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The Strange Case of the Russian Tax Police

[bookmark: _GoBack]By Gary Dickson, FBI Special Agent


At the height of its powers the Tax Police was one of the most powerful agencies of the Russian government.  After a slow start in 1992 it grew to investigate the largest corporations in the country and collected trillions of rubles in back taxes and fines.  It had pretensions of becoming the central point for all financial intelligence in the country and the main enforcer of the Russia’s economic crime laws.  Yet on the eve of its eleventh anniversary, it was eliminated suddenly and thoroughly.  The history of the Tax Police illustrates a significant point about Russia: that power is personal, and institutions, especially new ones, are subject to the whims of the country’s leaders and their friends.  

The Russian siloviki, the so-called power ministries and the men who run them, are the agencies with the physical power to eliminate people, either literally or through law enforcement and judicial means.  For all of Russia’s history three agencies have formed the core of the siloviki: the Ministry of Internal Affairs (MVD – Ministerstvo vnutrennykh del); the security service, which now goes by the name Federal Security Service (FSB – Federal’naya sluzhba bezopastnosti); and the national prosecutorial agency, the General Procuracy (General’naya prokuratura).  For the MVD and FSB, their power derives from their authority to conduct covert operations, to open criminal investigations, and to arrest and hold people in investigative detention.  The General Procuracy does not have the authority to conduct covert operations, but it can open and conduct criminal investigations and hold subjects in investigative detention.  In the period under discussion it also had the unique power to oversee the other agencies’ investigations and take them over if it wished to.  In the first decade after the disintegration of the Soviet Union a fourth silovik arose, one that was created to deal with the new market economy – the tax police.
Russians use the generic term “tax police” to describe the agency that evolved through several stages to become the Federal Service of Tax Police of the Russian Federation, abbreviated in Russian as FSNP.  The FSNP evolved into one of the most powerful agencies of the Russian government.  Its officers could enter commercial enterprises without pretext and bring their operations to a stand-still by seizing corporate records and computer systems, freezing bank transfers, and arresting employees.  The FSNP could conduct undercover operations, listen to phones, pay informants, and open formal criminal investigations and send cases to trial.  After a slow start in 1992 it investigated the largest corporations in the country and collected trillions of rubles in back taxes and fines.  It had pretensions, ultimately unrealized, of becoming the central point for all financial intelligence in the country and the main enforcer of the Russia’s economic crime laws.  Yet, in the end, on the eve of its eleventh anniversary, it was eliminated suddenly and thoroughly.  The history of the tax police illustrates a significant point about Russia: that power is personal, and institutions, especially new ones, are subject to the whims of the country’s leaders and the desires of friends of those leaders.  

I. History
The need for criminal penalties for tax evasion and an agency to investigate and pursue such crimes was new in Russia.  In the Soviet Union almost everything was property of the State and almost everyone was a government employee with a government salary, so taxes were little more than redistribution of government assets.  In these circumstances, recovering overdue taxes, such as they were, was relatively simple, and each government agency used administrative measures to do so.[endnoteRef:1]   [1:  Newcity, Taxation in the Soviet Union, 119–124.] 

From the beginning of the Soviet Union, the Criminal Code contained articles which mentioned taxes in narrow circumstances.  The first Code in 1922 criminalized the non-payment of taxes only in the context of counter-revolutionary activity, such as when a citizen is a member of an organization which caused the populace to refuse to pay taxes (Article 62), distributed propaganda or otherwise agitated for that purpose (Article 69), or personally took part in a general tax strike (Article 78).  The aggravated non-payment of taxes by an individual, either repeatedly or due to malignance (zlostnost’) was punishable under Article 79 as a counter-revolutionary crime.  
The next Criminal Code, in effect from 1926 to 1962, also classified the failure to pay taxes as counter-revolutionary activity in the infamous Article 58 and in Article 59 on crimes against the government system.  Criminal penalties continued to be given for repeated failure to pay taxes (Article 60) and for concealing or undervaluing an inheritance or gift (Article 63).
The last Soviet Criminal Code, in effect from 1962 to 1996, initially contained only one article which mentioned taxes, Article 82, which punished the failure to pay taxes in time of war.  At the beginning of perestroika Article 162.1 was added to outlaw failure to declare income from а cottage industry (kustarno-remeslennyi promysel) or personal work.   It was only after the fall of the USSR and the creation of a large private-sector economy did the need arise for general tax enforcement with criminal penalties.  In July 1992 Article 162 was reinforced with penalties for concealing income and failure to respond to requests from the tax service for information on the source of income.  
The dissolution of the USSR and the creation of a market-based economy required new methods of state finance; specifically, the collection of taxes from private enterprise.  In March 1991, before the formal end of the USSR, the government of the Russian Soviet Federated Socialist Republic (RSFSR) created the State Tax Service (GNS - Gosudarstvennaya nalogovaya sluzhba).  What is relevant to the current study is Article 5, which required the MVD to “render practical aid to employees of the state tax inspectorate during the execution of their responsibilities… [and] bring to justice persons who violently interfere with [their] responsibilities.”[endnoteRef:2] The sharp increase in crime in post-Soviet Russia, especially the new forms of economic crime such as tax evasion, quickly convinced government officials that the tax collection system needed a body that could address the problem decisively.  The idea to create such an agency was first broached in the Autumn of 1991 at the Ministry of Finance and developed jointly by officers at KGB headquarters, the KGB and MVD directorates for Moscow, and the Moscow mayor’s office.  Some members of the group advocated for an agency with investigative and operational powers as well as economic expertise, but the KGB felt otherwise, so those powers were left out of the draft law.  In fact, the whole project was rushed, such was the perceived need, and the end result, developed as it was in the bowels of the security services, took the upper levels of the Presidential Administration by surprise.[endnoteRef:3]  The new agency was approved by President Yeltsin, placed within the GNS, and the tax police was born. [2:  Zakon RSFSR ot 21.03.1991 N 943-1 “O Gosudarstvennoi nalogovoi sluzhbe RSFSR.”]  [3:  Borisov, “Istoriya nalogovoi politsii Rossiiskoi Federatsii: 1992-2003 gg.,” 29–31.] 


II. First Steps: the GUNR
The first agency to dedicated to enforcing the criminal laws relating to taxes was the Main Directorate for Tax Investigations (GUNR – Glavnoe upravlenie nalogovykh rassledovanii pri Gosudarstvennoi nalogovoi sluzhbe).  Formed by Presidential decree on March 18, 1992 as part of the GNS, the GUNR had three tasks: to prevent violations of the tax code, to provide security for the GNS, and to protect tax inspectors as they went about their work.[endnoteRef:4]  To accomplish these tasks the GUNR needed three things: criminal laws to investigate, investigative tools, and personnel. [4:  “Ukaz Prezidenta RF ot 18.03.92 N 262 "O sozdanii Glavnogo upravleniya...”] 

President Yeltsin’s March 18 decree created the GUNR mainly as an adjunct to the GNS to protect tax inspectors.  By itself, the GUNR could only check tax declarations and other communications from tax payers to detect violations of the tax code.  In addition, there was no article in the criminal code that criminalized tax avoidance in the general economy.  This problem was quickly rectified, and only months after the formal creation of the GUNR the criminal code was amended to criminalize failure to declare income.  This gave the GUNR something to investigate.     
The second problem was that the GUNR was not a law enforcement agency and did not have investigative tools.[endnoteRef:5]  It was to investigate violations of the tax code, not the criminal code, and information relating to criminal violations was to be turned over to law enforcement agencies, mainly the MVD.[endnoteRef:6]  In addition, it was only in September 1992 that employees of the GUNR were authorized to carry weapons and use physical force.[endnoteRef:7]  In the Russian legal system many police functions are performed by operativniki, plain-clothed policemen who are responsible for uncovering and preventing crime, searching for fugitives from justice, working with confidential informants, conducting physical surveillance, and so on.  Their authority derives from the law on operational-search activity (ORD - operativno-rozysknaya deyatel’nost’) which enumerates many of the same functions that in the U.S. are performed by police detectives and federal agents.[endnoteRef:8]  Several agencies in Russia have this power: the MVD, the Federal Security Service (FSB), the Foreign Intelligence Service (SVR), et cetera.  [5:  Soltaganov, Nalogovaya politsiya: Vchera, segodnya, zavtra, 7–8.]  [6:  “Ukaz Prezidenta RF ot 18.03.92 N 262 "O sozdanii Glavnogo upravleniya...”]  [7:  Lushchaeva, “K voprosu o sozdanii organov nalogovoi politsii v krasnoyarskom krae,” 3.]  [8:  Zakon RF ot 13.03.1992 N 2506-1 Ob operativno-rozysknoi deyatel’nosti v Rossiiskoi Federatsii.] 

Almost exactly one year after the creation of the GUNR, a modification to the criminal procedural code empowered it to conduct ORD.  The formulation “to uncover the criminal concealment of taxable income and failure to pay taxes” to one of the objectives of ORD and added the GUNR as one of the agencies with authority to conduct ORD.  Finally, the new law added Articles 162.2 and 162.3 to the criminal code to criminalize concealing income and opposing the tax authorities’ demands for documents.[endnoteRef:9] [9:  Zakon RF ot 02.07.1992 N 3181-1 "O vnesenii dopolnenii i izmenenii...] 

