
The companies that form companies are a shadowy world and (see next article) a 
thriving industry 

COMPANIES have a legal personality. 

But they are easier to make than peo-
ple. Up to 2m are set up in America each 
year, according to Senate investigators. 
Britain creates some 300,000; around 
250,000 are set up in offshore locations, 
reckons Jason Sharman of Griffith Univer-
sity in Australia, w h o has studied the busi-
ness. The British Virgin Islands (BVI) alone 
registered 59,000 n e w firms in 2010. It had 
457,000 active companies as of last Sep-
tember—more than 16 companies for every 
one of its 28,000 people. 

Many such firms may be real, with their 
o w n offices and employees somewhere in 
the world. But many are paper firms, often 
with nominee directors and free of any ob-
ligation to publish their accounts. That 
helps stop outsiders from working out 
what they do or own, where they operate, 
w h o controls them and w h o m they really 
belong to. 

Shell companies are perfectly legal and 
have many above-board uses. Firms may 
use them during mergers, to park assets 
during complicated transactions, or to 
fend off lawsuits in countries with preda-
tory governments or corrupt courts. They 
can usefully protect trade secrets or safe-
guard directors from kidnappers or busy-
bodies. They offer flexibility for entrepre-
neurs needing to m o v e quickly. "Every 

company starts out as a shell," says Rich-
ard Geisenberger, head of Delaware's Divi-
sion of Corporations, which registered 
133,297 n e w corporate vehicles last year. 

But they can also be misused-for tax 
evasion, money laundering, sanctions-
busting or terrorism. A World Bank report 
last year, "The Puppet Masters", investigat-
ed 817 big cases of corruption between 
1980 and 2010. Almost all used shells. "It's a 
basic launderer's tool," says Robert Palmer 
of Global Witness, a campaigning group. 

One reason for their ubiquity is an 

American-led push against money laun-
dering. N e w rules make it all but impossi-
ble for someone to open a bank account 
anonymously. As a result, shell companies 
have become the easiest w a y for a malefac-
tor to hide his identity. The recent indict-
ment of Wegelin, a Swiss private bank be-
ing sued for helping Americans to evade 
tax, is peppered with references to "sham" 
companies and foundations, set up in 
places like Panama and Liechtenstein to 
conceal the identities of the bank's clients. 
Several companies, including global giants 
such as BAE Systems, have been caught us-
ing shells to pay bribes to officials posing 
as consulting firms. 

Much of the blame for this goes to 
small-island jurisdictions, often derided as 
"sunny places for shady people". Yet the 
biggest offenders are countries that pride 
themselves on their financial integrity. 
Britain (unlike most offshore locations) 
does not regulate company-formation 
agents. It even lets firms be founded with 
bearer shares, which, like cash, belong to 
whoever happens to have them with him 
at the time. Most countries have abolished 
these securities, under pressure from inter-
national financial regulators, but one Brit-
ish website offers same-day incorporation 
of a UK bearer-owned shell for a mere £142 
($227), within four to six hours. 

America is even laxer, because com-
pany formation is a job for the states, not 
the federal government. Formation agents 
are neither covered under anti-money-
laundering rules nor required to report 
suspicious activity by firms they have es-
tablished or administer. Reuters, a news 
agency, has shown that agents with dire re-
cords can be barred from doing business-
but even then can soon start up again. 

The incorporation business 

They sell sea shells 
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• Tracing the real owners of private firms 
is harder in America than almost any-
where else. Some formation agents there 
do not ask for identity documents, let 
alone verify them, as Mr Sharman discov-
ered w h e n he posed as a would-be money 
launderer, as described in his book, "The 
Money Laundry". One-eighth of all the 
shells found by the World Bank were in-
corporated in America (see table). At-
tempts at reform have got nowhere. 

Offshore formation agents seethe at 
this: they have tightened their standards 
under pressure from big countries that do 
not practise what they preach and (worse 
still) are n o w stealing their business. Raul 
Castro of Morgan & Morgan in Panama 
speaks of a "great sense of injustice". Big 
countries are increasingly demanding that 
offshore companies prove they have "sub-
stance", such as real offices and employees, 
in order to qualify for benefits under bilat-
eral tax treaties. 

Banking the profits 
Miscreants will find little use for a com-
pany unless it has a bank account. That in 
theory should be a tightly guarded gate-
w a y to the world of respectable business. 
Mass incorporators typically offer bank ac-
counts too, creating a symbiotic relation-
ship between the smithies of corporate 
identity and the money men. "The two 
can't live without each other," says a finan-

cial-transparency expert at a multilateral 
institution. 

In many or most cases that may be per-
fectly legal. But the potential for abuse is 
huge. Banks with big offshore businesses 
have been k n o w n to offer their employees 
incentives to sell corporate vehicles. A for-
mer UBS employee w h o left in 2008 says 
that the member of his department w h o 
had sold the most shells the previous 
month received a gift and a bonus. All 
were expected to sell at least a dozen a 
year. Bankers kept incorporation forms for 
various offshore structures in their draw-
ers. Once a week some of them would go 
to Liechtenstein to get the paperwork for 
the latest batch of foundations stamped. 
UBS declined to comment. Such practices 
may no longer be widespread. But the We-
gelin case shows h o w easily they attract 
American prosecutors' attention. 

Having got offshore jurisdictions, at 
least, to find out more about their custom-
ers and keep better records, and with 
banks quivering in fear of American ire, 
the next push is towards regulating the 
booming company-formation industry 
(see next article). Hong Kong and the Neth-
erlands are mulling the idea of introducing 
regulation within the next three years. 
Even Britain and America may impose a 
duty to report suspicious activity. By the 
murky standards of the past, even that 
would be a welcome change. • 

A ut
iliz

aç
ão

 de
ste

 ar
tig

o é
 ex

clu
siv

a p
ar

a f
ins

 ed
uc

ac
ion

ais
.

Text Box
Matéria

Text Box
Matéria

Text Box
Fonte: The Economist, London, v. 403, n. 8779, p. 69-70, 7 a 13 Apr. 2012.




