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ABSTRACT 

 

Shell companies are companies which are generally formed to carry out business activities for 

illegitimate purposes such as money laundering, tax evasion, ponzi scheme and insider trading. 

The companies do not have any active business, a registered office or any significant assets. 

Recently attempts have been made by the Government to curb the increasing growth of shell 

companies in India. As a result, a large number of shell companies have been cracked down. 

This research paper therefore, highlights the recent issues and challenges encompassing shell 

companies. In the first part of the paper the author will introduce the concept of shell companies 

as an offence under various legislations and also elucidates the usage of shell companies through 

significant case studies especially focusing on the major scandals in the recent times like Panama 

papers and the Nirav Modi scam. In the second part of the paper the author will explore the 

loopholes that promote the growth of shell companies, the necessity to provide proper definition 

of shell companies and reveal the identity of the true benefactor behind it. The later part of the 

paper examines the legal framework governing shell companies in USA especially the effective 

implementation of laws in by the Delaware Court.  Further, the author will throw some light 

on the possible measures and remedies to curb the growth of shell companies. Lastly, the author 

concludes the paper by emphasizing that more stringent actions need to be taken by the 

government to keep a check on the growth of shell companies and the requirement of a global 

action to address the issue. 
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INTRODUCTION 

 

The companies act, 2013 or any other corporate law does not define a shell 

company. However, it as defined by the oxford dictionary as “an inactive 

company used as a vehicle for various financial manoeuvres or kept dormant 

for future use in some other capacity.”3 Theoretically shell companies do not 

have any active business operation or significant assets. They can be formed for 

both legal and illegal purposes. All the shell companies are not considered to be 

illegal as such companies can also be started with the intention of promoting 

the start-ups by raising funds. Mostly, Shell companies are used to transfer large 

amounts of money worldwide. 

 

However, majority of the shell companies are formed for illegitimate purposes. 

They are set up as layers to hide the identities of real beneficiary owners from 

the law enforcement, tax evasion, laundering on accounted money, ponzi 

scheme, financing terrorist organizations and insider trading. 

 

Shell companies and dormant companies appear synonyms. However, there are 

significant distinctions between them. A dormant company gets a dormant 

status from the registrar of the company by making an application for the same. 

This is in compliance of the requirements of the section 455 of Companies act, 

2013.  If a company fails to file its annual returns for two consequent financial 

years, it receives a dormant status. On the other hand, shell companies are not 

even defined in Companies act and they are suspected of carrying illicit and 

fraudulent activities. 

 

RECENT CONTROVERSIES 

 

The ministry of corporate affairs has taken steps towards curbing the growth of 

shell companies in India. The department has come cross a total of 2.25 lakh 

companies which did not file returns for the years 2015-16 and 2016-17. These 

																																																								
3Oxford Dictionary. 
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companies are under the scrutiny of the ministry to identify them as shell 

companies.  Notices will be issued to these companies by the registrar of the 

companies and they may get deregistered if they do not file returns over the 

next few months. In the first phase 70,000 companies were stuck down.   

 

The ministry has seized the bank accounts of these companies and all their 

transactions are under the surveillance of this department.  Previously, in 2013-

14 directors of almost three lakh companies were given notice by the ministry 

on account of their failure to file returns. Consequently, 2.26 lakh companies 

were struck down. Also between the years 1996 and 2004, 77 out of 200 

suspected companies could not be traced. Many of these companies did not 

offer after their first public offering and did not have any registered office. 

Between 1992 and 1996, 4000 companies went missing and they were involved 

in money laundering.  

 

In the first eight months of 2018-19, there was 22 percent escalation in the 

number of defunct companies in India. There was a total of 6.54 lakh companies 

that were shut down, out of which 10,610 were dissolved, 6.07 were scrapped 

off and 9746 were converted into Limited Liability Partnership firms. Data 

shows that there were 2.28 lakh active companies in Maharashtra, 1.99 lakh in 

Delhi and 1.27 lakh in West Bengal. 

