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Highlights

e Cross shareholding means the ownership of a part of the parent company’s shares by its

subsidiary or associate company.

e The prohibition of cross shareholding in the Iranian legal system is not general; it has been
restricted only to one specific law (limited to companies using public funds) and to the
regulations related to the capital market.

e  The position of the Iranian legal system in the international context, regarding the
existence of laws prohibiting cross shareholding, is not favorable.

e Given the similarity and closeness between the two concepts of cross shareholding and treasury
shares, in some judicial decisions in Iran, cross shareholding has also been declared prohibited
based on the prohibition of acquiring treasury shares beyond a specified threshold.

Abstract

“Cross-Shareholding” refers to a position in which two joint stock companies attempt to
possess shares from one another, so that by this process, one company becomes a “subsi(ﬁary
company” or “associate company”’ as the case may be and the other one, which has the greater
number of shares in possession, 1s perceived as “mother/parent company”. Based on the said
introduction, corporate governance principles and the rull)es regarding minority shareholders
protection, cross-shareholding has alF\)Jvays%een subject to specific regulations and restrictions
which have even been reflected on some countries’ statute. This patlger, which has been written
by the analytical-practical methodology, is in pursuit of finding the answer and develop the
discussion tfor cross-shareholding prohibition’s position in Iran’s legal system and its probable
solutions for fixing the issue? For this purpose, having examined the laws and regulations, the
conclusion reached upon that even though the discussed matter has been acknowledged
exclusively in regard with the issuers supervised by the Securities Exchange Organization in
accordance with in article 28 of the Regulation on Issuers Corporate Governance Registered
by Securities and Exchange Organization and consequently the said issue has been
negligently banned for the state (ggovemmental) companies according to article 5 of the
Seventh Act of Development Plan, but firstly the mentioned above provisions do not
encompass all companies and secondly this matter has been incorporated in a downstream
regulation and subsequently has fallen short of the legislator’s notice. At the end, in order to
solve the problem at hand, a drafted provision has been proposed to get enacted and codified
among the existing laws as well.
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Mother/Parent Company, Corporate Governance.
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Introduction

The concept of cross-shareholding—a situation in which two joint-
stock companies mutually acquire shares in each other—has long posed
complex legal, financial, and governance challenges in corporate systems
worldwide. Such reciprocal ownership structures may result in one entity
being treated as a subsidiary or associate company while the other
functions as the parent or holding company. This arrangement, if left
unregulated, can obscure the ownership hierarchy, compromise
transparency, and distort the exercise of shareholder rights, particularly
those of minority shareholders. The present paper provides a
comprehensive analysis of the legal position of cross-shareholding within
the Iranian legal framework, evaluates its compatibility with corporate
governance principles, and explores the implications of related judicial
precedents and accounting standards.

Methodology

The evolution of corporate structures in recent decades has blurred
traditional boundaries between companies and their subsidiaries. In Iran,
as in many jurisdictions, complex inter-company relationships have given
rise to new governance challenges, especially regarding transparency,
financial reporting, and the protection of minority shareholders. Despite
the increasing practical significance of cross-shareholding, the Iranian
legal literature and legislation have addressed it only marginally, creating
interpretive ambiguities.

To clarify these ambiguities, there has been adopted an analytical-practical
methodology. They begin by defining key corporate concepts—parent
(holding) company, subsidiary, associate company, and treasury shares—
drawing on the Securities Market Act (2005), the draft Commercial Code
(2024), and Iranian accounting standards Nos. 12, 18, 20, 36, and 39. These
standards collectively impose certain disclosure obligations and interpret
reciprocal share ownership between parent and subsidiary companies as a
form of treasury stock. Consequently, auditors in Iran have frequently
classified such holdings as “treasury shares” lacking voting rights, despite the
absence of an explicit statutory prohibition.

Discussion
In this paper we then turned to a detailed examination of Iran’s domestic
regulations. Historically, Article 198 of the Commercial Code (1968)
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prohibited a company from purchasing its own shares. However, the Law
on Removing Barriers to Competitive Production (2015) relaxed this
restriction by allowing public companies to repurchase up to 10% of their
shares as treasury stock. Although this reform introduced limited
flexibility, it did not address the more intricate phenomenon of cross-
shareholding.

Further guidance was offered in Article 664 of the Draft Commercial
Code (2024), which permits public companies and their subsidiaries to
hold up to 10% of their own shares, either directly or indirectly. Yet, this
provision—still pending full legislative approval—effectively authorizes a
limited form of cross-ownership rather than prohibiting it.

At the regulatory level, Article 28 of the Corporate Governance Code
for Listed Issuers (adopted by the Securities and Exchange Organization in
2022) represents Iran’s first explicit attempt to restrict cross-shareholding.
It categorically prohibits subsidiaries from owning shares in their parent
companies and obliges listed issuers to divest such holdings within
specified time frames. Nevertheless, enforcement of this article has been
repeatedly postponed due to market instability and concerns over potential
declines in stock prices. Only in late 2024 did the Securities and Exchange
Organization finally reaffirm its applicability and set definitive deadlines
for compliance.

