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EXECUTIVE SUMMARY

The TATA group faces challenges as its rapid global growth threatens to alter the way it has traditionally conducted business.  They are under pressure to perform according to global business standards while simultaneously honoring its tradition of community investment. However, these challenges present a unique opportunity for TATA to be a leader for the global business community and guide the global economy on a sustainable path.

This analysis first summarizes the rich history of TATA's socially responsibility business practices in India. The commonly understood definition of sustainability and the working definition according to TATA are compared in order to highlight what areas TATA must improve in order to operate in a global context.  

From this view, we propose an integrated 10 year corporate sustainability (CS) strategy based on the three pillars of social, environmental, and economic sustainability.  These organizational changes are laid out in a 10 year strategy composed of three phases: 

· review and design phase (short term strategy, years 1-3)

· implementation phase (mid-term strategy, years 4-6) 
· operational phase (long term strategy, years 7-10)

TATA is well known for its ability to manage information in networks, for example by its top performing Tata Consulting Services.  A collaborative learning organization structure is proposed to take advantage of this identified strength and execute sustainability strategy. These strategy and subsequent actions tasks are optimized by transforming TATA's Tata Quality Management Services into a new, comprehensive unit entitled Quality Environmental and Excellence Centre (QEEC). Through the strategy, TATA strengthens its environmental management systems, increases its financial transparency, and maintains its dedication to social improvement.
It is further recommended that Tata Sons, the holding company of Tata group companies, issues public equity on global capital markets under the unified brand name TATA.  By going public and implementing its 10 year strategy, it 'becomes the change it wants to see in the world' while simultaneously improving its ability to compete on a global basis.  The enterprise value of Tata Sons is estimated to be around US$ 110 billion currently, which can be continuously enhanced by using the newly formed QEEC to unlock operational, financial, brand, and knowledge value currently embedded within the Tata group of companies.

INDENTIFYING THE CORE VALUES OF TATA CORPORATE CULTURE
TATA Group has built its own definition of success through its operations, led by the values originating from the founders of TATA group, developed further by the annual development process of Corporate Sustainability Workouts. Sustainability was originally defined within the Tata family’s sentiments, in J.N. Tata’s quote “No success or achievement in material terms is worthwhile, unless it serves the needs or interests of the country and its people and is achieved by fair and honest means”. The aims and means are more clearly shown through the philanthropic acts of Tata family and the history and corporate structures of TATA Group. 

In earlier times, TATA has not defined its acts under the term social sustainability; instead they have thrived to execute the core values of integrity, understanding, excellence, unity and responsibility. These values have guided development of the TATA group throughout the years, balancing the corporate development with societal activities. The core purpose of the company being for the last 140 years has been to serve the needs and interests of India and its people. The Tata family has been forerunners in socially sustainable entrepreneurship throughout their history, by introducing many social reforms to TATA Group companies as the first company in India. The Tata way of doing good and doing well has accumulated in the formation of 11 Tata related trusts, supporting Indian people, science, culture, communities and NGO’s. The aim of the trusts is to channel the funds generated as revenues in the TATA Group corporations to multiple efforts in India and internationally. The trusts are an integral part of the Group – owning the shares majority in TATA Sons.

CORPORATE SUSTAINABILITY PERSPECTIVES

Sustainability in the societal perspective has been defined in the last decades as representing human development, which meets the needs of the present without compromising the futures generations ability to meet their needs –Sustainable Development (SD) is generally accepted to withhold three key categories: economic, environmental and social -sustainability. Corporate Social Responsibility (CSR) is an implication of the ethical requirements for SD, bridging the gap between moral philosophy and corporations operating within societies. It is a form of corporate self-regulation, a code-of-conduct, adjusting the activities of the corporations influencing sustainability factors. Corporate Sustainability (CS) is derived, among others, from the above views focusing on a corporate approach that creates long-term shareholder value by embracing opportunities and managing risks deriving from economic, environmental and social developments. Key issues established globally in CS include financial openness, environmental safeguarding and social justice and equity. ISO is preparing a guidance documentation on CSR, entitled ISO 26000 coming in 2010.

