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Abstract

Traditionally, in various legal systems, the establishment of a
corporate legal personality has been conditioned upon the
presence of at least two shareholders. On this basis, the
formation of a company with a single shareholder has, as a
general rule, not been recognized. The foundations of such an
approach have commonly been attributed to the contractual
nature of the company, the principle of the unity of assets and
liabilities, and the possibility of abuse of the single-
shareholder company structure to the detriment of creditors.
Over time, however, legislators in various jurisdictions,
including Iran, have gradually moved toward recognizing the
concept of the single-shareholder company. The recognition
of a single-shareholder limited liability company in the
proposed amendment to the Iranian Commercial Code, which
has not yet entered into force, raises the fundamental question
of whether recognition of such an institution is reconcilable
with the foundations and structure of the Iranian legal system.
This study, employing a descriptive-analytical methodology
and adopting a comparative approach, seeks to answer this
question. The preliminary conclusion of the research indicates
that recognition of the single-shareholder company is not
only reconcilable with the structure of the Iranian legal
system, but that the limited liability company stands the most
appropriate legal framework for the establishment and
operation of such entities.
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Extended Abstract

Commercial companies are among the most important institutions in modern legal
systems, and a substantial part of commercial legislation is devoted to regulating
them. Commercial legislation, therefore, plays a major role in shaping the economic
structure of every country. A review of the regulations governing commercial
companies, particularly the Iranian Commercial Code (enacted 1932), demonstrates
the distinctive position that commercial companies occupy in comparison with civil
partnerships. Their most important distinguishing feature is the creation of a separate
legal personality with independent assets, legal capacity, domicile, and other legal
attributes ordinarily associated with natural persons, as expressly recognized in
Article 588 of the Iranian Commercial Code. The importance of commercial
companies possessing a legal personality distinct from their members lies
particularly in the characteristics and advantages arising from incorporation.
Examples include the limited liability of shareholders in capital companies and the
convenient transferability of shares in joint-stock companies. Historically, the
concept of a company has implied a form of cooperation among persons, such that
the existence of a company without more than one participant was inconceivable.
Even linguistically, the notion of partnership presupposes cooperation between at
least two persons. Consequently, in various legal systems, the establishment of
corporate legal personality has traditionally been conditioned upon the presence of at
least two shareholders or partners, and, on this basis, the formation of a company
with a single member has generally not been recognized. Examination of
commercial regulations in various jurisdictions, including Iran, such as Article 3 of
the Amendment Bill (joint-stock company), Article 94 (limited liability company),
Article 116 of the Commercial Code (limited partnership), Article 141 (Mixed Non-
Stock Company), Article 162 (joint-stock partnerships), Article 183 (relative
company), and Article 190 (cooperative production and consumption company),
demonstrates that the presence of at least two persons was regarded as a
foundational condition for the establishment of commercial companies at the
inception of commercial legislation. Various justifications have been advanced for
the adoption of this approach. The principal foundations include reliance upon the
contractual nature of the company, the principle of the unity of assets and liabilities,
the possibility of abuse of the single-shareholder company structure to the detriment
of creditors, and even the linguistic meaning of the concept of “company” itself.
Nevertheless, despite these legal rules and theoretical foundations, commercial
actors, seeking to benefit from the advantages associated with sole control of a
company, including managerial efficiency, the absence of a need for cooperation
with other persons in incorporation, and the insulation of personal assets from
commercial risk, have, in practice, proceeded to establish de facto single-shareholder
companies. Such companies are formally composed of two or more members, while
effective control and practical management remain concentrated in the hands of a
single shareholder or partner. In reality, the absence of formal recognition of single-
shareholder companies led commercial actors to circumvent the law through formal
compliance while substantively evading its underlying requirements. Confrontation
with these practical realities ultimately prompted legislators in various jurisdictions
to adopt legal rules recognizing single-sharcholder companies. Such regulations
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have generally emerged in two forms. Some jurisdictions have enacted specific and
comprehensive legislation governing single-shareholder companies, whereas others
have amended existing company laws to permit the establishment of such entities
without adopting an independent and comprehensive legal framework for their
regulation. The Iranian legislature, likewise taking into consideration these practical
realities and developments in global commercial activity, particularly in the field of
company law, has undertaken efforts to reform the Commercial Code and has
recognized the single-shareholder company solely within the framework of the
limited liability company. The recognition of the single-shareholder limited liability
company in the proposed Bill of Commercial Code, which has not yet entered into
force, raises several fundamental questions. First, is recognition of such a company
compatible with the structure and doctrinal foundations of the Iranian legal system?
Second, are the proposed legal provisions capable of remedying the objections and
concerns arising from the establishment of single-shareholder companies? Third, is
the Iranian legislature’s approach in limiting the establishment of single-shareholder
companies exclusively to the limited liability company logically justifiable and
compatible with the governing principles of company law? This study seeks,
through a descriptive-analytical methodology and from a comparative perspective,
to address these questions. The study concludes, in summary, that recognition of the
single-shareholder company is reconcilable with the doctrinal framework of Iranian
commercial law and that the limited liability company constitutes the most
appropriate legal vehicle for the establishment of such entities, although the
proposed regulations do not yet possess sufficient comprehensiveness.
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