling has faded to
a whimper.

A Pox on Mother Russia

In May 1999 a front-page article in Kommersant claimed that
Boris Berezovsky was seeking money from Lev Chernoy in re-
turn for Kremlin access, a charge both men denied. A month
later, Berezovsky announced that he wanted to buy Kommersant
itself, but before he could, a newly formed New York company
called American Capital announced it had already done so. At
a press conference, American Capital’s “owners,” two unknown
men of Iranian origin, declared they were not connected to any
Russian businessmen; shortly thereafter, Berezovsky said he was
sorry he’d lost the bid.

The episode might have been nothing more than an orderly
transfer of ownership, but some days later the paper’s respected
editor quit, insisting Berezovsky was actually in control. Sure
enough, the oligarch duly conceded that he
had indeed bought the paper from Ameri-
can Capital. In fact, FORTUNE has learned,
the Reubens had sent Lev the $22 million
for the purchase (through Morgan Stanley)
and later deducted it from his Trans World
profits. Just what the quid pro quo was be-
tween Boris and Lev remains unclear, but
Kommersant—a consistent and irksome
critic of Trans World—has since been re-
markably well behaved.

It is here, in what is for contemporary
Russia an almost mundane episode, that we
begin to see the larger costs of the way busi-
ness is now done there. Kommersant is not just a property, after all,
but an institution, one of the few that had been willing to challenge
the country’s criminal culture. Now it is in the pocket of Berezov-
sky, a man widely believed to be the kleptocrat-in-chief (though, as
he reminded a tame Ted Koppel not long ago in an interview on
ABC’s Nightline, he has never been convicted of anything).

That Lev and Berezovsky could buy Kommersant is a mighty fit-
ting symbol for a place that seems beyond the help of a free press
anyway. Similarly, whatever the Reubens’ transgressions may be,
they represent only one outbreak of an infection that has all but
consumed the country. From one business to the next, from cav-
iar to coal, Russia has made itself repellent to those who might
have rejuvenated it. How it will recover now is anybody’s guess.

David Reuben likes to say that Trans World “saved” the alu-
minum industry, the only major sector in Russia to increase pro-
duction (up 7%) since 1989. At the height of their power, in 1997,
the Reubens maintain that they had about $400 million “in-
vested” in those plants. Russia’s Economics Ministry puts that fig-
ure closer to zero. In truth, Trans World systematically starved
one of the ex-Soviet region’s few viable industries, breathing just
enough oxygen into the plants to keep its own tolling racket alive,
while the aging facilities were largely left to wither. A 1997 aud-
ited report for Bratsk shows a net loss on nearly $600 million of
sales for the world’s largest aluminum smelter. The Reubens’ in-
ternal records for the same year show that Trans World and the
plant’s management made a profit of nearly $200 million.

Likewise, the Reubens and Chernoys got control of one of Rus-
sia’s largest steel plants in 1995 and by 1997 were draining off about
$300 million a year. When a group of U.S. investors, including
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George Soros, announced they had bought
nearly 50% of the stock, the new investors
were denied a board seat and the right to see
the steel plant’s trading contracts, despite court
decisions in their favor. And no wonder: The
plant’s pretax profits had shrunk from about
$480 million in 1995 to just $40 million the
following year, despite a strengthening steel
market. At one annual meeting, bodyguards
outnumbered shareholders. Lawyers were
asked to check their guns at the door.

Things weren’t much better in Kazakh-
stan, where the government confiscated the
Reubens’ assets after accusing them of having “materially dam-
aged” its plants. And after the Reubens systematically bled one of
their refineries in Ukraine, a member of Parliament announced
that Trans World “has no place in Ukraine.”

In short, the Reubens came, they took, they left. The human
cost of this profiteering is easy
enough to identify—one need look
no further than the men on the floor
at Krasnoyarsk or Trans World’s
other plants. Those workers receive,
at best, about $300 per month.
That’s what the Reubens earn in in-

As the Reubens look
to establish new busi-
nesses in the West,
their past may creep
up from behind them.
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Now Lev has to
answer the $1 million
question: Did he
subsidize the
killings or just

the reputed killer?

terest every minute, assuming their $2 bil-
lion fortune is invested conservatively (and
legally). When Trans World was in control of
Sayansk—Russia’s third-largest smelter—
employees likened the place to a “concen-
tration camp,” while the local mayor cried to
a newspaper that “my heart breaks when I
see the workers boarding trains to go to the
smelter.” After the plant broke free from
Trans World in 1997, its profits improved
nearly 600%, while commercial expenses
were cut in half, according to a study by Rus-
sia’s top accounting office.

Meanwhile, Bratsk and Krasnoyarsk “remain the worst pol-
luters in the industry,” says Dr. Horst Peters, whose VAW Alu-
minum-Technologie supplies cutting-edge equipment to Russian
plants. “They [Trans World] have done nearly nothing to intro-
duce available new technologies, and they don’t follow Russian
pollution laws.” The city of Krasnoyarsk is overwhelmed by can-
cer and respiratory ailments, a subject Peters has broached with
David Reuben. “He says it’s not his issue,” says Peters. “He has
no moral problems about it, nor do the Chernoys.”

Today, in their thirst for absolution from the West—in their quest,
more specifically, to bring their billions here and set up shop—the
Reubens are contrite. “We lost our way in Russia,” David con-
cedes, when asked if Lev was
given too much independence.
Or as Simon puts it, “David and
I are a bit naive sometimes. In
the early days, nobody monitored
payments [requested by Lev] on
a one-by-one basis. We just had a
global view on what our profits
should be.” Their own former in-
vestigator, Terry Burke, puts a
different spin on their naiveté:
“They were using the same man-
agerial shield that prompted Vice
President Bush to nod off during
the Iran-Contra talks.”

Nevertheless, the Reubens re-
main adamant that their inten-
tions were honorable, that they
have never knowingly been in-
volved with mafia figures of any
stripe, that they were a source of
light in a Russia increasingly be-
set by darkness. As far as they
are concerned, their admitted
peccadilloes were the cost of do-
ing business in a place where
most people were willing to do
far worse. “I was the only West-
'= erner who succeeded in a place

- that’s like a toilet,” says David
2 bitterly. “And you always come

. out of a toilet with a smell....
- The biggest mistake that Russia
made was in not making heroes
12 out of us. They should have used
us as a flag.” @