The Tata approach to sustainability has been different from the generally acknowledged western perception of corporate sustainability. The latest Tata group wide definition of CSR underlines that “CS is integral to value-creation in their businesses through the enhancement of human, natural and social capital complementing their economic growth to give the enterprise an enduring future and help create and serve larger purposes”. This understanding is something which is a shared value throughout the Tata corporations, recognized by the majority of Tata leaders by noting that CSR actually gives the businesses a more competitive edge.

The Tata approach in CS is coinciding with a corporate responsibility interest called Creating Shared Value (CSV) presented by M.E. Porter, a model which is based on the idea that corporate success and social welfare are interdependent; thus giving the long term Tata family values which state “No success or achievement in material terms is worthwhile, unless it serves the needs or interests of the country and its people” an academic accreditation. In CSV it is perceived that a business needs a healthy, educated workforce, sustainable resources and adept government to compete effectively – these being the resources that the Tata family had been building in India throughout their history.  In returns the company generates added value in the form of income on local people, tax revenues and volunteering or philanthropic activities. 

Companies which are sustainability exemplars internationally have been shown capable of generating stable, long-term shareholder value by generating economic viability, developing strategies and management to harness the market's potential for sustainability products and services, maintain stability and valuation in market swings and reduce sustainability costs and risks.

THE PROBLEMS AND DECISIONS TATA IS FACING

The times Tata is facing in the aftermath of the international credit crisis and increasing globalization, have expressed themselves as an increase in operating and financing costs. The business model Tata has so successfully applied in India based on the corporate purpose of serving the needs and interests of India and its people have served them well in local markets, but increasing criticism is arising from the notion of the company doing too much. Also the cultural diversification in their operating and management personnel has caused conflicts in HR management, as not all people share the same values – and not all share the corporate purpose. 
Operations and financial reporting within the Tata Group are somewhat lacking in level and quality compared with the international expectations, even though many listed subsidiaries have fiscal reporting requirements and are committed to GRI and Global Compact among internal standardized EMS and TQM reporting requirements. One fundamental aspect of corporate sustainability of an international company is open dialog with stakeholder networks, often supervised by watchdog organizations, putting them under more scrutiny than private, local companies. Tata being undoubtedly a positive advocate for CS, they should embrace more open dialog.

The major differences in the Tata perception of CS compared to the general view are the lack of environmental acknowledgement and global perspective to injustice and equity. Tata has been more focused on community level projects, social initiatives and human development. The company perception is well expressed in Tata Index for Sustainable Human Development. What should be acknowledged from Tata, is their way of implementing CS at local sites, using local level tools. This element is diffused throughout the organization in sense that the majority of the group corporations are taking part in local activities introducing grass-root CS to communities through financial support and volunteering. They have also attempted to introduce this ideology to subsidiaries internationally, having more success in developing countries generating them increased business opportunities and in developed countries increasing their demand and brand value. 
The global growth of the company could be at odds with the intentions of Tata’s founders and the Tata family. Under the current corporate structure, 11 trusts own roughly 65% of the equity in Tata Sons, which is the majority holder of the Tata group companies.  The Tata family themselves are only minority shareholders in the Tata Sons, the majority being owned (after the trusts) by the investment companies within Shapoorji Pallonji Group, ran by an Indian/Irish industrialist Pallonji Shapoorji Mistry.  Mr. Mistry is a stakeholder who has significant input over any Tata Sons restructuring.

In the past, the Tata way of supporting local communities, creating shared values and generating added value for the whole nation of India has allowed them to thrive locally. The same way of acting is not according to the western corporate practices and does not fulfill all the requirements for CS in industrialized countries. The Tata Group does anyhow have a model of operating in a sustainable way in developing countries, generating long term values (and revenues) and returning benefits also to the local communities. The key problem for the future that Tata needs to solve is: can they translate their rich history of ethical business into the global economy, meanwhile increasing their ability to raise capital and generate financial stability in global market fluctuations?
RECOMMENDATIONS

In the global economy, international companies acquire capital from capital markets to sustain international growth strategy. The fundamental requirements of global investors are financial openness and opportunity to influence and evaluate the corporate development. Tata Sons being a private company owned by two industrial families hinders the acquisition of funds from capital markets and increases the interest rates of the acquired funds. To be able to compete internationally, attract capital effectively, access stakeholders internationally and act under the same international scrutiny for CS as other players, therefore we recommend that
1) Tata Sons needs to list public for increased business stability, increased shareholder value and increased sustainability

This way they can receive the same benefits as other global companies, and with the revenues from listing cover their overleveraged dept levels and possibly acquire additional shares in their subsidiary companies which they wish to structure more tightly to the core development of the TATA public company. The governing structures of TATA public company could be governed to always include the interests of Tata trusts, TCCI and employees by reserving nomination rights for board chairman and two additional members to the trusts and giving TCCI and employees the right to nominate their representatives to the TATA board. 

