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ABSTRACT

In the business world, parent companies often establish subsidiaries to benefit from various advantages such as
investment diversification and efficient management. However, this complex structure can sometimes lead to
potential abuses. Parent companies may exploit the legal independence of subsidiaries to conceal unlawful
activities or evade their own responsibilities. Consequently, determining the liability of a parent company for the
actions of its subsidiaries is of vital importance. The present study aims to answer the question: Are parent
companies liable for the actions of their subsidiaries under Iranian and English law? The research is conducted
using a library-based (documentary) method, with data collection through note-taking and analysis carried out using
a descriptive-analytical approach. The findings indicate that under English law, which is based on the common law
system, the general principle is that the parent company holds primary liability. However, in certain exceptional
cases, this liability may extend beyond the parent company. These exceptions include situations where the
subsidiary, shareholders, or directors may be held accountable for their actions despite legal limitations. In Iranian
law as well, invoking the principle of “he who enjoys the benefits must also bear the burdens” (man lahu al-ghunm
fa-‘alayhi al-ghurm), the notion is reinforced that the parent company primarily bears responsibility. Nevertheless,
under specific conditions, this liability can be extended to other related parties as well.
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EXTENDED ABSTRACT
In today’s complex global economy, the legal

distinction between parent companies and
their subsidiaries has given rise to significant
debate and scrutiny, particularly regarding the
attribution of liability. The corporate veil,
which separates legal entities within a group of
companies, provides parent firms with
considerable  strategic = and  financial
advantages, such as diversified investments
and decentralized management. However, this
separation can also be exploited to evade legal
responsibility, raising serious concerns about
corporate accountability. The core of this
debate lies in determining the conditions
under which a parent company should be held
liable for damages inflicted upon third parties
by its subsidiaries. The Iranian and English
legal systems offer contrasting yet evolving
frameworks to address this issue. In English
law, rooted in common law traditions, the
prevailing principle upholds the legal
independence  of  corporate entities.
Nevertheless, exceptions have emerged,
particularly in tort claims where a duty of care
can be established through proximity,
foreseeability, and fairness, as articulated in
the Caparo test (Rezaei, 2017b). In contrast,
Iranian law leans heavily on jurisprudential
maxims such as “he who enjoys the benefit
must bear the burden”, which, though
doctrinally different, also suggest potential
extensions of liability under specific
conditions involving fraud, misuse of legal
form, or evident control and dominance.

The definition and scope of both parent and
subsidiary companies vary in legal
scholarship. A parent company is broadly
understood as an entity that owns and controls
one or more subsidiary companies through
equity ownership or decisive managerial
influence. This control is often established
through majority shareholding, enabling the
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parent company to appoint key decision-
makers such as directors, thereby exerting
substantial influence over the operations of
the subsidiary (Malek Mohammadi & Sakini,
2023; Mirzakhani, 2015; William & Final, 1911).
Conversely, a subsidiary is a company whose
majority voting rights and ownership are held
by another company, rendering it subject to
the strategic oversight of the parent (Garner,
2009). Some legal scholars differentiate
between wholly owned subsidiaries, jointly
owned entities, and affiliated companies based
on the degree of shareholding and influence
(Rezaei, 2017a). These categorizations play a
vital role in determining liability, as the legal
autonomy of subsidiaries often shields parent
firms from direct accountability. However,
when a subsidiary functions merely as a facade
or instrument for the parent’s goals, this
autonomy may be pierced under legal
doctrines such as “piercing the corporate veil”
or “alter ego” theory, especially in common law
jurisdictions (Daniel & Parsons, 2016; Jonathan
& Joshua, 2014).

The “piercing the corporate veil” doctrine
serves as a cornerstone in challenging the legal
separateness of companies, especially when
that separateness is abused to perpetrate fraud
or evade obligations. According to this
principle, when a subsidiary lacks financial
independence, commingles accounts with the
parent, or when its decision-making is
dominated entirely by the parent, courts may
disregard its corporate personality and hold
the parent directly liable. In both English and
Iranian contexts, this approach requires
evidence of misuse or manipulation of the
legal structure. For instance, in English case
law, courts have allowed veil piercing where
the parent company used the subsidiary to
circumvent statutory obligations, conceal
misconduct, or escape tortious liability



(Mohebi & Ziai, 2012; Rands, 1999). Iranian
law, although lacking a statutory framework
for veil piercing, invokes principles such as la
darar (no harm) and the prohibition against
misuse of legal rights to justify similar
outcomes (Faraji, 2011). The Iranian doctrine
of “instrumentality”—akin to the alter ego
theory—posits that if the subsidiary functions
merely as a conduit for the parent’s actions,
the latter should be liable for any resulting
damage (Noori, 2011).

