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Abstract

It is a fact that a solo entrepreneur builds a company to do business; a fraudster builds a shell
company to hide business. India's encouragement of individual entrepreneurship raises a
difficult regulatory question: how can corporate law accommodate businesses with minimal
organisational infrastructure while restraining companies used to conceal control, fabricate
transactions or defeat legitimate claims? This paper argues that the movement from solo
enterprise to abusive shell is neither inevitable nor adequately understood through employee
numbers, physical premises or incorporation status. Using doctrinal analysis, foundational
theories of the firm and purposefully selected Indian developments from 2024 to 2026, it
proposes accountability distance as an organising concept: the difficulty of connecting an
economic decision to its actual controller, underlying purpose and enforceable consequences.
The paper distinguishes organisational revolution from institutional reformation and develops a
purpose-and-contestability framework for examining corporate structures. Electoral financing,
alleged GST invoice fraud and an infrastructure-related prosecution illustrate different
accountability failures, without establishing their prevalence among solo enterprises. The
central conclusion is that India should preserve inexpensive incorporation while making control
verifiable and remedies accessible. Reform should reduce the cost of demonstrating legitimacy
and increase the cost of manufacturing it.

Keywords: one person company, shell company, beneficial ownership, corporate accountability,
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1. Introduction:

A company can coordinate substantial economic activity without employing a
substantial workforce. Consider a hypothetical founder in Hyderabad who develops software,
rents computing capacity, purchases specialist advice and sells subscriptions internationally.
Almost every visible organisational function may reside outside the company's payroll. The
absence of a factory, extensive staff or a conventional office does not negate its economic
purpose. Yet similar outward features can characterise an entity established to issue fictitious
invoices or conceal the beneficiary of a financial transfer. The regulatory problem concerns the
interpretation of organisational thinness.

The expression “solo company to shell company” therefore requires conceptual caution.
It can imply a developmental sequence in which individual enterprise naturally deteriorates into
financial deception. No such sequence is established here. A solo business may remain
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productive, become dormant, acquire employees, enter a corporate group or participate in
misconduct. An abusive shell may also originate within a large organisation and never have been
an entrepreneurial venture. The two categories describe different dimensions of corporate
existence.

India provides a revealing setting because incorporation policy explicitly accommodates
individual founders. The 2021 liberalisation of One Person Company rules removed compulsory
conversion thresholds linked to capital and turnover and expanded eligibility to non-resident
Indian citizens (Ministry of Corporate Affairs [MCA], 2021). More recently, an August 2026
government factsheet presented simplified incorporation and digital corporate administration
as components of its business reform programme (Press Information Bureau [PIB], 2026).
These measures create a policy commitment to accessible formalisation that indiscriminate
suspicion could undermine.

The research question is consequently precise: which institutional arrangements can
distinguish productive organisational minimalism from the abusive use of corporate separation
without imposing the operating model of a large company on a small entrepreneur? The
argument is that organisational change can be revolutionary while the appropriate legal
response remains reformative. Its contribution is a framework connecting economic purpose,
actual control and practical contestability. This redirects attention from how much organisation
is visible to whether the company can explain its activities and answer legitimate claims.

2. Method and scope:

The paper uses qualitative doctrinal and conceptual analysis. Its evidence comprises
statutory provisions, policy announcements, an international evaluation, a Supreme Court
judgment and official investigation announcements available by 15 September 2026.
Foundational scholarship supplies explanatory mechanisms rather than empirical estimates.
The legal analysis separates enacted provisions from policy aspirations; the case analysis
separates judicial conclusions from allegations recorded by enforcement authorities.

Three contemporary Indian examples are selected for variation in the accountability
problem: political funding, tax-credit transactions and infrastructure expenditure. They are
illustrative cases, not a representative sample of Indian companies. Selection on regulatory
controversy necessarily overrepresents suspected misconduct. Accordingly, the analysis cannot
establish how frequently solo businesses become shells, whether OPCs are riskier than other
corporate forms, or whether digitisation causes fraud.

The approach is abductive: it develops a plausible explanation that can accommodate
both legitimate thin organisations and deceptive corporate networks, then identifies
observations that could challenge it. Accountability distance and the proposed classification are
analytical contributions, not statutory tests or validated predictive instruments. The
recommendations are normative proposals assessed against entrepreneurship, enforceability
and procedural fairness. They do not claim findings from interviews, proprietary company
records or an original statistical dataset.