Armed with the legal authority to pursue tax cheats and an authorized staffing level of 12,000, the GUNR needed personnel.[endnoteRef:10]  During the dissolution of the USSR the size of the military and the KGB were being drastically reduced.  The KGB was replaced by a new Ministry of Security which had twenty-five percent fewer personnel.[endnoteRef:11]  Directorate Z, the renamed 5th Main Directorate of the KGB that was responsible for dissidents, nationalists, and other internal enemies, was eliminated entirely in September 1991.[endnoteRef:12]  The armed forces were facing even worse cuts.  All of these employees needed jobs, especially officers in the middle of their careers. [10:  Soltaganov, Nalogovaya politsiya: Vchera, segodnya, zavtra, 142.]  [11:  Yarovoi, “Proshchai, KGB.”]  [12:  Bakatin, Izbavlenie ot KGB, 137.] 

An examination of the GUNR’s leadership shows that most of them were former high-ranking KGB officers, including Valerii Yampolskii, chief of the GUNR; Yurii Chichelov, a deputy chief; Sergey Almazov, another deputy chief and future Director; Boris Dobrushkin, head of the Moscow directorate; Georgii Poltavchenko, head of the St. Petersburg directorate; and Aleksei Sedov, deputy chief in St. Petersburg and later chief of the Moscow directorate.  In an interview in 2001 Sedov recalled those days:
At that time I worked in St. Petersburg and I remember how it was.  There was a quota: 20 men from the KGB, 20 from the MVD.  But we needed 800, and forces were being withdrawn from Europe.  Many servicemen came to us: hot heads not knowing the job, encountering criminals [for the first time]…[endnoteRef:13]  [13:  Zyatkov and Buldakov, “Nalogovaya politsiya ekomomike ne vo vred...”] 

In July 1993 President Yeltsin signed an order directing the siloviki to transfer 4,500 personnel to the GUNR: 560 from the MVD, 450 from the Ministry of Security, and 3,490 from the Ministry of Defense.  In addition, the Ministry of Security was to send ten percent of the graduates of its higher schools in 1992 and 1993 to the GUNR.[endnoteRef:14]  These military officers had not the slightest experience with law enforcement or with taxes.  Indeed, no one in Russia had experience investigating tax crimes for the simple reason that the laws and the market economy itself had only existed for a short time.  The GUNR’s need for personnel was so great that the MVD and Ministry of Security were ordered work with the GNS to train the former military men in accelerated courses of only two and a half months.[endnoteRef:15] [14:  “Rasporyazhenie Prezidenta RF ot 14.07.92...”]  [15:  Ibid.] 

While most of the personnel in the GUNR came from the military, it is clear that the leadership of the GUNR’s central apparatus and the main regional directorates came from the former KGB along with a few generals from the MVD.  The decision to staff the GUNR mostly with leaders whose prior jobs taught them to place the protection of the state over the rights of citizens and to view compromising information as an opportunity to recruit secret informants rather than a means to achieve justice, add to that military men trained in the application of violence, and you have, in the author’s opinion, the ‘original sin’ of the tax police and the root of many of its problems in the years to come.

III. Adolescence: the DNP
On June 24, 1993 President Yeltsin signed the law “On the Federal Organs of Tax Police” which transformed the GUNR into a Department of Tax Police (DNP - Departament nalogovoi politsii) as an independent agency outside of the GNS.  Its mission was as before – to detect, prevent, and pursue tax crimes and protect tax inspectors – plus one addition: it was now responsible for preventing, uncovering, and pursuing corruption in the tax agencies.  Now the DNP Director could be hired and fired only by the President, and the chiefs of territorial directorates were hired and fired by the Director of the DNP with the approval of the head of the local government.  The DNP had the power to enter into any location that was used for commercial, warehousing, commercial trade, or other entrepreneurial use for the purpose of identifying income and profit.[endnoteRef:16]  This independence was not won without a fight.  The Finance Minister Boris Fedorov had strongly pushed for keeping the DNP in his ministry,[endnoteRef:17] and he later wrote that it made no sense to have two agencies performing similar tasks, and, as for fighting corruption in the tax agencies, he never received any relevant information.[endnoteRef:18]  Although the law required that the DNP work with the GNS, it allowed the tax police to enter into commercial properties without the GNS, which was a significant change and bode ill for taxpayers, as will be seen.   [16:  Zakon RF ot 24.06.1993 N 5238-1 “O federal’nykh organakh nalogovoi politsii.”]  [17:  “Fedorov Walks Out of Parliament Over ‘Tax Police’ Clash.”]  [18:  Fedorov, Pytayas’ ponyat’ Rossiyu.] 

The tax police did not get everything they wanted.  The DNP maintained the ability to conduct ORD for the purposes mentioned above, but it still did not have the ability to conduct formal criminal investigations – those were performed by sledovateli in the General Procuracy or MVD – and information about any other economic crimes had to be turned over to the MVD.  The next step in the growth of the tax police to full independence would be to acquire its own sledovateli.
The significance sledovateli might be lost on American readers.  Unlike in the U.S., an operativnik does not conduct formal investigations, nor is much of what he does considered admissible as evidence in court.  His purpose is to uncover crime, locate fugitives, and identify where evidence might be located.  The sledovatel’ has a mix of powers that in the U.S. system are wielded by the police and by a prosecutor, and for this reason sledovatel’ might be best translated as “investigative magistrate.”  The sledovatel’ gathers evidence, conducts searches, interrogates witnesses, and, once he believes that guilt has been proven, sends the case file to a prosecutor or other higher official for approval and submission to a trial court.  Most importantly, a sledovatel’ can open a formal criminal case.  For an agency to have the power of ORD plus its own sledovateli means that it has full control over the process of criminal investigation from detection up to trial.  Agencies without sledovateli are at the mercy of other agencies, possibly with different priorities.  
At the same time as the new law was being passed, changes were occurring at the top of the tax police.  Valerii Yampolskii, a career KGB officer, had been the first Director of the GUNR.  The new chief, Sergei Almazov, was also a long-time KGB officer and was a deputy director in GUNR.  Born in Leningrad, he spent most of his career in Gorkii and Novosibirsk before moving to KGB headquarters in 1987.  In 1991 he headed the Main Directorate for Combatting Organized Crime and Corruption in the new Federal Security Agency, the main successor agency of the KGB.  Almazov led the DNP at a critical time.  Its staffing level was increased to 21,500 as of January 1, 1994 and doubled to 43,800 by January 1, 1995.[endnoteRef:19]  [19:  “Postanovlenie Pravitel’stva RF ot  11.10.1993 N 1037 "Voprosy...”] 

The next few years were relatively calm, at least as compared with the exciting times that came later.  Like all Russian agencies, the tax police were poorly paid.  The average pay was 180,000 to 200,000 rubles a month or roughly $100.  Still, for former military men with nowhere else to go and few marketable skills, the tax police was a not bad place to end up.  Former officers with a finance or legal background could go to an operational unit, an analytical/policy unit, or a legal unit.  Officers or warrant officers from airborne units, naval infantry, reconnaissance units, special forces, or similar elite combat units could go to the DNP physical protection units that protected tax inspectors in the field.[endnoteRef:20]   [20:  “Est’ v politsii rabota.”] 

Tax Police physical protection units escorted tax inspectors, eighty percent of whom were women,[endnoteRef:21] on tax audits or inspections at offices or other locations belonging to private companies.  In the early 90’s crime was exploding in Russia.  Companies learned that a robust in-house security department or hiring a private security company was mandatory if one was to protect one’s company from organized criminals and other predators.  These security departments and companies hired the same sorts of people that the tax police did: former specialists in extreme violence.[endnoteRef:22]   [21:  Borisov, “Istoriya nalogovoi politsii Rossiiskoi Federatsii: 1992-2003 gg.,” 36.]  [22:  Volkov, Violent Entrepreneurs, 134–154.	] 

The GNS felt, with justification, that its tax inspectors needed protection.  This was one of the reasons to create the GUNR in the first place.  But GUNR/DNP was experiencing massive growth and could not reasonably be expected, even if it had occurred to anyone, to train all of its physical protection units in the proper way to interact with citizens in a free and democratic society.  Instead, they fell back on what they were trained to do, and what they did do, in Afghanistan, the maski-shou.
Maski-shou or “masked show” was originally the name of a comedy group of clowns formed in the USSR in 1984.  Since 1991 it has had a popular television series by the same name.[endnoteRef:23]  With typical Russian irony, the name of a group of clowns has been applied to the masked and heavily armed police who stormed business offices in Russia in search of tax violations.  A newspaper article in 1997, only one of hundreds that appeared starting in the mid-1990s, describes what must be a frightening experience for the average office worker: [23:  “Maski-shou - Istoriya.”] 