Control emerges as a central criterion in
evaluating the extent of a parent company’s
responsibility. Legal literature highlights that
ownership of more than 50% of a subsidiary’s
shares often signifies decisive influence,
allowing the parent to orchestrate the
subsidiary’s  strategic and operational
decisions. This level of control effectively blurs
the lines between the two entities, especially
when the parent is involved in daily
management or financial decisions of the
subsidiary (Ashmita Hoff, 2023; Atashi
Golestan, 2009). English courts have
developed nuanced approaches to this issue.
In Chandler v. Cape, for example, the court
found a duty of care owed by a parent company
to an employee of its subsidiary, recognizing
the parent’s superior knowledge and
involvement in health and safety regulations
(Rezaei, 2017b). Iranian jurisprudence, in the
absence of explicit codified provisions, resorts
to general principles of civil liability. The
proposed Article 237 of the new commercial
code reflects a shift toward recognizing the
controlling  shareholder’s responsibility,
especially in cases where that shareholder
influenced the approval of misleading
financial statements or contributed to the
subsidiary’s insolvency (Eisaei Tafreshi &
Ramazani Akhardi, 2013).

Another relevant consideration involves the
theory of fraudulent asset transfers and the
doctrine of abuse of rights. These concepts
hold significant weight in Iranian legal

analysis, where transferring assets from a
parent to a subsidiary—or vice versa—with the
intent of defrauding creditors can render the
transaction void or challengeable (Joneidi et
al., 2017). Similarly, if a parent company
establishes a subsidiary merely to circumvent
regulatory constraints or to monopolize a
specific market segment, such conduct may
constitute a breach of competition laws, as
articulated under Article 47 of Iran’s
Constitutional Law on the Implementation of
General Policies of Principle 44 (Rezaei,
2017b). European competition law, which also
influences English jurisprudence to some
extent, introduces the concept of the “single
economic entity” under which companies
operating as a unified economic unit can be
held jointly liable. The European Commission
and courts have frequently held parent
companies responsible for anti-competitive
conduct by wholly owned subsidiaries,
presuming decisive influence unless proven
otherwise (Demeyere, 2015; Van Der Woude &
Jones, 2012).

Notably, English courts have developed an
additional path to parent company liability
through the recognition of “shadow
directors”—persons or entities who, though
not formally appointed, effectively direct the
company’s operations. If a parent company
issues instructions that are routinely followed
by the subsidiary’s board, it may be deemed a
shadow director and hence bear responsibility
for the consequences of those directives (Eisaei
Tafreshi & Ramazani Akhardi, 2013). This
doctrine reinforces the importance of actual
influence over formal legal structure.
Furthermore, the concept of vicarious liability
extends this reasoning, allowing for the
attribution of a subsidiary’s employee
misconduct to the parent company when the
former acts within the scope of employment
and under the control of the latter. Such
arguments gain traction especially when
corporate separateness is demonstrably used
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to perpetrate injustice, deceive creditors, or
violate public interests (Rezaei, 2017b).
Meanwhile, Iranian law, drawing from both
civil law traditions and Islamic jurisprudence,
provides complementary yet distinct
rationales grounded in equity and public
interest.

In conclusion, while corporate independence
remains a foundational principle in both
Iranian and English legal systems, exceptions
are increasingly recognized when such
autonomy is misused. English law employs a
more structured and precedential framework,
allowing for liability through doctrines such as
piercing the corporate veil, shadow
directorship, and vicarious liability. Iranian
law, though lacking codified directives on this
matter, resorts to foundational jurisprudential
principles and emerging legislative proposals,
such as the draft commercial code, to address
similar concerns. As corporate structures
become more global and complex, the need for
a clear, balanced legal approach to parent-
subsidiary  liability = becomes  critical.
Lawmakers, judges, and legal scholars must
continue to refine the criteria and procedures
under which such accountability is imposed,
ensuring that legal formalities do not obstruct
substantive justice.
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