The operating principles the Tata family have always held important need to be addressed for valuing the existing Tata corporate culture. The company operations level CS endeavors would still be continued as previously, but the TATA company core purpose would need to change to serving the interests and needs of countries and people they are active at – where as the trusts remain focus on providing development and sustainability to India. 

2) The philanthropic activities will still be continued through the Tata Trusts, which can remain as major owners of the publicly traded TATA public company.

To address the development of CS, the Tata Group needs to also focus on the other issues besides economical to increase its overall efficiency in sustainability. The other main area lacking development in corporate wide policy are the integration of environmental management system (EMS) and occupational health and safety (OHS) practices. 

3) Tata Group should develop a group wide environmental management and occupational health and safety policy from top level, which would be mandatorily implemented on all group companies. 

The companies EMS and OHS implementations need to be developed individually internally within companies acknowledging the business sector differences, but the group level general EMS and OHS policy would be developed with the help of TQMS and TCCI. The benefits from widely applied EMS and OHS policies have been shown to increase the materials and resource efficiencies, increase the workforce wellbeing, therefore leading to decrease in manufacturing and operating costs. 

The annual sustainability Workouts will be the main form of translating and diffusing the CS philosophy to all group companies and also provide a tool to develop the organizational knowledge from bottom up. The TCII shall still remain its tasks in consulting and guiding in developing community level CS projects of various types.

4) The TCCI Council is made mandatory for all Tata group business leaders. The purpose of TCCI shall be to empower the leaders in developing group wide ethics guided by the Tata values of doing good and doing well. 

As the company internationalizes, the TCCI is faced with a more complex task of redefining the sustainability to include all the elements of CS that Tata has been lacking in. This definition should also include as an integral part the notions for environmental preservation (EMS), economical openness, social justness and employee well being (OHS). The new CS definitions are made collaborating with the TCCI Council to develop a commonly accepted view of CS that binds the organization together via shared values. The ultimate aim is to develop TCCI as a learning organization for community initiated sustainability initiatives internationally; supported by the visions of TCCI Council business executives thrive for doing good.  

The TQMS is an integral part of the development of business excellence within the Tata Group. The TQMS has accumulated vast amount of valuable knowhow on building management systems and influencing international organizations in the development of global standards and practices. 

5) TQMS will be developed to Quality and Environmental Excellence Centre which coordinates group wide excellence –programs
The TQMS has the capability of producing more added value to the group through its expertise, finding linkages between operations, logistics, transport, materials, waste, energy, green innovation and other key areas where efficiency or productivity can be increased by applying sustainable practices. The knowhow within QEEC is utilized for the benefit of all Tata Group companies to help Tata become the leading international company applying CS practices throughout operations and generating new business opportunities and generating additional shareholder value by QEEC.  
PROFITING THROUGH SUSTAINABILITY

