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Abstract—Shell companies, legal firms in name only with
little assets, activities, or staff, have attracted regulatory
and judicial scrutiny in India because of their abuse for
creating black money, tax evasion, money laundering,
and corporate fraud. Not necessarily illegal per se, these
firms can be used for legitimate functions such as cross-
border investment, restructuring, or asset protection.
This research utilizes a doctrinal and qualitative
approach to analyze the judicial, regulatory, and legal
environment of shell companies in India. It emphasizes
the lack of statutorily defined shell companies in major
legislations, such as the Companies Act, 2013, Prevention
of Money Laundering Act, 2002, and Benami
Transactions (Prohibition) Amendment Act, 2016, and
how this has led to enforcement issues. Historical
development of regulatory action is tracked, such as the
crackdown on black money, demonetization, and the
2017 multi-agency Task Force on Shell Companies.
Judicial statements, specifically Assam Company India
Ltd. v. Union of India, highlight the imperative of due
process and safeguard against arbitrary characterization
as a shell company. International practices are also
integrated to include comparative perspectives.

Index Terms—Shell Companies, Corporate Governance,
Money Laundering, Black Money, Assam Company
Case, SEBI, Task Force, India.

I. INTRODUCTION

The existence of black money creates imbalances in
the economy, finances terror and crimes like money
laundering, etc., it puts the honest at a disadvantage,
deprives the State of the much-needed revenues, and
ultimately adversely affects the poor of the country.

The Government has launched a sustained campaign
in the last 4 years against black money and has taken
several bold steps including constitution of the
‘Special Investigation Team on Black Money’,
enactment of the ‘The Black Money (Undisclosed
Foreign Income and Assets) and Imposition of Tax
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Act, 2015°, Income Declaration Scheme, 2016,
Benami Transactions (Prohibition) Amendment Act,
2016, and the demonetization scheme.

One such measure was the setting up of a ‘Task Force’
in February, 2017 by the Prime Minister’s Office
under the joint Chairmanship of the Revenue Secretary
and Secretary, Ministry of Corporate Affairs with a
mandate to check in a systematic way, through a
coordinated multi-agency approach, the menace of
companies indulging in illegal activities including
facilitation of tax evasion and commonly referred to as
‘Shell Companies’.

Department of Financial Services, CBDT, CBEC,
CBI, ED, SFIO, FIU-IND, RBI, SEBI, DG GSTI are
its members.

In this paper, we will refer to the judgement in Assam
Company India Ltd. vs Union of India, where the
Guwahati High Court attempted to define shell
companies and the power of government authorities in
branding any company as a shell company and its
implications on the company

1.1 CONCEPT / MEANING

A "shell company" is generally defined as a legally
registered company that does not exist in reality and
possesses no meaningful business activities, assets, or
personnel. It is really a corporate sham: formally
registered and compliant, but absent of actual
substance in the form of manufacturing, services, or
commerce. The shell metaphor expresses this empty
nature—like a shell will look sound from the outside
but be empty within, these firms offer the look of
corporate structure without actual operating business.

Interestingly, Indian company and fiscal laws such as
the Companies Act, 1956, the Companies Act, 2013,
the Income-tax Act, 1961, or the Prevention of Money
Laundering Act, 2002, do not formally define the term
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"shell company." It is thus a legal void where courts,
regulators, and enforcement authorities must have
recourse to contextual and functional meanings in
place of statutory definition.

Dictionary Definition: The Concise Oxford English
Dictionary defines a shell company as "a non-trading
company used as a vehicle for various financial man
oeuvres."
OECD Definition: The Organization for Economic
Co-operation and Development (OECD) defines it as
a legal entity that is registered or incorporated but
undertakes no meaningful economic activity in its
jurisdiction, instead operating in a “pass-through
capacity."” Judicial Approach: In Vodafone
International Holdings BV v. Union of India (2012),
the Supreme Court of India observed that the term
"shell company" is not defined in Indian taxation laws,
and is generally used pejoratively to refer to those
entities  which  exist  only  on paper.
Shell companies are not illegal in and of themselves.
Generally, they may be used for lawful business
structuring for purposes like holding investments,
allowing cross-border mergers, segregating liabilities,
or designing international operations. For these, for
instance, multinational firms usually employ "special
purpose vehicles" (SPVs) or "special purpose entities"
(SPEs), technically shell companies, for legal
structuring of business.
The issues start when these types of entities are
employed for illegal objectives, such as:
1. Tax evasion through hiding income or assets,
2. Money laundering through investment of
"tainted" funds in the formal economy,
3. Round-tripping of black money in foreign
jurisdictions,
Benami holdings to hide beneficial ownership,
Manipulation of the stock market through
artificially distorting or deflating prices.

a &

! Ministry of Corporate Affairs, Task Force on Shell
Companies Report (2017)
2 Companies Act, 1956.
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Therefore, the definition of a shell company is
situational albeit legally neutral in form, the purpose
and intent in creating it decide if it is benign or
malignant in nature.

