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  What is a Shell Company?  

 A legal or incorporated company with no independent operations, significant assets, ongoing business activities 

or employees. 

 It is usually formed in a tax haven or secrecy jurisdiction and its main or sole purpose is to insulate the real 

beneficial owner from taxes, disclosure or both. 

 Shell companies can include international business companies, personal investment companies, front 

companies or “mailbox”/“letterbox” companies. 

Legitimate Uses for Shell Companies   

 To facilitate a merger between two companies; 

 For companies entering into a joint venture; 

 To protect a corporate name from being used by another party; 

 As a company holding personal or family assets for ease of 

inheritance or as protection against attachment by creditors; and 

 As a startup or holding company to raise funds. 

 
The use of shell companies in acts of corruption and 

bribery is closely related to the government.  

In 2003, Arnoldo Aleman, who served as the 

81st president of Nicaragua was convicted 

of corruption and sentenced to a 20-year prison 

term. He was found to be using shell companies to 

divert public resources to him and his family 

members’ private accounts.  

The conviction was overturned by the Supreme 

Court of Nicaragua in 2009.  

 

Why are Shell Companies used in ML? 

Shell companies are often used for money laundering (ML) because 

they provide a layer of anonymity and complexity, making it 

difficult to trace the true ownership of the entity and the origin of 

funds. These companies typically exist on paper only, with 

insignificant or no business operations. By funneling money through 

shell companies, individuals can conceal the source and destination 

of the funds which makes it challenging for authorities to uncover 

illicit or suspicious activities, individuals or transactions.  

US Department of State 

https://en.wikipedia.org/wiki/President_of_Nicaragua
https://en.wikipedia.org/wiki/Corruption
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Crimes Facilitated by Shell Companies 

Shell companies can be involved in various illicit or suspicious 

activities, including: 

1. Money Laundering: concealing the origins of illegally obtained 

money by making it appear as if it comes from a legitimate 

source. 

2. Tax Evasion: using shell companies to hide income or assets to 

evade taxes. 

3. Fraud: conducting fraudulent schemes such as Ponzi schemes or 

financial scams under the guise of a legitimate business. 

4. Bribery and Corruption: facilitating corrupt practices by 

providing a means to disguise payments to officials or other 

entities. 

5. Terrorist or Proliferation Financing: financing terrorism or 

proliferation through anonymous channels by moving funds or 

conducting business to raise funds through shell companies. 

6. Asset Misappropriation: diverting funds or assets for personal 

gain within a company, often through shell entities. 

7. Sanctions Evasion: individuals and entities evading international 

sanctions by conducting prohibited transactions through shell 

companies. 

8. Drug Trafficking: using shell companies to legitimize income 

from illegal drug trade. 

9. Smuggling: facilitating the movement of illicit goods or persons 

across borders. 

The lack of transparency and the ability to obscure ownership make 

shell companies attractive tools for those engaging in criminal 

activities. Efforts to combat these crimes often involve measures and 

stricter regulations on obtaining and maintaining beneficial and 

corporate ownership and monitoring financial transactions. 

Uses and Abuses of Domestic Shell Companies 

Domestic shell companies can be used for various legitimate 

purposes, including: 

Potential Illegitimate Uses 

• Privacy Protection: some businesses use domestic shell 

companies to maintain privacy regarding beneficial and 

corporate ownership and financial dealings which can be 

abused by criminals. 

• Asset Protection: shell companies can be employed for 

segregating and protecting assets to hide the use and origin, 

especially in industries prone to legal liabilities. 

• Real Estate Transactions: investors may use shell companies 

to facilitate real estate transactions, providing a layer of 

anonymity in property ownership and/or the use of illicitly 

gained funds. 

• Mergers and Acquisitions: companies may create shell 

entities during the negotiation phase of mergers and 

acquisitions to maintain confidentiality and the origin of the 

funds until a deal is finalized. 

Legitimate Uses 

• Research and Development: in certain industries, companies 

may establish shell entities for research and development 

projects, keeping these initiatives separate from their main 

operations. 

It is critical to note that while some of these uses are legitimate, 

there is potential for financial crime through illicit activities and 

transactions such as money laundering, tax evasion, fraudulent 

schemes, asset stripping, concealing ownership and market 

manipulation.  

Regulatory bodies work to detect and prevent these financial 

crimes, implementing measures to enhance transparency in the 

registration and incorporation of companies and curb the misuse 

of domestic shell companies. 

 

 

 

 

 

 

 

 

Measures to Prevent the Illicit Use of Shell Companies 

To prevent the illicit use of shell companies, various measures, 

legislative and regulatory practices should be implemented. These 

include:  

• Enhanced Due Diligence Procedures 

• Transparent Ownership Registries 

• Anti-Money Laundering/Counter Terrorist Financing/Counter 

Proliferation Financing Measures 

• Know Your Customer Requirements 

• Regular Audits and Reporting 

• Cross-Border Collaboration 

• Penalties and Enforcement Regime 

• Risk-Based Approach Measures and Procedures  

These measures collectively aim to create a more transparent and 

accountable business environment, reducing the potential for shell 

companies to be misused for illicit purposes.  
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