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ABSTRACT

The liability of the board of directors in joint-stock companies constitutes one of the most significant issues in corporate law, as
this corporate body is responsible for the practical administration and direction of the company, and its decisions may directly
affect the rights and interests of shareholders, creditors, and third parties. In Iranian and Iraqgi law, although the structure of the
joint-stock company is founded upon the independent legal personality of the company and the separation of ownership from
management, the foundations and legal consequences of directors’ liability are not identical in the two legal systems. Under
Iranian law, the Legal Bill Amending Certain Parts of the Commercial Code, particularly Articles 142 and 143, establishes the
principal framework governing directors’ liability and grounds such liability in violations of statutory provisions, the articles of
association, resolutions of the general meeting, and fault in the performance of managerial duties. Under Iraqi law, the liability
of the board of directors may similarly be analyzed on the basis of the Companies Law and the general rules of civil liability,
although Iraqi law is comparatively less explicit in its statutory provisions and provides a less precise differentiation among the
various legal grounds of liability. Employing a descriptive-analytical and comparative approach, this study examines the legal
nature of the relationship between the board of directors, the company, and its shareholders and demonstrates that the organ
theory is more compatible with the legal structure of the joint-stock company than the agency theory. The study further concludes
that, in both legal systems, directors’ liability may be explained on the basis of fault, breach of statutory duties, and the necessity
of protecting the interests of the company and injured parties.
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EXTENDED ABSTRACT
The liability of the board of directors in joint-

stock companies constitutes one of the central
issues of modern company law because the
board occupies the principal managerial
position through which the legal person acts,
concludes transactions, adopts strategic
decisions, manages corporate assets, and
affects the rights of shareholders, creditors,
and third parties. The legal significance of
directors’ liability becomes especially
pronounced in joint-stock companies, where
ownership is separated from management and
shareholders ordinarily do not participate
directly in day-to-day administration. This
separation creates both functional efficiency
and the risk of managerial abuse, negligence,
conflicts of interest, or decisions inconsistent
with the company’s interests. Accordingly,
legal systems seek to reconcile two competing
concerns: directors must enjoy sufficient
autonomy to make commercial decisions
under conditions of uncertainty, while they
must also remain accountable when they
violate statutory duties, the articles of
association, resolutions of the general
meeting, or standards of prudent
management. Iranian company law reflects
this balance by recognizing the board of
directors as a central organ of the company
rather than merely as a collection of
contractual agents, while Iraqi law, although
based partly on a contractual conception of
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company formation, similarly moves toward
an institutional understanding of corporate
administration (Al-Bayati, 2011; Eskini, 20109;
Habibzadeh, 2016). From this perspective, the
board is not merely an intermediary between
shareholders and the outside world, but a
structural component through which the
company’s legal will is formed and expressed.
This  theoretical characterization  has
important consequences for the attribution of
acts, the scope of managerial powers, and the
foundation of civil liability because it
determines whether directors’ duties arise
primarily from agency, contract, statute, or
their status as organs of the legal person
(Katouzian, 2015; Ouladi, 2008). The present
study therefore examines the legal nature of
the board of directors and the foundations of
its liability in Iranian and Iraqi law through a
descriptive-analytical and  comparative
method, with particular attention to the
relationship ~ between  the  company,
shareholders, creditors, and third parties.