 

Another stringent measure taken by the ministry to curb the growth of shell 

companies is requiring the companies to geo-tag their registered offices in 

statutory filings with the registrar of companies. Geo-tagging will facilitate 

provision of the exact location of the office. It will notify the government if 

there are too many companies registered in the same vicinity.  Under this 

system, existing companies need to provide their coordinates while filing their 

annual reports and new companies require to geo-tag their offices at the time of 

incorporation. This operation aims at removing the entities which do not 

contribute to the economic system and become a liability on the state. This is a 

system which will help the government to detect blooming of shell companies 

in India. It will also prevent the abuse of the corporate structure. 
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CASE ANALYSIS 

 

1. Nirav Modi Fraud Case Study- 

 

The Punjab National Bank case involves fraudulent letters of undertaking 

(LoUs) which were worth Rs 11,356.84 crores issued by the Punjab National 

Bank at its Brady House branch in Mumbai. It made the bank liable for the 

amount. This fraud was organized by Nirav Modi, who is a luxury diamond 

jewellery designer along with his uncle and sister. The investigating agency and 

the income tax department have found out that 200 shell companies operating 

both in India and abroad were formed and were used to receive funds for the 

purpose of creating benami assets in the form of land, gold and precious stones.4 

 

Nirav Modi created a number of shell companies in Hong Kong. These shell 

companies were used to issue LoUs which were worth thousands of crores from 

the PNB. The bank lost all its money to these shell companies. The money 

which these shell companies received was sent to and fro to bank accounts of 

some other companies created by Nirav Modi. Mainly these companies were 

situated in the business districts of Hong Kong. PNB paid these shell companies 

by means of LoUs through six branches of other banks. One of these companies 

initiated by Modi and his associates was Sino Traders. It was found out that a 

client company; the Eternal Diamond Corporation Limited as was given to 

PNB had the same address from where Sino Traders operated. The 

Enforcement Directorate found out that the money which was sent to Sino 

Traders was transferred to the bank account of Eternal Diamond and this 

money was then sent to a bank account of Axis bank in India. The end 

beneficiary account belonged to another shell company started by Nirav Modi. 
5 

																																																								
4Shaswati Das, PNB Fraud: Shell firms, benami assests on the radar amid fresh raids on Nirav Modi Choksi, LIVE 
MINT,Feb.19,2019,https://www.google.co.in/amp/s/www.livemint.com/Industry/KqcSPA43nGQ2D16jbCVbjI/
PNB-fraud-Govt-identifies-150-shell-companies-linked-to-Nir.html%3ffacet=amp. 
5Divyesh singh, How Nirav Modi amassed wealth using PNB LoUs for own shell companies,INDIA TODAY, April 17 
2018,https://www.indiatoday.in/india/story/how-nirav-modi-amassed-wealth-using-pnb-lous-for-own-shell-
companies-1213895-2018-04-17. 
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Sunshine Germs was another shell company which was used by Nirav Modi to 

obtain fraudulent funds. The office of this company was only in operation till 

the scam was found in India.  

 

It was also found out that Purvi Deepak Modi who is the sister of Nirav Modi 

was also made the owner of various shell companies which were created with 

the sole object of money laundering and obtaining funds fraudulently. 

Companies such as Fine Classic FZE (UAE), Novelar International Holdings 

Ltd, Pavilion Point Cooperation and Belvedre Group Holdings Ltd in 

Singapore were among the shell companies under her control. These companies 

operated in a very composite manner with an objective to misappropriate the 

funds fraudulently. It was further disclosed that various bank accounts were 

opened in her name and in the name of her companies in various places such 

as Singapore, The United Kingdom, Switzerland, and Mauritius. Rs 500 crore 

which was stolen from PNB was invested in Firestar India through Foreign 

Direct Investment by the process of layering through these companies. Purvi 

Modi not only used shell companies to launder money but also purchased 

properties in foreign countries in the name of shell companies that were owned 

by her.6This was a very good example as to how shell companies were used by 

Nirav Modi to fraudulently launder money. His properties were attached under 

the money laundering act.7 

 

2. The Panama Papers Leak 

 

The panama papers are 11.5 million leaked documents that disclose financial 

and attorney client details for lakhs of offshore entities. The report for the same 

was released by the International Consortium of Investigative Journalists (ICIJ). 

