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ABSTRACT

In contemporary legal systems, corporate group structures are recognized as an undeniable reality in the sphere of international
commerce. Despite the separate legal personality of subsidiary companies, their independence has consistently been challenged
by the influence and control exercised by parent companies. Accordingly, the present study seeks to answer the question of
whether, and to what extent, a parent company may be held liable for the harmful acts or obligations of its subsidiaries. The
research was conducted through a library-based (documentary) method, with data collected through note-taking techniques,
and analyzed using a descriptive-analytical approach. The findings indicate that the concept of “subsidiary liability of the parent
company” reflects a transition from the doctrine of absolute corporate separateness toward the recognition of a form of
supervisory and controlling responsibility. In Iranian law, due to the absence of explicit statutory provisions, the analysis of such
liability is primarily based on the general principles of civil liability and the doctrine of piercing the corporate veil. In contrast,
English law, supported by a more extensive body of case law, holds parent companies accountable in specific circumstances
where abuse of the corporate form or effective control is established. A comparison of the two legal systems demonstrates that
the limited and purpose-oriented recognition of such liability contributes to economic justice and the effective protection of third
parties. Therefore, the enactment of clear regulations within Iranian law to define the scope and criteria of this liability appears
necessary.
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EXTENDED SUMMARY
The contemporary expansion of corporate groups has transformed the classical assumptions of
company law and has made the liability of parent companies for the activities of subsidiaries one of
the most important questions in comparative corporate liability. In traditional legal doctrine, each
incorporated company is treated as a separate legal person, and this separateness protects
shareholders, affiliated companies, and parent corporations from automatic responsibility for the
debts, obligations, or harmful acts of another company within the same group. However, the
practical structure of modern parent-subsidiary relations often reveals a significant gap between
formal legal independence and economic reality. A parent company may determine the strategic
direction of subsidiaries, appoint key directors, control financial resources, impose operational
policies, integrate the subsidiary into the broader corporate group, and benefit from the subsidiary’s
activities while still relying on the doctrine of separate corporate personality to avoid liability. This
tension between legal autonomy and economic control is especially important in legal systems where
corporate groups are increasingly used in commercial transactions, investment structures,
international business operations, and risk allocation. The concept of the parent company itself is
generally associated with the ownership of a controlling shareholding or the ability to direct the
management of another company, while a subsidiary is understood as a company that operates under
the ownership, influence, or control of another corporate entity (Amirian Jahromi et al., 2023; Garner,
2009; Salehi Mazandarani & Zakerinia, 2013; William & Final, 1911). Accordingly, the central issue
examined in this study is whether the separate personality of a subsidiary should remain fully
effective even when the subsidiary acts under the decisive influence of the parent company, or
whether, in exceptional circumstances, liability should extend to the parent company in order to
protect third parties, prevent abuse, and preserve economic justice.
This study is based on a descriptive-analytical and comparative legal method and examines the
foundations of subsidiary liability of parent companies in Iranian and English law. The research
proceeds from the premise that corporate group liability cannot be understood solely through the
formal doctrine of separate legal personality, because the legal form of the company may conceal the
real distribution of power, control, benefit, and risk within the corporate group. In Iranian law, there
is no comprehensive statutory regime expressly regulating the liability of parent companies for
subsidiaries’ harmful conduct or unpaid obligations. Therefore, the issue is generally analyzed
through general principles of civil liability, jurisprudential rules, the prohibition of abuse of rights,
causation, vicarious liability, the doctrine of the real principal, the rule of “whoever takes the benefit
must bear the burden,” and the theory of piercing or disregarding corporate personality (Feyzi
Chakab et al., 2020; Gholami & Bagherpour, 2021; Katouzian, 2006; Kaviani & Ghasemi Moghadam,
2015). The study also considers the relative independence of legal personality, according to which a
legal act may be valid internally between the parties but unenforceable against third parties where it
violates their protected rights (Izanloo & Shariati Nasab, 2012). In this analytical framework, liability
of the parent company is not treated as a general rule, but as an exceptional consequence of effective
control, misuse of the subsidiary structure, deception, undercapitalization, fraudulent conduct, or
direct interference in the subsidiary’s management and contractual relations.
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The findings concerning Iranian law indicate that several doctrinal bases may justify the extension
of liability from the subsidiary to the parent company in exceptional situations. The rule of deception,
or gharur, may apply where a subsidiary uses the name, credit, or commercial reputation of the
parent company in a way that misleads third parties into believing that they are dealing with a
stronger or more reliable corporate entity; in such cases, the parent company may bear responsibility
where its conduct or tolerance of such representation has contributed to the third party’s reliance
(Ahmadzadeh, 2015; Feyzi Chakab et al., 2020). The rule of causation also provides a basis for liability
where the parent company’s instructions, policies, or indirect managerial interference become the
effective cause of harm caused through the subsidiary, particularly where the subsidiary lacks
genuine decision-making independence (Amini & Enayattabar, 2018; Gholami & Bagherpour, 2021).
Similarly, the doctrine of vicarious or liability for the act of another can be invoked where control
and supervision over the subsidiary create an obligation to prevent harm, although this ground
remains limited because it is an exception to the principle of personal civil liability (Ahmadinia et al.,
2022; Yazdanian, 2012). Iranian law may also respond to abusive corporate structures through the
rule against fraud, the theory of the real principal, and the doctrine of agency, especially where the
subsidiary is used as an instrument to escape contractual duties, conceal assets, evade creditors,
manipulate accounts, or create unlawful market dominance (Ghapandi et al., 2014; Mirzaei Amghani,
2016; Pasban, 2010; Shahbazinia et al., 2011). These doctrinal possibilities demonstrate that, despite
the absence of explicit statutory provisions, Iranian law contains conceptual tools that can support a
limited and purposive model of parent company liability.