A fundamental issue in the analysis concerns
the legal nature of the relationship between
the board of directors and the company.
Traditional agency theory treats directors as
agents of the company or shareholders and
therefore seeks to explain their authority and
liability through the rules of representation
and mandate. This approach has some
explanatory value because directors are
generally selected by shareholders and
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administer assets whose ultimate economic
benefits accrue to the owners of shares.
Nevertheless, agency theory is inadequate as a
comprehensive explanation of modern joint-
stock companies because the powers of
directors do not arise solely from the private
will of shareholders. They are established and
limited by mandatory company law, the
articles of association, and the institutional
structure of the corporation. Moreover,
directors are required to protect the interests
of the company as an independent legal person
even where those interests diverge from the
immediate  preferences of  particular
shareholders. For these reasons, organ theory
offers a more coherent explanation of the
board’s legal position. Under this theory, the
board constitutes an organ of the legal person,
and acts undertaken within its lawful authority
are directly attributable to the company itself
rather than being indirectly transferred
through traditional rules of agency (Eskini,
2019; Ouladi, 2008). Iranian law strongly
supports this institutional approach because
the statutory structure of joint-stock
companies entrusts administration to the
board and grants directors broad managerial
authority, subject to matters expressly
reserved for general meetings and to
compliance with the company’s objects and
mandatory legal requirements (Demirchili et
al., 2018; Eisaei Tafreshi, 2016). Iraqi law also
recognizes the board as the principal
administrative organ of the joint-stock
company and requires directors to act within
statutory, constitutional, and managerial
limits established by company law (Al-Bayati,
2011; Jasim, 2017). The comparative analysis
therefore demonstrates that, despite doctrinal
differences and the stronger -contractual
language historically associated with company
formation in Iraqi law, both systems
increasingly treat directors as institutional
actors whose authority derives from corporate

status and law rather than from a purely
private mandate.

The foundations and conditions of directors’
liability in Iranian law are comparatively more
explicit and differentiated. The principal
statutory framework is based on Articles 142
and 143 of the Legal Bill Amending Certain
Parts of the Commercial Code, which establish
liability for violations of statutory provisions,
the articles of association, resolutions of the
general meeting, and fault in the performance
of managerial duties. The importance of this
framework lies in the fact that it extends
directors’ accountability beyond purely
contractual obligations and creates a legal-
civil form of liability capable of operating in
favor of the company as well as third parties
(Demirchili et al., 2018; Ebrahim, 2015).
Liability generally requires the existence of
three basic elements: breach of duty or
managerial fault, compensable loss, and a
causal connection between the wrongful
conduct and the damage sustained. In
assessing fault, the relevant benchmark should
not be that of an ordinary person wholly
unfamiliar with commercial management;
rather, directors should be measured against
the conduct reasonably expected of a prudent
and informed manager acting under
comparable circumstances (Eskini, 2019;
Ghasemi, 2016). This standard is significant
because corporate management necessarily
involves risk, and an unsuccessful commercial
decision should not automatically generate
liability merely because it later produces
losses. Liability becomes more persuasive
where the director has acted negligently,
disregarded statutory requirements, abused
managerial authority, failed to protect
corporate  assets, concealed material
information, or preferred personal interests
over those of the company. Iranian law further
distinguishes between liability toward the
company, shareholders, and third parties.
Damage to corporate assets primarily gives



rise to a claim belonging to the company,
whereas a shareholder may normally bring a
personal action only where an individual and
direct right has been infringed. Third parties
may also seek compensation where directors
commit an independent fault, exceed their
powers, act fraudulently, or otherwise cause
direct harm  beyond the ordinary
consequences of the company’s contractual
obligations (Habibzadeh, 2016; Katouzian,
2015).

In Iraqi law, directors’ liability is governed by
a combination of company legislation and the
general principles of civil liability, but the
statutory framework is less detailed than its
Iranian counterpart. The Iraqi approach
places particular emphasis on the legal duties
of directors and the standard of care required
in administering corporate affairs. The board
must exercise the degree of care expected from
a reasonable and prudent person managing
comparable affairs, and failure to satisfy this
standard may constitute actionable fault
where it causes damage to the company,
shareholders, or third parties (Al-Bakr, 2010;
Al-Bayati, 2011). Because Iraqi company law
does not articulate the different categories of
directors’ civil liability with the same degree of
specificity found in Iranian legislation, general
civil-law  principles = assume  greater
importance, particularly in cases involving
wrongful acts, causation, and compensation.
Consequently, directors’ liability toward third
parties is often characterized as non-
contractual because no direct contractual
relationship ordinarily exists between the
director and the injured third party (Al-Ziyadi,
2018; Khalil, 2008). In the internal
relationship between the director and the
company, however, liability may be described
as legal, contractual, or mixed, since
acceptance of managerial office -creates
obligations while the substance and
boundaries of those obligations are largely
determined by statute and the company’s

governing documents. Iraqi law also supports
the proposition that directors must prioritize
the interests of the company as an
independent legal person rather than the
personal interests of individual shareholders.
A shareholder’s personal claim should
therefore be distinguished from a corporate
claim: where loss is merely reflective of
damage to the company, the proper claimant
is ordinarily the company itself, whereas direct
interference with an individual shareholder’s
voting rights, dividend entitlements, or
reliance on misleading corporate information
may support a personal action (Jasim, 2017;
Mohammad Sami, 1999). Compared with
Iranian law, however, Iraqi legislation remains
less precise regarding individual, joint, and
joint-and-several liability and the procedural
mechanisms through which injured parties
may pursue directors.