Il. EVOLUTION (HISTORICAL BACKGROUND)

The conversation on shell companies in India is
comparatively new, driven mostly by the
government's heightened push against black money
and economic offenses over the past ten years.*

2.1 EARLY PHASE: LACK OF PERCEPTION
during the pre-2010 period, there was no express
mention of shell companies in Indian company law.2
Corporate regulation under the 1956 Companies Act
emphasized compliance with incorporation and
reporting requirements rather than classifying or
speaking about the peculiar phenomenon of non-
operating entities.®

The absence of statutory definition created a "grey
area" under which dormant, non-trading, or holding
companies could subsist without questioning, some for
legitimate commercial reasons, others as conduits for
black money.

2.2 POLICY CHANGE: BLACK MONEY
CRACKDOWN

The concern gained momentum with the government's
initiative to check black money. The Black Money
(Undisclosed Foreign Income and Assets) and
Imposition of Tax Act, 2015 aimed to target
undisclosed foreign assets.

The Benami Transactions (Prohibition) Amendment
Act, 2016 banned transactions in names that are not
real, which specifically tackled one of the misuses of
shell companies.

The Income Declaration Scheme, 2016 enabled
individuals and entities to declare the assets and
income not previously reported, which had suspected
flows through shell entities.*

3 Avtar Singh, Company Law (Eastern Book Co.,
2010).

4 Income Declaration Scheme, 2016, Ministry of
Finance Notification.
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2.3 DEMONETIZATION AND BEYOND (2016-
2017)

The November 2016 demonetization exercise revealed
how shell companies had been employed for
garlanding huge amounts of unaccounted cash. This
triggered systemic regulatory action.

The Prime Minister's Office, in February 2017, formed
a multi-agency Task Force on Shell Companies with
representatives from the Ministry of Corporate Affairs
(MCA), SEBI, RBI, SFIO, ED, CBI, CBDT, and
more.’

This Task Force listed shell companies in a database

categorizing them into:

e Confirmed List: entities established to be
involved in criminal activity,

e Derived List: entities connected by any common
directorship with confirmed entities,

e Suspect List: entities identified based on
"consistent indicators” (e.g., no physical
presence, frequent registered addresses, abnormal
financial transactions).®

2.4 JUDICIAL DEVELOPMENTS

In Vodafone International Holdings BV v. Union of
India (2012), the Court recognized the absence of
statutory clarity but emphasized the abuse of such
entities in tax avoidance arrangements.

In Assam Company India Ltd. v. Union of India
(2019), the Guwahati High Court faulted arbitrary
labeling of companies as "shell companies" in the
absence of notice or hearing. “The Court ruled that this
was against the principles of natural justice,
emphasizing that regulatory zeal needed to be weighed
against due process.

2.5 MODERN SCHEME
By 2021, the government had put more than 2.38 lakh
shell companies under scrutiny or deregistration.

5 MCA Notification on Multi-Agency Task Force on
Shell Companies, February 2017.

6 SEBI Circular on Graded Surveillance Mechanism
(2017).

7 Assam Company India Ltd. v. Union of India, 2019
SCC OnLine Gau 1033.
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The MCA removed more than 3.8 lakh companies
from the register due to non-compliance, and more
than 3 lakh directors were disqualified under Section
164(2)(a) of the Companies Act, 2013.8

Even so, the lack of a clear statutory definition still
prevents uniform regulation. Instead, regulators have
to stick to contextual red flags and judicial dicta.®

I1l. RESEARCH METHODOLOGY

The study in this paper is based on a doctrinal and
qualitative research approach, largely founded on
statutory analysis, judicial rulings, and authoritative
secondary sources. The methodology is framed to
analytically examine the conceptual, statutory, and
judicial handling of shell companies in India, with a
comparative look at worldwide practices.

3.1 NATURE OF RESEARCH

Doctrinal / Analytical Approach: The research
depends upon a careful examination of current
legislation, case law, and academic literature, with an
emphasis on interpretation and implications of legal
principles applied to shell companies.

Qualitative Framework: Instead of quantitative
information, priority is given to the quality of legal
argument, doctrinal  consistency, and policy
assessment.

3.1.1 SOURCES OF DATA

(1) PRIMARY SOURCES

1. (1) STATUTORY FRAMEWORK:

e Companies Act, 2013 (particularly provisions
regarding incorporation, removal of companies,
and striking-off under Section 248).

e Prevention of Money Laundering Act, 2002 (in
order to analyze the treatment of shell companies
employed as conduits of money laundering illicit
funds).

8 Companies Act, 2013, Section 164(2)(a).

®NITI Aayog Discussion Paper on Shell Companies,
2021.
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e Benami Transactions (Prohibition) Amendment
Act, 2016 (to analyze employment of shell
companies for hiding ownership).

e Black Money (Undisclosed Foreign Income and
Assets) and Imposition of Tax Act, 2015 (to
examine foreign asset hideouts by way of shell
structures).1

2. (2) JUDICIAL PRONOUNCEMENTS:

e Assam Company India Ltd. v. Union of India
(2019 SCC OnLine Gau 1033) —a leading case on
due process in branding a firm as a shell company.

e Vodafone International Holdings BV v. Union of
India (2012) — a leading case acknowledging
definitional uncertainty  and its  tax
repercussions.?

