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A rough day at Tata Sons

v" First Reaction . . . ;
Governance Spotlight The NCLAT judgement is a trigger for Tata Sons and Cyrus Mistry to

Regulatory Overview find a new equilibrium to their relationship.
Thematic Research
Event Based Research

General Commentary The National Company Law Appellate Tribunal (NCLAT) sprung a nasty

surprise on Tata Sons. In its

, the NCLAT held Cyrus Mistry’s removal as Chairman Tata
Sons as illegal and has set it aside: Tata Sons had removed Cyrus Mistry
as its chairman on 24 October 2016. NCLAT has ordered the Tata group
to reinstate him (- a relief that Mistry has not sought). A consequence of
this is that, Natarajan Chandrasekaran’s appointment, as Tata Sons
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Write to us chairman is now illegal. Oddly the tribunal did not name Chandrasekaran
solutions@iias.in but has pointed towards “the person who has been appointed as

Executive Chairman in place of Cyrus Mistry ... is declared illegal.”

Commenting on Cyrus Mistry's ouster in October 2016 (
), we had said that in replacing
Disclosure Cyrus Mistry, the Tata Sons board has asserted its rights and exercised
The Tata group, through its privilege of appointing and sacking its CEO - irrespective of whether
Tata  Investment  Corp yqy agree with the decision or not. We then went on to spell out the
L.'m'ted’ holds ~equity in three questions that stakeholders were asking: The first related to the
AS. legality of the process, the second the decision itself, and finally, what
happens now that Cyrus Mistry has been ousted? Four years later, the
Related Research first question remains unanswered. We have seen two judgements on
the legality, both contradict each other. There are theories, but still no
consensus on why the relationship between Ratan Tata and Cyrus Mistry
2. broke down. True Chandrasekaran replaced Cyrus Mistry within five
months, in February 2017, but the NCLAT order has added its own
element of uncertainty: what happens if the Supreme court also rules
4. that Chandrasekaran’s appointment is illegal?

5. Coming to the NCLAT order itself, citing a series of email exchanges as
‘unfair abuse of power’ the tribunals order holds-back Ratan Tata from
back-seat driving in future. Its states that Ratan Tata and the nominees
of the Tata trust will ‘desist from taking any decision in advance which
requires majority decision of the board or in the Annual General
Meeting.’

The tribunal does not stop at this. It restricts the Tata Sons board and the
directors from acting against minority investors (read Shapooriji Pallonji
Group), citing ‘prejudicial and oppressive decisions taken during the last
few years.” It notes that if they are constrained to take a decision, these
have to be in the interest of the company, the reasons must be recorded
in writing and communicated to the affected shareholder.
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Soon after removing Cyrus Mistry, Tata Sons converted itself from a
public limited company to a private limited company. This act severely
constrains the Shapoorji Pallonji group’s ability to exercise their votes or
sell their Tata Sons shares. The tribunal has found this conversion to be
illegal and ordered that Tata Sons be converted to a public limited
company.

The tribunal has suspended, by a period of four weeks that part of its
judgement which relates to replacing Chandrasekaran by reinstating
Cyrus Mistry. This gives Tata Sons time to appeal the judgement in the
Supreme Court. (The Supreme Court closed for vacation the day the
judgement was pronounced).

As Chandrasekaran’s appointment is considered illegal, his decisions are
also illegal. This opens a pandora’s box. For a corporate to reverse its
decision is difficult. Tata Docomo is settled, the telecom businesses
transferred to Bharti Airtel, Nano’'s operations shut-down, Tata
Chemicals salt business transferred to Tata Global Beverages. All
decisions taken by the operating companies no doubt, but not without
Chandrasekaran’s counsel. How do you unscramble an egg? And what
about the decisions Chandrasekaran takes from now - or at least till the
order is stayed? There is no immediate answer.

What does this mean for the various operating Tata companies? At one
level, these are all professionally managed and board-governed, so it
should be business as normal. But the NCLAT order is not a mere
distraction that can be shrugged away, given the ‘federal’ nature of the
group. The extra layer that Tata Sons and its CEO brings is an intrinsic
part of their working and decision making, with the Chairman of Tata
Sons being the ‘ex-officio’ chairman of the larger listed group
companies. From company-level decisions like Tata Steel navigating
Brexit with the UK government, to Tata Motors finding a long-term
solution to Jaguar Land Rover, to more broad-based strategies across the
group, it's the Tata Sons chairman who is the final voice. It was Ratan
Tata who gave the group the focus on cross border acquisitions, Cyrus
who dealt with the hot spots and Chandrasekaran who is pushing the
group companies to reduce debt and focus on return ratios. Clearly the
Chairman at Tata Sons influences the destiny of the listed companies in
the group. So, while developments at Tata Sons may not impact
operations in the very short term, they do influence medium to long-
term outcomes. Given this, till such time as the Supreme Court opines, a
Chandrasekaran-less future remains a possibility - howsoever remote
the chances may be. It is a period of uncertainty for the group and its
investors.
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Tata Sons believes in the strength of its case and is preparing to push
back. Cyrus Mistry in a after the judgement has extended an
olive branch. The Shapooriji Pallonji group, with an 18% shareholding,
cannot be wished away. And how the Tata group performs matters to the
Mistry’s. While the Supreme Court decides on the final outcome, both
Tata Sons and Cyrus Mistry need to reset their relationship and find a
new equilibrium. It is the best way to ensure a win for Tata Sons, the
Mistry family and the public shareholders in the listed Tata group
companies.
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Disclaimer

