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Acquisition Criteria

We use this space to communicate with potential sellers and their representatives, what we look for in a potential acquisition. If you, the
reader, have no personal connection with a business that might be of interest to us but have a friend who does, perhaps you could pass

this message on to him.
Here's the sort of business we are looking for

1. Enterprise value in the region of Rs. 100 erores (Rs. 1 billion),

2. Demonstrated consistent earning power (future projections are of litlle interest to us, nor are "turnaround” situations),
3. Businesses earning good returns on equity while employing little or no debt,

4. Managementin place,

5. Simple businesses,

6.An offering price.

We will not engage in unfriendly takeovers. We can promise complete confidentiality and a very fast answer as to whether we are
interested. We prefer to buy for cash, but will consider issuing stock when we receive as much in intrinsic business value as we give.

Our favourite form of purchase is one where the company's owner-managers generate significant amounts of cash, sometimes for
themselves, but often for their families or inactive shareholders. At the same time, these managers wish to remain significant owners
who continue to run their companies just as they have in the past. We think we offer a particularly good fit far owners with such
objectives. We invite polential sellers to check us out by contacting people with whom we have done business in the past.
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Revathi Equipment Limited

CORPORATE DATA

( BOARD OF DIRECTORS )

ABHISHEK DALMIA
Executive Chairman

P.M. RAJANARAYANAN
Managing Director

CHAITANYA DALMIA
RAVINDER KUMAR GILANI
S.C. KATYAL

V.S. RAJAN

SHARE TRANSFER AGENTS )

8.K.D.C. CONSULTANTS LTD.,
P.B. No. 2979

No.11, STREET No. 1,

S.N. LAYOUT, TATABAD,
COIMBATORE - 641 012,

REGISTERED OFFICE)

POLLACHI ROAD,
M.N. SRINIVASAN MALUMACHAMPATTI| POST,
COIMBATORE - 641 021.

F COMPANY SECRETARY)

BANKERS

( MANAGEMENT TEAM )

STATE BANK OF INDIA

HDFC BANK LIMITED K.V. RAMASUBRAMANIAN

CANARA BANK Senior Vice - President

DENA BANK Business Unit Head - Drilling Equipment Division
S. HARIHARAN

Vice - President (Finance)

AUDITORS
RAMAKRISHNAN SANJEEVI

LODHA & Co,, Vice-President

KOLKATA g Business Unit Head - Construction Equipment Division
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Revathi's corporate performance vs. the Nifty
Year Annual percentage change in Relative resuits
Per share book Nifty 50 with
value of Revathi dividend included (1)-(2)
m (2)
2002-03 15.6% “11.7% 27.3%
2003-04 19.9% 86.3% -66.4%
2004-05 38.4% 17.3% 21.1%
2005-06 18.1% 70.0% -51.9%
2008-07 13.7% 13.80% -0.1%
Average Annual Gain 19.9% 30.1% -10.2%
(FY03 - FY07)
Overall gain 148.0% 273.0% -125.0%
(FY 03-FY 07)

Notes:

1. Alldatais forfinancial years and includes dividends paid, if any.

2. The Nifty-50 numbers are pre-tax and assume that dividends were reinvested, whereas the numbers for Revathi are aftertax.

3. Wethink our investors should measure our performance against their general experience in the equity markets. While the Nifty-50
is not perfect (nor is anything else) as a measure of performance, it has the advantage of being widely known and reflects with
reasonable accuracy the experience of investors generally with the market.

4. The reason we have used the "growth in book value” as against stock price is, that over time, we intend measuring our performance
by checking if a rupee retained has created a rupee worth of market value.

5. If you expect, as we do, that owning a representative stock index would produce reasonably satisfactory results over a period of
time, it follows that, for long-term investors, gaining small advantages over thatindex must prove rewarding.
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CHAIRMAN'S LETTER

Our gain in net worth during FY07 was Rs.101 million, which increased the per share book value by 13.7%. Over the last four years (that
is, since the present owners took over) per share book value, has grown from Rs.151 to Rs.352, which, after factoring in dividend paid
during this period, works out to a rate of 19.9% compounded annually.

ERAAEAAS

The financial results look terrible, especially in an environment where year-on-year profit growth at something like twenty five percent (or
better) seems to have become the norm for the Indian corporate sector. And they are. What's more, this period of pain may continue a
while longer than | had originally anticipated. While the reasons are many, there is no hiding the fact that | miscalculated the pace at
which some of our initiatives might progress. At these times, it is easy to get philosophical, and quote from books such as Fooled By
Randomness or Why Most Things Fail, on what did us in. And while | do believe in the messages contained in those very interesting
books, | also believe that some of the errors | made were avoidable. The bad news is that these are, in my view, systemic issues, which
may take some time to address satisfactorily. While one gets to read about it, only experience makes the truth sink in, sometimes
painfully. Just as earthly objects must attain escape velocity to overcome Earth's gravitational forces and launch Into orbit, small
organisations | find, need to work on multiple preparatory steps to break the size barrier and go on to the next level. So while the mid-
course correction has begun, the results are not likely to be immediately apparent.