There are two ownership structures to companies in the Tata organization: those that are privately owned and those that are public.  Determining the overall value of the public companies can be calculated by summing the overall market capitalization.  The market capitalization of the 24 main publicly traded Tata companies is approximately 352,166 Rupees Crore, or $77.4 billion USD.  Of this figure, the largest amount of value is derived from 5 main companies: Tata Steel ($12.6 bn) , Tata Motors ($9.4 bn), TCS ($35.3 bn), Tata Chemicals ($1.6 bn), and Tata Power ($7.1 bn).  These 5 companies compose approximately 85 percent of the overall market capitalization (SEE FIGURE 1). 
Using historic prices from the period 2007-2010 for Tata public companies and the Bombay Stock Exchange (BSE), where significant volatility was present in equity markets due to the financial crisis, the beta for the public Tata companies has been calculated to be .94. This means the Tata group is theoretically 6 percent less susceptible to the systemic risk of the BSE. The R-Squared coefficient has been calculated to be 85.21, indicating the beta explains the volatility with a high degree of accuracy.  The Tata group does not need to be concerned that their companies are overly volatile relative to the BSE in times of economic crisis.  It appears much of the volatility associated with the current economic crisis has diminished and the Tata group of companies should feel comfortable receiving fair value for new equity issued in the equity markets.  In addition, over the long run, it is assumed the total market capitalization and shareholder wealth will reflect the actual performance of the company, as opposed to the panicky behavior of investors for any given quarter.
The fundamentals of Tata Sons look strong and taking it public or selling a private placement appear important as Tata begins to compete on the global stage.  It will be able to expand its capital base and access socially responsible indexes and investment funds, who often expect a smaller rate of return and increased stability. Restructuring is needed, as the main public Tata companies (Motors, Chemicals, TCS, Steel) all saw their debt-equity ratios increase (SEE TABLE 3) from 2007 to 2008 (Motors: 34%, TCS: 17%, Steel: 35%.)  This over-leverage is expensive and reduces their competitive flexibility.

A crucial part of the 10 year sustainability strategy is the decision to take Tata Sons public.  The benefits are calculated below, and summed to create an enterprise value. The enterprise value of Tata Sons is assed using four core components (SEE FIGURE 2); operational, financial, brand and knowledge value, which are all connected through a central Quality and Environmental Excellence Center (QEEC), and governed by the Tata sustainability strategy.

Operational Value - the economic value of Tata groups’ reach into developing markets. Having organically grown in India, it understands the operational challenges associated with growth in developing economies.  This value is derived from QEEC’s eventual external consulting services, and internal growth of Tata companies in developing markets.  This is estimated to be around US$ 5 billion, as having in-depth experience in communities will enable Tata to excel in global competition

Financial Value - the economic value derived from Tata Sons ownerships interests in Tata groups companies calculated by the ownership percentage of public Tata companies. The economic value of Tata Sons’ ability to consistently generate earnings growth and disburse dividends to shareholders is calculated as the price of one private share in Tata Sons.   Tata Sons’ eventual ability to attract socially responsible capital on the global capital markets helps Tata companies reduce their leverage and increase their capital base, thus improving performance and enabling Tata companies to compete on global levels. The value of each share in Tata Sons has been calculated using combined CAPM-Dividend Growth Rate Model (SEE TABLE 2).  Assuming 10 percent dividend growth, this is valued at US$ 14,955 per share with 400,000 privately held shares, totaling an economic value of US$ 5.982 billion. Assuming Tata Sons holds 75 percent of all companies publicly listed, this brings value of held equities to US$ 58.05 billion (see chart for market capitalization).  The total financial value is therefore estimated at US$ 64.032 billion. 

Brand Value - the economic value of TATA’s current name recognition in its home market, India, and abroad.  Current estimates by Brand Finance have valued the TATA brand at US$ 9.92 billion.  Tata has a strong position in one of the largest auto markets in the world, India.  The Tata sustainability strategy will enhance future brand value, as Tata becomes the name associated with global corporate sustainability.  This brand enables TATA to sell its external QEEC sustainability consulting, doing good and doing well at the same time. In addition, the image of TATA as a corporate sustainability leader gets them listed on several SRI index funds, increasing their access to capital. We figure the brand value is approximately US$ 11.92 billion.

Knowledge Value- the economic value associated with TATA’s aggregated knowledge generated as a result of the significant organizational changes.  Considering the success of Tata Consultancy services, it is clear that TATA excels at managing information in networks. This economic value is captured by QEEC projects and new high growth ventures which emerge out of QEEC projects, whether they are service oriented (material efficiency services, energy efficiency services, QEEC sustainability consulting) or manufacturing oriented (clean technology). The QEEC will generate roughly US$ 20 billion in value, growth ventures, savings from EMS initiatives, and consulting.