This document has been prepared by Institutional Investor Advisory Services India Limited (IiAS). The information contained herein is solely
from publicly available data, but we do not represent that it 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. 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 the individual resolutions referred to in this document (including
the merits and risks involved). 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. IiAS reserves the right to make modifications and alterations to this statement
as may be required from time to time. However, IiAS is under no obligation to update or keep the information current. Nevertheless, TiAS is
committed to providing independent and transparent recommendation to its client and would be happy to provide any information in
response to specific client queries. Neither IiAS 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 the information. The disclosures of interest statements incorporated in this document are provided solely to
enhance the transparency and should not be treated as endorsement of the views expressed in the report.

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.
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 liAS 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.

IiAS Voting Guidelines
TiIAS' voting recommendations are based on a set of guiding principles, which incorporate the basic tenets of the legal framework along with
the best practices followed by some of the better governed companies. These policies clearly list out the rationale and evaluation parameters
which are taken into consideration while finalizing the recommendations. The detailed are available at our website.
The draft report prepared by the analyst is referred to an internal Review and Oversight Committee (ROC), which is responsible for ensuring
consistency in voting recommendations, alignment of recommendations to the LiAS’ voting criteria and setting and maintaining quality
standards of IiAS’ proxy reports. Details regarding the functioning and composition of the ROC committee are available at
. In undertaking its activities, IiAS relies on information available in the public domain i.e. information
that is available to public shareholders. However, in order to provide a more meaningful analysis, IiAS, generally seeks clarifications from the
subject company. liAS reserves the right to share the information provided by the subject company in its reports. Further details on IiAS policy
on communication with subject companies are available at

Analyst Certification

The research analyst(s) for this report certify/ies that no part of his/her/their compensation was, is or will be, directly or indirectly related to
specific recommendations or views expressed in this report. IiAS’ internal policies and control procedures governing the dealing and trading
in securities by employees are available at

Conflict Management
TiAS and its research analysts may hold a nominal number of shares in the companies that IiAS covers (including the subject company), as on
the date of this report. A list of liAS’ shareholding in companies is available at

However, TiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have actual/beneficial ownership
of one per cent. or more securities of the subject company, at the end of the month immediately preceding the date of publication of this
report. Alist of shareholders of IiAS as of the date of this report is available at . However, the preparation
of this report is monitored by an internal Review and Oversight Committee (ROC) of liAS and is not subject to the control of any company to
which such report may relate and which may be a shareholder of IiAS.
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Other Disclosures

TiAS is a SEBI registered research 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 750 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 ( and
). There are no significant or material orders passed against the company by any of the Regulators or

Courts/Tribunals.

The attached article is a general governance-based commentary.

TIAS further confirms that, save as otherwise set out above or disclosed on IiAS’ website (www.iias.in):

o TiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any financial interest in the subject
companies (i.e., Tata Sons Private Limited and the Tata Group companies).

* TiAS does not have any other material conflict of interest in the subject companies at the time of publication of this report. Conflicts of
interest of the research analyst(s) responsible for this report, and their associates or relatives, wherever applicable, have been disclosed
and documented.

e None of [iAS, the research analyst(s) responsible for this report, and their associates or relatives, have received any compensation from
the subject companies or any third party in the past 12 months in connection with the provision of services of products (including
investment banking or merchant banking or brokerage services or any other products and services), or managed or co-managed public
offering of securities of the subject companies.

e The research analyst(s) responsible for this report has not served as an officer, director or employee of the subject companies in the past
twelve months.

e None of IiAS or the research analyst(s) responsible for this report have been engaged in market making activity for the subject companies.

e Tata Investment Corporation Limited, a subsidiary of Tata Sons, holds equity shares in LiAS.

Disclosures relating to the subject companies
TIAS as a proxy advisor provides various services including publishing reports on corporate governance and related matters. The subject
companies have subscribed to IiAS’ services and IiAS has received remuneration from the subject companies in the past twelve months.
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About IiAS

Institutional Investor Advisory Services India Limited (IiAS) is an advisory
firm, dedicated to providing participants in the Indian market with
independent opinion, research and data on corporate governance issues as
well as voting recommendations on shareholder resolutions for over 800
companies. liAS provides bespoke research, valuation advisory services and
assists institutions in their engagement with company managements and
their boards.

In addition to voting advisory, IiAS offers two cloud based solutions - TiAS
ADRIAN, and comPAYre. IiAS ADRIAN captures shareholder meetings and
voting data and provides packaged data that can be used to gain insights on
how investors view specific issues and gain greater predictability regarding
how they might vote. comPAYre provides users access to remuneration data
for executive directors across S&P BSE 500 companies over a five-year
period.
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