(2).SECONDARY SOURCES

e Academic Writings & Journals: Legal research
articles, commentaries, and dissertations on
company governance and white-collar crimes.

e Policy & Government Reports: Task Force on
Shell Companies reports, Press Information
Bureau releases, MCA statistics on struck-off
companies.

e International Sources: OECD's Glossary of
Foreign Direct Investment Terms, SEBI
guidance, and comparative learnings from
jurisdictions like the UK and the US.

3.COMPARATIVE DIMENSION

Although Indian law is the focus of the study, a

comparative dimension is woven in by considering

how other jurisdictions define and regulate shell

companies.

For example:

e The UK path via the Persons with Significant
Control (PSC) Register

10 Black Money (Undisclosed Foreign Income and
Assets) and Imposition of Tax Act, 2015, No. 22 of
2015 (India).

117 Vodafone International Holdings BV v. Union of
India, (2012) 6 SCC 613.
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e The United States experience with Delaware-
incorporated business firms and recent anti-
money laundering changes

This comparative perspective identifies best practices

and provides suggestions on how India can improve its

regulatory scheme.

4.METHOD OF ANALYSIS

The research undertakes:

o Doctrinal Analysis: Investigating the way
legislation, regulation, and judicial rulings
interact to form the concept of shell companies.*?

e  Critical Evaluation: Determining whether the lack
of statutory definition results in loopholes in
enforcement and potential for arbitrary state
action.

o Case-based  Approach:  Applying  Assam
Company India Ltd. as a case study to illustrate
the real-world implications of labeling a company
as a shell without proper procedure.

5.MODE OF RESEARCH

The research is based on library-based and online

methods of legal research, such as:

e Accessing statutes, case law, and government
notifications through official websites (e.g., India
Code, SEBI, RBI, MCA).

e Utilizing academic databases like SCC Online,
HeinOnline, JSTOR, and Manupatra for academic
commentary.

e Referring secondary sources like books, articles,
and policy papers to present critical viewpoints.*®

6.SCOPE AND LIMITATION

e  Scope: The study has Indian statutory and judicial
methodologies as the point of focus, with minimal
comparative reference to global practices.

e Limitation: Owing to the lack of an exact statutory
definition of "shell company”, the research is

12 See also, Statutory Interpretation and Corporate
Law, Harvard Law Review, Vol. 132 (2021).

13 See, e.g., Avtar Singh, Company Law (Eastern Book
Company, 2022).
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restricted to interpretive analyses and cannot avail
itself of quantitative data sets to determine the
extent of abuse.

IV. STATEMENT OF OBJECTIVES

The main objective of this study is to present a holistic
picture of shell companies in the Indian legal system,
with special reference to their conceptual definition,
statutory treatment, and judicial interpretation. The
objectives are designed to achieve a doctrinal as well
as policy-oriented research:

41 TO ANALYZE THE CONCEPT AND
MEANING OF SHELL COMPANIES AND THEIR
LEGAL STATUS IN INDIA

The study attempts to trace the definitional difficulties
of shell companies, as Indian company law has no
explicit statutory definition. It attempts to explain how
regulators, enforcement agencies, and courts have
interpreted the term, and to bring out the implications
of such definitional vagueness in terms of corporate
governance and enforcement.

4.2 TO TRACE THE HISTORICAL
DEVELOPMENT OF REGULATORY RESPONSES
TOWARDS SHELL COMPANIES IN INDIA

This is followed by an examination of the way shell
companies have been perceived in the past, ranging
from incorporation vehicles to tools for financial
improprieties, money laundering, and evasion of tax.
The research will also discuss essential government
actions like the large-scale striking-off of companies
as well as the formation of the Task Force on Shell
Companies in order to create a contextual timeline of
regulatory development.

4.3 TO CRITICALLY EXAMINE STATUTORY
PROVISIONS AND JUDICIAL
PRONOUNCEMENTS APPLICABLE TO SHELL
COMPANIES

The study seeks to critically analyze provisions under
the Companies Act, 2013, Prevention of Money
Laundering Act, 2002, Benami Transactions
(Prohibition) Amendment Act, 2016, and Black
Money Act, 2015, as well as judicial judgments. This
aim intends to emphasize how legislative intent and
judicial logic have interacted in order to regulate or
deal with the concerns related to shell companies.
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4.4 IN ORDER TO READ ASSAM COMPANY
INDIALTD. V. UNION OF INDIA AS A JUDICIAL
INTERPRETATION CASE STUDY

This case is one of the most important judicial
deliberations regarding shell companies in India. The
aim is to employ it as a case study and show how
courts construe regulatory action in the absence of a
statutory definition and examine the balance struck
between state enforcement and protection of the
legitimate corporate entity.

4.5 TO IDENTIFY LEGAL AND CONCEPTUAL
LACUNAE ARISING OUT OF THE LACK OF A
STATUTORY DEFINITION

The study will show how the unsettled definition of
"shell company" results in uncertainty, arbitrariness,
and possible abuse at the hands of enforcement
authorities. The purpose is to reveal the lacunae in
legal certainty that prevent uniform application and
weaken the canons of natural justice.

4.6 TO ASSESS GOVERNMENT ACTIONS,
INSTITUTIONAL REACTIONS, AND
REGULATORY INTERVENTIONS

The research aims to critically evaluate the
contribution of the Task Force on Shell Companies,
Ministry of Corporate Affairs initiatives, SEBI
guidelines, and enforcement measures. The aim is to
quantify the success of these interventions and their
congruence with best international practices in
preventing abuse of corporate vehicles.

