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ABSTRACT

Ensuring the rights of third parties in joint-stock companies strengthens and stabilizes contracts,
creates security and certainty in legal relationships, and facilitates better regulation of legal and
social interactions among individuals. This study adopts a descriptive-analytical approach using
library research to comparatively analyze the mechanisms for protecting third-party rights in cases
of violations of regulations on the formation of joint-stock companies in Iranian and English law.
Specifically, it examines how third-party rights are safeguarded when the regulations governing the
formation of joint-stock companies in these legal systems are violated. In general, the legal
consequences of violating the laws governing the formation of joint-stock companies in Iranian and
English law include: (1) sanctions related to the non-formation or nullity of the company and (2)
sanctions directed at individuals whose actions resulted in the failure to form the company or its
nullity. In Iranian law, legal sanctions aimed at protecting third-party rights primarily involve the
non-formation or nullity of the company. However, in English law, the primary mechanism involves
the invalidation and nullification of the actions of individuals who have committed the violations.
This difference in mechanisms is particularly significant following the extensive amendments
introduced by the English legislator in the Companies Act 2006, which were implemented in
response to contemporary economic needs and influenced by judicial precedent in that jurisdiction.
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EXTENDED SUMMARY
With the expansion of economic markets from traditional settings to free-market systems, the necessity

of forming commercial companies has grown significantly, particularly since the mid-sixteenth century.
This transformation led to increased competition and reduced monopolization, with joint-stock
companies playing a critical role in dynamic economies. The impact of these companies extends beyond
national economies, influencing global economic policies through multinational corporations. Ensuring
the protection of third-party rights in joint-stock companies is essential for contract stability, legal
security, and fostering trust in economic interactions. This study adopts a descriptive-analytical
approach using library research to conduct a comparative analysis of the mechanisms for protecting
third-party rights when violations occur in the formation of joint-stock companies in Iranian and English
legal systems. The legal repercussions of violating formation regulations in these jurisdictions generally
fall into two categories: (1) sanctions leading to the non-formation or nullity of the company and (2)
liabilities directed at individuals whose actions caused the failure to establish the company or its
invalidation. In Iranian law, the legal framework predominantly enforces sanctions based on the non-
formation or nullity of the company, whereas English law focuses on the invalidation of unlawful actions
undertaken by individuals responsible for the violations. This distinction became more pronounced after
the extensive amendments introduced in the Companies Act 2006, which were designed to align with
modern economic requirements and judicial precedents. The legal doctrine in England places greater
emphasis on corporate transparency, disclosure requirements, and procedural safeguards to prevent the
fraudulent formation of companies and protect third-party stakeholders (McLaughlin, 2013). Conversely,
Iranian law maintains a more rigid approach, relying primarily on state intervention and judicial
mechanisms to address non-compliance with corporate formation requirements (Eskini, 2019).

The fundamental legal principles governing the formation of joint-stock companies in Iran emphasize
state oversight, a feature rooted in the legal and economic framework of the country. Iranian commercial
law mandates strict regulatory requirements to prevent corporate abuses and safeguard third-party
interests. The requirement of government supervision in corporate formation stems from economic
policies that seek to balance free-market principles with legal oversight. In practice, Iranian legal
provisions such as Articles 6, 7, and 13 of the Revised Commercial Code impose specific disclosure
obligations on company founders. These legal requirements are designed to ensure that third parties
entering contracts with newly formed joint-stock companies have sufficient information regarding the
company's capital structure and operational scope (Soltani, 2021). English corporate law, on the other
hand, evolved through common law principles, placing greater emphasis on shareholder and creditor
protections rather than direct state intervention. The Companies Act 2006 introduced comprehensive
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measures to reinforce corporate transparency, particularly in relation to the duties of directors and
company officers. Unlike Iranian law, where non-compliance with company formation rules typically
results in the nullification of the corporate entity, English law grants courts the discretion to rectify
procedural defects, allowing companies to continue their operations under corrective measures rather
than outright dissolution (French, 2019). The principle of corporate separate personality, as established
in Salomon v. Salomon & Co Ltd (1897), remains a cornerstone of English company law, providing third-
party creditors with clear legal recourse when dealing with corporate entities (Hannigan, 2012).