The workday began as usual at our office: someone was drinking coffee and reading newspapers, someone else was signing agreements with clients.  Suddenly from the hall came the sound of someone falling down and the pounding of many feet.  Several people in camouflage uniforms and masks burst in.  One of them yells out orders: everyone get up, don’t move, don’t touch anything.  Another masked man stands at the exit and keeps pointing his machine gun at each of us.  The movements of these uninvited guests are sharp and sudden, their voices shrill….  [W]e were terrified.[endnoteRef:24] [24:  “Otkroite, Nalogovaya politsiya!”.] 

	Clearly, the use of SWAT-like units to arrest organized crime members or inspect fly-by-night companies could be justified, but their use by the Tax Police at normal, above-board companies caused outrage in the press.  The Tax Police, with unlimited authority to enter any business to check documents for tax violations, frequently treated office workers like violent criminals.           
  Besides the depredations of masked and heavily armed tax policemen, the other major complaint against the tax police (as well as the MVD and FSB) was the level of corruption.  Official corruption has a long history in Russia.  In 1839 a foreign traveler commented that “bribery in public offices … prevails, to a degree unheard of in other countries.”[endnoteRef:25]  The report published in 1911 of an interagency commission led by Senator A. A. Makarov found that it was impossible to live on a policeman’s income, so he was almost forced to live on “gifts.”[endnoteRef:26]  In the Soviet Union after the war one observer labled the entire legal system “corrupt”.[endnoteRef:27]  Looking at the one hundred dollars a month a tax policeman earned in Moscow in 1994, it seems that the situation has scarcely changed.  The tax police’s power to enter any company and conduct tax inspections was a powerful tool in their bribe extraction machine.  In newspaper articles in 1998 and 1999, Duma member Yurii Shchekochikhin labeled the Tax Police as the “New Solntsevskie” after the Solntsevo organized crime group.  The “tax men” demanded bribes from companies or else a company and all of its founders and officers would be subjected to tax inspections which, given the complexity and arbitrariness of the tax code, was bound to uncover tax violations and possibly lead to the shutdown of the company and criminal investigations for tax evasion.[endnoteRef:28], [endnoteRef:29]       [25:  Bremner, Excursions in the Interior of Russia, 1:345.]  [26:  Hollis, “Police Systems of Imperial and Soviet Russia - Incomplete PhD Dissertation,” 234.]  [27:  Simis, USSR: The Corrupt Society, 117.]  [28:  Shchekochikhin, “Novye solntsevskie.”]  [29:  Shchekochikhin, “Trebovat’ $300000 netaktichno.”] 

By 1995 the Russian economy was in crisis.  In the previous year it was estimated that forty percent of taxes had not been paid, and ’95 was expected to be no better.  Sergei Almazov, the Director of the DNP, thought he knew the solution.  When it found a violation of the criminal code, the DNP was required to send the material to the sledovateli in the MVD.  Yet in 1994 only one of the cases sent to the Moscow branch of the MVD went to trial.[endnoteRef:30]  For the country as a whole, out of 14,000 tax crimes that were detected, criminal cases were opened on only 4,000, and only ninety people were convicted.[endnoteRef:31]   [30:  Shimov, “Rossiiskie nalogovye sluzhby zhaluyutsya na trudnosti i mechtayut o radikal’noi reforme.”]  [31:  “Nikto ne khotel platit’ nalogi.”] 


IV. Maturity: The FSNP
On December 17, 1995 President Yeltsin signed the law “On Introducing Changes and Additions to the Russian Federation Law ‘On Federal Tax Police Agencies’ and the Criminal Procedural Code of the RSFSR.”[endnoteRef:32]  Despite its modest name, the new law introduced fundamental changes to the tax police.  The Department of Tax Police was renamed the Federal Tax Police Service (FSNP), and for the first time it had its own criminal investigative arm.  Having its own sledovateli meant that the FSNP had control over the opening and conduct of formal criminal investigations.  No longer would it have to refer evidence of tax crimes to the MVD or General Procuracy for investigation.  The entire process of inspecting financial records, detecting crime through undercover methods (ORD), and conducting the formal criminal investigation before trial was in the hands of the FSNP.[endnoteRef:33]  This made the system more efficient but also removed a check on the power of the FSNP.  The FSNP became only the fourth agency in the Russian government with such power.[endnoteRef:34]  The FSNP had at last become a true silovik. [32:  Federal’nyi zakon ot 17.12.1995 N 200-FZ "O vnesenii izmenenii i dopolnenii ...]  [33:  Soltaganov, Nalogovaya politsiya: Vchera, segodnya, zavtra, 9.]  [34:  Federal’nyi zakon ot 17.12.1995 N 200-FZ "O vnesenii izmenenii i dopolnenii ..., Art. 2, Sec. 1.] 

Directors of the tax police has always justified their drive to gain complete control over the investigation of tax crimes as a way of improving effectiveness and bringing more tax cheats to justice.  The data appears to bear this out.  At the beginning of every year Directors reported the results of the agency’s work over the previous year.  Chart 1 shows a steep growth in the number of ‘serious’ and ‘especially serious’ tax crimes detected in the period 1993-1996.  In the period 1993-1995, that is, the period in which criminal cases could be opened only by sledovateli in other agencies, the percentage of such cases averaged roughly one-quarter the number of crimes detected.  In 1996, the first full year in which the FSNP had its own sledovateli, the percentage of criminal cases opened jumped to almost one-half the number of tax crimes detected.  
Chart 1.  Tax Police Statistics, 1993-1996[endnoteRef:35],[endnoteRef:36] [35:  Soltaganov, Nalogovaya politsiya: Vchera, segodnya, zavtra, 143–152.]  [36:  Lisov and Soltaganov, Ekonomicheskaya bezopastnost’ Rossii i razvitie korporativenykh sistem, 33–34.] 



Through the mid-1990s the tax police continued to struggle with rapid growth.  By the end of 1995 it had managed to staff only 30,000 positions out of an authorized authorization of over 40,000.[endnoteRef:37]  Its financial and training needs were also lacking.  For example, the tax police directorate for the  Kursk oblast only received thirty-eight percent of its annual 1996 budget, and the building allotted to it by the Kursk city administration required extensive repairs.  Reviewing the results for 1995, Director Almazov reported that the FSNP had received only eighty-five percent of its planned budget.  This critical underfunding began in July 1995 and resulted in delays in paying salaries, buying equipment, making repairs, and even led to attempts by landlords to evict the tax police from rented office space.  The outlook for 1996 was even grimmer, as only sixty percent of the FSNP’s budget was financed.  These hardships resulted in a reduction of official travel, which in turn led to investigative delays and even closing of some cases.[endnoteRef:38]  Even worse for the future, in August 1995 the FSNP was forced to suspend hiring due to insufficient financing.[endnoteRef:39]  [37:  Shimov, “Nalogovaya politsiya prizvana stat’ nastoyashchei grozoi.”]  [38:  Borisov, “Istoriya nalogovoi politsii Rossiiskoi Federatsii: 1992-2003 gg.,” 172–173.]  [39:  Ibid., 222.] 

The crisis in the Russian Federation budget in the mid-1990s caused a government reaction that sent shivers up the spines of people familiar with the history of the Soviet Union.  On October 11, 1996 President Yeltsin signed a decree “On a Temporary extraordinary commission of the President of the Russian Federation to strengthen tax and budget discipline.”[endnoteRef:40]  As Russian commentators noted at the time, the name of the commission harkened back to the origins of state terror in the USSR, when the infamous All-Russian Extraordinary Commission for Combatting Counter-Revolution and Sabotage, or Cheka, enforced party discipline and pursued enemies of the communist regime.[endnoteRef:41]  One newspaper even joked that the commission should be renamed the Tax Committee for Temporary Activity, which could be known by its Russian initials as the NKVD.[endnoteRef:42]  The decree gave the new commission the power to 1) establish control over the full payment of taxes, customs duties, and other mandatory fees, 2) develop measures to ensure the full collection of taxes, 3) improve the legal basis and effectiveness of the tax and customs collection agencies, and 4) establish control over the timely and complete utilization of federal budgetary and non-budgetary funds.  The commission was to do this by establishing procedures for audits of persons and companies, monitoring the operations of the tax and customs-collecting agencies, holding government and corporate officials responsible for following the tax and customs laws, developing new law, and ensuring that competent people were recruited to work in the government.  The Commission was headed by Prime Minister Chernomyrdin and included the heads of relevant agencies and ministries as well as high-ranking officials in the Presidential Administration.  One of the more unlikely members was the head of the Foreign Intelligence Service (SVR).[endnoteRef:43]  [40:  “Ukaz ot 11 oktyabrya 1996 goda N 1428.  O Vremmenoi chrezvychainoi komissii...”]  [41:  Ruderman, Sokolovskaya, and Chaikovskii, “Chekisti!  Vse na bor’bu s levym uklonom ot nalogov!”.]  [42:  “SPb nevedomosti.”]  [43:  “Ukaz ot 11 oktyabrya 1996 goda N 1428.  O Vremmenoi chrezvychainoi komissii...”] 

