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Guest blog

What OpenAl can learn from the
robustness of the Tata Group structures

R Venkataramanan

Noam Wasserman recently published an article in the Harvard
Business Review headlined ‘OpenAl’s Failed Experiment in
Governance’, going through a list of reasons for OpenAl's recent
and very public debacle of ousting their CEO'. He makes a case
that novel governance models like the one adopted by OpenAl
is inherently less predictable and “weird”. But on the other side
of the world, there exists a similar foundation owned company
model which has not only survived the test of time but also grown stronger as its
evolved. The Tata Group.

There are several entities that have run very successful foundation led company
structure that are usually established when the founders wish to devote their
wealth to charity over an indefinite period after their death. These include several
Nordic examples like Ikea, Carlsberg, Rolex and others such as Bosch and
Bertelsmann. Even more recent examples exist, like the Patagonia group, whose
founder Yvon Chouinard irrevocably transferred his ownership of the company,
valued at $3bn, completely to a Trust last year?. While merits of such a structure
elicit debate, the financial performance of such companies have been shown to
be at par with investor-owned companies while having lower risk3. This is counter
intuitive with general economic theories of agency that suggests that they should
underperform due to a lack of economic incentives of the firm“.

Even among all of these companies, the Tata Group stands out. Its trust led
corporate structure is one of the oldest, resilient and financially sound - with a
market cap of over $300B today. The Tata Trusts today hold 66% of the equity
share capital of Tata Sons, the principal investment holding company of the Tata

' https://hbr.org/2023/11/openais-failed-experiment-in-governance

2 https://www.nytimes.com/2022/09/14/climate/patagonia-climate-philanthropy-chouinard.html

3 https://edisciplinas.usp.br/pluginfile.php/200280/mod_resource/content/1/paper-thomsen-and-
hansmann---performance-v11---amsterdam.pdf

4 Fama, Eugene F., and Michael C. Jensen. “Separation of Ownership and Control.” The Journal of Law &
Economics, vol. 26, no. 2, 1983, pp. 301-25. JSTOR, http://www.jstor.org/stable/725104. Accessed 2 Dec.
2023.
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companies. These Trusts’ support philanthropic activities like education, health,
livelihood generation, art and culture. Primarily established in the first half of the
1900s by Sir Ratan Tata and Sir Dorabji Tata after their deaths, these Trusts (- 13
today) have seen a shift in recent years from passive charity to a more active
philanthropic role involving operations. The Trusts have also made institution
building a priority, with several leading institutions of today - including the Tata
Memorial Hospital, Tata Institute of Social Sciences and National Centre for the
Performing - all set up by them.

The governance relationship between the Tata Trusts, the Tata Sons and the Tata
Group companies ensure that a managerial distance is maintained between each
of them while providing the ability for the Tata Sons to look at more long-term
growth given less ownership pressures on profits®>. The Trusts are not active
owners and only nominate only up to a third of the directors to the Tata Sons
board. The Trustees themselves are also do not have any major economic
incentives with research into the overlap between the Trustees at the Trusts and
the Directors at the Boards of the Group companies shown to be consistently less
than 30%° on average, further indicating a clear separation of roles. The Tata
Sons’ relationship with the Group companies is also at an arm’s length distance,
governed through its shareholding, Code of Conduct and Business Excellence
Models. This ensures clear accountability, resilience at each level and a Chinese
wall for good governance practices.

The Trusts' historically have been characterized by a limited representation of the
Tata family where the Chairman of the Trusts was the same as the Chairman of
the Tata Sons. However, post the tenure of Ratan Tata, these roles have been
decoupled, ensuring better governance and focus on separate goals, following
models established in industrial foundations in Europe’. While the Cyrus Mistry
episode was a sour point in the long history of the group, the Supreme Court
clearly adjudicated in favour of the legitimacy of the affirmative voting rights for
the Tata Trusts nominees and the ability of the nominated Directors to
legitimately hold dual fiduciary relationship both with the company and the
Trusts, given the Trusts strong allegiance to philanthropic causes as opposed to
commercial motives?.

> Thomsen, Steen, Trust Ownership of the Tata Group (December 22, 2011). Available at

SSRN: https://ssrn.com/abstract=1976958 or http://dx.doi.org/10.2139/ssrn.1976958

6 Ibid

7 https://timesofindia.indiatimes.com/business/india-business/tata-sons-tata-trusts-cant-have-same-
head/articleshow/89554340.cms

8 https://www.klaw.in/tata-mistry-conflict-the-continuing-corporate-schism/
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The structure of the Trusts’ and the Tata Sons’ over nearly a century, has been a
bedrock for sustainable growth with visionary leadership. With a strong value
system and their origins in a Parsi community that valued philanthropy?®, the Tata
structure has shown to be fundamentally viable, that can focus on doing well
while doing good - something that Open AI can do well to learn from.