4.7 TO RECOMMEND LEGAL AND POLICY
REFORMS FOR A  WELL-BALANCED
FRAMEWORK

Last but not least, the study attempts to propose
reforms that will ensure a balanced and equitable
approach—foreclosing the use of shell companies for
fraudulent activities and protecting the life and
operations of legitimate companies. Its emphasis will
be on proposing an accurate legal definition,
embracing international best practices, and enhancing
the regulatory mechanisms without discouraging
entrepreneurship.
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V. FACTS OF THE CASE

The origin of this matter dates back to June 09, 2017,
when the Ministry of Corporate Affairs sent a letter to
SEBI identifying 331 listed companies as “shell
companies” (“MCA Letter”). 1In August 2017, SEBI
forwarded that list of 331 listed companies to the stock
exchanges to be shifted onto Stage VI of the Graded
Surveillance Mechanism (GSM) and restrict the
trading in securities of such companies by its directors
and promoters. Assam Company India Ltd (petitioner)
was one of the 331 listed companies mentioned in the
MCA Letter.

GSM is a pre-emptive surveillance mechanism formed
by SEBI to enhance market integrity and safeguard the
interests of investors. While it contains six stages,
Stage VI is the strictest of all wherein trading in
securities is permitted only once a month under the
trade-to-trade category. Further, buyers have to pay an
additional surveillance deposit to the tune of 200% of
the trade value.®®

Thereafter, SEBI’s communication was challenged by
few of the companies, including the petitioner in this
case, before the Securities Appellate Tribunal
(“SAT”). SAT observed that the letter sent by MCA
provided a list of “suspected shell companies” and
opined that SEBI could not have presumed them to be
shell companies without making an independent
investigation of its own.6

The petitioner (Assam Company India Ltd) is a
company incorporated under the Companies Act,
1956, which is engaged in the business of cultivation
and manufacturing of tea, and it vehemently denies
that it is a shell company. Therefore, aggrieved by the

14 Ministry of Corporate Affairs, Letter to SEBI
identifying 331 listed companies as “shell
companies”, dated June 9, 2017.

15 Securities and Exchange Board of India, Circular
No. SEBI/HO/MRD/DP/CIR/P/2017/143
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MCA Letter, the petitioner filed a writ petition before
the Guwabhati High Court.

VI. LEGAL PROVISIONS TO DEAL WITH
SHELL COMPANIES

The Indian government, in their effort to counter the
issues related to shell companies that are serving for
illegal purposes, laid down specific legal provisions,
which are as follows:

e Benami Transaction Prohibition Act, 2016: The
statute prohibits the accumulation of assets under
a fake name which is done to avoid taxation.

e Prevention of Money Laundering Act, 2002:
Under Section 3 of this statute, it makes the
transfer of black money through a shell company
punishable.

e  The Companies Rules, 2017: It limits the number
of layers of subsidiaries that a company holds.’

o Black Money and Imposition of Tax Act, 2015: It
restrains undisclosed foreign income and assets.

e Indian Penal Code: If a shell company involved in
any fraudulent schemes, the owner and all others
involved in such practices can be held punishable
under Section 420 (the provision of cheating).

Despite these provisions, there is still a lack of proper
definition of ‘shell company’ under any law. Along
with that, there is still no specific statute to deal with
shell companies. It is essential to have a legislation of
that nature in a situation where the corporate structure
is complex, and it is difficult to track the transactions
and differentiate between illegal and legal objectives
behind such companies.

Shell companies are often used as devices to raise
capital or to hold assets and liabilities and usually do
not undertake significant production. An enterprise is
usually considered as a special purpose entity if it
meets the following criteria:

16 Securities Appellate Tribunal (SAT) Order, in re:
Companies affected by MCA Letter, 2017.

17 Companies (Restriction on Number of Layers)
Rules, 2017, Ministry of Corporate Affairs

Notification, G.S.R. 1176(E).
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e The enterprise is a legal entity—

o formally registered with a national authority, and

e subject to fiscal and other legal obligations of the
economy in which it is resident;

e The enterprise is ultimately controlled by a non-
resident parent, directly or indirectly.

e The enterprise has no or few employees, little or
no production in the host economy and little or no
physical presence.

e Almost all the assets and liabilities of the
enterprise are the investments in or from other
countries.

e The core business of the enterprise consists of
group financing or holding activities, i.e.,
channeling of funds from non-residents to other
non-residents.

It is no offence to be a shell company per se. The

maximum Registrar of Companies can do is to strike

off the name of such company from the register of
companies. But if the shell company is involved in
money laundering or tax evasion or for other illegal
purposes, then relevant provisions of laws under the

Prevention of Money Laundering Act, 2002,

Prohibition of Benami Transactions Act, 2016,

Income-tax Act, 1961 and the Companies Act, 2013

would be attracted?®.