Under the 10 year sustainability strategy, the total enterprise value of TATA is estimated to increase to US$ 110.872 billion. Through this strategy, TATA has the opportunity to improve profitability and become the world's example for a socially responsible global company.  
10 - YEAR CORPORATE SUSTAINABILITY STRATEGY

The 10 year corporate sustainability strategy consists of three pillars: social, environmental, and economic. The values in each of these three pillars are addressed through various corporate workouts, learning organization projects, and strategic organizational changes. The end result is that the TATA will become a collaborative learning organization where information is openly shared, and eventually used to create sustainable business opportunities.  This in turn will make the TATA brand synonymous with corporate sustainability and will set international standards. TATA will be widely recognized as the General Electric of India, providing innovative products and services to international markets. The strategy recognizes the importance of economic sustainability, and a strategy to increase financial transparency and improve financial flexibility is described. The plan is temporally divided into three distinct phases: the review and design phase (short-term, 0-3 years), implementation phase (medium-term, 4-6 years) and finally operation phase (long-term, 7-10 years). (SEE TABLE 1.)

The primary purpose of the review and design phase is to prepare the executive management of Tata group companies to the upcoming organizational changes.  The phase is used to sense feedback from key stakeholders, tweak implementation plans, and begin building a culture of organizational learning.  A collaborative culture is established by making the participation on TCCI mandatory for all TATA group companies in the first year. This will develop global community initiatives and enhance the social responsibility of the operations on a larger scale in diverse locations, such as Europe or South America. A learning organization project, reviewing the environmental impacts and aspects of all group companies, is conducted in the first year. This includes significant environmental impacts, compliance with regulations and a review of previous accidents and incidents.  The knowledge generated from the project is retained and considered a core asset to Tata. The project results in unveiling of a group-wide EMS initiative at the next TCCI, and group companies are informed they have the support of the newly formed Quality Excellence and Environmental Centre (QEEC) to implement the system over the next 3 years.

To tackle economic sustainability a critical review is performed in the first year and a learning organization project, Financial Advantages of Attracting Socially Responsible Investors, is initiated. This knowledge is used to begin discussions with Tata Sons shareholders, who are thoroughly educated on the corporate sustainability strategy, including the eventual Tata Sons equity issuance in global capital markets. 

The implementation phase is focused on actualizing the carefully planned and refined strategies from the first phase and continuing to generate knowledge.  In this phase, the vision for TATA as a global leader in CS is presented by the TCCI.  On a voluntary basis, the companies will create community initiatives.  These can range from new educational programs to TATA relief committee activities in teaching employees and local communities about the issues of climate change, its impacts on the environment, green awareness and disaster management.  In the implementation phase all TATA group companies will have ISO 14000 certification. Significant learning organization projects are undertaken by the QEEC, such as Implementing Life Cycle Thinking for Process Optimization and Product Innovation and Reverse Logistics Networks for Sustainable Auto Manufacturing. Knowledge from this initiative is captured, and spin-offs such as energy and material efficiency services are identified. Economically, Tata Financial Services helps group companies and Tata Sons increase their financial transparency.  A global PR campaign, entitled Being the Change, is unveiled as Tata Sons prepares to become a publicly traded global company under the name TATA.  Through the eventual listing on socially responsible stock indexes, TATA will become a leader in corporate sustainability.

The operation phase is concerned with assessing the knowledge generated during the previous two phases and continuously improving TATA and associated companies' sustainability. TATA will defend and enhance the importance of the ISO 26000 social responsibility standard and make it as a necessity for all multinational companies by leading by example.   TATA aims at making CS practices industry de facto to market its own level of commitment and force competitors to apply similar level of CS in operations. In terms of economic sustainability, TATA is constantly identifying opportunities through collaboration arising from QEEC projects, annual TCCI workouts, and overall macroeconomic conditions. 

“Be the change you want to see in the world” – Mahatma Gandhi

TABLE 1. The 10-year CS operating strategy implementation plan
	YEAR
	SOCIAL                 SUSTAINABILITY

Global Coordinator - TCCI
	ENVIRONMENTAL SUSTAINABILITY

Global Coordinator - TQMS -> QEEC
	ECONOMIC           SUSTAINABILITY

Global Coordinator - Tata Financial Services
	PHASE

	1
	-  A CS review of all operating companies

-Decision to make TCCI participation mandatory
	- Learning organization project: A EMS review of all operating companies

-Decision to make EMS implementation mandatory to all companies
	- A group wide review of financial affairs, addressing any urgent matters such as risk of default