Deputy Finance Minister Sergei Shatalov attributed the creation of the commission to the “catastrophic” situation with tax arrears, which he said was beyond the ability of the GNS or FSNP to collect.  The AvtoVAZ automobile company alone owed 11 trillion rubles or one-seventh of the entire amount of the 70 trillion rubles in unpaid taxes.[endnoteRef:44]   In an interview in late 1996 Director Almazov stated that tax crimes represented a threat to the existence of the state.  Seventy percent of all tax audits uncovered tax violations, and a particular problem was corrupt banks and companies controlled by criminals.  Nevertheless, in the first three quarters of 1996 his agency has returned 30 trillion rubles to the treasury.[endnoteRef:45]  [44:  Ruderman, Sokolovskaya, and Chaikovskii, “Chekisti!  Vse na bor’bu s levym uklonom ot nalogov!”.]  [45:  “Chrezvychainyi byudzhetnyi regim.”] 

 	In the almost three years of Commission’s existence it played an active role in tax policy, sometimes meeting weekly.  One of its favorite tools was to publicize the names of the companies with the largest tax arrears, but it also developed draft laws and pushed the GNS to be more effective.[endnoteRef:46],[endnoteRef:47]  It was not above political influence, however.  In late 1997, after not meeting for six months, it decided to seize and sell off the assets of two oil companies: the Omsk Oil Processing Factory, belonging to Boris Berezovsky’s company Sibneft, and the Angara Oil Company, controlled by Vladimir Potanin’s Oneksim Bank.  Commentators at the time found this to be suspicious because both Sibneft and Oneksim were potential competitors in the auction of the oil company Rosneft.[endnoteRef:48] [46:  Kuznets, “Nalogi v fevrale - pokhozhe, opyat’ daun.”]  [47:  “Spravka - krupneishie neplatel’shchiki.”]  [48:  Kuz’michev, “Prichiny i sledstveya poslednego resheniya VChK.”] 


V. A New Boss
 On February 18, 1999 Director Almazov was removed from his position as head of the FSNP.  As a professional, he was well-respected.  Present from the beginning as one of the authors law creating the GUNR, in eight years he rose from being a lowly colonel in the KGB to colonel-general and head of a silovik.  The official reason for his removal was illness – specifically, a case of the flu.  Newspapers reported several more likely reasons.[endnoteRef:49]  First was the possibility that he resisted a proposed unification of the FSNP with the GNS.  An independent tax police has been resisted by Finance Ministers from the beginning, but, although this may have seemed reasonable in 1999, the FSNP would successfully defend its independence for several years more, so this was unlikely to be the real reason.   Second, in December 1998 the FSNP was inspected by an interagency commission headed by the Secretary of the Security Council Nikolai Bordyuzhi.  At the council’s meeting in February 1999 the work of the FSNP was judged to be “unsatisfactory and clearly not corresponding to the level of economic crime.”[endnoteRef:50]  This result is more reasonable from the point of view of a Western bureaucratic state, but in Russia the critical issue is, was this an honest inspection or merely a pretext to conceal the real reason?   [49:  Pavlov, “Eshche on zabolel.”]  [50:  Ibid.] 

A third explanation for Almazov’s removal is the fact that he was not Yeltsin’s man, the type who was needed to bring the power of the FSNP to bear against political opponents in the run-up to the presidential elections.  A fourth and related version is that the FSNP was out of control; its officers were too easy for businessmen to bribe and target competitors with tax inspections.[endnoteRef:51]  It is notable that in December 1998 the FSNP conducted repeated tax inspections and opened three criminal cases related to the company Prem’er SV, the second largest advertising agency in Moscow and owned by Sergei Lisovskii, an ally of Boris Berezovsky’s.  Coincidentally, perhaps, in March 1999, a month after Almazov’s dismissal, the targets of the investigations paid their back taxes and the cases were dropped.[endnoteRef:52] Finally, in his memoirs former Prosecutor General Yurii Skuratov, himself a victim of forced retirement, suggests that Almazov, an honest person, was fired because he got too close to secret bank accounts belonging to the Yeltsin family and other “super thieves.”[endnoteRef:53]   [51:  Efimovich, “Generala snyali za ‘maski-shou’?”.]  [52:  Stepenin, “Lisovskii otkupilsya.  Teper’ ego ne posadyat.”]  [53:  Skuratov, “Variant drakona.”] 

More than a year after his dismissal Almazov gave an interview in which he said that he could neither confirm nor deny any of these versions.  It was most likely, he said, a combination of factors, one of which was the significance of the upcoming elections and the administration’s desire to have men who would take orders to attack.[endnoteRef:54] [54:  Evtushenko, “Sergei Almazov: Vlastyam nuzhny lish’ siloviki...”] 

Whatever the reason for Sergei Almazov’s dismissal, it took a month for the next Director to be announced.  Unlike Almazov’s origins in the KGB, Vyacheslav Soltaganov was a career policeman.  An expert in economic crimes, in Soviet times he worked in the MVD Department for Combatting Theft of Socialist Property (OBKhSS).  In the new Russia he headed OBKhSS’s successor, the Chief Directorate for Combatting Economic Crime (GUBEP) and later headed the informational and internal security directorate at the GNS.  Most recently was the deputy chief of the Presidential Administration’s Main Control Directorate (GKU) and responsible for supervising the siloviki.  At GKU he had a reputation as a decisive leader, although at GNS he was said to be “too zealous” and did not get along with Minister Boris Fedorov.[endnoteRef:55]  Some observers believed that Prime Minister Primakov opposed Soltaganov’s appointment because he was too close to the oligarch Roman Abramovich.[endnoteRef:56] [55:  Borogan, “Nalogovuyu politsiyu vozglavil pitomets OBKhSS.”]  [56:  Bagrov, “V nalogovuyu politsiyu vnedrili amerikanskogo politseiskogo.”] 

As is standard practice in Russia when a new boss takes over, Soltaganov quickly moved to put his men into leadership position.  Within six weeks of Soltaganov’s appointment on March 23, 1999, four of Almazov’s deputy directors, most former KGB men, were dismissed.  They were replaced with two men with KGB pasts, one with an MVD past, and one outsider.[endnoteRef:57]  The outsider was First Deputy Director Aleksandr Ageenkov, 29-years old and with no law enforcement experience whatsoever but who worked at the Central Bank and later with Soltaganov in the GKU.[endnoteRef:58] The other first deputy director was Vladimir Avdiiskii, who shared with Soltaganov a career in OBKhSS (in Azerbaijan) and joined the tax police in 1992.  By some accounts, in 1989 the KGB listed him as a member of an Azerbaijani organized crime group.  He had been fired from the tax police in December 1995 for abuse of his official position and only returned with Soltaganov.[endnoteRef:59]  Particularly grating for the former KGB officers in the FSNP was the return of former tax policemen like Avdiiskii who were fired by Almazov for corruption, as well as the new ‘police mentality’ which valued quantity of cases over quality.[endnoteRef:60]   [57:  “Spisok zamestitelei direktora FSNP Rossii.”]  [58:  Bagrov, “V nalogovuyu politsiyu vnedrili amerikanskogo politseiskogo.”]  [59:  “Avdiiskii Vladimir Ivanovich.”]  [60:  Sas, “Obzhalovaniyu ne podlezhit.”] 

Below the deputy directors Soltaganov’s purge was equally thorough.  Gone was the ex-KGB chief of internal security (replaced by a former MVD officer) and his two ex-KGB deputies.  The head of the operations directorate was replaced by a former policeman turned businessman.  Also dismissed were the heads of the investigative, inspection, operational-technical, analytical, international, and legal directorates.  Journalists reported that the purge extended even deeper.[endnoteRef:61] [61:  Khinshtein, “Bespredel.  Varfolomeevskaya noch’.”] 

If Almazov had been content to let the FSNP go about its business quietly, Soltaganov was the opposite.  The year 2000 saw the opening of widely-publicized investigations against some of the top companies in Russia, and the declaration of tax collection campaigns in many industries.  In May 2000 the FSNP conducted its largest operation in its history when it carried out inspections at offices of the car company AvtoVAZ throughout Russia.[endnoteRef:62]  Criminal cases were soon opened for failure to pay taxes on the production of over 200,000 cars in 1996.[endnoteRef:63]  In July the FSNP opened a criminal case against the oligarch Vagit Alekperov’s company Lukoil for concealing income for tax purposes in especially large amounts.  This case was especially interesting since in May the Minister of Tax Collection Aleksandr Bukaev had just presented Lukoil with the award  “Conscientious Taxpayer.”[endnoteRef:64]  The other major target of the FSNP in 2000 was the Unified Electric System (UES), the national electric power company.  In September the FSNP announced that it had opened a criminal case against UES for the nonpayment of 3.28 billion rubles.[endnoteRef:65]  These three cases have one thing in common: all were closed within months.  The reasons vary, but at the time companies were allowed to have criminal cases closed if the tax arrears were paid in full, as was the case with UES. [62:  Naumenkov, “Oblava na ‘AvtoVAZ’.”]  [63:  Osipov and Chekhovskii, “‘Avtovaz’ - na vykhod.  Prigotovit’sya.”]  [64:  Ivanova and Kuz’min, “Vlast’ demonstriruet sistemnyi podkhod - teper’ vzyalis’ za ‘LUKOIL’.”]  [65:  Kats, “Zhertvy otchetnosti.”] 