In parallel, Article 5(b)(2) of the Seventh Development Plan Act (2024)
indirectly addresses the issue by imposing progressive tax penalties on
state-owned subsidiaries that fail to divest shares of their parent entities
within one to three fiscal years. However, this measure applies exclusively
to state-affiliated companies, leaving the broader private sector unaffected.
Therefore, the Iranian legal framework currently lacks a comprehensive
prohibition applicable to all corporate entities.

From a comparative standpoint, the paper situates Iran’s approach
within the global regulatory landscape. Internationally, cross-shareholding
has often been criticized for facilitating market concentration, managerial
entrenchment, and reduced accountability. Many jurisdictions, such as the
European Union and Malaysia, have enacted explicit prohibitions. For
example, Section 22 of Malaysia’s Companies Act 2016 (as amended
2022) strictly forbids subsidiaries from holding shares in their parent
companies and mandates divestiture within twelve months, with non-
voting treatment of such shares during the interim.
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In this paper there has been referred to global corporate governance
benchmarks, particularly the World Bank’s Doing Business and Business
Ready indices. Under these frameworks, legal systems earn higher scores
for prohibiting reciprocal ownership between parent and subsidiary
companies—a criterion Iran currently fails to meet, contributing to its low
ranking (127th) in shareholder protection metrics.

Given the legislative ambiguity, Iranian courts have begun shaping the
doctrine of cross-shareholding through case law. The authors analyze
several landmark judgments issued by Tehran’s civil courts since 2018. In
one notable case, a shareholder of Iran Khodro Investment Development
Company (IKID) sued the company and its subsidiaries for exercising
voting rights in the parent company’s general meetings. The court ruled
that such subsidiaries could not wvalidly vote, interpreting their
shareholdings as treasury shares and invoking general principles such as
the prohibition of fraud against the law and the doctrine of abuse of rights
(Article 40 of the Iranian Constitution). The judgment was upheld on
appeal.

Another high-profile case involved Sanaat va Maadan-e Ehya Sepahan
(a publicly traded company) and its wholly owned subsidiaries. The first-
instance court prohibited the subsidiaries from voting in the parent’s
meetings, citing accounting standards and comparative legal precedents
from France, Italy, and India. However, the Court of Appeal overturned
the ruling, holding that Iranian law provides no explicit statutory basis for
depriving shareholders of voting rights. This appellate decision
underscored the judiciary’s divided stance and the urgent need for
legislative clarification.

The inconsistency among judicial decisions, coupled with the absence
of an authoritative ruling from the Supreme Court’s General Assembly, has
left the legal status of cross-shareholding unresolved. It’s been predicted
that unless Parliament intervenes, the Supreme Court may eventually issue
a unifying judgment to harmonize conflicting interpretations.

The analysis demonstrates that while accounting and governance
standards recognize the dangers of cross-shareholding—particularly its
potential to obscure ownership structures and concentrate control in the
hands of dominant shareholders—Iranian statutory law still lags behind
these frameworks. This regulatory gap allows complex pyramidal and
reciprocal ownership structures to persist, undermining transparency and
market integrity.
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Moreover, the study highlights the divergence between the treatment of
cross-shareholding in publicly listed companies (which are subject to the
Securities and Exchange Organization’s oversight) and non-listed or
private companies, which remain largely unregulated in this respect. The
authors warn that without legislative reform, the problem may expand
beyond state-owned enterprises and listed companies to encompass the
broader private sector, exacerbating governance inefficiencies and investor
distrust.

Conclusions

The study concludes that Iran’s current legal system neither explicitly
bans nor adequately regulates cross-shareholding among private
corporations. The only operative restriction—the 2022 Corporate
Governance Code—applies narrowly to listed companies and lacks
statutory authority. Meanwhile, the Seventh Development Plan Act
imposes indirect tax disincentives on state-affiliated firms but does not
amount to a general prohibition.

To address this regulatory vacuum, the authors propose the enactment
of a clear statutory provision, either as an amendment to the Commercial
Code of 1968 or the Securities Market Act of 2005. The recommended
clause would read:

“The acquisition of shares in a parent company, whether directly or
indirectly, by a subsidiary company is prohibited. In the event that such
acquisition occurs through any contractual or non-contractual means, the
subsidiary shall dispose of the shares within two months. During the
holding period, such shares shall not confer any voting or dividend rights.”

This approach would align Iranian law with international standards,
enhance transparency, and strengthen shareholder protection mechanisms.
It would also empower courts and regulators to enforce consistent
governance practices across both public and private sectors.

The authors further emphasize that if legislative reform remains
delayed, the Supreme Court’s General Assembly should intervene to unify
judicial interpretations and establish a binding precedent that limits or
nullifies the voting rights of subsidiaries in parent companies. Such judicial
clarification, even in the absence of explicit statutory reform, would
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significantly reduce uncertainty and promote equitable corporate
governance.
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Article L233-1: Lorsqu'une société possede plus de la moitié du capital d'une autre société,
la seconde est considérée, pour I'application des sections 2 et 4 du présent chapitre,

comme filiale de la premiére.
Article L233-2: Lorsqu'une société possede dans une autre société une fraction du capital

comprise entre 10 et 50%, la premiere est considérée, pour I'application des sections 2
et 4 du présent chapitre, comme ayant une participation dans la seconde.
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