3. Distinguishing the corporate forms:

“Solo company” is used here as an organisational description of a business substantially
directed by one founder. It is broader than India's statutory OPC and may include a conventional
private company with concentrated practical control. Under section 2(62) of the Companies Act,
2013, an OPC has one member. Membership concerns ownership, not workforce size. Section 3
also provides for nomination of a successor in specified circumstances; this succession
mechanism should not be confused with concealed beneficial ownership (Government of India,
2013).

A sole proprietorship differs because the business does not possess the same separate
corporate personality. Conflating proprietorships, OPCs and founder-controlled private
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companies obscures which legal protections and duties actually apply. Similarly, ownership
concentration does not by itself demonstrate that formal directors or shareholders are fronts for
another person.

“Shell” is used descriptively for an entity with limited independent operations; “abusive
shell” identifies its use for concealment, fictitious activity or evasion of enforceable obligations.
A holding company or project-specific vehicle may perform a legitimate financial or governance
function without directly producing goods. Dormancy is also distinct: section 455 provides a
formal route for eligible companies, including those formed for future projects or holding assets
or intellectual property without significant accounting transactions (Government of India,
2013).

The analytical error is to treat these conditions as interchangeable. Low turnover may
indicate development work; substantial turnover may consist of fabricated transactions. Many
employees can coexist with diversion of funds, while one founder can maintain transparent
accounts. A useful classification therefore requires evidence about purpose and responsibility.
Organisational appearance should initiate a question, never supply its answer.

4. Theoretical foundations and the research gap:

Coase (1937) explains the firm through the comparative costs of coordinating activities
internally and through markets. Applied to contemporary solo enterprise, this perspective
suggests that external services can reduce the need for employment without eliminating
coordination. The founder still chooses suppliers, defines products and accepts contractual
commitments. A smaller payroll can reflect a changed boundary of production rather than the
disappearance of productive activity.

Hansmann and Kraakman (2000) shift attention to the legal partitioning of assets. Their
account helps explain why an enterprise retains a corporate entity even when its operating
organisation is small: organisational law structures claims over a designated pool of assets. This
capacity supports credible contracting. It also makes the movement of assets between related
entities consequential for creditors. The relevant inquiry is whether separation serves an
intelligible business arrangement and respects applicable obligations.

Jensen and Meckling's (1976) analysis of ownership and agency costs suggests that
concentrated ownership can reduce conflict between a manager and outside equity holders. It
does not follow that every conflict disappears. A controlling founder can have interests different
from those of lenders, customers or suppliers. The paper extends this reasoning to the
distribution of accountability: simplifying internal authority may coexist with substantial
external risk.

Akerlof's (1970) account of quality uncertainty supplies a further mechanism. Where
counterparties cannot distinguish credible enterprises from imitations, they may distrust an
entire category. Applied here, the hypothesis is that poorly targeted anti-shell policies can
increase the commercial disadvantages of legitimate small companies. This is an inference from
information economics, not a demonstrated effect measured in India.

Together, these perspectives explain production boundaries, asset separation, conflicts
of interest and distrust. The gap addressed by this paper is their joint application to corporate
minimalism under India's simultaneous programmes of formalisation and financial
enforcement. The proposed extension asks who can reconstruct control and obtain a remedy, at
what cost and within what time. It thereby treats accountability as a relationship experienced by
particular claimants, rather than a property established once through registration.

5. Accountability distance:

Accountability distance denotes the practical difficulty of connecting an economic
decision to its actual controller, documented purpose and legally available consequences. It is
claimant-relative. A bank may possess ownership information unavailable to a small supplier; an
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investigator may eventually identify a controller after the assets needed for compensation have
disappeared. Disclosure, comprehension and enforceability are therefore separate conditions.
Three mechanisms can increase this distance. First, control becomes difficult to reconstruct
when formal ownership and decision authority diverge without adequate explanation. Second,
transaction purpose becomes difficult to verify when contracts and invoices cannot be
connected to actual services, assets or financing needs. Third, redress becomes ineffective when
the entity bearing an obligation lacks reachable resources and the law provides no timely route
against responsible parties. None alone proves criminality: uncertainty, business failure and
lawful limited liability remain possible explanations.

