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ABSTRACT

In today's world, the significance of companies and their strategic role in economic affairs have led most
countries to enact appropriate laws that establish necessary responsibilities and limitations for them. One
such legal consideration is the issue of "civil liability of company directors." Accordingly, this article aims
to conduct a "comparative analysis of the civil liability of company directors in Iranian and English law."
From this perspective, after expanding the conceptual framework of the subject, the article examines the
nature of corporate civil liability. Based on the documented sources presented in this research, the study
follows a descriptive-analytical methodology, and data collection is conducted through library research.
The findings of the study indicate that, first, since companies possess a distinct and independent legal
personality separate from their members, they can be subject to rights and obligations, meaning they can
bear civil liability. Second, although directors generally act on behalf of the company, making the
company, as a legal entity, responsible, there are instances where a director's actions deviate from the
legal framework or the company’s articles of association. In such cases, liability shifts from the company
to the director. The results of the study demonstrate that in the common law system, particularly in
England, the authority of directors in serving shareholder interests is broader than in Iran, and the role
of inspectors is more extensive compared to Iran.
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1 Operational civil liability

2, Section 35 (3): It remains the duty of the directors to ob serve any limitation on their power flowing from the companies
memorandum an action by the directors which but for subsection (1) would be beyond the company capacity may only be
ratified by the company by special resolution.

A resolution ratifying such action shall not affect any liability incurred by the directors or any other person, relief from any
such liability must be agreed to separately by special resolution.
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EXTENDED SUMMARY
The civil liability of company directors is a critical aspect of corporate law, significantly influencing

the governance structures and responsibilities of corporate entities in various jurisdictions. In both
Iranian and English legal systems, company directors play an essential role in corporate
management, and their actions or omissions can lead to legal consequences, particularly in the realm
of civil liability. The distinct legal frameworks governing corporate liability in these two jurisdictions
reflect the broader conceptual differences between civil law and common law traditions. In Iran, the
civil liability of directors is predominantly shaped by statutory provisions, including the Commercial
Code and specific corporate governance regulations, emphasizing directorial duties, obligations, and
accountability mechanisms. English law, rooted in common law principles, operates on a precedent-
based approach, where judicial decisions and statutory regulations collectively define the scope of
directors' responsibilities and liabilities. The divergence in these legal frameworks becomes apparent
in several dimensions, including the criteria for determining liability, the nature of the legal actions
permissible against directors, and the extent of personal liability imposed on corporate officers.
Iranian corporate law generally follows a strict approach to director liability, mandating that
directors operate within clearly defined statutory limits, whereas English law affords directors
greater discretion under fiduciary and statutory duties, particularly in cases involving shareholder
interests and corporate decision-making (Aghdas Teynat, 2018).

In the Iranian legal system, company directors can be held liable under both contractual and tortious
liability principles, with the overarching objective of safeguarding corporate integrity and protecting
stakeholders. The Iranian Commercial Code stipulates that directors are personally liable for
damages incurred due to their negligence, mismanagement, or breach of statutory obligations.
Furthermore, directors who act beyond the scope of their authority or engage in fraudulent activities
can face severe legal repercussions, including financial penalties and, in some cases, criminal
liability. This strict approach is intended to ensure corporate accountability and prevent malfeasance
within corporate structures. However, the implementation of these legal provisions is often hindered
by interpretational ambiguities and enforcement challenges. The principle of ultra vires, which limits
a company's legal capacity to acts expressly authorized by its corporate charter, remains a
fundamental aspect of Iranian corporate law. In contrast, English law has largely abandoned the
ultra vires doctrine, allowing companies to engage in a broader range of commercial activities
without facing restrictions related to their corporate purposes. This fundamental difference
influences the scope of director liability in the two legal systems, as Iranian directors are more
stringently bound by statutory obligations, whereas their English counterparts benefit from more
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flexible governance frameworks that prioritize shareholder interests over rigid statutory compliance
(Mehrabi, 2014).