A further area of comparison concerns joint
and several liability, exemption clauses, and
the protection of affected stakeholders.
Iranian law  expressly  contemplates
circumstances in which directors may be held
individually, jointly, or jointly and severally
liable, especially where corporate insolvency
or insufficiency of assets results from
managerial  violations. = This  approach
strengthens creditor protection because it
prevents the corporate form from operating as
an absolute shield in circumstances where
directors’ misconduct materially contributes
to the inability of the company to satisfy its
debts (Deylami, 2011; Khosravi, 2016). At the
same time, Iranian doctrine generally treats
broad advance exemptions from liability for
statutory violations, serious fault, or abuse of
authority with skepticism because such
clauses may conflict with mandatory rules of
company law and the protective purposes
underlying directors’ duties (Katouzian, 2015;
Nekouei, 2014). Iraqi law is similarly resistant
to contractual arrangements that purport to
eliminate responsibility for fraud, gross fault,
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or breach of mandatory legal duties, but it
relies more heavily on general -civil-law
doctrine to reach this conclusion (Al-Bakr,
2010; Al-Ziyadi, 2018). The comparative
evaluation therefore reveals that both systems
share the basic policy objective of preventing
directors from using internal agreements or
the separate personality of the corporation to
escape responsibility for serious misconduct,
yet Iranian law provides a more detailed
statutory structure, whereas Iraqi law depends
more extensively on interpretation and
general principles. This difference affects legal
certainty. Greater statutory detail can enhance
predictability, but excessive  doctrinal
complexity may create interpretive disputes;
conversely, a more concise system may appear
conceptually simpler while leaving courts with
insufficient guidance. Accordingly, both legal
systems would benefit from clearer
differentiation among liability toward the
company, shareholders, and third parties,
more precise standards for the duty of care and
duty of loyalty, and more explicit regulation of
joint liability and exemption clauses (Keay,
2017; Kraakman, 2017).

In conclusion, the comparative analysis
demonstrates that the liability of directors in
Iranian and Iraqi joint-stock companies
cannot be adequately explained through
traditional agency doctrine alone. In both
systems, the board of directors increasingly
functions as an institutional organ of the
company whose authority and responsibilities
derive from the legal structure of the
corporation as well as from its governing
documents. Iranian law provides a more
developed and differentiated statutory
framework for directors’ liability, particularly
with respect to violations of law, articles of
association, resolutions of the general
meeting, managerial fault, and certain forms
of joint and several liability. Iraqi law
recognizes comparable substantive concerns
but regulates them with less statutory detail

and therefore relies more heavily on general
civil-liability =~ principles and  judicial
interpretation. Both systems seek to balance
managerial autonomy with accountability,
protect the separate legal personality of the
company without permitting abuse of that
personality, and distinguish corporate loss
from direct shareholder or third-party harm.
The principal weakness of Iranian law lies in
continuing ambiguities concerning the
relationship between contractual and non-
contractual liability, the precise legal position
of exemption clauses, and the boundaries of
claims belonging to shareholders and third
parties. The principal weakness of Iraqi law is
the lack of sufficiently detailed legislative rules
concerning the forms of directors’ liability, the
scope of joint liability, and the procedural and
substantive rights of injured stakeholders.
Legislative clarification in both jurisdictions
should therefore focus on defining directors’
duties more precisely, establishing a coherent
standard of  prudent management,
differentiating the legal consequences of direct
and indirect harm, and creating a predictable
framework for liability that simultaneously
protects legitimate business judgment and
ensures effective compensation for wrongful
managerial conduct.
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