This yields a four-part analytical classification. A company with verifiable purpose and
effective contestability presents the strongest basis for commercial confidence. One with
verifiable purpose but weak contestability may require creditor protection or clearer
responsibility. An entity with weakly evidenced purpose but accessible records merits inquiry
or correction, including consideration of legitimate dormancy. Weak evidence combined with
obstructed accountability justifies greater investigative attention. These are provisional
assessments, open to revision as evidence changes.

The framework's distinctive proposition is that corporate thinness matters chiefly when
it increases the distance between economic power and answerability. It also identifies a possible
technological asymmetry. Automation can lower the cost of producing legitimate services, but it
can also lower the cost of producing convincing documentation. If verification remains
expensive, apparent compliance becomes easier to manufacture. The policy response must
improve independent corroboration while avoiding a demand that every small firm recreate the
bureaucracy of a large employer.

Distance should initially be measured through separate observable indicators, such as
the time required to identify a controller, corroborate a disputed transaction and obtain an
enforceable decision. Combining these into a single numerical score would conceal political
choices about whose losses matter. A firm could improve its reporting to tax authorities while
making compensation harder for customers. The concept therefore rejects the assumption that
greater disclosure necessarily produces accountability for everyone. Equally, knowing the
controller's identity does not establish wrongdoing or guarantee that an insolvent business can
satisfy every claim.

6. Indian law and the limits of registration:

India already combines facilitation with mechanisms addressing corporate misuse. OPC
liberalisation allows a business to grow without compulsory conversion merely because it
crosses the former capital or turnover limits (MCA, 2021). Meanwhile, the Companies Act
provides mechanisms for removal of company names under specified conditions. Administrative
removal under section 248 should not be interpreted as a judicial finding that every affected
company committed fraud (Government of India, 2013).

Beneficial ownership rules address the difference between registered holdings and
underlying interests or control. FATF's 2024 evaluation describes India's requirements for
identifying significant beneficial owners, maintaining information and submitting relevant
filings. It also identifies monitoring difficulties. Its overall assessment records substantial
effectiveness for the outcome concerning legal persons and arrangements, while highlighting
the need to improve the completion of money-laundering prosecutions (FATF, APG and EAG,
2024).

This evidence supports a qualified institutional diagnosis. India has meaningful
information and enforcement arrangements; the research problem is not a complete absence of
rules. The remaining question is whether records remain accurate, whether contradictions
receive timely attention and whether action produces enforceable outcomes. Registration
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establishes a legal identity. It cannot independently establish the truth of every subsequent
transaction.

Likewise, digitising an incorrect declaration does not correct it. An August 2026 official
account describes MCA21 V3 as supporting electronic registry and incorporation services (PIB,
2026). The analytical implication is that digital administration should be evaluated on verified
information and useful intervention, alongside convenience. Counting filings processed is
insufficient evidence that concealed control or creditor harm has declined.

7. Contemporary Indian illustrations:
7.1. Electoral bonds and accountability to citizens

On 15 February 2024, the Supreme Court in Association for Democratic Reforms v.
Union of India invalidated the electoral-bond scheme. The judgment addressed voters' access to
political-funding information and held the amendment permitting unlimited corporate
contributions constitutionally defective. Its discussion expressly connected the removal of
contribution limits with concerns about companies created for political funding (Supreme Court
of India, 2024, paragraphs 207-216).

This example extends corporate accountability beyond investors and tax authorities. A
payment may pass through a bank while citizens remain unable to identify the economic
interests financing political competition. The paper's inference is that financial traceability for
an institution and democratic transparency for the public are different achievements. The
judgment does not establish that every corporate donor was a shell or that every donation
purchased a political favour. It demonstrates why the intended recipient of information matters
when assessing accountability distance.

7.2. Bellary and documentary simulations of trade

On 6 August 2025, the Finance Ministry reported a DGGI investigation in Bellary
involving alleged fraudulent input tax credit of Rs 16 crore. The announcement described
entities without legitimate operations, false invoices and e-way bills, and alleged use of
employees' identification documents alongside forged rental agreements. It reported an arrest
and continuing investigation (Ministry of Finance, 2025). These statements record the
authority's allegations and procedural action, not a final conviction.

