Company Types and Governance

Introduction

 

There are 8 types of companies (corporations) under the Iranian Commercial Code and its Amendment (the Joint Stock Companies Act):

(a) private joint stock company;

(b) public joint stock company;

(c) limited liability company;

(d) general partnership (company);

(e) limited partnership (company);

(f) joint stock partnership (company);

(g) proportional liability partnership (company); and

(h) cooperative company.

 

Of the above 8 types, the most common in use is the private joint stock company. The public joint stock company type is used, in particular, for stock exchange listed companies. Limited liability companies are still in use but mostly in smaller or family owned companies. The other types are rarely used. Nevertheless, a brief description of also these rarely used types of companies is given below. 

Company Types

Private Joint Stock Company:

 

(a) liability of shareholders is limited to the nominal value of the shares held;

(b) the minimum number of shareholders is three;

(c) share certificates are issued to shareholders;

(d) transfer of shares can be made subject to approval of the board or other shareholders;

(e) shares can be divided into classes and a class voting system may be provided;

(f) the minimum number of board members is two;

(g) all members of the board of directors should be shareholders and should deposit with the company the number of shares provided in the articles of association of the company as directors’ guarantee shares; 

(h) the company should have a managing director who may or may not be a shareholder or a board member;

(i) the company should have at least one principal and one alternate inspector (internal auditors); and

(j) board members are elected by the ordinary general meeting of shareholders with a special and mandatory voting system.

Public Joint Stock Company:
Generally the same rules apply as in a private joint stock company, except that:

 

(a) shares are offered to the public for prescription;

(b) transfer of shares cannot be made subject to the approval of the board or the general meeting of the company;

(c) the company can be listed on the stock exchange; and

(d) the company can issue debentures.

Limited Liability Company:

 

(a) the liability of each partner is limited to the amount of its/his capital contribution;

(b) minimum number of partners is two;

(c) no share certificates are issued;

(d) the company is managed by one or more directors who may or may not be partners in the company;

(e) the articles of association of the company may contain majority provisions different from that stated under item (f) below; and

(f) transfer of capital contribution is possible only with the approval of majority of partners who together hold at least three fourths of the capital of the company.

 

General Partnership:

 

(a) partners are liable for all financial obligations of the company;

(b) minimum number of partners is two;

(c) no share certificates are issued;

(d) partners should elect at least one director who may or may not be a partner;

(e) transfer of capital contribution is possible only by approval of all partners; and

(f) quorum and majority requirements are as provided in the articles.

Limited Partnership:

 

(a) at least one of the partners is responsible for and guarantees all of the company’s financial obligations. the liability of the other partners (referred to as “limited partners”) is limited to the amount of their contribution to the company’s capital;

(b) minimum number of partners is two;

(c) no share certificates are issued;

(d) the company is managed by the partner or partners who are jointly and severally liable for all of the company’s financial obligations;

(e) the relationship between the partners is regulated by the terms of the articles of association; and

(f) limited partners cannot transfer their capital contribution to non-partners without the consent of the other partners.

 

Joint Stock Partnership:

 

(a) at least one partner is responsible for all of the financial obligations of the company while the liability of the other, one or more, partners is limited to the nominal value of their shares;

(b) minimum number of partners is two;

(c) no share certificates are issued to the partner or partners who have unlimited liability for the financial obligations of the company;

(d) share certificates are issued to the partner or partners whose liability is limited to the nominal value of his/their shares;

(e) the company is managed by partner or partners whose liability is unlimited; and

(f) the company should have a supervisory board elected by and from amongst the partners.

Proportional Liability Partnership:

 

(a) each partner is liable for the financial obligations of the company at a ratio equal to the ratio of his contribution to the capital of the company;

(b) minimum number of partners is two;

(c) no share certificates are issued;

(d) the company is managed by a director elected by partners who may or may not be a partner; and

(e) capital contributions cannot be transferred except with the agreement of all partners.

 

Cooperative Companies

These are not capital oriented commercial companies and are formed between individuals for special purposes that serve a common interest such as (i) producers cooperatives; (ii) consumers cooperatives; and (iii) housing cooperatives. 
Equity Capital and Shares

In all types of companies the minimum capital required is Rls 1,000,000 except in case of public joint stock companies where the minimum capital required is Rls 5,000,000.