The panama papers revealed how individuals were engaged in forming shell 

companies via a Panamanian law firm called the Mossack Fonseca. Most of 

																																																								
6Anand Singh, PNB Scam: Purvi Modi owned shell companies abroad to launder money, BUSINESS STANDARD, 
September 10, 2018, business standardhttps://www.business-standard.com/article/news-ians/pnb-scam-purvi-
modi-owned-shell-companies-abroad-to-launder-money-118091000835_1.html. 
7Anindita Sanyal, 200 shell companies, Benami Properties Investigated in PNB Fraud case, NDTV, February 18, 
2018,https://www.ndtv.com/india-news/200-shell-companies-benami-properties-investigated-in-pnb-fraud-case-
1814204. 
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these shell companies were formed to indulge in illegal activities and launder 

money. Many politicians were involved such as Iceland’s Prime Minister 

Sigmundur David Gunnlaugsson, and former British Prime Minister David 

Cameron. The report showed how shell companies were used to carry on illegal 

activities and the need for modification in the laws governing the creation of 

shell companies. 

 

In one of the major criminal case, Farid Bedjaoui, a nephew of a former Algerian 

foreign minister was accused of diverting a large amount of money through shell 

companies.  It was found out that one of the shell companies called, Collingdale 

Consultants Inc. was used to divert around 15 million dollars to his family and 

associates. He was also accused of intricating a network to hide his money with 

various bank accounts.8 

 

It was reported that another man, Mr. Aluko had used shell companies to 

purchase two Beverly Hills mansions. It was also found out that as many as 131 

companies were created by Mossack Fonseca for Benjamin Steinmetz, an Israeli 

mining magnate and his holding company. Shell companies were used by the 

Safari operators in various African countries. These shell companies were used 

to conceal money which was earned in developing countries but moved away 

from tax authorities. 

 

More than 500 Indian names had also been revealed in connection to this case. 

Mossack Fonseca sold shares of shell companies. Indian individuals used the 

law firm to hide their earnings and evade taxes through the use of shell 

companies. 

 

 

 

 

																																																								
8Scott Shan, Panama papers reveal Wide Use of Shell companies by African Officials, THE NEW YORK TIMES, July 
25, 2016,https://www.nytimes.com/2016/07/25/world/americas/panama-papers-reveal-wide-use-of-shell-
companies-by-african-officials.html. 
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CRITICAL ANALYSIS OF THE LEGAL FRAMEWORK  

 

Shell companies are nowhere defined in the companies act, 2013. This creates 

an ambiguity and opaqueness as to its operation and identification. This 

promotes the operation of shell companies and makes it very difficult to 

indentify it. In the United States there is a proper definition of shell companies 

in the SEA which keeps a check on the number of shell companies that are in 

operation and prevent its misuse.  

 

The main aim of the shell companies is to benefit and conceal the intentions of 

true benefactor of the corporate entity. These companies provide a shield to the 

benefactor who benefits from its operations. This makes it exceptionally 

cumbersome to identify the true beneficiary. Scandals like the Panama papers 

leak and offshore leak have reasserted the unscrupulous nature of shell 

companies. This shows that the need of the hour is to lift the veil of 

confidentiality of the corporate entities. Government should look into the 

unauthorized flow of money to control anti-money laundering activities. 

Therefore, it is important that the person with significant influence be identified.  

Significant influence is the power to make financial or operational decisions in 

a company entrusted upon a person. According to section 89 of the Companies 

Act, 2013: 

 

“A person or a company with beneficial interest in the shares of the company can appoint a 

proxy while filing the declaration of interest with the ROC.” 