English corporate law emphasizes a director’s fiduciary duties, which include the duty of care, duty
of loyalty, and duty to act in good faith for the benefit of the company. These fiduciary obligations
form the foundation of directorial liability and are enforced through a combination of statutory
provisions, judicial precedents, and regulatory oversight. Under the Companies Act 2006, directors
owe a duty to exercise reasonable care, skill, and diligence in the performance of their
responsibilities. Additionally, the doctrine of corporate veil protection generally shields directors
from personal liability, except in cases involving fraudulent trading, wrongful trading, or egregious
breaches of fiduciary duties. The English legal system employs a balanced approach to director
liability, ensuring that directors are held accountable for their actions while also allowing them the
flexibility to make strategic corporate decisions. One of the distinguishing features of English
corporate law is the availability of indemnification mechanisms and director liability insurance,
which mitigate the financial risks associated with directorial duties. In contrast, Iranian law provides
limited protections for directors, making them more susceptible to personal liability claims.
Furthermore, the enforcement of corporate liability provisions in Iran often relies on judicial
discretion, leading to inconsistencies in legal interpretations and outcomes. The lack of a well-
defined jurisprudential framework for director liability further complicates the application of
corporate governance standards, creating uncertainty for corporate stakeholders (Bagherieh &
Zahedi, 2019).

Another key difference between Iranian and English corporate liability frameworks pertains to the
role of shareholders and regulatory bodies in holding directors accountable. In Iran, shareholders
possess limited legal avenues to challenge directorial misconduct, as corporate governance
structures are predominantly influenced by state intervention and regulatory oversight. The Iranian
legal system does not provide shareholders with robust derivative action mechanisms, limiting their
ability to initiate legal proceedings against directors on behalf of the company. This restriction often
results in corporate governance failures, as directors are less likely to face legal repercussions for
mismanagement or fraudulent activities. Conversely, English law empowers shareholders with
extensive rights to challenge directorial decisions and seek legal remedies in cases of misconduct.
The Companies Act 2006 grants shareholders the right to bring derivative claims against directors,
ensuring that corporate governance remains transparent and accountable. Additionally, the UK
corporate regulatory framework, including institutions such as the Financial Conduct Authority
(FCA) and the Insolvency Service, actively monitors corporate practices and imposes penalties on
directors who fail to comply with regulatory standards. This proactive enforcement mechanism
enhances corporate accountability and ensures that directors adhere to ethical and legal obligations.
The absence of such a robust regulatory framework in Iran presents challenges in ensuring effective
corporate oversight, often resulting in unchecked managerial discretion and governance failures
(Irfani, 2009).

The Iranian legal framework for director liability also differs from the English system in its approach
to corporate insolvency and director disqualification. In Iran, directors of insolvent companies may
be held personally liable for corporate debts if they are found to have engaged in fraudulent activities
or gross negligence. However, the enforcement of these provisions is often inconsistent, as courts
exercise broad discretion in determining the extent of directorial liability. Iranian corporate law does
not establish a clear statutory framework for director disqualification, leading to instances where
directors who have engaged in corporate mismanagement continue to hold executive positions in
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other companies. In contrast, English corporate law imposes stringent disqualification measures
under the Company Directors Disqualification Act 1986, ensuring that directors who engage in
wrongful trading, fraudulent activities, or breaches of fiduciary duties are barred from serving as
company directors for extended periods. This legal mechanism serves as a deterrent against
directorial misconduct and enhances corporate governance standards. Furthermore, English law
incorporates a comprehensive insolvency framework that prioritizes creditor protection and ensures
that directors act in the best interests of the company during financial distress. The Iranian legal
system lacks comparable insolvency regulations, making it difficult to hold directors accountable for
corporate failures. The absence of a structured insolvency framework also limits the ability of
creditors to recover debts from insolvent companies, further exacerbating financial risks associated
with corporate mismanagement (Masoudi, 2004).

In conclusion, the comparative analysis of director liability in Iranian and English corporate law
highlights significant legal and structural differences that influence corporate governance and
accountability. Iranian corporate law adopts a rigid statutory approach to director liability,
emphasizing regulatory compliance and directorial accountability through strict legal provisions.
However, enforcement challenges, judicial inconsistencies, and the lack of shareholder
empowerment mechanisms hinder the effectiveness of these regulations. In contrast, English
corporate law operates on a more flexible and precedent-based framework that balances director
accountability with corporate decision-making autonomy. The English legal system provides
extensive shareholder rights, regulatory oversight, and indemnification mechanisms, ensuring that
corporate governance remains transparent and accountable. The Iranian legal system could benefit
from adopting certain aspects of the English model, particularly in enhancing shareholder rights,
strengthening regulatory enforcement, and establishing clear statutory provisions for director
disqualification. By addressing these challenges, Iran could improve its corporate governance
standards, foster investor confidence, and create a more resilient corporate sector capable of
withstanding economic and financial uncertainties.
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