Every day, in countless ways, the competitive position of our business grows either weaker or stranger. If we are delighting customers,
eliminating unnecessary costs and improving our products, we gain strength. But if we treat customers with indifference or tolerate bloat,
our business will wither. On a daily basis, the effects of our actions are imperceptible. Cumulatively though, their consequences are
enormous, When our long-term competitive position improves as a result of these unnoticeable actions, we describe the phenomenon
as 'widening the moat'. Doing that is essential if we are to have the kind of business we want in a decade or two from now. We always
hope to earn mare money in the short-term. But when the shori-term and leng-term cenflict, in my book, widening the moat must take
precedence. Said more bluntly, this means Revathi continues to be at a stage where it needs to make significantinvestments oftime (but
not so significant investments of capital) to build the foundation that can support the growth that lies ahead. More on this a bit later.

After summarizing my thoughts on the state of the core construction and mining business, | now tum to the two strategic investments
made by usthis year.

whERRR

| have stated in the past that we would attempt to use the free cashfiow generated by the cora mining business to acquire meaningful
(even control) positions in, what we believe to be well run businesses with strong market positions and a sustainable competitive
advantage. During the go-go years immediately past, when private equity players of all hues were announcing a deal a week, halding
cash was uncomfortable, but not as uncomfortable as doing something that might make us look stupid in the long run. | have heard of a
syndrome popularly known as the bladder problem: the more cash one holds, the greater the pressure to piss it away. To be honest, it
takes a lot of holding yourself back to not fall into the trap of parking money into the first opporiunity that comes your way. Or the tenth.
Like in test cricket, a few maiden years do not count. Whal ultimately counts is wheiher we have the patience to not be bowled out twice
over in the space of five days. To finish first, we have to firstfinish.

| have also been influenced by the writings of Michael Mauboussin, chief investment strategist at Legg Mason Capital Management who,
in his book, More Than You Know: Finding Financial Wisdom in Unconventional Places, writes, “The frequency of correctness does not
mattar; it is the magnitude of correctness that matters”. So we bided our time. Until now. Hopefully, these businesses will serve us wellin
the long run.

This year marked the beginning of that journey, which, if things go as per plan, should metamorphose Revathi from a company
manufacturing capital goods for the construction and mining industries to a kind of holding company with meaningful investments in
diverse businesses.

We started our journey by taking a twenty six percent stake in Monarch Catalyst. Govind and | wera introduced by a comman friend over
a breakfast meeting at Café Fontana on a cold December morning in 2005. | was initially skeptical about the opportunity, owing to the
size of the firm and the age of the promoters. However, as our discussions progressad, | realized the truth behind the age-old wisdom,
“looks can be deceptive”, | have judged too soon in the past and was glad that | learnt my lesson well enough to probe deeper into this
gem.

Monarch is India's largest producer (third largest globally), of catalysts for hydrogenating oils and fatty acids for the edible oil, personal
care and cosmetics industries. They also produce process catalysts that reduce the time it takes for a chemical reaction to take place in
industries such as pharmaceuticals and fine chemicals. The company was set up by two technocrats including Shanti bhai Vadalia, in
1973, who were joined by K. Ganesh shortly after. These four built a strong base, which was inherited by the next generation of the
founding families. Since 1998, these two young and dynamic professionals, Hitesh Vadalia and Govind Krishnan Muthukumar have put
Monarch on a different platform: Together, they have the energy and vision to put Monarch on the global map.

The biggest problem for catalyst users is disposing the chemical waste that arises at the end of the process. In classic entrepreneurial
fashion, the boys converted this problem into an opportunity, wherein they offered to buy back the waste from their customers, thereby
making catalyst waste a key raw material source. This is a typical example of a win-win mindset, which when applied to the right
business, can create significant shareholder value. Another example of a customer first attitude is reflected in Monarch leveraging its
significant technical strength and integrated manufacturing facilities to offer customised solutions to global customers. A reasonably
consolidated industry structure ensures that a typical contract provides for passing en price risk arising out of fluctuations in raw material
prices on to customers. This business model, combined with ever-increasing economies of scale, has yielded a return on equity
exceading thirty percent in all but three years since the boys took charge.