 

 This provision prevents the real benefactor from being identified. The act also 

does no clearly provide the parameters which determine beneficial interest in a 

share of an entity. There should be specific guidelines provided by the 

government regarding identifying persons with significant influence. Several 

developing countries such as Afghanistan, Ukraine, Ghana, Nigeria, Kenya and 

Indonesia have decided to come up with the registries of public beneficial 
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ownership. India should also join this accord with these countries to come up 

with such a registry of legal entities.9 

 

LEGAL PROVISIONS WITH RESPECT TO SHELL COMPANIES IN 

USA 

 

“Shells are the No. 1 vehicle for laundering illicit money and criminal proceeds.”10 

 

Shell companies are defined in The Securities Act of US11. Securities Act Rule 

405 and Exchange Act Rule 12b-2 describe that “a Shell Company as a 

company, other than as asset- backed issuer, with no or nominal operations and 

either- 

 

• No or nominal assets. 

• Assets consisting of cash and cash equivalents, or 

• Assets consisting of any amount of cash and cash equivalents and nominal 

other assets.” 

 

It implies that shell companies have minimal business activities. All the shell 

companies are not considered to be illegal as such company can also be started 

with the intention of promoting the start-ups by raising funds. Mostly, shell 

companies are used to transfer large amounts of money worldwide. 

 

It’s very easy to form shell companies in US as most jurisdictions do not require 

any identity documentation while incorporation of a company. Every year, 

around 2 million corporation and limited liability companies are set up in the 

US. A shell company disguises its ownership in order to function and avoid legal 

scrutiny. Like any other company, these companies can easily open bank 

accounts and transfer money. In many jurisdictions of US, individuals can form 

																																																								
9Sakshi Rai, Cracking the Whip on Shell Companies? Not Really, THE WIRE, December 20, 2017, 
https://thewire.in/business/modi-government-sebi-shell-companies. 
10Lanny A. Breuer, Asst. U.S. Attorney General, 2012. 
1169 Fed. Reg. 21650, Securities And Exchange Commission: Proposed Rules: Use of Form S-8 and Form 8-K by 
Shell Companies, 21393 – 21688, (2004). 
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Shell Companies without revealing the identity of beneficial owners such as in 

Delware about 200 registered agents represent more than one million 

corporations in the state12. In other regions the registered agents may also be 

other company and not an individual, protecting layers of benefactors or owners 

of the shell companies by adding the layers of privacy or secrecy. This makes 

the shell companies more appealing to the individuals and tax evaders and 

makes it difficult for the law enforcement authorities to recognize the true 

owners of the Shell companies. These protections from the disclosure give 

shelter to the owners of shell companies and encourage them to carry out their 

financial activities continuously. 

 

The United States is the world’s largest tax haven country. Delaware and 

Nevada are considered home to most business friendly privacy laws and give 

immunity to the Shell companies.13 According to the report of the Financial 

Secrecy Index, which is published by the Tax Justice Network that ranks 

jurisdiction in relation to their privacy and scale of their offshore financial 

activities, the United States was ranked third ahead of Caymon Iceland and 

Panama. 

 

Delaware is such a state in America which attracts thousands of American 

companies, individuals and provides immunity to other foreign companies and 

clients seeking to form a shell company. Delaware is a lucrative place to 

individuals as it provides shell companies registered within its borders the same 

secrecy and protection that offshore tax havens have provided to their corporate 

residents. In fact, certain states of United States such as Wyoming, Nevada and 

Delaware provide secrecy’s law and ease with which a shell company can be 

formed. In Delaware a company can be created in less than one hour with the 

name and address of the located registered agent without disclosing any true 

identity information.  