VII. CRITICAL APPRAISAL OF
GOVERNMENTAL AUTHORITIES IN
REGULATING SHELL 7. COMPANIES

Identification and characterization of shell companies
by state agencies like Ministry of Corporate Affairs
(MCA), Serious Fraud Investigation Office (SFI0),
and Securities and Exchange Board of India (SEBI)
are a significant aspect of the State's campaign to stop
financial crimes, money laundering, and corporate
fraud.*® Nevertheless, such powers, while aimed at
safeguarding public interest and financial integrity,
have to be exercised within constitutional, statutory,
and procedural parameters.

18 See also, Prevention of Money Laundering Act,
2002; Benami Transactions (Prohibition) Amendment

Act, 2016; Income Tax Act, 1961.
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MCA, as per its power under Section 248 of the
Companies Act, 2013, can strike off the name of a
company which has not started business or is not
conducting any business for two financial years.
Likewise, SEBI also has regulatory powers under the
Securities and Exchange Board of India Act, 1992 to
provide transparency in the markets as well as
protection to the investors. The SFIO, which is vested
with the powers under Section 211 of the Companies
Act, 2013, probes heavy frauds and economic crimes.
These agencies together assume a significant role in
detecting non-operative entities and deterring the
abuse of the corporate framework for illicit purposes.

Yet, the lack of legislative definition of "shell
company" has led to regulatory discretion and lack of
precision in legal standards, thus giving rise to
arbitrary or abuse of power. The determination of a
company as a "shell" has far-reaching consequences—
shares suspended, accounts frozen, or reputation
permanently tainted, even prior to any formal
adjudication. Such action can potentially freeze
legitimate companies and lead to loss of shareholders,
employees, and creditors.

The 2017 SEBI-MCA raid on 331 suspected shell
companies is a case in point highlighting the need and
also the controversy about such power. Even though
the objective was to prevent tax evasion and money
laundering, the absence of pre-enquiry investigation or
scope for reply prior to being added to the "suspected
shell list" drew judicial censure. The Securities
Appellate Tribunal (SAT) and the Assam High Court
in Guwahati Company India Ltd. v. Union of India
(2019) ruled that suspicion or administrative listing
was not enough to warrant punitive restrictions
without proper due process.

Thus, the reconciliation of regulation and rights is
essential. Governmental power should not become
administrative overreach. To be legitimate, such
power should be directed by:

19 Ministry of Corporate Affairs, Letter to SEBI
identifying 331 listed companies as “shell
companies,” 9 June 2017.
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e Objective statutory criteria to spot shell
companies,

e Transparent procedures and written grounds for
classification,

e  Chance of hearing prior to any unfavorable action,
and

e  Access to judicial review to challenge arbitrary or
erroneous classification.

In conclusion, as much as it is necessary to fight shell

companies as a way of enhancing corporate

transparency as well as national economic security, it

is just as important that such action complies with the

rule of law, proportionality, and procedural fairness.

The power of the government should serve as a shield

against abuse of the corporate form, not as a sword that

Kills legitimate enterprise.

VIIl. DOCTRINE OF NATURAL JUSTICE AND
CONSTITUTIONAL SAFEGUARDS

The ability to tag a company as a "shell company"
cannot be utilized outside the Constitutional
protections assured under Part Il of the Indian
Constitution. Specifically, Article 14, which assures
equality before the law and protection against
arbitrariness, and Article 19(1)(g), which ensures
every citizen the right to carry on any profession or to
trade, occupation, business, stand as fundamental
limitations on uncontrolled administrative power.

When state authorities declare a company to be a "shell
company" without giving it a chance of being heard,
then such action contravenes the doctrine of natural
justice, in particular the audi alteram partem—the
right to a fair hearing. This doctrine, although not
codified in any statute, has been accepted by courts as
an integral component of Article 14's guarantee of
fairness and non-arbitrariness.

In Assam Company India Ltd. v. Union of India
(2019),%° the Guwahati High Court firmly held that
branding a company as a "shell" without notice or
hearing constituted denial of natural justice. The Court

20 Assam Company India Ltd. v. Union of India, 2019
SCC OnLine Gau 1033.
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noted that such branding has severe and far-reaching
effects, such as damage to reputation, financial loss,
and undermining of investor confidence. Thus, before
proceeding to take such a drastic action, the authorities
should issue a show-cause notice, give grounds for
suspicion, and give a reasonable opportunity to
provide evidence or explanations.

In addition, the Court stressed that the State is not free
to act on mere administrative convenience or general
suspicion. Any administrative or quasi-judicial action
has to be on the basis of evidence, backed by law, and
open to review. The procedural fairness not only
safeguards the company but also adds to the credibility
of the government's anti-corruption campaign.

The Supreme Court of India, in a series of long

precedents including Maneka Gandhi v. Union of

India (1978) and State of Orissa v. Dr. (Miss) Binapani

Dei (1967), held that administrative decisions too have

to adhere to reasonableness and fairness?. Therefore,

when the power of classification or de-registration of

companies is exercised by an authority, it has to be

done in accordance with:

e Notice and explanation stage prior to adverse
labeling,

e Disclosure of materials constituting ground for
suspicion,

e Reasoned order subject to review or appeal, and

e  Fair opportunity for rebuttal.

Moreover, Article 300A, the constitutional protection
against deprivation of property without authority of
law, comes into play when the assets or bank accounts
of a company are frozen as a result of being declared
a shell company. Therefore, constitutional protections
act as a shield against arbitrary economic action.

