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A follow-up analysis of the Financial Intelligence Unit’s (FIU) survey on legal entities linked to
foreigners shows that, as a result of the clean-up of the commercial register, major changes
have taken place in the list of entities with legal capacity over the past year and a half. Legal
entities linked to foreigners, whose weak activity indicators were highlighted by the FIU as a
risk factor in its previous survey’, have been more heavily impacted by the commercial register
clean-up than legal entities solely linked to Estonian persons. This has significantly reduced
the risk that legal entities created in Estonia with no visible activity are being used to commit
criminal offences abroad.

At the beginning of 2024, the Financial Intelligence Unit (FIU) published two surveys on legal
entities with foreign links, namely ‘Foreigners in Estonian Companies’ and ‘Customers and
Services of Company Service Providers in Estonia with Foreign Connections’, both of which
were based on commercial register data as of the end of April 2023. In this follow-up analysis,
the current status of these legal entities was examined using open data from the commercial
register (as of 25 September 2024) as reference?.

The year 2023 was a significant year for the Estonian business landscape: the registrar of the
commercial register initiated a clean-up of the register aimed at ensuring that only active legal
persons remain in the register and that so-called phantom companies, which are not
operational, are removed. The absence of activity is a red flag for the potential exploitation of
legal entities for money laundering or the commission of tax offences or other criminal
offences. Amendments to the Commercial Register Act entered into force in February 2023,
the most significant of which allows for deletion from the commercial register upon failure to
submit an annual report. The deletion process has been shortened and accelerated: if a legal
person has no assets or outstanding liabilities and fails to submit an annual report, it can be
deleted from the register three months after the due date for the annual report®. In June 2024,
it was reported that more than 121,600 legal entities failed to submit their annual reports on
time in 2023, nearly 26,700 of which were deleted from the commercial register as a result*.

The FIU's analysis shows that the legislative amendment has been swiftly implemented in
practice. On 30 April 2023 (the date on which the FIU survey samples were created), there were
slightly more than 358,000 legal persons in the register, but by the end of September 2024,

TIn its 2023 survey, the FIU assessed the activity of legal entities on the basis of open data from the
value added tax returns of the Estonian Tax and Customs Board (positive sales revenue, employee
numbers, labour taxes paid and national taxes from 2020 to 2022) and data from the commercial
register on the submission of annual reports. — FIU, ‘Foreigners in Estonian Companies’ (2023): p 12.

2 Please note that the analysis does not include legal entities that have been entered in the register on
or after 1 May 2023 or those that have established links with foreigners after that date, as it is currently
not possible to obtain a quick and accurate overview of the links between Estonian legal entities and
foreigners based on register data. As outlined in the methodology section of FIU's previous survey, the
data collected in the commercial register on the geographical origin of linked persons is insufficient.
For instance, data on the country of origin of foreign persons who hold or have held an Estonian personal
identification code is not required to be entered in the register. Extensive pre-processing of data and the
use of additional data sources would have been needed to identify the current links of legal entities with
foreigners.

3 'Veebruarist joustuvad laiaulatuslikud seadusemuudatused, mis puudutavad &riregistrit’ (Extensive
legislative amendments concerning the commercial register enter into force in February). Press release
of the Ministry of Justice, 1 February 2023

4 ‘Ariregister kustutas iile 26 000 majandusaasta aruande esitamata jatnud ettevotte’ (More than 26,000
legal entities deleted from the commercial register for failure to submit an annual report). ERR, 4 June
2024
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more than a tenth (approx. 42,700 legal persons, i.e. 12%) had been deleted. As many as 17%
of all legal entities linked to foreigners identified in the FIU survey in 2023 were deleted, which
is five percentage points higher than the overall figure for the commercial register. Excluding
legal entities linked to persons of undetermined nationality, which were also included in FIU’s
previous surveys, nearly a fifth (19%) of all foreign-linked legal entities were deleted within a
year and a half. This figure stands in stark contrast to Estonian legal entities with no links to
foreigners, of which approximately 10% were deleted over the same 18-month period.

Across the various clusters of foreign-linked legal entities used in FIU’s surveys, the proportion
of deleted entities varied significantly, correlating well with the differences in the activity
indicators of entity clusters highlighted by the FIU.

e The number of deleted legal entities in respect of which the FIU had identified a link
with person(s) of undetermined nationality was below average (9%).

o Arelatively small percentage of deletions (10%) also characterises the group of legal
entities linked to foreigner(s) with residence permits.

e More than a fifth (23%) of legal entities linked to persons who were e-residents in
spring 2023 have now been deleted, while almost a quarter (24%) of all legal entities
with a historical e-residence link have also been deleted.

o Ofthelegal entities linked to both foreigners and company service providers, 17% were
deleted by September 2024.

From a geographical perspective, the distribution of deletions from the register is quite diverse:

e 19% of Estonian legal persons linked to European Union (EU) citizens or legal entities
registered in Member States have now been deleted;

e the deletion rate for legal entities linked to the countries of the Commonwealth of
Independent States (CIS) is slightly lower at 16%;

e more than a quarter (28%) of legal entities linked to other non-EU, or third countries,
have been deleted.

The group of CIS countries analysed was dominated by legal entities linked to Russian
persons, of which only 15% (approx. 2,800 legal entities) had been deleted by September 2024.
In contrast, among other legal entities with links to high-risk countries identified by the FIU (all
high-risk countries except Russia), an average of one in four (26%, or more than 1,700 legal
entities) were deleted.

The relatively low share of Russian-linked legal entities among those deleted can likely be
attributed to their above-average activity indicators, as also noted by the FIU in its survey®.
Considering that the activity of legal entities linked to Russian persons has remained high
according to the 2022/23 indicators in a situation where Russia is subject to extensive
restrictions due to its aggression in Ukraine, further scrutiny of the activities of the legal
entities linked to Russian persons may be warranted to understand the extent to which Russian
persons are involved with Estonian entities and what these legal entities are doing in Estonia.

5 The FIU classified the following as high-risk countries in its surveys: countries with a higher risk of
terrorist financing, countries listed by the Financial Action Task Force and the European Union as higher-
risk third countries due to their weak capacity or unwillingness to engage in anti-money laundering and
counter-terrorist financing, and offshore financial centres with which the European Union has
problematic or no co-operation in tax matters. — FIU, ‘Foreigners in Estonian Companies’ (2023): p 12.
®The FIU survey found that, compared to legal entities linked to other foreign states, Estonian legal
entities linked to persons from the Russian Federation were more active than average (with 79% to 80%
of them being active). Russia was by far the predominant country of origin for foreigners linked to
Estonian legal entities, accounting for 26% of all foreign-linked legal entities. — Ibidem: pp 22-23.