 

																																																								
12 Harold S. Bloomenthal, Market-Makers, Manipulators and Shell Games, 45 ST. JOHN'S L. REV. 597, 643 (1971). 
13 Nicholas Vail, Cracking Shells: The Panama Papers & Looking to the European Union's Anti-Money Laundering 
Directive as a Framework for Implementing a Multilateral Agreement to Combat the Harmful Effects of Shell 
Companies, 5 TEX. A&M L. REV. 133, 154 (2017).    
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Many companies hire lawyers, bankers and accountants with no significant 

relation to the company to act as their registered agent. United States is required 

to take steps to first address secrecy laws in Delaware, which is as much a tax 

haven as are foreign judgments such as Panama, Wyoming, Delaware and 

Nevada. They are among the most likely to provide untraceable shell companies 

and to sell these companies to foreign clients. 

 

Concealing the true owners of fraudulently established shell companies is a 

significant loophole in the country’s existing Anti-Money Laundering regime. 

Under the existing regime corporate structure is created for state level 

recognition requirements. On the other hand, state requires various information 

regarding officers, managers and directors but none of the information 

regarding the identity of person who owns and is responsible for formation of 

the institutions. In addition to it, current federal laws do not require 

identification of beneficial owner while opening account with the financial 

institutions.14 

 

In 2015, the New York Times reported that purchasers of so called billionaire’s 

row condominiums in Manhattan were using limited liability companies to 

disguise the true property owners.15In 201616, “60 Minute” which is an American 

news magazine caught lawyers on hidden cameras offering help to transfer the 

money with suspected origin through a maze of shell companies. 

 

In the study of  Tax Justice Network’s Financial Secrecy Index 201817, the US 

was ranked second among the tax havens countries while Panama was ranked 

12th.  It was found out that in Dalware which is home to the formation of Shell 

companies, has more companies than its people. Therefore, to set up an 

																																																								
14 Yawen Li, The Shell Game: Reverse Merger Companies and the Regulatory Efforts to Curb Reverse Merger Frauds, 
15 N.Y.U. J.L. & BUS. 153, 188 (2018). 
15PeterJ. Henning, Is this the end of Anonymous Shell Companies? Not Too Fast, THE NEW YORK TIMES, July 11, 
2019, https://www.nytimes.com/2019/07/11/business/dealbook/llc-shell-companies-money-laundering.html. 
16Id. 
17Sens, Mark warner, Tom Cotton, Doug Jones and Mike Rounds, Senators: We’re cracking down on Shell Companies 
and money laundering,CNBC, June 18, 2019, https://www.cnbc.com/2019/06/18/senators-bipartisan-bill-cracks-
down-on-shell-companies-and-money-laundering.html. 
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anonymous shell company is an easier practice in the US from the rest of the 

world according to the research from the university of Texas and Brigham 

Young University. To obtain a library card more information is required than 

to register a company18.World Bank in a report of 2012, reviewing grand 

corruption cases over three decades, found out that 70% of all cases bank upon 

on anonymous shell companies to help in executing the function and hide 

income from corruption. World Bank states that US give rise to about 10 times 

as many illegal entities each year than 41 tax havens combined.19 

 

First of all United states needs to address the issue with laws governing the 

creation of shell companies which require revealing of beneficial owners and 

imposing penalties for those who failed to conduct reasonable due diligence by 

forming shell companies. While in the states and offshore jurisdictions such as 

Delaware and Panama stringent laws should be implemented with the object to 

increase transparency and reduce harm, risk and financial secrecy which provide 

benefits to the individual users of the Shell Companies. 

 

A bill is introduced in the senate which is approved by the House Financial 

Services Committee which aims to bring transparency in the money laundering 

laws and combat the illicit financial activities carried out by criminals, terrorist 

and tax evaders. This legislation called the corporate transparency act of 2019 

and it would require the beneficial owners of shell companies to be reported to 

the federal government. It necessitates that each applicant for LLC and Shell 

Corporation must report to the financial crimes enforcement network, or the 

name, date of birth and current residence of any beneficiary owner. It also 

requires annual updating of names of the owners of the corporation. 