Besides the cases against major companies, in 2000 the FSNP announced widely publicized checks of many industries.  In February it was banks,[endnoteRef:66] in April cigarettes manufacturers,[endnoteRef:67] in August alcohol producers,[endnoteRef:68] in August and September the oil companies Slavneft[endnoteRef:69] and Sibneft,[endnoteRef:70] in September overseas property,[endnoteRef:71] in October it was the timber industry,[endnoteRef:72] and in December the metallurgy sector.[endnoteRef:73]   [66:  Kisileva, “Nalogovaya politsiya shturmuet banki.”]  [67:  Kozhakhmetova, “Chernomu rynku sigaret ostalos’ zhit’ 4 mesyatsa.”]  [68:  Tkachenko, “‘Levuyu’ vodku opekayut bandity.”]  [69:  Davydova, “‘Slavneft’’ pod sledstviem.”]  [70:  Babaeva and Kizilova, “Oshchushchenie bol’nogo zuba.  Nalogovaya politsiya zanyalas’ ‘Sibneft’yu’.”]  [71:  Lyapunova, “Nalogovaya politsiya dvinulas’ na Zapad.”]  [72:  Kizilova, “V temnom lesu narushenii.”]  [73:  Prokopenko, “FSNP pred"yavila isk metallurgam.”] 

As the year went on, articles began to appear in the press complaining about the authorities’ war on business.  A long article in the magazine Ekspert discussed what it called “illiterate” attempts to extort money by offering to close criminal cases if only a company would pay up.  The article’s authors presented three versions for the assault on business.  First, President Putin, having declared for all to hear that business had to be conducted lawfully, demanded that every company follow every point of law.  In the authors’ opinion, this meant that there would be many more companies receiving such “offers.”  Second, the new president and his associates, who were not especially rich, were simply short on cash and redistributing the spoils of their victory in the election.  Third, this was a reversal of privatization: Putin could not officially cancel the privatization of the early 1990s – that would scare away foreign investors, so he undertook to scare the oligarchs into paying more for the property that they received on the cheap and to teach them to help the government when asked.[endnoteRef:74]  Whatever the motivations of the FSNP’s attack on business, it represented a clear break from the practice of the FSNP under Almazov.  The same cannot be said for the FSNP’s drive to become the financial intelligence agency of Russia, the receiver of all financial information in the country and the investigator of all economic crimes.   [74:  Arkhangel’skaya et al., “Voina vlasti s biznesom.  Provokatsiya.”] 

VI. The “Monster”
One thread that runs through the history of the tax police is its drive to amass more power.  In its short life it received the power to carry out tax independent inspections, utilize methods of ORD, and open and conduct criminal investigations.  These gave it great authority over individuals and companies, but only in the relatively limited area of tax crimes.  The new Russian Federation Criminal Code of 1996 contained only two tax violations: Article 198 for failure by a person to pay taxes and Article 199 for failure by an organization to pay taxes.[endnoteRef:75]  Shortly thereafter, the 1962 RSFSR Criminal Procedural Code, which was still in effect and which determined the investigative jurisdictions of the various agencies, was amended to correspond with the new criminal code.  This amendment allowed the tax police to open criminal investigations only on violations of Articles 198 and 199.[endnoteRef:76]    [75:  “Ugolovnyi kodeks Rossiiskoi Federatsii” ot 13.06.1996 N 63-FZ.]  [76:  Federal’nyi zakon on 21.12.1996 N 160-FZ...] 

Not only was the jurisdiction of the FSNP narrow, but the GNS had won a round in its long-running feud with the tax police when the new 1998 Tax Code removed the FSNP’s ability to independently conduct tax inspections.  As leaders of the tax police saw it, these two limitations, the narrow jurisdiction and the loss of the tax inspection right, greatly hindered their right to fight economic crime in Russia.  Not that other agencies were not fighting economic crime – both the MVD and the FSB had units for that purpose – but the leaders of the tax police felt that the FSNP, with its special powers in the tax field, was especially suited for this purpose, so they pushed for the return of the right to conduct independent tax inspections and to investigate violations of all of the articles relating to economic crime in the Criminal Code.  Their solution was to turn the tax police into the financial police.  
The proposal to create a new financial police based on the tax police first appeared in a major newspaper in July 1997 in an interview of Sergei Mashin, the head of the tax police in Tartarstan.  Mashin, the former head of the KGB in Tartarstan, gave as example the alcohol business.  His officers monitored this “most criminalized” industry very closely yet were unable to bring tax cheats to justice because many of the tax avoidance schemes were based on complicated manipulation of bank accounts, which the tax police had no jurisdiction to investigate.  And while in theory the tax police were supposed to work closely with the local MVD economic crimes unit, the reality was different.[endnoteRef:77]      [77:  Postnova, “Nalogovoi politsii meshayut rabotat’.”] 

Sergey Almazov had occasionally mentioned creating a financial police agency, but under Vyacheslav Soltaganov the drive accelerated.  In the Spring of 1999 Soltaganov called for allowing the FSNP to investigate additional economic crimes such as underground companies, bankruptcy fraud, and bribery.  He assured his interviewer that the FSNP had no designs on the jurisdiction of other agencies: “There will be no battle for power,” he asserted.[endnoteRef:78]  But just five months later Leonid Kuznetsov, the head of the FSNP legal department, asserted that the FSNP should be turned into the Federal Financial Police Service and given the authority to control all financial transactions and payments in Russia.  A draft law was being considered by the Duma to increase the jurisdiction of the FSNP, allow it to conduct wire taps, and give it access to all tax information in the GNS.  As one observer in the GNS put it, “If the tax police gets this expanded jurisdiction…that’ll be it.  With such powers they will be able to do whatever they like and no one will be able to stop them.”[endnoteRef:79]         [78:  Levinskii, “Nalogovaya politsiya khochet novykh polnomochii.”]  [79:  Verbin, “Vse Tainoe stanet yavnym.”] 

   Connected with the idea of forming a financial police was the parallel proposal for a financial intelligence agency in Russia to collect data on all financial transactions.   Most countries of the world have a financial intelligence unit (FIU).  It is one of the prerequisites for joining the Financial Action Task Force (FATF), an inter-governmental established in 1989 to combat international money laundering.[endnoteRef:80]  Countries that wish to be FATF members have to adhere to a series of policy recommendations, and in 2000 FATF established criteria for designating non-member countries as non-cooperative countries or territories (NCCT).  NCCTs are encouraged to comply with FATF recommendations and may be subject to “counter-measures” to protect the FATF members’ economies against money of unlawful origin.  These countermeasures include increasing a wide range of obligations on the part of financial institutions in FATF member states when doing business with institutions in NCCTs and may include prohibiting financial transactions with NCCTs.[endnoteRef:81]  Russia was on the first such FATF “black list” issued in 2000.  [80:  Annual Report 2002-2003, 6.]  [81:  Report on Non-Cooperative Countries and Territories, 8.] 

[Russia lacks] a comprehensive anti-money laundering law and implementing regulations that meet international standards. In particular, Russia lacks: comprehensive customer identification requirements; a suspicious transaction reporting system; a fully operational FIU with adequate resources; and effective and timely procedures for providing evidence to assist in foreign money laundering prosecutions.[endnoteRef:82] [82:  Review to Identify Non-Cooperative Countries of Territories, 9.] 

In a country like Russia, where information is often used for political gain, an agency collecting information on every bank transaction would be very valuable.  Described in the press as an agency “that would know about everything and everybody.”[endnoteRef:83]  Little surprise, then, that several agencies wanted the FIU in its domain.  In December 2000 Soltaganov, perhaps trying to predetermine the decision, announced that President Putin supported his proposal to create an FIU,[endnoteRef:84] although February 2001 commentators were still discussing possible homes for it.  Candidates were the FSNP, the MVD, the FSB, the Office of Accounting, the Central Bank, and the Ministry of Finance.[endnoteRef:85], [endnoteRef:86]   [83:  Lyapunova, “Finansami zaimutsya razvedchiki.”]  [84:  Sanin, “Kontury finansovoi razvedki.”]  [85:  Podberezkin, “Poisk koordinatora i kontrlera.  Rossiya nuzhna eshche odna razvedka - finansovaya.”]  [86:  Il’ina, “Otmyt’sya ot otmyvaniya...”] 

In the end, the financial intelligence agency was put in the Ministry of Finance and was not the all-powerful agency that some feared.  Formed by Presidential decree on November 1, 2001 as the Committee for Financial Monitoring or Rosfinmonitoring, it receives reports from financial institutions of suspicious customer transactions of any size as well as reports of all financial transactions above 600,000 rubles if at least one party resides in a NCCT.[endnoteRef:87]  Financial institutions must also report cash transactions above 600,000 rubles.[endnoteRef:88]   [87:  Second Mutual Evaluation Report, 100.]  [88:  Ibid., 187–188.] 

