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Abstract
This study examines the legal challenges arising from directors’
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emphasis on the issue of conflict of interest. The primary
objective is to provide a comprehensive analysis of conflicts of
interest in such litigation, identify their theoretical foundations,
and propose legal mechanisms for their effective management.
Employing a descriptive-analytical research method, the study

Sha‘;‘;i‘fsng;esh reviews and evaluates relevant library and online sources
Research and Study concerning the subject matter. The findings indicate that

Institute of Law conflicts of interest in actions brought by directors against their

companies may undermine directors’ fiduciary duties, including
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Original Research the duties of loyalty, care, and good faith. Such conflicts can
oL facilitate the misuse of confidential information and lead to
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Received: to the company’s reputation. Although the Iranian legal system

3 June 2025 contains certain dispersed provisions aimed at managing
Accepted: conflicts of interest, the absence of a comprehensive and
18 August 2025 coherent regulatory framework has made effective control of
Published: this challenge difficult. By contrast, common law and civil law

1 March 2026 jurisdictions have developed more effective approaches through

robust oversight mechanisms and enhanced transparency
requirements. The study concludes that conflicts of interest
involving directors can be better controlled through the
implementation of preventive, supervisory, and judicial
measures, including mechanisms for restricting conflicted
conduct, strengthening oversight, and establishing appropriate
legal sanctions. Such measures would contribute to maintaining
a sustainable balance between directors’ personal interests and
the collective interests of commercial companies.
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Extended Abstract

This study examines the legal challenges arising from directors initiating lawsuits
against commercial companies, with particular emphasis on conflicts of interest. It
aims to analyze the legal nature of such conflicts, identify their theoretical
foundations, assess their consequences for corporate governance, and propose
appropriate legal mechanisms for their prevention and management. The research
adopts a descriptive-analytical methodology based on library research, legislation,
judicial practice, comparative legal sources, and relevant online materials. Conflicts
of interest represent one of the most significant challenges in modern corporate law
because they directly affect corporate governance, organizational integrity,
operational efficiency, and stakeholder confidence. They arise when directors'
personal interests conflict with those of the company or its shareholders, thereby
creating opportunities for abuse of authority, misuse of confidential information,
breaches of fiduciary duties, and reduced organizational stability. The separation of
ownership from management in modern corporations has significantly increased
directors' decision-making authority while simultaneously expanding the potential
for such conflicts. Lawsuits initiated by directors against their own companies
present one of the clearest manifestations of this problem, particularly when
directors rely on confidential corporate information or exploit their managerial
position to advance personal claims. The findings demonstrate that directors'
lawsuits may constitute violations of the fiduciary duties of loyalty, care, and good
faith. Such litigation may weaken the company's legal position, expose confidential
information, increase litigation costs, disrupt internal management, damage
corporate reputation, reduce investor confidence, and ultimately undermine long-
term corporate stability. Practical examples within the Iranian legal system include
disputes concerning directors' dismissal, the scope of managerial authority,
shareholder rights, intellectual property, and defensive counterclaims, all of which
illustrate the legal and organizational complexities associated with directors'
litigation against commercial companies. From a legal perspective, fiduciary duties
provide the principal basis for regulating conflicts of interest. The duty of loyalty
prohibits self-dealing and requires disclosure of personal interests, the duty of care
obliges directors to exercise reasonable diligence and informed judgment, and the
duty of good faith requires honest conduct in the best interests of the company.
Similar principles are reflected in Islamic jurisprudence through doctrines
emphasizing the prevention of harm and the protection of superior collective
interests. Although the Iranian Commercial Code and securities regulations impose
certain disclosure requirements, restrictions on competing activities, and civil
liability for directors, the existing legal framework remains fragmented and lacks a
coherent system specifically addressing directors' conflicts of interest in litigation.
By contrast, common law jurisdictions, particularly the United Kingdom and the
United States, as well as civil law systems such as France and Germany, have
established comprehensive regulatory mechanisms based on transparency,
disclosure, judicial oversight, and independent corporate governance structures.
These comparative experiences provide valuable guidance for strengthening the
Iranian legal framework. The study further reveals that the absence of a
comprehensive legal framework has created significant uncertainty regarding
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directors' litigation against commercial companies. Existing regulations neither
clearly distinguish legitimate legal claims from abusive litigation nor provide
adequate mechanisms for preventing the misuse of managerial authority or
confidential corporate information. As a result, current legal protections are
insufficient to balance directors' individual rights with the legitimate interests of
companies and their shareholders. To address these shortcomings, the study proposes
an integrated framework consisting of preventive, supervisory, and judicial
mechanisms. Preventive measures include adopting binding corporate codes of
ethics, incorporating contractual restrictions governing directors' litigation during
and after their tenure, strengthening confidentiality obligations, requiring disclosure
of potential conflicts of interest before appointment, and providing specialized
training on fiduciary duties. Supervisory mechanisms include establishing
independent ethics and audit committees, strengthening board oversight, enhancing
the role of statutory inspectors, and promoting active sharecholder monitoring
through general meetings. Judicial measures include restricting lawsuits that involve
conflicts of interest, prohibiting the use of confidential corporate information in
litigation, dismissing claims that violate the duty of good faith, and requiring
directors to compensate companies for damages resulting from breaches of fiduciary
obligations. The study concludes that effective regulation of directors' lawsuits
requires a coherent legal framework capable of balancing directors' legitimate right
of access to justice with their fiduciary obligations toward the company. Legislative
reform should strengthen preventive governance mechanisms, improve judicial
oversight, and establish clearer legal standards governing conflicts of interest in
corporate litigation. Implementing these measures would enhance corporate
governance, increase transparency and stakeholder confidence, reduce litigation-
related risks, and promote the long-term stability and sustainability of commercial
companies.
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8. Business Judgment Rule
9. Duty of Good Faith
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10. Companies Act 2006
11. “A director of a company must avoid a situation in which he has, or can have, a direct or
indirect interest that conflicts, or possibly may conflict, with the interests of the company.”
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12. “If a director of a company is in any way, directly or indirectly, interested in a proposed
transaction or arrangement with the company, he must declare the nature and extent of that interest
to the other directors.”

13. “A director of a company must act in the way he considers, in good faith, would be most likely
to promote the success of the company for the benefit of its members as a whole.”

14. UK Corporate Governance Code
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16. Code de Commerce
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17. «Le conseil d’administration détermine les orientations de 1’activité de la société et veille a leur
mise en ceuvre, conformément a son intérét social, en prenant en considération les enjeux sociaux et
environnementaux de son activité. Sous réserve des pouvoirs expressément attribués aux
assemblées d’actionnaires et dans la limite de I’objet social, il se saisit de toute question intéressant
la bonne marche de la société et regle par ses délibérations les affaires qui la concernent.»

18. Code AFEP-MEDEF

19. Aktiengesetz - AktG

20. Deutscher Corporate Governance Kodex
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