 

Initially this law would apply only to the newly formed institutions but after two 

years of adopting the rules, this law will empower the treasury department and 

																																																								
18Dave Kovaleski, Senate bill would require shell companies to disclose their owners, HOMELAND PREPAREDNESS 
NEWS, June 12 2019, https://homelandprepnews.com/stories/34321-senate-bill-would-require-shell-companies-to-
disclose-their-owners/. 
19 Casey Michel, The U.S. is a Good Place for Bad People to Stash Their Money, THE ATLANTIC, July 13, 2017, 
https://www.theatlantic.com/business/archive/2017/07/us-anonymous-shell-companies/531996/. 
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other agencies to require the existing LLC’s and shell companies to disclose 

their similar identifying information. Therefore, this legislation will require shell 

companies to disclose their true owners to the U.S. Department of Treasury. 

Information about the true owners of the shell companies would not be 

provided publically but information could be released after receiving the proper 

request from the local, state, tribal and federal law enforcement agency or 

request by a foreign country.  

 

The Improving Laundering Laws and Increasing Comprehensive Tracking of 

Criminal Activity in Shell Holdings (ILLICIT CASH) Act will now assist law 

enforcement officials fight illegal economic activity. Anti-money laundering and 

terrorist financing policies would also be updated to enhance communication 

between law enforcement, financial institutions, and regulators. 

 

SUGGESTIONS AND RECOMMENDATIONS  

 

1. Companies Act, 2013 

 

The sections 9220 and 16421 of the Companies Act, 2013 came into force from 

1 April, 2014. It is a measure to suppress the mushrooming of shell Companies. 

These sections mandate all companies to file their annual returns and also 

required the directors of the company that failed to file annual returns of the 

company for consequent period of three financial years, would be prohibited 

from being reappointed as directors of any company for a period of five years. 

These sections were applied retrospectively.  

 

The ministry of Corporate affairs introduced the company law settlement 

scheme (CLSS). Under this scheme the companies were granted a period of two 

years to file their pending annual returns. This extended the immunity and 

narrowed down the additional fees paid for such filings. It also laid down that 

the directors of companies that resorted to CLSS would not be disqualified. 

																																																								
20Companies Act§ 92(2013). 
21 Companies Act § 164(2013). 
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Several companies availed of CLSS to become acquiescent while a large number 

of companies were still defaulters.22Therefore, in 2017, the companies that failed 

to file their annual returns, for a consequent period of three years, were 

defanged. Consequently, the directors linked with such companies were 

disqualified from the board for five years.  

 

The provisions of the companies act, 201323 have a broader application and are 

strict as compared to the Companies Act, 1956. The 2013 act inflicted a 

stringent regime such as provision of higher penalties for defaulting companies 

and enhanced the quantum of punishment and also elongated the provisions 

for disqualification of directors on account of their failure to file annual returns. 

Previously, this was restricted to public companies. 

 

2. Restriction on Number of the Subsidiaries 

 

The Ministry of Corporate Affairs introduced the Companies (Restriction on 

number of layers) rules, 2017 under which the companies can have only two 

layers of subsidiaries. These rules would be applied prospectively, i.e., the 

companies that already have more than two layers of subsidiaries would furnish 

the details to the ministry within 150 days. This would prevent the booming of 

shell companies which are being floated for carrying illicit activities.  

 

The companies that operate in contravention of the aforesaid rules would face 

penalty. The fine would be up to 10,000 rupees and in case of continuous 

violation the penalty may extend to rupees 1,000 per day.24Also under the 

companies act, 2013, there are restrictions on layering investment subsidiaries. 

It enables to keep a check on the misuse of multiple layers of subsidiaries for 

siphoning of funds as an instrument of minority investor protection.  