Although the FSNP was not successful in swallowing the financial intelligence agency, it was well on its way to becoming a financial police in practice if not in name.  On April 10, 2000 President Putin signed into law an amendment to the Criminal Procedural Code giving the FSNP the authority to open criminal investigations of violations of an additional twenty-five articles of the Criminal Code.  These included such crimes as illegal real estate deals, operating an unregistered business or bank, opening a company or bank under false pretenses, money laundering, credit fraud, bankruptcy fraud, abuse of official position, organizing a criminal group, and bribery.[endnoteRef:89]  When asked by a reporter if the MVD was offended that the FSNP was intruding into its domain, Director Soltaganov replied that he was not intruding because the MVD investigated economic crimes and the FSNP would only investigate those crimes when taxes were involved.[endnoteRef:90]  Left unsaid was the fact that nothing in the law restricted the tax police from doing just what the MVD feared.  In addition, on January 2, 2000 Putin signed an amendment to the Tax Code which returned to the FSNP the power it had lost in 1998: the power to conduct independent tax inspections “based on sufficient information indicating that a crime may have been committed.”[endnoteRef:91]  By the end of 2000, commentators were asking if a new monster agency had been born. [89:  Federal’nyi zakon ot 10.04.2000 N 53-FZ...]  [90:  Lyapunova, “Nalogovaya politsiya - organizatsiya gumannaya.”]  [91:  Federal’nyi zakon ot 02.01.2000 N 13-FZ..., Art. 1.1.] 

VII. Purge 2.0
On March 28, 2001 President Putin signed decrees replacing Vyacheslav Soltaganov with Mikhail Fradkov.[endnoteRef:92], [endnoteRef:93]  If Almazov was a career KGB officer, and Soltaganov a life-long policeman, Fradkov could be called a professional bureaucrat.  Born in 1950 in the Kuibyshev oblast’, he served most of his career in the area of trade and economics.  He worked abroad as an advisor at the Soviet embassy in New Delhi, then in the USSR State Committee for Economic Relations.  In the Russian Federation he worked his way up to Minister of External Economic Relations.  Following the elimination of that ministry, he served as chairman of the board of the insurance company Ingostrakh, then in 1999 became Minister of Trade, also later eliminated.  In May 2000 he was designated as the first deputy secretary of the Security Council where he served until his appointment to the FSNP.[endnoteRef:94]  As for Soltaganov, he replaced Fradkov at the Security Council under ex-MVD Minister Vladimir Rushailo (who was fired from the MVD the same day).  Following Sergei Ivanov’s replacement with Rushailo, one commentator called the Security Council a dumping ground for excess personnel.[endnoteRef:95]   [92:  “Ukaz Prezidenta RF ot 28.03.2001 N 361 ‘O Soltaganove V.F.’”]  [93:  “Ukaz Prezidenta RF ot 28.03.2001 N 363 ‘O direktor Federal’noi sluzhby nalogovoi politsii RF’.”]  [94:  “Mikhail Fradkov - Biografiya.”]  [95:  “Pervaya kadrovaya revolyutsiya Putina: demilitarizatsiya i usilenie kontrolya.”] 

The press was fairly unanimous about the reasons for Soltaganov’s dismissal.  The same commentator above attributed Soltaganov’s departure to the government’s displeasure with the extent of corruption in the FSNP.  Too many tax inspections and criminal investigations seemed to be ordered up by business competitors and then closed when the victims paid up.  Soltaganov himself described how he tried to be “civilized” in his dealings with businesses that owed taxes.[endnoteRef:96]  Another journalist believed that Soltaganov was being punished for several reasons.  First, capital flight had increased from an estimated $12 to $40 billion per year, although the true amount was impossible to know.  Second, Soltaganov was following President Putin’s orders to put pressure on the oligarchs with too much zeal, and Putin was being pressured to make him stop.   Prime Minister Kasyanov was sick of the endless maski-shou and wanted it to end.  Third, Soltaganov had proved himself to be not quite competent.  The investigations that had been announced with such fanfare often failed to produce results.  For example, in the AvtoVAZ case the 200,000 cars have never been made, nor was the company even capable of making them.  Finally, Soltaganov, perhaps due to his career in the MVD, did not have the necessary political skills, as the fight over the financial intelligence agency made clear.  Soltaganov the fighter was replaced by Fradkov the known quantity, who had decades of experience in civilian agencies and most recently worked for one of Putin’s closed associates.[endnoteRef:97] [96:  Ibid.]  [97:  “Militsionera ne vzyali v razvedku.”] 

Like the previous leadership change, the appointment of Fradkov resulted in a purge of the leadership of the FSNP.  Within months of Fradkov’s arrival, only two of Soltaganov’s deputy directors remained: Sergei Verevkin-Rakhalskii, a long-time KGB officer who came to the FSNP with Soltaganov, was promoted to be Fradkov’s first deputy, and Anatolii Tsybulevskii, another former KGB officer.  Given Fradkov’s lack of experience with tax matters, Verevkin-Rakhalskii, a native of St. Petersburg, was believed by most commentators to be the person who would be responsible for day-to-day issues.  Part of this turnover in deputies was due to organizational changes – President Putin had recently reduced the number of deputy directors from seven to three.[endnoteRef:98]  Gone from the FSNP were Soltaganov’s top lieutenants, young Aleksandr Ageenkov and Vladimir Avdiiskii.  Three other deputies, two of them with roots in the MVD and the other an outsider, were also dismissed.[endnoteRef:99]     [98:  Kornya, “Nalogovaya politsiya vooruzhena kadrami.”]  [99:  “Spisok zamestitelei direktora FSNP Rossii.”] 

Although Soltaganov had been able to improve the legal powers of the FSNP, he had been unable to solve the FSNP’s personnel problem.  In 2000 the average pay of a person in the service with fifteen years in government service remained at approximately $100 a month – fertile ground for corruption.[endnoteRef:100]  Even an attempt to improve the pay of government workers in 2002, to save them from “disastrous poverty” only raised the pay of a major who worked as a senior investigator to only slightly more.[endnoteRef:101]  In 1999 a presidential decree raised the authorized staffing level of the FSNP to 53,300,[endnoteRef:102] but the agency found it an impossible target to reach: by 2002 the FSNP still had only 85 percent of its authorized personnel.[endnoteRef:103]   [100:  Lyapunova, “Nalogovaya politsiya - organizatsiya gumannaya.”]  [101:  “Postanovlenie Pravitel’stva Rossiiskoi Federatsii ot 4 iyulya 2002 g. N 487.”]  [102:  “Ukaz Prezidenta RF ot 25.09.1999 N 1272...”]  [103:  Borisov, “Istoriya nalogovoi politsii Rossiiskoi Federatsii: 1992-2003 gg.,” 223.] 

Fradkov’s appointment represented a correction from the Soltaganov years.  Over the next two years three main issues stand out.  First, the reduction in the number of deputy directors was due to devolution of authority from Moscow to the  regions.  In June 2000 main directorates of tax police were formed in each of the seven federal districts.  Following Fradkov’s arrival the heads of those directorates became deputy directors, each with his own investigative, operational, analytical, and administrative units. [endnoteRef:104], [endnoteRef:105]  Second, Fradkov proposed that the tax police become a civilian organization with all of the normal pay and benefits of civilian government workers.  This reflected Fradkov’s desire to shift the focus to criminal investigation from pressuring companies to pay taxes (the maski-shou), which he saw was the job of tax inspectors from GNS.[endnoteRef:106]  Third, Fradkov reduced inter-siloviki conflict by distancing himself from Soltaganov’s campaign to turn the tax police into a financial police.[endnoteRef:107] [104:  Yeremenko, “Deyatel’nost’ Federal’noi sluzhby nalogovoi politsii...,” 137–138.]  [105:  Petrov, “Nalogovaya politsiya ukhodit v regiony.”]  [106:  Shalaev, “Te, Kotorye....Demobilizatsiya FSNP.”]  [107:  Lyapunova, “K nalogovym politseiskim nashli strukturnyi podkhod.  Prezident refomiroval FSNP.”] 

Not everything changed, of course.  While the loudly declared but quietly resolved campaigns of 2000-2001 ended, the tax police still was a force to reckon with. Two of the most prominent investigations during Fradkov’s tenure were against the energy monopoly Gazprom in 2002 and the sporting club Spartak in 2003.  The Gazprom case began in March 2002 when Viktor Vasil’ev, the former KGB officer from St. Petersburg who headed the Moscow directorate of the FSNP,[endnoteRef:108] announced that Gazprom owed several tens of billions of rubles in back taxes.  Commentators in the Russian press gave two possible reasons for this action, both of which had nothing to do with paying taxes and everything to do with politics.  The first reason presented was retaliation by Rem Vyakhirev, the recently deposed chief of Gazprom, against the new team headed by Aleksei Miller; the other reason was the first’s opposite: a move by Miller to get rid of Vyakhirev’s sole remaining ally in Gazprom, Vyacheslav Sheremet.  Supporting the view that this action was motivated by politics, Gazprom was almost forty percent owned by the government, which had a majority of seats on the board of directors, and would not be expected to intentionally caused damage to that same government through tax evasion.  Also, Gazprom had a reputation as one of the most responsible companies when it came to paying taxes, even overpaying.[endnoteRef:109]  In the end, the Gazprom case quickly disappeared from the Russian press.  The last significant articles came out in October 2002 when it was announced that an arbitration court ruled in favor of Gazprom against the tax authorities.[endnoteRef:110]  And coincidence or not, in July 2002 it was announced that Sheremet would be fired from Gazprom.[endnoteRef:111]     [108:  “UFSNP po Moskve.”]  [109:  Vykhukholeva, Gubenko, and Novoprudskii, “Davlenie na gaz.”]  [110:  Butrin and Sapozhnikov, “Sudebnaya praktika.  Sus ne priznal ravenstva gazov.”]  [111:  “Vyacheslav Sheremet otpravlen v otstavku.”] 