In English law, the analysis of parent company liability is shaped by a more developed judicial
tradition, although the basic principle of separate corporate personality remains strong. English
courts have historically been cautious in piercing the corporate veil and have generally allowed such
an exceptional remedy only where the corporate structure is used for fraud, evasion of legal
obligations, or concealment of the real actor behind the company. However, modern English law has
increasingly developed a more flexible path through direct liability and the duty of care. Under this
approach, the parent company is not held liable merely because it owns shares in the subsidiary;
rather, liability may arise where the parent company itself has assumed responsibility, exercised
operational control, issued binding policies, possessed superior knowledge and resources, or created
expectations that it would supervise or secure compliance within the group (Dugdale & Jones, 2006;
Isaei Tafreshi & Ramezani Akerdi, 2013; Nupur, 2015). This approach is especially significant in cases
involving foreign subsidiaries, environmental harm, workplace safety, human rights violations, and
transnational corporate accountability. Contemporary scholarship also highlights the accountability
gaps produced by limited liability and separate corporate personality in multinational corporate
groups, particularly where risk is externalized to vulnerable third parties while profit remains
concentrated at the parent-company level (Dowling, 2020; Farah et al., 2023; Skinner, 2015). Thus,
English law has not abandoned separate personality, but it has developed mechanisms through
which parent companies may be held directly accountable when their own conduct, representations,
policies, or control create a legally recognizable duty.

The comparative analysis shows that Iranian and English law both begin from the principle of
corporate separateness, but they differ in the maturity, clarity, and operational effectiveness of their
approaches to parent company liability. Iranian law possesses rich general principles and
jurisprudential doctrines that can justify liability, including causation, deception, prohibition of
fraud, liability arising from control, and the relationship between benefit and burden; however, these
principles have not yet been consolidated into a clear statutory or judicial framework specifically
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designed for corporate groups. Consequently, courts may face uncertainty in identifying the
threshold of control, the evidentiary standard for abuse, the scope of third-party reliance, and the
appropriate form of liability between the parent and subsidiary (Gholami & Bagherpour, 2021;
Ravanbakhsh, 2025; Sardouei Nasab & Fathi, 2025). By contrast, English law has moved toward a case-
based model that distinguishes between veil piercing and direct duty-based liability. The duty-of-
care model is particularly important because it avoids the doctrinal rigidity of veil piercing and
focuses instead on whether the parent company’s own conduct created responsibility toward affected
persons. Factors such as operational control, superior expertise, group-wide policies, public
representations, and direct engagement with third parties may all support liability (Dowling, 2020;
Farah et al., 2023; Pasban & Milani, 2023). The comparative result suggests that Iranian law could
benefit from a clearer legislative framework that preserves investment security and the legitimate
function of limited liability while defining exceptional cases in which parent companies should not
be permitted to hide behind the legal personality of subsidiaries.

In conclusion, the subsidiary liability of the parent company should be understood as a balanced
legal response to the conflict between formal corporate independence and substantive economic
control. Absolute adherence to separate legal personality may protect commercial certainty, but it
can also permit abuse where the subsidiary is undercapitalized, instrumentalized, misrepresented,
or controlled in a manner that causes harm to third parties. Conversely, unrestricted liability of
parent companies would undermine the legitimate function of corporate groups, discourage
investment, and weaken the predictability of commercial law. The most defensible approach is
therefore a limited, exceptional, and criteria-based model of liability. Under such a model, the parent
company should be held liable only where effective control, misuse of corporate personality,
fraudulent purpose, direct intervention, reliance-inducing representation, or breach of a duty of care
is established. For Iranian law, the main implication is the need to move from scattered doctrinal
reasoning toward transparent statutory criteria and more coherent judicial practice. Such reform
would help protect third parties, strengthen economic justice, prevent the abusive use of
subsidiaries, and at the same time preserve the legitimate autonomy of corporate personality. The
ultimate objective is not to abolish the separation between parent and subsidiary companies, but to
ensure that this separation does not become a legal shield for irresponsibility, evasion, or structural
injustice.
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