																																																								
22Shinoj Koshy, Navigating the clean-up of shell companies, LIVE MINT, November 01, 2017, 
https://www.livemint.com/Opinion/Qt6M4KE0CUp69HM3d5E9jO/Navigating-the-cleanup-of-shell-
companies.html. 
23 Companies Act, (2013). 
24Press trust of India, Companies can have only two layers of subsidiaries: centre, THE HINDU BUSINESS LINE, 
September 22, 2017, https://www.thehindubusinessline.com/economy/policy/companies-can-have-only-two-
layers-of-subsidiaries-centre/article9869276.ece. 
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3. Benami Transaction Prohibition Amendment Act, 2016 

 

There have been various measures taken by Indian Government to check the 

menace of shell companies. The benami transaction prohibition amendment 

act, 2016 prohibits certain types of financial transactions. It aims at tackling the 

issue of black money and various illicit economic activities. The act defines 

benami transactions, forbids them and gives punishmentfor contravention of 

the act. The properties which are held benami can be confiscated by the 

Government without payment of compensation.25 

 

The government instigated a sustained operation in the last four years against 

corruption and black money and has adopted stringent measures against it such 

as special investigation team on black money, enactment of black money 

(undisclosed foreign income and assets)and imposition of tax act 2015, Benami 

Transaction Prohibition Amendment Act, 2016. These steps will curb the 

circulation of black money and tax evasion through shell companies. 26 

 

4. Prevention Of Money Laundering Act, 2002 

 

The Prevention of Money Laundering Act, 2002 was passed to check the 

menace of legalizing the income from illegal source. This act authorizes the 

government to confiscate the property earned from the illegal source. 27 The 

main aim behind forming a shell company is to launder money.  This act keeps 

a check on the activity of the shell companies to launder money. The 

government has set up a task force consisting of members of sundry ministries 

and enforcement agencies to avert the creation and operation of shell 

companies which are involved in illegal activities such as black money and 

money laundering. Various incidents of immense money laundering were 

																																																								
25Ankita Singh, Steps taken for removal of Shell Companies from Indian Economic System, TAX GURU, March 12, 
2019,https://taxguru.in/company-law/steps-taken-for-removal-of-shell-companies-from-the-indian-economic-
system.html.  
26Advocate Narayan Jain and FCA Dilip Loyalka, Salient features of Prohibition of Benami Property Transaction Act 
as Amended In 2016, ITATONLINE, September 13, 2018, http://itatonline.org/articles_new/salient-features-of-
prohibition-of-benami-property-transactions-act-as-amended-in-2016/. 
27Common forms of Money Laundering, Prevention of Money laundering Act, 2002(June 18, 2018). 
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located by the government authorities.  The companies which were involved in 

money laundering were scrapped off. 28 

 

CONCLUSION 

 

Shell companies can be used for the legitimate purpose but mostly they are used 

to conceal criminal and terrorist activities; hence providing them untraceable 

financial secrecy. The government has taken steps to prevent the dubious 

activities of shell companies. However, these measures are not sufficient to curb 

the illegal activities carried out by shell companies. More stringent actions need 

to be taken for enforcing corporate transparency.  Firstly, shell companies need 

to be defined in the companies act. Secondly, the laws in place must be 

implemented strictly and should be monitored from time to time. Thirdly, there 

are no proper guidelines to distinguish between an illegal shell company and a 

genuine company. Hence it becomes very difficult to gather the data about the 

transaction and transaction from the multiple accounts make tracking more 

difficult.  

 

To control the use of illegal shell companies, authorities must be able to lift the 

corporate veil, find the real beneficiaries behind these shell companies and 

impose penalties for those who failed to conduct reasonable due diligence by 

forming shell companies. Since use of deviant shell companies is a global issue, 

a global response is also required to police this issue. 

 

																																																								
28Remya Nair, Govt plans crackdown on shell companies to counter money laundering, LIVE MINT, February 11, 
2017,https://www.livemint.com/Politics/ToYgiZDR6jUonwuxw0xUTP/Govt-plans-crackdown-on-shell-
companies-to-counter-money-lau.html. 