The case illustrates why document availability cannot be equated with transaction
authenticity. A legal identity, premises document and invoice may appear mutually
corroborative while deriving from the same fabrication. The inference is that verification must
sometimes cross beyond company-generated records to independent evidence of supply or
performance. It also warns against treating the individual named on registration documents as
automatically equivalent to the actual controller. Investigating consent and decision authority
protects both public revenue and people whose identities may have been misused.

7.3. Infrastructure funding and temporal distance

An Enforcement Directorate release dated 9 August 2026 announced a prosecution
complaint filed the previous day in the Reliance Infrastructure matter. It alleged diversion of
approximately Rs 187 crore from four NHAI-awarded road projects through arrangements
involving contractors and shell entities. Crucially, the alleged transfers occurred in September-
October 2010 (Directorate of Enforcement [ED], 2026). The contemporary development is the
prosecution announcement, not the occurrence of the underlying transactions. The release
represents the prosecution's account and does not establish guilt.

Analytically, the case concerns connections between substantial infrastructure activity
and allegedly unsupported downstream expenditure. The existence of real roads cannot validate
every transaction in their financing chain. Conversely, the presence of project-specific vehicles
does not itself establish abuse. The period between the alleged conduct and the announced
prosecution also makes timeliness an important research variable, although the release alone
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cannot explain the delay. Across the three examples, the relevant distance is respectively public
visibility, transaction authenticity and reconstructing responsibility over time.
8. Reformation designed around verifiable purpose:

The first proposed reform is proportionate evidence of purpose. Companies should be
able to explain their economic function through evidence appropriate to their activities. For a
software business, customer agreements and verifiable delivery records may be more
informative than employee counts. For an asset-holding vehicle, title, financing arrangements
and documented governance may matter more than sales. An entity developing a product
should be allowed to demonstrate development activity without manufacturing revenue to
appear legitimate.

This proposal requires restraint. Routine disclosures should reuse information already
lawfully supplied, with additional evidence requested where identifiable inconsistencies arise. A
regulator should state the inconsistency and accept equivalent forms of proof. Otherwise, a
supposedly flexible substance test becomes discretionary licensing, favouring businesses able to
purchase elaborate documentation. Sectoral guidance should describe examples without making
one operating model compulsory.

Second, ownership verification should focus on consequential discrepancies. Lawfully
accessible company, banking and tax information can be compared to identify differences
requiring explanation. Common addresses or shared professional advisers may justify
contextual inquiry, but cannot establish wrongdoing. Any analytical flag should remain an
investigative lead. Adverse action requires reasoned human assessment, appropriate notice and
an effective route to correction or challenge. These protections are part of accurate enforcement,
because uncorrected errors contaminate later decisions.

Third, responsibility should follow actual authority over material decisions. A person
controlling payments through outsourced personnel or automated systems should not escape
applicable duties merely because execution was delegated. This does not justify automatic
personal liability for every founder when a company fails. Existing distinctions between
corporate debt, personal guarantees and legally established misconduct remain essential.
Reform should clarify who authorised consequential transactions and preserve proportionate
records that permit responsibility to be assessed.

Fourth, legitimate inactivity should be easier to manage through suitable dormancy and
closure procedures. A proposed correction window could let eligible businesses regularise
omissions or exit, subject to existing creditor protections and investigation requirements. It
should never extinguish liabilities or provide immunity for deliberate deception. This may
reduce the incentive to abandon administrative responsibilities, but its effect should be
evaluated rather than assumed.

An additional proposal is a portable record of verified facts, controlled by the enterprise
for ordinary commercial sharing. Instead of repeatedly purchasing broad -certificates of
legitimacy, a founder could disclose dated confirmations of selected matters, such as a matched
bank-account name, a verified ownership declaration or a customer's acceptance of delivery.
Each confirmation would identify its scope, issuer and expiry. This would be a proposed
extension to existing digital practices, not a claim that India already operates such a system.