At the same time at the Gazprom case was going on, an article appeared in the press claiming that Prime Minister Kas’yanov was unhappy with the siloviki’s abuse of power.  A high-ranking anonymous source in the government claimed that the Prime Minister was upset over unfounded criminal cases against well-known businessmen that hurt the business environment and contributed to capital flight from Russia.  The FSNP case against Vyacheslav Sheremet was mentioned specifically.  The source said that the oligarchs were “gathering strength and arguments to put before the President the issue that the economic zeal of law enforcement agencies was hurting more than it helped.”[endnoteRef:112]    [112:  Smirnov, “Prem’er v sostoyanii voiny.”] 

	The final major case by the FSNP was the investigation of the soccer club Spartak.  Like most of the other famous cases, the “soccer case” followed a familiar trajectory.  For some months prior to March 2003 the FSNP had been collecting information about the sale of the soccer player Dmitrii Alenishev to the Italian club Roma in 1998.  On March 26, 2003, investigators of the FSNP opened a formal criminal investigation of tax evasion and unauthorized use of foreign bank accounts against several former Spartak officials.[endnoteRef:113]  By early June articles appeared in the press that the investigation had broadened to the use of foreign accounts by other soccer clubs to avoid taxes.[endnoteRef:114]  Yet by July, after the liquidation of the FSNP and the transfer of the investigation to the MVD and the General Procuracy, the case was closed due to lack of evidence.[endnoteRef:115]  The real reason for the opening and closing of the criminal case may never be known, but the fact remains that it was the last major investigation of the FSNP and may have played a role in the FSNP’s destruction.  [113:  Bystrov and Spirin, “Milliony Romantseva.”]  [114:  Matveev, “Bezotkaznyi president.”]  [115:  Spirin, “Delo ‘Spartaka’ v rukakh prokuratury.”] 


VIII.  The End
On March 11, 2003 President Putin signed a decree “On Perfecting State Administration in the Russian Federation,” which ordered the elimination of the FSNP as of July 1, 2003.  The decree also created a brand new agency, the State Committee for Controlling the Circulation of Narcotic Agents and Psychotropic Substances[footnoteRef:1] and folded the national communications monitoring agency (FAPSI) and the border troops into the FSB.  The new drug agency’s authorized staffing level of 40,000 was to be filled by the transfer of the entire MVD anti-drug department to the drug agency along with the bulk of the FSNP’s personnel and physical infrastructure.  Finally, a new Federal Service for Economic and Tax Crime was created in the MVD.[endnoteRef:116]  [1:  Gosudarstvennyi komiet po kontrolyu za oborotom nakoticheskikh sredstv i psikhotropnykh veshchestv]  [116:  “Ukaz Prezidenta RF ot 11.03.2003 N 306.”] 

	By all accounts, the elimination of the FSNP came as a complete surprise to its personnel.  Worse, they had been preparing for the tax police anniversary on March 18, but it was clear now that the traditional concert in the Rossiya concert hall would be cancelled.  At the annual gathering of FSNP generals at tax police headquarters on Maroseika Avenue, one journalist called the participants “disoriented.”  A general said that his subordinates were very worried about the future, and that already businessmen were refusing to respond to investigators’ requests and prosecutors were already calling to have criminal cases transferred to the MVD.  Viktor Ivanov, deputy head of the Presidential Administration, and Boris Gryzlov, Minister of the MVD, tried to console the generals, but it was obvious that they themselves did not know what was happening.  Gryzlov said he would do everything in his power to ensure that everyone maintained the their ranks and pay.  He was followed by Director Fradkov, who stunned the audience by saying, “[R]ight now it is hard for us to appreciate the depth of the President’s wise decision.”[endnoteRef:117]      [117:  Demchenko, “Marshei ne budet.”] 

	The suddenness of the FSNP’s demise was rich fodder for speculation.  There were two main reasons given for the decision: administrative necessity and revenge.  The argument based on bureaucratic efficiency rests on two propositions, that the FSNP was not effective and there was a need for more resources against narcotics trafficking.  The argument that the FSNP was ineffective was made in the press mainly by its competitors in the bureaucracy.  The Minister of Tax and Collections Gennadii Bukaev stated that revenue collection was hampered because his tax inspectors and the tax police had different goals: one to collect revenue, the other to catch criminals.  The Minister of Finance and Deputy Prime Minister Aleksei Kudrin considered that the FSNP cost more than it returned to the treasury.[endnoteRef:118]  An editorial writer put the difference in cost for the FSNP versus money returned to the treasury as 17 million versus 5 million rubles in 2002.  Furthermore, the same writer felt that the FSNP duplicated functions that were present in other agencies, which led to “intrigues” and fights over influence (razborki).[endnoteRef:119] [118:  Vorob’ev, “‘Dolovilis’...’ Ministry kommentiruyut likvidatsiyu nalogovoi politsii.”]  [119:  “Vse tol’ko nachalos’.”] 

	The second proposition was the claim that a new, independent, agency was required to deal with the growing drug problem.  Data from the United Nations Office of Drugs and Crime in shown in Chart 2 confirm that drug seizures did increase between 1992 and 2000, but between 2000 and 2006 they were flat or even declining, although heroin was increasing.  Furthermore, according to Russian data, between 2002 and 2006 the number of drug addicts remain flat, as have drug convictions.[endnoteRef:120] [120:  Illicit Drug Trends in the Russian Federation, 10, 20.] 

	The decision to attack a crime problem using an independent agency or as part of larger agency is complex.  The advantage of an independent agency that combats a single crime problem such as illegal drugs or tax evasion is that fighting that crime problem is the agencies number one priority.  The disadvantage is that this priority will remain even if national priorities change.  Fighting a particular crime problem as part of a larger agency give the leadership flexibility to move resources as needed, as was illustrated after 9/11 when the FBI moved investigative resources from drug and violent crime investigations to counterterrorism.  The Administrator of the DEA did not have this flexibility (nor the responsibility).
Chart 2: Opiates Seizures in the Russian Federation (kg)[endnoteRef:121] [121:  Ibid., 9.] 


	One reason to have an independent agency is when the legal tools that are available to combat a particular crime problem are significantly different from normal investigative procedures.  Fighting tax evasion is such a specialty.  In Russia, like in the U.S., tax information enjoys special legal protection from disclosure, and investigators of tax crimes have specific knowledge of complicated tax laws and access to tax information that is not available to ordinary investigators.  In addition, in Russia the FSNP also had unique powers to conduct tax inspections.  (This in fact became a problem in Russia because when the MVD assumed the FSNP responsibilities not all of the FSNP authority went with it.[endnoteRef:122])  On the other hand, the methods of  investigating illegal drugs do not vary much from the general investigative methods.  Smuggling drugs is much like smuggling other contraband; laundering drug money is identical to laundering the proceeds of other crimes; and the use of informants and undercover officers is also the same.   [122:  Stolyarov, “FSNP ne voskresnet.”] 

	The bottom line on the bureaucratic efficiency argument is that crime problems can be addressed in a variety of ways, and most of them can be made to work.  If one had to choose between an independent agency to investigative tax crimes and a drug agency, the weight of evidence would have to prefer a tax agency.
	Based on the amount of virtual ink spilled on the topic, Russian media found political motives for the destruction of the FSNP much more persuasive, or at least interesting, and reasons of bureaucratic efficiency.  The newspaper Novaya Gazeta, always eager to find ulterior motives in government actions, saw Putin’s decree as part and parcel of the struggle for protection income between the siloviki.  The theory was that Russia’s twelve “special services” or spetssluzhby, were too many – they fought too much over which one would protect which commercial enterprise, and the competition drove down prices.  Novaya’s source called FAPSI a corrupted monster with hundreds of generals in place of the original twenty-two and telephone wire-taps for sale to anyone willing to pay, even if the target was the Kremlin.  Viktor Cherkesov, the head of the new drug agency, was a former classmate of Vladimir Putin and an ex-KGB general with no experience in combatting illegal drugs.[endnoteRef:123]  Another Novaya writer agreed that the decree was a consolidation of protection services or krysha.  The two major players, the MVD and FSB, had swallowed smaller competitors like FAPSI and the FSNP to form dual monopolies.  In this concept the new drug agency was created to maintain balance between the FSB and MVD and prevent them from fighting each other.  However, the possibility existed that Cherkesov, a favorite of Putin’s, would soon outgrow the narrow confines of drug investigations and seek to broaden the drug agency’s power and form a general investigative agency like the U.S. FBI.[endnoteRef:124]   [123:  “Kryshi poekhali..”]  [124:  “Vmesto krysh odna bol’shaya kryshka?”.] 