- Learning organization project:  "Financial Advantages of attracting Socially Responsible Investors"
	REVIEW AND DESIGN PHASE

	2
	- First group wide mandatory TCCI workout: Formulating group wide CSR vision, the socially responsible TATA way in a global world;

- A complete history of TCCI activities, accomplishments, and goals is presented at the workout
	-Launch of group wide mandatory EMS at TCCI workout

-Three year EMS implementation period for all companies

- TQMS is transformed into QEEC - The Quality and Environmental Excellence Centre
	- Start negotiations with Tata Sons' shareholders concerning going public, clearly explain sustainability strategy

- Project concluded - "Financial Advantages of attracting Socially Responsible Investors"

- Tata Financial Services helps all public companies follow GRI guidelines
	

	3
	-TCCI workout: Integrating 3 pillars of sustainability to Tata CS – group-wide EMS integration to promote material efficiency, environmental performance, and economic excellence

- All Tata group companies establish internal TCCI budgeting policies, with respect to the sustainability of business operations and local communities
	-QEEC helps group companies implement EMS

- QEEC begins learning organization project "Best Practices in Environmental Management Systems"
	- Begin talks with PR companies for upcoming TATA PR campaign
	

	4
	-TCCI workout: Integrating open economic sustainability to Tata CS; the vision of TATA as the model of a sustainable global corporation

- Learning organization project: Knowing the bottom of the pyramid, knowing our future
	- QEEC conducts environmental workout for Tata Engineers - Implementing Life Cycle Thinking For Process Optimization and Product Innovation

- QEEC begins learning organization project "Reverse Logistics Networks for Sustainable Auto Manufacturing"
	- Tata Financial Services improves financial transparency of Tata Sons, and Tata group companies

- Consult with investment banks on equity issuance strategies

- Global TATA PR Campaign begins "Being the change"
	IMPLEMENTATION PHASE

	5
	- TCCI Workout: Being the change

- Launch of the Tata CS – Being the change
	- QEEC produces reports resulting from projects "Best Practices in Environmental Management Systems", "Implementing Life Cycle Thinking for Process Optimization and Product Innovation", & "Knowing the bottom of the pyramid, knowing our future"

- QEEC begins offering environmental management system consulting services to organizations
	- Tata Sons goes issues public equity under the name TATA, begins deleveraging overleveraged -Tata group companies and strategic share buyback programs

- TATA capital base expanded

- "Being the change" PR Campaign contiues


	

	6
	-TCCI workout: Building business by excellence
	- QEEC begins corporate wide savings through excellence program

- QEEC concludes reverse logistics networks project, recommends critical sustainable action steps to Tata Motors
	- TATA ventures formed, identifies and finances business opportunities resulting from learning organization projects

-TATA is actively marketed to SRI funds, SR Institutional Investors and pension funds
	

	7 - 10
	TCCI: The Knowledge Organization for Sustainability

TCCI reveals group-wide knowledge database
	QEEC evaluates reverse logistics networks developed by Tata Motors; begins to offer reverse logistics consulting services to capital goods manufacturers
	TATA is listed on the top sustainability stock indexes
	OPERATION PHASE


	
	Dividend Growth Rate

	
	5%
	10%
	15%

	Share Price 1,2

In Rupees (USD)
	520,297

($11,436)
	680,429

($14,955)
	897,214

($19,720)


TABLE 2. Value of Tata Sons per share
1. The CAPM model is used to calculate the expected return for one share of Tata Sons over the period 2010-2020, using the calculated beta and using it went public on the BSE

2. The return is then used to produce the expected price of one share in 2020, which is combined with the Dividend Growth Rate model in order to calculate a share price in 2010, assuming investors are rational and all information is available. 

TABLE 3. Value of Tata Sons per share
	Balance Sheet

	In Rs crore
	FY 2008
	FY 2009

	Income
	4,517
	4,124

	Dividends
	1,578
	1,755

	Services
	288
	291

	Other Income
	2,649
	2,077

	Expenditure
	395
	778

	Net Interest
	131
	504

	Establishment
	213
	224

	Depreciation
	3
	3

	Employees
	46
	46

	PAT
	3,779
	3,053

	Debt
	8,781
	10,750
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FIGURE 2.Enterprise value segments
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FIGURE 1. Market capitalization of public Tata companies
