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ABSTRACT

A derivative action is a lawsuit brought by shareholders holding at least one-fifth of the shares of a joint-stock
company, acting on behalf of the company, against directors or defaulting managers whose fault has caused
damage to the company. This action is provided for in Article 276 of the Amended Bill of the Commercial Code. A
guestion of particular importance concerns the formal and procedural requirements governing the initiation of such
an action. It appears that, in response to this question, it should be stated that since the legislator has not explicitly
addressed the procedural conditions for filing a derivative action in the Amended Bill of the Commercial Code, these
conditions must be derived from the general principles of the Civil Procedure Code, especially the provisions relating
to lawsuits initiated by legal representatives, and—by analogy—extended to derivative actions as well. The research
method employed in this article is analytical and descriptive.
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EXTENDED ABSTRACT
The derivative action constitutes one of the

most significant mechanisms for corporate
accountability in modern company law,
enabling minority shareholders to act on
behalf of the company when managerial
organs fail to pursue claims arising from
directors’ misconduct. In Iranian law, the legal
foundation of the derivative action lies in
Article 276 of the Amended Bill of the
Commercial Code, yet the legislator has
remained largely silent regarding its
procedural framework. This legislative silence
has  generated  substantial  doctrinal
uncertainty concerning the formal conditions
governing the filing, continuation, and
termination of such actions. Because a joint-
stock company possesses an independent legal
personality distinct from its shareholders, any
harm inflicted upon the company must legally
be claimed in the company’s name rather than
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by individual shareholders, even though
shareholders indirectly suffer reflective loss
resulting from managerial wrongdoing
(Joneidi & Koushki, 2022; Saghri, 2014).
Iranian law traditionally rejects compensation
for reflective loss to prevent duplication of
damages, thereby necessitating institutional
mechanisms allowing shareholders to protect
corporate interests when managers refuse to
initiate proceedings (Bahmaei & Narimani
Zaman Abadi, 2022). The derivative action
therefore emerges as an exceptional
procedural device that transforms minority
shareholders into legal representatives of the
company, serving as a supervisory instrument
over directors and reinforcing corporate
governance accountability (Seyed Ahmadi
Sajjadi, 2023). The article investigates how
procedural law must compensate for
legislative omissions by interpreting derivative
actions through analogy with general



principles of civil procedure governing
representation and legal standing.
Methodologically, the study adopts an
analytical-descriptive approach grounded in
doctrinal interpretation, comparative
reasoning, and systematic legal analysis.
Instead of treating the derivative action as an
autonomous procedural category, the research
reconstructs its procedural regime by
integrating company law with the broader
framework of Iranian civil procedure. Central
to this reconstruction is the recognition that
minority shareholders initiating derivative
litigation act neither as independent claimants
nor as contractual agents but as statutory
representatives whose authority derives from
corporate interest rather than personal
entitlement. Consequently, procedural rules
applicable to legal representatives—such as
those governing amendment of -claims,
litigation management, appeals, and execution
of judgments—must be extended to derivative
actions by analogy. The analysis demonstrates
that general procedural doctrines concerning
representation provide a coherent normative
foundation capable of filling legislative gaps
while preserving judicial consistency (Hayati,
2011). At the same time, the research
emphasizes that derivative litigation possesses
structural complexities absent from ordinary
civil disputes, including collective interests,
potential conflicts among shareholders, and
risks of opportunistic  behavior by
representatives, all of which necessitate
doctrinal refinement beyond mechanical
application of general procedural rules
(Tahmasebi, 2015a, 2015b).

A central component of the article concerns
procedural requirements relating to the
initiation and management of derivative
actions. The filing of a derivative claim
requires ownership of at least one-fifth of
company shares at the time of filing, not
necessarily at the moment the managerial
misconduct occurred, thereby reinforcing

accessibility for minority investors while
preserving corporate stability. Once litigation
commences, shareholders exercise procedural
powers analogous to those of legal
representatives, including modification,
reduction, or expansion of claims within the
limits established by civil procedure law.
However, because multiple shareholders may
jointly represent the company, individual
autonomy must yield to collective decision-
making, typically requiring unanimity
consistent with agency principles (Tahmasebi,
2015b). The study further highlights risks
associated with unrestricted procedural
discretion: strategic alteration of claims may
lead to res judicata consequences detrimental
to corporate interests. Accordingly, judicial
supervision is proposed as a corrective
mechanism ensuring that shareholders’
procedural choices align with the company’s
welfare rather than personal motivations. The
article also examines appellate procedures,
concluding that minority shareholders retain
standing to challenge judgments through
ordinary and extraordinary remedies because
they function as representatives safeguarding
corporate rights. Nonetheless, legislative
ambiguity regarding collective decision-
making in appeals may create procedural
paralysis, particularly where disagreements
arise among shareholder representatives, thus
underscoring the need for explicit statutory
reform (Hayati, 2011; Tahmasebi, 2015b).

