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Abstract

The requirements of large stock exchanges regarding transparency have a signifi-
cant impact on regulating the type of relationship between parent and subsidiary
companies. However, in the current legal system of Iran, there are no special pro-
visions for the entry of a subsidiary company in the stock market between two
companies, and the effectiveness of the stock market rules to create transparency
in the operation of the subsidiary company is not clear. However, the application
of the principle of transparency in large international stock exchanges has caused
that, despite the subsidiary's compliance with the parent company, this unequal
situation of the interests of the subsidiary does not accrue to the parent company.
As aresult, the principle of transparency will cause neutrality in interests and share
ownership under the assumption of conflicts of interest with other shareholders,
especially minority shareholders, and from this point of view, the parent compa-
ny is only a shareholder of the listed company. Therefore, the parent company's
control over the subsidiary company, which has both increased profitability and
risk reduction, and in case of non-acceptance, the full responsibility of the parent
company's control in the stock market is equal to the requirements of the stock
exchange. First of all, the subsidiary company is accepted. It is subject to the rules
approved by the stock exchange. Secondly, the parent company can't exert practi-
cal influence on the subsidiary company admitted to the stock exchange.
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Extended Abstract

1. Introduction

The stock market serves as a pivotal public institution responsible for the
valuation and transaction of securities and commodities. Within this frame-
work, the legal recognition of parent and holding companies is established,
particularly under Iranian law, which identifies a holding company as an entity
that acquires sufficient voting rights to control another company's operations
through the election of its board of directors. While the terms "holding" and
"parent" are often used interchangeably, they possess distinct nuances: a hold-
ing company primarily manages a portfolio of assets and investments without
necessarily producing goods itself, whereas a parent company may engage in
its own operations while maintaining a controlling interest in a subsidiary.

The fundamental basis of the parent-subsidiary relationship is "control,"
defined as the direct or indirect power to direct management policies through
ownership of voting securities or contractual arrangements. However, this
relationship presents a complex legal challenge regarding the balance be-
tween the subsidiary's legal and financial independence and the parent's per-
vasive influence. In many international jurisdictions, strict transparency re-
quirements govern this dynamic to ensure that the parent company's control
does not unfairly prejudice the subsidiary or its minority shareholders.

In the current Iranian legal landscape, there is a notable absence of spe-
cialized regulations governing the entry of subsidiaries into the stock market
specifically regarding their relationship with parent entities. This lack of clarity
regarding the impact of stock market rules on operational transparency creates
risks of abuse, such as debt evasion, fraud, or unfair trade practices. This re-
search aims to analyze the legal characteristics of this relationship and the es-
sential role of the "Principle of Transparency" in maintaining market integrity.

2. Research Methodology

This research utilizes a descriptive-analytical methodology. The study
is grounded in a comprehensive review of library-based sources, including
Iranian statutes such as the Securities Market Law and the Law on the Im-
plementation of General Policies of Article 44 of the Constitution. Further-
more, the study incorporates a comparative analysis of international legal
frameworks and guidelines, including the OECD Principles of Corporate
Governance, European Union directives, and the legal systems of the United
Kingdom, Germany, and the United States. The analysis focuses on evaluat-
ing transparency principles, stock market directives, and the legal measures
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required to preserve the transparency of the parent-subsidiary relationship
following stock market admission.

3. Research Findings

The research identifies "Control" as the central element of the parent-sub-
sidiary dynamic, typically involving the ownership of over 50% of voting
shares. While the legal independence of a subsidiary generally shields a
parent from liability, international legal precedents, such as the concept of
"shadow directors" in the United Kingdom, allow for the attribution of liabil-
ity to a parent company if it exercises continuous, behind-the-scenes control
over the subsidiary’s board. In Germany, "control agreements" are utilized to
make a parent company explicitly responsible to the subsidiary’s creditors.

The "Principle of Transparency" emerges as the primary tool to mitigate
the risks associated with such control. Transparency in this context is defined
as the real-time availability of comprehensive information regarding trades
and business operations to the public, which allows investors to protect their
interests. International standards, particularly those promoted by the OECD
and the London Stock Exchange, mandate several critical disclosure require-
ments for parent and subsidiary companies:

* Financial Disclosure: Both entities must provide audited financial state-
ments. If a subsidiary’s impact is significant, its data must contribute to the
parent's consolidated financial statements.

» Related Party Transactions: All transactions between the parent and
subsidiary must be disclosed, particularly those involving potential conflicts
of interest, to ensure they are conducted at "arm's length".

» Governance Structure: Companies must report on the composition of
their boards and decision-making processes to prevent the parent from exer-
cising undue practical influence.

» Ownership and Strategic Changes: Changes in share percentages, merg-
ers, acquisitions, or the sale of business segments must be publicly reported
and, in some cases, require shareholder approval.

* Risk Factors and Legal Proceedings: Entities must disclose any condi-
tions—including risks arising specifically from the parent-subsidiary relation-
ship—or ongoing litigation that could negatively impact their financial status.

The findings also highlight the role of Audit Committees and independent di-
rectors as essential internal transparency mechanisms. Under Iranian regulations,
the formation of an audit committee under the board of directors is mandatory
for listed companies to ensure the immediate reporting of material information
and compliance with accounting standards. Furthermore, the use of International



Mohammad Sardoeinasab & Mohammad Fathi ll——

Financial Reporting Standards (IFRS) is increasingly required globally to en-
hance the comparability and reliability of financial reports. Failure to adhere to
these transparency and reporting standards results in severe sanctions, including
fines or the delisting of the company's shares from the exchange.

4. Conclusion

The evolution of corporate governance over the past decades underscores
that the successful development of parent and subsidiary structures is deep-
ly dependent on innovation and the adoption of international transparency
standards. The "Principle of Transparency" serves as a transformative force,
ensuring that despite the structural subordination of a subsidiary, the parent
company remains merely a shareholder in the eyes of the market, thereby
protecting the rights of minority shareholders.

The research concludes that for Iran to enhance its economic health and
attract foreign investment, it is imperative to bridge the gap between cur-
rent domestic regulations and international benchmarks, such as the OECD
guidelines. Foreign investors prioritize the quality of reporting practices and
the presence of a robust governance infrastructure. Therefore, adopting glob-
al standards for "beneficial ownership" reporting and the disclosure of relat-
ed party transactions is recommended to prevent corruption, tax evasion, and
money laundering.

Ultimately, a transparent regulatory framework that limits the practical
influence of parent companies over listed subsidiaries will increase mana-
gerial accountability and market integrity. Strengthening the role of inde-
pendent audit committees and ensuring the rigorous application of consoli-
dated financial statement standards are vital steps toward a healthier national
economy. For any subsidiary seeking stock market entry, understanding and
maintaining this transparency is not merely a legal requirement but a funda-
mental necessity for sustainable growth and investor trust.
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