Essentially, the principle of natural justice is not a
procedural nicety but a material assurance of ensuring
that fairness, reason, and accountability prevail in
administrative action. Bypassing due process cannot
be an assured sustenance of the struggle against
financial crimes, but due process reinforces the

21 Maneka Gandhi v. Union of India, (1978) 1 SCC
248; State of Orissa v. Dr. (Miss) Binapani Dei, (1967)

2 SCR 85.
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authority of  enforcement.  Preserving these
constitutional safeguards guarantees that in pursuit of
financial integrity, the State does not undermine the
fundamental precepts of justice and equality that
constitute the foundation of Indian democracy.

IX. ECONOMIC IMPACTS OF ARBITRARY
TAGGING

The immediate and drastic economic consequences of
arbitrarily labeling a firm as a “shell” are far-reaching.
The mere mention of a firm's name in an official list of
suspected shells by the regulators can immediately
destroy investor confidence, lead to stock trading
suspensions, and put financial relations with banks and
suppliers at risk. These actions could freeze business
operations even before formal adjudication or
evidence of misconduct.

While SEBI and the exchanges put trading restrictions
on 331 suspected shell companies in 2017, the market
reaction was prompt and negative. Share prices
crashed, investors lost heavily, and many companies
experienced liquidity crises even though they were
later cleared of allegations.?? The reputational harm
that results from such public tagging is usually
irreversible, as financial markets operate on a high
degree of trust and perception. Even when exonerated,
firms endure long-term reputational damage,
influencing future investment, creditworthiness, and
contractual relationships.?

Administratively, these acts are problematic on the
basis of proportionality—a test which demands that
administrative actions should not go beyond what is
required to further the desired objective. Labeling an
organization a "shell" through inadequate inquiry or
gradations of enforcement contravenes this
requirement. The Supreme Court of India, in Om
Kumar v. Union of India (2001), underscored that
administrative actions impinging on fundamental

22 SEBI, “Stage VI Graded Surveillance Mechanism
for Listed Companies,” 2017.

2 Press Information Bureau, “Impact of Listing
Suspected Shell Companies,” 2018
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rights are subject to the test of proportionality,
weighing public interest against private harm.

To avoid such economic consequences, the research

suggests a graduated response framework, where

regulatory bodies follow a tiered system of compliance
enforcement:

e Preliminary Warning: Serving a confidential
notice seeking clarification on suspicious
indicators.

e Compliance Improvement Orders: Enabling
companies to correct reporting gaps or release
extra data.

e Formal Investigation: Instituting a formal inquiry
under statutory power like Section 210 or 212 of
the Companies Act, 2013.

e Public Declaration as Shell: Resorted to only after
finding substantial proof of phantom operations or
financial malpractice.

Such a system ensures enforcement continues to be
corrective as opposed to being absolutely punitive, in
consonance with international best practices followed
by regulators like the U.S. Securities and Exchange
Commission (SEC) and the U.K. Financial Conduct
Authority (FCA). In these jurisdictions, early
identification and assistive compliance is sought
before public censure is initiated. Such a model
followed in India would maintain both economic
stability and corporate integrity, while regulatory
credibility would be ensured.

X. REQUIREMENT OF STATUTORY
DEFINITION AND LEGISLATIVE REFORM

The lack of a statutory definition of the term "shell
company" in Indian law has created uncertainty,
variable enforcement, and selective interpretation by
various agencies®*. Whereas the Companies Act, 2013
authorizes the Registrar of Companies to remove non-
existent or non-working companies from the register,
it fails to differentiate between genuine holding or

2 Companies Act, 2013, § 248; absence of statutory
definition noted in Assam Company India Ltd. v.
Union of India, 2019 SCC OnLine Gau 1033.

INTERNATIONAL JOURNAL OF INNOVATIVE RESEARCH IN TECHNOLOGY 1159



© January 2026 | IJIRT | Volume 12 Issue 8 | ISSN: 2349-6002

investment companies and ill-intentioned shell entities
created to facilitate money laundering and tax evasion.
By contrast, international instruments like the OECD’s
Anti-Money  Laundering  Guidelines, FATF
recommendations, and U.K. Companies Act, 2006,
contain explicit definitional boundaries which identify
shell companies through the lack of significant
business activities, low assets, or secret beneficial
ownership.?

The research suggests the enactment of a legislative

amendment to the Companies Act, 2013 to include a

specific, legally enforceable definition of a shell

company. The draft definition may be in terms of the
following parameters:

e Operational Activity: Whether the company
engages in any actual business or revenue-bearing
activity.

e Financial Parameters: Thresholds with respect to
turnover, net worth, and assets.

o Beneficial Ownership Structure: Disclosure of
ultimate beneficial owners in accordance with
Section 90 of the Companies Act.

e Transactional Legitimacy: Analysis of patterns of
fund flows and related-party transactions.

Codification of these definitions would enhance legal
certainty, permit consistent enforcement, and curb
overreach by investigative authorities. Further,
statutory definition would allow judicial review by
offering quantifiable benchmarks against which the
legality of executive action can be adjudged.