The record must not become a universal trust score. Confirmation that an account
belongs to a company cannot certify the truth of its invoices, and past delivery cannot guarantee
future solvency. Businesses should retain alternative ways to establish credibility, particularly
where digital access is limited. Fraudulent attestations would require correction and
investigation, while legitimate adverse findings should be contestable. The intended benefit is to
make specific evidence reusable without turning commercial participation into dependence on
an opaque rating.
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Who pays for verification is a further institutional choice. If every purchaser imposes a
different certification process, a founder's apparent freedom to incorporate may coexist with
expensive exclusion from actual markets. India could pilot standardised, inexpensive verification of
basic registry facts as a public service, leaving specialised commercial assurance to qualified
providers. Public provision would need published service standards and correction deadlines;
otherwise it could merely centralise delay. Larger transactions could justify additional checks
proportionate to exposure, without making expensive assurance a condition for every small sale.
This proposal treats access to demonstrable credibility as part of entrepreneurial infrastructure. It
also recognises that a regulator can impose costs on innocent firms while pursuing legitimate
objectives. Evaluation should therefore measure the distribution of compliance expense by
enterprise size, alongside aggregate enforcement gains. A policy that detects more misconduct but
prevents capable small businesses from trading may require redesign.

Finally, enforcement performance should include the time taken to correct records, resolve
challenges and secure lawful recovery for affected parties. Counts of registrations cancelled or assets
provisionally attached measure actions, not complete outcomes. A small supplier ultimately paid
through timely intervention may represent greater accountability than a long investigation
producing impressive interim totals but no usable remedy.

9. Counterarguments and an empirical research agenda:

A serious objection is that sophisticated wrongdoers can simulate whatever evidence
regulators request. This limits any documentary framework. The response is to combine
independently sourced corroboration, selective examination and consequences for established
falsification. Even then, complete detection is unrealistic. The appropriate objective is a defensible
improvement in detection relative to cost and wrongful intervention, not an unverifiable promise to
eliminate shells.

Another objection concerns the distribution of compliance burdens. Integration can reduce
repeated submissions while expanding surveillance and dependence on automated assessments.
Small firms may lack the resources to contest mistakes. Access controls, correction mechanisms and
public reporting of reversal rates therefore belong within the proposed design. Commercial
confidentiality also requires distinguishing information needed by authorities from information
properly disclosed to counterparties or citizens.

The framework produces testable propositions. First, after controlling for sector and
business age, inconsistencies between declared purpose and independently verified transactions
should predict substantiated misconduct better than headcount alone. Second, unexplained changes
in practical control should be more informative than the number of related entities. Third, faster
legitimate closure should reduce unresolved filing defaults without necessarily changing fraud
incidence. Each proposition can fail; that possibility distinguishes a research programme from a
policy slogan.

A future study could follow matched cohorts of OPCs and other small companies, combining
lawfully obtained registry histories with adjudicated outcomes. Outcomes should separate confirmed
fraud, administrative default, insolvency and voluntary exit. Enforcement selection and long
adjudication delays would require explicit treatment. Interviews with founders, investigators and
creditors could then test whether measured information availability corresponds to practical
answerability. The present paper offers the conceptual basis for this work, rather than claiming to
have performed it.

Crucially, an uninvestigated company cannot automatically be labelled legitimate in the
comparison group. A research design should include randomly selected verification cases, where
legally and ethically permissible, and sensitivity analysis for undetected misconduct. Nor would
matching alone establish that corporate form causes different outcomes: founders select structures
according to financing needs, advice and business ambitions. A pilot of reusable verification could
instead compare processing time, compliance expense and correction rates across equivalent
applicant groups. Its evaluation should publish unsuccessful outcomes as well as improvements.
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These safeguards would test whether the proposed reformation improves institutional performance
rather than merely adding another layer of forms.
10. Conclusion:

The solo enterprise challenges assumptions about how much visible organisation a
productive company requires. The abusive shell challenges whether corporate separation preserves
responsibility. Their superficial resemblance should not obscure their different functions. India's task
is to make inexpensive formalisation compatible with credible information and enforceable
obligations.

The evidence considered here supports institutional reformation alongside organisational
experimentation. Accountability distance explains why a transparent one-founder business can
warrant confidence while a substantial corporate network can require close scrutiny. Its practical
value lies in asking whose knowledge is missing, which transaction lacks corroboration and what
prevents a legitimate claim from being resolved. Revolution describes the changing possibilities of
organising enterprise. Reformation describes the continuing work of ensuring that those exercising
economic power remain answerable for its use.
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