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Introduction

Within the landscape of Iran’s commercial code, the limited liability
company stands out as a prominent and frequently chosen business
structure. It enjoys substantial favor among entrepreneurs, rivaling the
popularity of private joint stock companies. This widespread adoption is
primarily attributable to a compelling combination of benefits that limited
liability companies offer to their partners and stakeholders. The most
significant advantage lies in the limited liability protection afforded to
partners, shielding their personal assets from the financial burdens and
obligations incurred by the company. This protection creates a vital
safeguard, separating personal wealth from business risks. Complementing
this crucial element is the relatively uncomplicated nature of the limited
liability company’s incorporation process and ongoing operational
requirements. Compared to some other corporate forms, establishing and
managing a limited liability company in Iran is generally less cumbersome
and administratively demanding.

However, despite the inherently flexible framework that generally
characterizes limited liability companies; the Iranian legislature has deemed
it necessary to impose certain specific and often rigorous regulations,
particularly in relation to the mechanisms governing the transfer of
partnership shares within the company. This cautious approach reflects a
desire to balance the operational ease of limited liability companies with the
need for transparency and control over ownership changes.

In contrast to sole proprietorships, where alterations in ownership
typically demand unanimous approval from all involved parties, limited
liability companies operate under a different set of rules. They are not
subject to the same unanimous consent requirements for partnership
transfers. Furthermore, they also do not face explicit quantitative restrictions
that might limit the volume or frequency of such transactions. Nevertheless,
it is important to note that the partnership process within a limited liability
company remains notably more regulated and subject to scrutiny than the
comparatively unfettered partnership procedures typically found in joint
stock companies. In joint stock companies, a greater degree of freedom
generally prevails regarding the buying and selling of shares. Iranian law
articulates two fundamental considerations that exert a strong influence on
partnership transfers in the context of limited liability companies. Firstly,
the law mandates that the consent of the majority in number and capital of
existing partners must be obtained before partnership shares can be
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transferred, regardless of whether the transfer is to another existing co-
partner within the company or to a completely new, external third-party
investor seeking to join the limited liability company. Secondly, the law
emphasizes the necessity of complying with formally specified procedures
for executing and documenting the partnership share transfer to ensure legal
validity and clarity.

A critical legal question arises that demands careful consideration: Does
the requirement for partner consent represent an absolute and unwavering
prerequisite for the transfer of partnership shares within an Iranian limited
liability company? Furthermore, assuming that such consent is indeed
necessary, does the law make a distinction between internal transfers, which
occur among existing partners already affiliated with the company, and
external transfers, which involve bringing in entirely new investors from
outside the existing ownership structure? Moreover, Article 103 of the
Iranian Commercial Code significantly underscores the evidential
importance of meticulously maintained formal documentation in all
partnership share transfer transactions involving limited liability companies.
This particular emphasis on the formal aspects of partnership share transfers
is a distinctive characteristic of how limited liability companies are treated
under Iranian law, especially when compared to the regulations governing
other commercial entities.

This differentiated regulatory treatment of limited liability companies
warrants a careful and thorough examination, prompting the question of
whether legislative reforms might be justified to better align the regulatory
framework with the evolving needs of contemporary business practices and
the realities of the modern Iranian economy. The current analysis is
dedicated to exploring these complex issues in depth, carefully evaluating
both the underlying theoretical foundations and the practical implications
stemming from the existing legal provisions and precedents. By dissecting
these issues, this analysis aims to contribute to a more nuanced understan

ding of the legal landscape surrounding limited liability companies in
Iran.

Method

This research follows an applied approach, aiming to provide practical
solutions to real-world legal challenges, while employing a descriptive-
analytical methodology to systematically examine and interpret the relevant
legal framework. The investigation adopts a library-based research method,
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utilizing primary legal sources such as statutory texts and judicial
precedents, along with secondary sources including scholarly commentaries
and comparative legal analyses. Through this methodological approach, the
study combines theoretical examination with practical assessment of the
legal provisions governing partnership share transfers in limited liability
companies under Iranian commercial law.

Conclusions

The existing requirement for formal documentation in partnership share
transfer transactions involving limited liability companies appears to be
primarily derived from the historical influence of the French Commercial
Code on the development of Iranian legislation. However, this requirement
arguably lacks a strong substantive justification when considered in the
context of modern commercial practices and principles of legal efficiency.
Unlike shares in joint-stock companies, which often possess unique
characteristics (such as being freely tradable on public markets and subject
to specific regulatory oversight), partnership shares in limited liability
companies do not typically possess any inherent or distinguishing features
that would warrant the imposition of special or additional transfer
requirements beyond those applicable to other forms of property.

As intangible movable property — that is, assets that are not physical in
nature but can be moved or transferred — partnership shares in limited
liability companies should, in principle, be subject to the same general rules
governing the transfer of property rights as any other similar type of asset.
There is no inherent reason to single them out for additional formalities that
are not applied to other forms of movable property. While the process of
formal registration undoubtedly strengthens the evidentiary value of a
transfer document, providing a higher level of assurance that the transfer
actually occurred and reflecting the parties’ intentions, mandating formal
registration as an absolute condition for the legal validity of the transfer
remains logically unsupported and potentially burdensome. Therefore, we
recommend a decisive step towards modernizing Iranian commercial law by
repealing Article 103 of the Iranian Commercial Code. This repeal would
bring the legal treatment of limited liability company partnership share
transfers into alignment with both the standard rules applicable to the
transfer of movable property in general and the rules governing transfers in
other types of companies under Iranian law. Such a change would simplify
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the transfer process, reduce unnecessary costs and administrative burdens,
and promote a more efficient and predictable commercial environment.

Additionally, the Iranian Commercial Code, in its current form, fails to
explicitly mandate the registration and public notice of partnership share
transfers — a significant oversight given the profound impact that changes in
partner composition can have on corporate governance structures and
decision-making processes. Although certain registration requirements may
partially address this gap in practice, the law should clearly and
unambiguously stipulate that all partnership share transfers must be: (1)
formally registered with the appropriate company authorities, ensuring that
the company’s internal records accurately reflect the current ownership
structure; and (2) published in official government gazettes or other publicly
accessible records, ensuring that third parties (such as creditors, potential
investors, and other stakeholders) are made aware of the changes in
ownership and control. This need for public notice proves particularly
crucial in the context of unlimited liability partnerships, where the personal
liability of the partners is directly affected by changes in the partnership’s
membership.

Regarding Article 102 of the Iranian Commercial Code, while the
prevailing interpretation (largely influenced by French legal tradition)
generally exempts internal partnership share transfers (i.e., transfers
between existing partners) from the requirement of obtaining majority
consent, this approach overlooks the fundamental ways in which numerical
changes in the composition of the partnership can significantly impact
corporate decision-making dynamics. Given that both the capital invested
by each partner and the number of partners involved directly affect voting
power and influence within the company, even seemingly minor internal
transfers can substantially alter the balance of power and control within the
organization. Therefore, the law should explicitly require that partner
consent be obtained for all partnership share transfers, including those
occurring between existing members of the company. This requirement
would ensure that the legitimate governance interests of all partners are
adequately protected, while simultaneously maintaining the overall stability
and continuity of the corporate structure. This reform would strike a more
appropriate balance between facilitating the free transferability of
partnership shares and safeguarding the rights and interests of all
stakeholders involved. By requiring consent for all transfers, the law would
prevent situations where a minority of partners could be unfairly
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disadvantaged by changes in the partnership’s composition, and it would
ensure that all partners have a voice in decisions that could affect the future

of the company.
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