Only in joint stock companies (private or public) it is permitted to pay a minimum of 35% of the equity capital at the time of incorporation. In all other types of companies, the total initial capital should be paid at the time of incorporation.

In all types of companies it is possible to have non-cash contribution to the capital. However, non-cash contribution should be evaluated by an official Ministry of Justice appraiser and only the value so determined will be applied as the relevant party’s share (or part of its/his share) in the equity capital of the company.

Share certificates are issued only in joint stock companies (and in joint stock partnerships only for partners whose liability is limited to the amount of their contribution). In all other types of companies no share certificates are issued to partners.

Corporate Governance - General Meetings

Considering that the other types of companies are rarely used at present, the information regarding company governance is given only in connection with joint stock and limited liability companies. 
Public or private joint stock companies:
The highest authority in a joint stock company (whether private or public), is the general meeting of shareholders, which is of two types: (i) the ordinary general meeting which is held annually but could also be called extraordinarily; and (ii) the extraordinary general meeting. The ordinary general meeting has general jurisdiction on all matters relating to the company, except those within the exclusive jurisdiction of the extraordinary general meeting, while the extraordinary general meeting has limited and exclusive jurisdiction to decide on any change in the articles of association or any increase or decrease of capital dissolution of the company.

The quorum of the ordinary general meeting, in the first call, is established by the presence of those holding more than half of the shares. If this is not achieved the meeting is called for the second time and in the second call the presence of those holding any number of shares is sufficient to establish a quorum.  Decisions in the ordinary general meeting are taken by the vote those holding half plus one of the shares present, except in case of election of members of the board of directors which is subject to another, mandatory, voting provision.

The quorum of the extraordinary general meeting, in the first call, is established by the presence of those holding more than half of the shares. If this is not achieved the meeting is called for the second time and in the second call the presence of those holding one third of shares is sufficient to establish a quorum. Decisions of the extraordinary general meeting are taken by the vote of those holding two thirds of the shares present.

It is accepted practice that the above quorum and majority requirements (except the majority requirement for election of board of directors) may be increased but cannot be reduced in the articles.

It is possible to establish preferred shares with additional voting rights. The additional voting right, however, will not apply to election of directors. It is also possible to divide the shares into classes and provide for a class voting system.

Limited liability companies:
The highest corporate authority is the general meeting of partners. The law does not differentiate between an ordinary and extraordinary general meeting. Decisions of the company, including election of directors, are passed by partners who together hold at least half of the company’s capital. If this is not achieved in the first call, partners are called for a second meeting and in that meeting decisions can be made by a majority of partners even if they do not together hold more than half of the company’s capital. This majority requirement can be changed by providing otherwise in the articles of association of the company. 

Articles of association may be amended only by majority vote or partners who together hold at least three fourths of the capital, except if the articles of association themselves provide for another majority requirement.

Corporate Governance - Directors

Joint Stock Companies:

The joint stock company is by law required to have a board of directors elected by the general meeting. All members of the board of directors are required to be shareholders.
In private joint stock companies the minimum number of board members is two. In a public joint stock company the minimum number of board members is five.
Legal entities can be elected to the board but each legal entity board member can be represented on the board by only one representative.
For election of directors the number of shares of each shareholder is multiplied by the number of directors to be elected and the result is the number of votes that the relevant shareholder may cast for election of directors, which he may give to one candidate or divide among as many as he may wish. 
Each director is entitled to one vote. The chairman does not have a casting vote. Presence of more than half of the directors establishes a quorum and decisions are adopted by majority votes present, except if otherwise provided in the articles of association.
The board elects one person as managing director who may but need not be a shareholder or a member of the board of directors.

Limited Liability Companies  
Although the law does not require limited liability companies to have a board of directors, it is customary to have a board of directors comprising at least two members.
Majority and quorum requirements of the board of directors are as provided in the articles of association.
It is also customary for limited liability companies to have a managing director. The corporate body vested with the authority of electing the managing director is as provided in the articles of association although in most cases it is the board of directors.
Duration
Companies (regardless of their type) can be established for an unlimited period of time. This is also the common practice. It is, of course, possible to establish the company for a specified period of time. This is neither common nor practical as at the end of the specified period the company will automatically cease to exist except if the shareholders/partners extend the duration of the company by revising its articles of association.
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