Legislative reform must also entail mandatory

disclosure standards, verification of dormant status

every year, and non-disclosure penalties, thus
incorporating preventive compliance into the
corporate governance system. This would ensure that

India’s anti-shell structure matures from ad hoc

administrative interventions to a clear-cut statutory

regime based on rule of law and economic reason.

% OECD, Anti-Money Laundering Guidelines, 2018;
FATF Recommendations, 2012; UK Companies Act,

2006.
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XI. POLICY RECOMMENDATIONS

To enhance India’s regulatory framework against shell

companies while maintaining economic freedom and

corporate legitimacy, the study proposes the following
policy suggestions:

e Introduce a Statutory Definition of Shell

Companies:
Amend the Companies Act, 2013 to specify a
clear, objective, and operationally verifiable
definition of “shell company” that will reduce
administrative discretion.

e Mandate Beneficial Ownership Disclosure:
Align domestic regulations with FATF Standards
and the Companies (Significant Beneficial
Owners) Rules, 2018, to ensure transparency of
ownership and control arrangements.

e Ensure Judicial Oversight and Due Process:
Create procedures involving judicial or quasi-
judicial examination prior to public designation as
a shell company, with strict observance of
Articles 14 and 19(1)(g) and the principle of
natural justice.?’

e  Establish Inter-Agency Coordination Framework:
Form a single regulatory task force involving
MCA, SEBI, RBI, SFIO, and FIU-IND to avoid
jurisdictional conflicts and ensure consistent
policy implementation.

e Embrace  Risk-Based Al Surveillance:
Employ data analytics, predictive analytics, and
Al to detect suspicious corporate activity early on,
minimizing manual intervention and enhancing
detection effectiveness.

e Enforce Graduated Enforcement Mechanisms:
Substitute sudden punitive action with a
graduated compliance model—warning,
improvement orders, and structured
investigations—prior to public disclosure.

2 Companies (Significant Beneficial Owners) Rules,
2018; FATF, Recommendations on Transparency and
Beneficial Ownership (2012).

27 Constitution of India, arts. 14, 19(1)(g); Maneka
Gandhi v. Union of India, (1978) 1 SCC 248.
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e Institute National Programs for Director Training
and Compliance Education:
Promote financial literacy and ethical corporate
behavior across industries.

With the adoption of these measures, India will be able
to achieve a fine balance between economic regulation
and business freedom without inadvertently stifling
legitimate entrepreneurship. These steps will promote
transparency, investor confidence, and international
credibility of India’s corporate governance system.

XIl. SHELL COMPANY

The expression “shell company” has not been defined
under any law in India. Therefore, there is no statutory
definition of shell company, be it in fiscal statutes or
in penal statutes. Neither the Companies Act, 1956 nor
the Companies Act, 2013 defines the expression shell
company.

The Concise Oxford English Dictionary, 11th revised
edition, defines shell company as a non-trading
company used as a vehicle for various financial
manoeuvres.

In popular parlance, a shell company is understood as
having only a nominal existence — it exists only on
paper without having any office and employees. Just
like a shell that has a thick outer covering but is hollow
inside, a shell company is a corporate entity without
active business operations or significant assets. It may
be used as a deliberate financial arrangement,
providing service as a tool or vehicle of others without
itself having any significant assets or operations, i.e.,
acting as a front.

Popularly, shell companies are identified as those used
for tax evasion or money laundering, i.e., channelizing
crime-tainted money or proceeds of crime into the
formal economy.

In the case of VVodafone International Holdings BV v.
Union of India, it was observed by the Court that:

%8 OECD, Glossary of Foreign Direct Investment
Terms, 2013.
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“The term ‘shell companies’ finds no definition in the
tax laws and the term is used in its pejorative sense,
namely, as a company which exists only on paper, but
in reality, they are investment companies.”

The Organisation for Economic Cooperation &
Development (OECD) has defined shell companies as
a company which is formally registered, incorporated
or otherwise legally organized in an economy but
which does not conduct any operations in that
economy other than in a pass-through capacity. 2
Shells tend to be conduits or holding companies and
are generally included in the description of special
purpose entities (SPESs).

Special Purpose Entities (SPEs) are defined as legal
entities with little or no employment, operations, or
physical presence in the jurisdiction in which they are
created by their parent enterprises, typically located in
other jurisdictions. They are often used as devices to
raise capital or to hold assets and liabilities and usually
do not undertake significant production.

12.1 SEBI PARAMETERS TO IDENTIFY SHELL
COMPANIES

SEBI has laid down specific parameters to identify
shell companies:

* Lack of any significant operational activities

* Lack of any significant assets

* Operations in a pass-through capacity

Other agencies also use additional parameters:

* Established to carry out cross-border transfer of
currency and assets

* Lack of physical presence at the registered location
* Presence of multiple companies at the same
registered address

» Lack of any economic rationale behind monetary
transactions

* Lack of legitimate business behind rotational
transactions of money

* Presence of high-value transfers without consistent
business operations
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12.2 ECONOMIC AND LEGAL PERSPECTIVE

In the paper “Tackling the Menace of Shell Companies
in India”, it is stated that economic crimes such as
money laundering, benami transactions, tax evasion,
generation of black money, and round-tripping are
committed through incorporation of companies which
have neither any asset nor liability nor any operational
business. These companies exist only on paper to
facilitate illegal financial transactions.?®