Another major dimension explored concerns
litigation costs and financial burdens
associated with derivative proceedings. Under
existing Iranian law, the shareholder initiating
litigation must initially bear procedural
expenses, although reimbursement becomes
possible if judgment is rendered in favor of the
company. Scholars disagree on the scope of
recoverable costs, with some limiting
compensation to narrow court fees while
others advocate inclusion of expert expenses,
attorney fees, and necessary investigative costs
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as integral components of litigation damages
(Ghorbani Lachvani, 2007; Tahmasebi, 2015b).
The  article supports the  broader
interpretation, reasoning that derivative
litigation serves public corporate interests and
should not discourage minority shareholders
through excessive financial risk. Imposing
upfront litigation costs on minority investors
may weaken corporate oversight mechanisms
and reduce investor confidence, ultimately
harming economic productivity and capital
formation (Pasban & Jahanian, 2013). The
analysis further considers complex scenarios
such as withdrawal of certain shareholders
during proceedings and the allocation of
expert costs among remaining claimants.
These situations reveal structural weaknesses
within existing procedural rules,
demonstrating that derivative litigation
requires tailored financial regulations aligned
with its representative character. Proposed
reforms—including exemption of derivative
plaintiffs from certain costs in draft
commercial  procedure  legislation—are
interpreted as attempts to restore the
equilibrium between risk allocation and
effective minority protection.

The article also analyzes procedural
mechanisms affecting termination and post-
judgment stages of derivative litigation,
including appeals, execution of judgments,
withdrawal of claims, settlement agreements,
and the impact of death or incapacity of
shareholder representatives. Because
derivative plaintiffs act in a representative
capacity, their authority to abandon litigation
cannot be unlimited; complete withdrawal
may extinguish corporate claims and therefore
conflict with fiduciary obligations owed to the
company. While civil procedure law generally
allows plaintiffs to withdraw actions at various
procedural stages, the representative nature of
derivative litigation requires stricter scrutiny
and, ideally, judicial approval to prevent abuse
(Shams, 2004). Similar concerns arise in

settlement agreements, where shareholders
might secure personal benefits at the expense
of corporate recovery. Comparative legal
systems often require judicial confirmation of
settlements precisely to avoid such conflicts,
and the article argues that Iranian law should
adopt comparable safeguards (Ghorbani
Lachvani, 2007). Additionally, the research
clarifies that death or incapacity of a
shareholder  representative  does  not
necessarily terminate proceedings because the
real beneficiary remains the company itself;
continuation of litigation should therefore
depend on preservation of corporate
representation rather than personal status of
individual shareholders (Tahmasebi, 2015b).
Execution of judgments presents another
doctrinal challenge: although shareholders
initiate enforcement measures, recovered
damages must ultimately be transferred to the
company after reimbursement of litigation
expenses, ensuring fidelity to the derivative
nature of the claim.

In conclusion, the procedural regime
governing derivative actions in Iranian law
must be reconstructed through principled
interpretation of general civil procedure rules
combined with recognition of the distinctive
representative nature of minority shareholder
litigation. The derivative action functions as a
corrective institutional mechanism
compensating for managerial inertia and
protecting corporate interests where internal
governance fails. Its effectiveness depends on
balancing three fundamental considerations:
enabling minority shareholders to access
justice, preventing procedural abuse by
representatives, and safeguarding the
company as the ultimate rights-holder.
Clarifying procedural authority, regulating
financial  burdens, ensuring  judicial
supervision over withdrawal and settlement,
and defining execution  mechanisms
collectively contribute to strengthening
derivative litigation as a viable instrument of



corporate accountability. The study ultimately
demonstrates that coherent procedural design
is indispensable for transforming the
derivative action from a formally recognized
institution into a practical and efficient tool for
enforcing directors’ responsibility and
preserving corporate integrity.
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