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EN 

Unshell – Rules to prevent misuse of 
shell entities for tax purposes 

Shell companies – or 'shells' – are entities that have no or minimal economic activity. While they can sometimes 
serve useful commercial functions, they can also be abused for the purposes of aggressive tax planning or tax 
evasion. The Commission's 'Unshell' proposal is designed to prevent EU shell companies from benefiting from 
tax advantages. Parliament will discuss and vote on a report on the subject during its January I 2023 plenary. 

Background 
The debate on shells is complicated by the absence of a common global or EU-wide legally binding 
definition. This also makes it difficult to assess their overall presence, impact on tax revenue and various 
uses across the EU. Nevertheless, shells are generally understood to be corporate entities with no (or few) 
employees, no (or little) production, and no (or little) physical presence in the country of registration. 

European Commission proposal 
The Commission tabled its 'Unshell' proposal on 21 December 2021. The directive would help Member 
States identify shell companies located in the EU – and being used solely for tax purposes – by means of a 
'gateway test', looking at the entities' share of both passive income and cross-border transactions, and at 
whether management is outsourced. Suspect companies would be obliged to provide documentary 
evidence of company premises, an active bank account, and the tax residence of directors and the majority 
of employees. If an entity lacks substance in (at least) one of these elements, the entity would be presumed 
to be a shell company being misused for tax purposes. Shell companies would have the option to rebut this 
presumption (by providing more evidence that the entity is effectively used for non-tax purposes). If the 
shell fails the test, the Member State would either not issue a tax residence certificate, or issue one with a 
warning statement, stating that the shell should not be entitled to the benefits of other Member States' tax 
treaty networks (or EU advantages such as the Parent/Subsidiary Directive or Interest/Royalties Directive). 
The directive would come into effect on 1 January 2024. 

European Parliament position 
Parliament's Committee on Economic and Monetary Affairs (ECON) is responsible for the file; the rapporteur 
is Lidia Pereira (EPP, Portugal). ECON adopted its report on 30 November 2022. The report proposes to lower 
the gateway test's income thresholds, and proposes that information on the entity's total profit before and 
after tax also be provided. The report introduces a 9-month deadline for Member States' tax authorities to 
assess a company's rebuttal, failing which the rebuttal would automatically be accepted. The report also 
welcomes the proposal to produce a report on the directive 5 years after its entry into force, specifying that 
it should look at the impact on Member States' tax revenues and the possible need to amend the directive. 
The proposal requires unanimity in the Council, following consultation of Parliament. Negotiations in 
Council are on-going. The Council stated in December 2022 that, while 'most delegations supported the 
objectives of the proposal', further technical work was needed before an agreement could be reached. 

Consultation procedure: 2021/0434(CNS); Committee 
responsible: ECON; Rapporteur: Lidia Pereira (EPP, Portugal). 
For further information see our 'EU Legislation in progress' 
briefing.  
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