In cases of procedural violations in company formation, Iranian law predominantly relies on judicial
intervention to protect third-party rights. Article 270 of the Revised Commercial Code states that non-
compliance with legal provisions related to corporate formation can result in the nullification of the
company, particularly when essential formalities such as capital contributions, shareholder agreements,
and registration requirements are not met (Eskini, 2019). The emphasis on nullification serves as a
deterrent against corporate fraud, ensuring that companies failing to adhere to statutory requirements
cannot engage in commercial transactions under a legally recognized status. However, this approach has
been criticized for its rigidity, as it does not provide adequate safeguards for third parties who may have
already engaged in contractual relations with the defective entity. English law, by contrast, implements
amore flexible approach, wherein procedural defects do not automatically invalidate the company unless
fraud or significant legal breaches are involved. The principle of "substantial compliance,” upheld by
English courts, ensures that minor procedural errors do not unduly disrupt commercial transactions.
This principle is reflected in the Companies Act 2006, which allows for corrective measures rather than
automatic nullification, thereby minimizing disruptions to business operations and third-party
stakeholders (Dignam & Lowry, 2012). Additionally, English law incorporates statutory remedies that
enable third parties to seek compensation from directors or founders responsible for misleading
corporate disclosures, a mechanism absent in Iranian corporate law (Hudson, 2017).

The mechanisms for protecting third-party rights in corporate formation disputes also diverge in terms
of legal recourse and enforcement. In Iran, individuals affected by defective corporate formations can
petition commercial courts for redress, with potential outcomes including the invalidation of corporate
contracts or financial restitution from company founders. However, these legal remedies are often
protracted and require extensive judicial intervention, which can deter third parties from pursuing
claims (Saghri, 2022). English law, in contrast, provides a more structured dispute resolution mechanism
through regulatory bodies such as the Financial Conduct Authority (FCA), which oversees corporate
compliance and enforces penalties for misleading corporate disclosures. The legal framework in England
also supports alternative dispute resolution (ADR) mechanisms, including arbitration and mediation,
which offer third parties more expedient avenues for addressing grievances related to corporate
formation violations (Reisberg & Donovan, 2018). This distinction underscores the broader differences
between the two legal systems: Iranian corporate law prioritizes state-driven enforcement, whereas
English corporate law favors market-driven regulatory oversight with judicial intervention as a
secondary measure (Lowry & Reisberg, 2012).

Another key difference between Iranian and English corporate law is the extent of liability imposed on
company founders for regulatory breaches. Iranian law maintains a strict liability approach, holding
company founders and directors personally accountable for procedural violations, even in cases where
third-party harm is minimal. Article 2773 of the Revised Commercial Code explicitly states that founders
who fail to comply with company registration requirements are liable for damages incurred by third
parties due to their non-compliance (Pasban, 2021). English law, on the other hand, incorporates a more
nuanced approach, wherein liability is contingent upon the extent of the founder’s involvement in
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fraudulent or negligent misrepresentation. Under the Companies Act 2006, directors and company
officers can be held personally liable only if they intentionally mislead third parties or engage in
fraudulent business practices (Shepherd & Ridley, 2015). This distinction reflects the broader legal
philosophies underlying the two jurisdictions: Iranian corporate law enforces strict regulatory
compliance as a means of protecting third-party interests, whereas English corporate law balances
accountability with the principle of limited liability, ensuring that corporate directors are not unduly
burdened by legal repercussions unless their actions are demonstrably fraudulent (Wild, 2019).

In conclusion, the protection of third-party rights in cases of violations of corporate formation
regulations reveals fundamental differences between Iranian and English legal frameworks. Iranian law
prioritizes state intervention and judicial enforcement, imposing stringent sanctions on company
founders to ensure compliance with corporate registration requirements. This approach, while effective
in deterring fraudulent formations, lacks flexibility and can create legal uncertainties for third parties
engaging with defective corporate entities. English law, by contrast, implements a regulatory framework
that emphasizes transparency, corrective measures, and market-driven oversight, thereby minimizing
legal disruptions for third-party stakeholders. The Companies Act 2006 reflects a modernized corporate
governance model, where procedural compliance is enforced through statutory regulations rather than
judicial nullification. While both legal systems aim to protect third-party rights, the comparative analysis
suggests that English corporate law offers a more pragmatic approach by incorporating alternative
dispute resolution mechanisms and regulatory oversight, ensuring that third-party interests are
safeguarded without unnecessarily disrupting corporate activities.
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