Dr R Venkataramanan is the founder and CEO of Karkinos Healthcare and an
Advisor to the Chairman, Reliance Industries Limited. Prior to founding Karkinos,
Venkat spent more than 15 years with the Tata Group including as the Managing
Trustee of the Tata Trusts.

e-mail: Venkat.Ramachandran@gmail.com

° https://www.cambridge.org/core/journals/modern-asian-studies/article/abs/good-deeds-parsi-trusts-
from-the-womb-to-the-tomb/CC013640F68CF8BB882015452CB5A3ES
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Disclaimer

This document has been authored by Dr R Venkataramanan. The views expressed in the document are
personal to the author and do not necessarily reflect the opinion of IiAS. IiAS does not represent that the
information contained herein is accurate or complete and it should not be relied on as such. IiAS shall not
be in any way responsible for any loss or damage that may arise to any person from any inadvertent error
in the information contained in this report. This document is provided for assistance only and is not intended
to be and must not be taken as the basis for any voting or investment decision and/or construed as legal
opinion/advice. The user assumes the entire risk of any use made of this information. Each recipient of this
document should make such investigation as it deems necessary to arrive at an independent evaluation of
information referred to in this document (including the merits and risks involved) and exercise due diligence
while using this report. The discussions or views expressed may not be suitable for all investors. The
information given in this document is as of the date of this report and there can be no assurance that future
results or events will be consistent with this information. This information is subject to change without any
prior notice. LiAS reserves the right to make modifications and alterations to this document as may be
required from time to time; however, LiAS is under no obligation to update or keep the information current.
Nevertheless, IiAS would be happy to provide any information in response to specific queries. No copyright
infringement is intended in the preparation of this document. Neither LiAS nor any of its affiliates, group
companies, directors, employees, agents or representatives shall be liable for any damages whether direct,
indirect, special or consequential including lost revenue or lost profits that may arise from or in connection
with the use of this information. This report may cover listed companies (the ‘subject companies’); IiAS may
hold a nominal number of shares in some of the subject companies to the extent disclosed on its website
and/or these companies might have subscribed to liAS' services or might be shareholders of TiAS. TiAS and
its research analyst(s) do not have any financial interest in any of the subject companies except to the extent
disclosed on its website.

Confidentiality

This information is strictly confidential and is being furnished to you solely for your information. This
information should not be reproduced or redistributed or passed on directly or indirectly in any form to any
other person or published, copied, in whole or in part, for any purpose without the written permission of
TiAS. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen
or resident of or located in any locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which would subject LiAS to any
registration or licensing requirements within such jurisdiction. The distribution of this document in certain
jurisdictions may be restricted by law, and persons in whose possession this document comes, should
inform themselves about and observe, any such restrictions. The information provided in these reports
remains, unless otherwise stated, the copyright of IiAS. All layout, design, original artwork, concepts and
other Intellectual Properties, remains the property and copyright of IiAS and may not be used in any form
or for any purpose whatsoever by any party without the express written permission of the copyright holders.

Other Disclosures

TiAS is a SEBI registered entity (proxy advisor registration number: INH000000024) dedicated to providing
participants in the Indian market with independent opinions, research and data on corporate governance
issues as well as voting recommendations on shareholder resolutions of about 1000 listed Indian companies
(https://www.iiasadvisory.com/iias-coverage-list). Our products and services include voting advisory reports,
standardized services under the Indian Corporate Governance Scorecard, and databases
(www.iiasadrian.com and www.iiascompayre.com). There are no significant or material orders passed
against the company by any of the Regulators or Courts/Tribunals.

This article contains the authors opinion and is a commentary on general trends and developments in the
securities market.
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About IiAS

Institutional Investor Advisory Services India Limited (liAS) is an advisory firm, dedicated
to providing participants in the Indian market with independent opinions, research and
data on corporate governance issues as well as voting recommendations on shareholder
resolutions for over 1000 companies that account for more than 96% of market
capitalization.

I[iIAS provides bespoke research and assists institutions in their engagement with
company managements and their boards. It runs two cloud-based platforms, SMART to
help investors with reporting on their stewardship activities and ADRIAN, a repository of
resolutions and institutional voting pattern.

TiAS with the International Finance Corporation (IFC) and BSE Limited, has developed a
Corporate Governance Scorecard for India to evaluate company's governance practices
and market benchmarks. More recently, IiAS has extended its analysis to ESG and is also
empanelled with AMFI as an ESG Rating Provider.

[iAS has equity participation by Aditya Birla Sunlife AMC Limited, Axis Bank Limited, Fitch
Group Inc.,, HDFC Bank, ICICI Prudential Life Insurance Company Limited, Kotak
Mahindra Bank Limited, RBL Bank Limited, Tata Investment Corporation Limited, UTI

Asset Management Company Limited and Yes Bank Limited.

TiAS is a SEBI registered entity (proxy advisor registration number: INHO00000024).

N@HC
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