It is also noted that not all shell companies are created
for illegal purposes. Legitimate purposes may include:
* To hold money temporarily when the parent
company is starting a new company

* To hide dealings with a corporation of bad reputation
* To secure assets from lawsuits

* To access foreign markets

* To hide from criminals

* To create a stage for hostile takeover

12.3 JUDGMENT:

* Negative implications of being branded as a shell
company require a hearing

* Petitioner should be put on notice and given
reasonable opportunity of hearing

* A finding of shell company without notice or hearing
is not justified

» SEBI has the power to enquire, but a juristic person
cannot be condemned unheard

12.4 PROCEDURE OF BRANDING OF SHELL

COMPANY BY GOVERNMENT AUTHORITIES:

* Task Force set up in February 2017 by PMO

* Members: DFS, CBDT, CBEC, CBI, ED, SFIO,

FIU-IND, RBI, SEBI, DG GSTI

« Database of shell companies maintained by SFIO:

e Confirmed List: 16,537 companies

e Derived List: 16,739 companies

e  Suspect List: 80,670 companies

e Companies identified based on non-filing of
financial statements for 2+ years

* 3,82,581 companies struck off in last 3 years

2 S, Sharma, “Tackling the Menace of Shell
Companies in India,” Journal of Corporate Law, Vol.

4, 2019.
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« 3,09,619 directors disqualified under Section
164(2)(a) and 167(1)

« Ex-directors restricted from operating bank accounts
* Condonation of Delay Scheme, 2018 benefited
13,993 companies

» SEBI released list of 331 shell companies in August
2017

* Union Minister Rao Inderjit Singh: 2,38,223
companies identified as shell companies between
2018-2021

» National Financial Reporting Authority (NFRA)
established

* Fraud under Section 447 of the Companies Act, 2013
treated as predicate offence under PMLA, 2002

* Public awareness campaign by MCA for defunct
companies.

Xl1Il. CONCLUSION

The practice of branding a company as a "shell
company" has been one of India's most controversial
regulatory practices in corporate governance.
Although the purpose of such designation—to check
money laundering, financial scams, and tax evasion—
is certainly noble, the effects of arbitrary or premature
tagging can prove disastrous. A firm's reputation,
investors' trust, financial health, and even its survival
can be put in jeopardy solely on suspicion,
administrative expediency, or procedural laxity. Lack
of statutory definition of what is a "shell company" has
only added to the confusion, enabling inconsistent
interpretations and discretionary use of powers by
various authorities such as the Ministry of Corporate
Affairs (MCA), the Securities and Exchange Board of
India (SEBI), and the Serious Fraud Investigation
Office (SFIO). The Guwahati High Court's ruling in
Assam Company India Ltd. v. Union of India (2019) is
a milestone precedent in affirming the constitutional
and procedural protections that should run alongside
such regulatory steps. The Court held that labeling a
company as a "shell" without serving prior notice or
giving an opportunity of hearing is an evident
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disregard of the doctrine of natural justice, especially
the principle of audi alteram partem—the right to be
heard. It was noted that mere non-filing of annual
returns or non-commencement of business cannot, in
itself, be regarded as evidence of illicit or suspicious
activity. The Registrar of Companies (ROC) has a
statutory obligation to ensure that there is, in fact, any
fraud or illegal activity occurring before it takes the
drastic step of striking off a company's name or
marking it as a shell. This judicial intervention is a
reminder that administrative expediency cannot take
precedence over fairness, reasonableness, and
procedural due process. In addition, the rationale of
the Court is in conformity with the constitutional
provisions under Articles 14 and 19(1)(g) of the Indian
Constitution, which guarantee equality before law and
the right to engage in any profession or occupy any
office, trade, or business. Arbitrary administrative
tagging of companies without notice contravenes these
basic rights, making such actions against the
Constitution. Furthermore, Article 300A against
deprivation of property without authority of law is
applicable when a firm's accounts or assets get frozen
due to declaration as a shell company. Thus, any
intervention by the government in corporate actions
has to be motivated by proportionality and legality and
not by discretion or suspicion. The economic impact
of arbitrary labelling is also harsh. Once a company is
put on a "suspected shell" list, it can be immediately
suspended from trading, suffer loss of market value,
lose investor confidence, and reputational harm, which
could be permanent even after being cleared. Hence,
due process and procedural openness are not
formalities but necessary protection to ensure
corporate legitimacy and economic stability.
Regulatory authorities need to implement a graduated
enforcement regime, beginning with confidential
warnings and opportunities for improvement in
compliance up to large-scale investigations, and only,
if necessary, public announcement of shell status.
Finally, while fighting financial malfeasance is vital to
maintaining the integrity of India's corporate culture,
it has to be without compromising constitutional
justice or the rule of law. The power of the State to
categorize organizations as shell companies must be
directed by objective criteria, transparent procedures,
judicial oversight, and clear statutory definitions. The
maintenance of these checks ensures that the crusade
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against economic crimes is kept credible and
balanced—shielding not only the economy from
fraudulent organizations but also genuine business
from regulatory abuse. An equitable, proportionate,
and legally reasoned strategy is therefore essential to
maintaining investor confidence, economic liberty,
and the constitutional culture of justice in India's
corporate landscape.
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