	A related threat in the ulterior motive theory was the idea that the FSNP had become too powerful and predatory, and had caused the oligarchs to lose too much money.  This was especially relevant for the upcoming presidential elections and Putin’s need for campaign contributions.[endnoteRef:125]  Yet another writer agreed, saying that the FSNP and other siloviki had become so greedy that the money they extracted from businesses, combined with the money that Putin was demanding for his election campaign, might bankrupt many firms.[endnoteRef:126] [125:  Ibid.]  [126:  “Prezident uznal, chto siloviki voruyut den’gi, prednaznachennye dlya ego vyborov?”.] 

	Sometimes the simplest answer is the best.  Besides the reasons given above, one commentator suggested that the FSNP had simply outlived its usefulness. Used as Putin’s principal weapon to rein in the oligarchs, by 2003 the FSNP had succeeded enough so that its negatives were outweighing its positives.  As the major cases described previously show, the tax police had never been particularly successful against the oligarchs, but that is beside the point; the oligarchs were shown who had the ultimate power.  The tax police regularly came up with proposals that threatened the oligarchs and the other siloviki: the steady increase in power, the failed proposal to become a financial police and control all financial transactions in the country, the failure to locate the new financial intelligence agency in the FSNP, and, perhaps the final straw, an idea in 2003 to subject businessmen to lie detector tests.  Now was the time to rationalize the siloviki system by reducing the number of members.[endnoteRef:127]    [127:  Rubchnko, “Vertikall’ Vlasti.  Nikto ne zaplachet.”] 

When discussing the rise and fall of the siloviki in Russia, both the agencies and the men who lead them, one issue that is always discussed is the how close a particular person is to the president.  In the entire history of the tax police it never had a director who was a member of the President Yeltsin’s or President Putin’s inner circle.  Sergei Almazov was a mid-level KGB officer educated in KGB schools in Gorkii and Minsk with service in Gorkii and Novosibirsk; Vyacheslav Soltaganov was a career MVD officer who served most of his career in Mordovia; and Mikhail Fradkov was a career bureaucrat from Kuibyshev.  When it came time to give Putin’s friend and colleague Viktor Cherkesov his own silovik, the FSNP was an easy target. 
	Whatever the true reason for eliminating the FSNP, the suddenness of the decision is striking.  It seems that even high-ranking officials like Viktor Ivanov and Boris Gryzlov, to say nothing of Mikhail Fradkov and the rest of the tax police, were aware of the decision before it was made.  As recently as January 2003 Fradkov told a meeting of his generals that the FSNP has finally become a fully independent law enforcement agency.[endnoteRef:128]  And after the presidential decree was issued a rumor went around FSNP headquarters that a letter had been received from the Kremlin requesting that proposals be prepared for the reform of the FSNP.[endnoteRef:129]   [128:  Lyashenko and Stepenin, “Vot i sluzhba konets.”]  [129:  Kisileva, “Govoryat, chto MBS poidet vsled za FSNP.”] 


IX. Aftermath
If one was to evaluate the elimination of the FSNP based solely on its impact on the Russian Federation treasury, it is difficult to say that it had any impact.  Chart 3 shows that the consolidated budget (combined federal and local) of the Russian Federation grew steadily from 1998 to 2005, while at the same time the amount of tax arrears remained flat in absolute terms but decreased sharply as a percentage of the total budget.  Clearly, the budgetary crisis of the late 1990s has been solved.   
Chart 3: Consolidated Budget of the Russian Federation[endnoteRef:130] [130:  “Financy Rossii.”] 


	By 2001 the work of tax inspectors at the Ministry of Taxes and Collections (Ministerstvo po nalogam i sboram – MNS) was bringing in far more money than the FSNP.   According to MNS data, in that year tax inspectors conducted over one million inspections – six hundred thousand of businesses and four hundred thousand of individuals.  As a result, 274 billion rubles were credited to the treasury.  The FSNP participated in only 17,400 of those inspections and brought in only 23.3 billion rubles.[endnoteRef:131]  Yet such comparisons miss the point.  As a law enforcement agency formed to combat tax crimes, the FSNP should be evaluated by its success in that field.  After all, no one asks that the MVD or a U.S. police agency be self-financing or even profitable.  In this sense, the tax police’s annual reports boasting about how much money it recovered for the treasury may have come back to haunt it. [131:  Lyapunova, “MNS i FSNP otkryli edinyi front protiv nalogoplatel’shchikov.”] 

	The elimination of one specialized government agency and the creation another is not something that can be done in a matter of months.  The history of the tax police shows that it takes years to reach full efficiency.   The 53,000 employees of the FSNP were to be divided up between the MVD and the new drug agency.  Press reports varied, but between 20,000 and 30,000 employees from the FSNP along with 7,500 from the MVD drug units would be transferred to create the new drug agency.  The rest of the FSNP would transfer to the MVD to form the new directorate that would investigate tax crimes.[endnoteRef:132]   So of the drug agency’s staff of 40,000, only 7,000 or so were actually experienced in investigating drug crimes.   [132:  Simakin, “Khorosho podgotovlennaya rokirovochka.”; Zapodinskaya et al., “Prezidentskii paket.”] 

	If the tax police was reviled in the press for oppressing businesses, it was never a major participant in the battles between the siloviki.  The biggest such scandal of the early 2000s was the Tri Kita furniture store affair, which pitted the FSB and the General Procuracy against the Customs Service and the MVD.  Likewise, in the Yukos case, which crushed the most independent of the oligarchs, and the Gusinskii case, which eliminated the most independent news organization, the FSNP played only minor roles.  The same could not be said of Cherkesov’s new drug agency.  In 2005 the drug agency, now known as the Federal Service for Controlling Narcotics or FSKN, was tasked by President Putin to investigate the Tri Kita case, an odd mission for an agency dedicated to investigating drug crimes. The investigation was led by Cherkesov’s first deputy, Aleksandr Bul’bov.  Bul’bov’s investigation led to the dismissal of five FSB generals and others.  In 2007, in what all commentators interpreted as retaliation, the FSB and General Procuracy hit back and arrested Bul’bov and three other generals for illegally intercepting telephone calls, misuse of government position, and bribery.[endnoteRef:133]  Commentators were calling it a war of the special services.[endnoteRef:134]  By 2012 rumors were going around that the FSKN would be eliminated.[endnoteRef:135]  It seems that the agency, created especially for Cherkesov as a consolation prize for note becoming FSB Director, had outgrown its mission and become, like the FSNP before it, a source more of trouble than benefit. [133:  Lokotetskaya and Barinov, “‘Tri Kita’ vspyli v gosnarkokontrole.”]  [134:  Grach, “FSKN vs FSB - kto kogo?”.]  [135:  Stanovaya, “Shurshanie silovikov.”] 

	A final déjà vu moment.  On the web page of the Investigative Committee of the Russian Federation, the agency created in yet another silovik power play, Aleksandr Bastrykhin, the Investigative Committee’s chief, proposes the creation of a financial police as a way of “perfecting” the fight against financial crime.  Bastrykhin notes that the units in the MVD responsible for investigating tax crimes are concentrating on only the simplest schemes, and international tax crimes, off-shore holding companies, and so on are going unaddressed.  Bastrykhin also identifies as a problem the MVD emphasis on numbers of crimes uncovered and investigated instead of the quality of cases.  Shades of the criticism of the FSNP under Vyacheslav Soltaganov.  Bastrykhin’s solution is to create a Financial Police that would include the reporting and analytical functions of Rosfinmonitoring, the police power to investigate and conduct ORD, and the audit/inspection powers of the tax inspectors and the Office of Accounting or Schetnaya Palata.[endnoteRef:136] 	 [136:  Bastrykhin, “Perspektivy sozdaniya v Rossii finansovoi politsii.”] 

X. Conclusion
A study of the tax police illustrates four things about modern Russia.  First, Russia was unprepared to combat the new econmic crimes.  The tax police was created to address a new threat of tax crime to the stability of Russia.  Soviet citizens had long learned that to steal from the state was, if not legal, at least not evil.  Corruption had, in fact, long been a necessity of life in the USSR.  But the new Russian state required law-abiding citizens who would voluntarily pay taxes to the treasury, and when the new State Tax Service proved unable to collect enough taxes, a new silovik was created to force them to pay.  
Second, siloviki agencies are  used by their leaders and employees to enrich themselves.  In the tax police this was done by selling protection services and allowing companies to pay the tax police to investigate competitors.  
Third, siloviki enhance their power only at the expense of other siloviki.  The drive by the tax police to amass additional power caused inter-agency squabbling and eventually contributed to the demise of the FSNP.
Fourth, unlike the MVD, the FSB, and the General Procuracy, agencies like the tax police and drug agency do not have a fundamental reason for existence.  They are narrowly-focused organizations with functions that are or can be duplicated in one of the first three, so their existence is fragile.  When complaints against the FSNP grew too many, it was eliminated.  When Viktor Cherkesov need his own agency, it was created.   Now that Cherkesov has left the drug agency, it could suffer the same fate as the tax police.  As Konstantin Simis wrote in his book on corruption in the USSR,[endnoteRef:137] in  Russia government position are for personal gain, and agencies are mere fiefdoms, to be created and disposed of as needed. [137:  Simis, USSR: The Corrupt Society.] 
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