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March 31, 2005 
 

Chairman’s letter 

 
Our gain in net worth during FY05 was Rs.236 million, which increased the per share book value by 37%. 
Over the last two years (that is, since the present owners took over) per share book value, has grown from 
Rs.151 to Rs.271, which, after factoring in dividend paid during this period, works out to a rate of 23.3% 
compounded annually. 
 
Some of you might have wondered why I compare rate of change of book value with market indices. After 
all stock prices are way more unpredictable in the short run as compared to changes in book value. It is our 
belief that over longer time durations, a rupee of retained earnings should produce at least a rupee in 
market capitalization. Hence, if the management works diligently and if the investor stays invested for a 
reasonable length of time, then the rate of gain in stock price should reflect the rate of gain in book value. 
Unless we outperform the market index, our effort would be tantamount to the kolhu ka bail (the ox that 
grinds oil) that, though industrious, ends up where he started, every evening. 
 
Just as last year’s comparison was an aberration, this year’s is too. Try as hard as we might, we are not 
going to have many years where a potential competitor pays us a fee for entering into competition with us. 
While the fee received was fully justified on economic considerations, it was a one-off event, unlikely to be 
repeated again. There were a few other factors which significantly boosted this year’s performance, which I 
will discuss elsewhere in this communiqué. 
 

******** 
 
FY05 saw inflation climbing to over 7% (before receding to more tolerable levels), oil prices breaching the 
psychological $50 barrier (with many commentators now forecasting a likely $70 a barrel and Goldman 
Sachs even suggesting a possible $105 by 2007), raging fiscal deficit fires and a slowing global economy. 
When such adverse macro economic winds are blowing, the prudent investor should evaluate how each of 
these factors is going to affect the investee company’s performance – positively, negatively or no impact at 
all. Barring inflation (and its consequent impact on interest rates), the other factors have no impact on 
Revathi. Sometimes, there are benefits to being concentrated into one customer – Coal India. Coal is an 
important energy alternative to oil and coal producing economies like the USA and Australia have not signed 
the Kyoto protocol exactly because of this reason. A school of thought has started emerging in these 
countries, that diverting spending from securing global oil assets (especially in the Middle East) to finding 
ways to burning coal more cleanly, might go a long way in reducing dependence on oil. I think it is a matter 
of time (and economics) before this thought gets translated into action.  
 
The most significant event of the year, as far as the shareholders are concerned, would have to be the near 
quadrupling of the stock price. Does that mean that intrinsically, the company was four times more valuable 
at the end of the year than at the beginning? Obviously not. But this demonstrates, in graphic detail, the 
way the market functions. Having chosen a strategic direction, good management tries to build incremental 
value every single day. However, it takes some kind of a trigger to have the markets take notice of all the 
work being done inside the company. 
 
Charlie Munger, Vice Chairman of Berkshire Hathaway, advocates that a year in which you have not 
destroyed at least one of your most cherished ideas is a wasted year. I decided to heed his advice and 
destroyed my long cherished belief that a promoter should not interfere in the stock price discovery process. 
I still strongly believe that a majority owner should not participate in the markets to make money off his 
minority shareholders. But I have come to believe that it is good to talk up the stock price when the markets 
fail to take notice of the work being done by the company. While doing so, the intent must be to get a fair 
valuation so that any shareholder looking to get on or get off the bus should get a fair entry/exit price. With 
this objective, I think the management ought to talk up or talk down the stock price, when market price 
widely varies from management’s perception of reality. To achieve this goal, I held my first ever analyst 
meet on October 14, 2004. It was well attended and despite the fact that we were given the last slot, late 
that evening, I tried to put my best foot forward. I am reminded by a comment made by someone in the 
insurance industry: if you offer a great price (when writing insurance), buyers will find you in the middle of 
the ocean, in the dead of the night. Touché! 
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Having come on to the radar of investors, big and small, it is natural to feel pressure to live up to their 
expectations. However, we feel no pressure to meet quarterly, or for that matter even annual numbers. For 
we have not, and will not, give what is popularly known as ‘earnings guidance’ to the investing community. 
We will try and take the most sensible decision every day, but if that does not translate to a secular growth 
in profits, on a year-to-year basis, then so be it. We think it is better to be candid about reality than to try to 
retrofit it to meet expectations of short-term investors. For those investors (and I hope there aren’t many 
such, holding our stock) who constantly look for news flow from their investee company, I would like to 
remind them of Eddie Cantor’s observation: “It takes twenty years to make an overnight success.” All the 
great businesses of today, toiled hard for many, many years before they were able to produce the results we 
see today. Like most things in life, in running a business too, there are trade offs between the short-run and 
the long-run. You could produce whatever numbers you like in the short run, if you were planning to dress 
the bride to find a suitor. Indeed that’s what some do while planning an IPO. But that’s not the game we are 
playing. We plan to be here in the long run and are going to try to create long term value, without worrying 
ourselves sick about quarterly results. 
 
On the subject of matrimonial bliss, Mr. Buffett once remarked, you don’t want a beautiful wife, you want a 
wife with low expectations. Taking my cue from him, I would like to mention that this past year was a year 
with strong tailwinds, causing a surge in annual performance. This is not to take away from the hard work 
put in by the terrific team we have, but to caution investors about toning down their expectations several 
notches, going forward. I am going to tell it to you like it is. So prepare yourself… 
 

******** 
 
The stellar performance produced during FY05 was a function of two key factors. One, equipment orders 
picked up, after a rather lackluster FY04, and got back to historic levels. In other words, the small base 
effect on equipment sales combined with a par performance for the rest of the business produced the surge 
in topline. Two, our wind energy investments, in addition to improving the return profile on our treasury, 
also helped significantly in reducing our tax outgo. Once we effectively get back to the maximum marginal 
tax rate status, we would need to earn about twenty five percent more in profit before taxes just to maintain 
our post-tax profitability at current levels. Be sure that the policy of your company is going to be to try to 
maximize gains, not minimize taxes. Having said that, we will do our level best to create the maximum 
revenue for the country – at the lowest rates the rules will allow. 
 
While discussing growth initiatives, I had mentioned about our being in the initial stages of pregnancy in last 
year’s letter. I think the time is now appropriate to dwell upon some of the initiatives that have been put in 
place since we acquired control of the company in August 2002. But before that it would be worthwhile to 
give you a brief idea on where we were when control passed to us. Historically, the company had focused on 
manufacturing and marketing drilling rigs of a certain size. The annual market for those rigs was about 
Rs.125 crores, growing at 4-5% per annum. A huge majority of these drills were sold to the coal mining 
industry, which itself had grown at about 4% compounded, since 1961-2. Given the future plans of the 
Indian coal industry, it was quite clear that growth in that sector is not going to be much stronger than 7%-
8% over the next decade. This was the backdrop two years ago. Clearly, staying within coal mining would 
not lead us to wealth creation nirvana. While focusing on the skills that we, as an organisation had, we had 
to find new engines of future growth.  
 
Challenging as it was, the team rose to the occasion. They knew we can’t change the environment in which 
we operate, but we can choose an attitude to work as victors, not victims. With this attitude, the team  
prepared a strategic plan within the first six months of our takeover  It focused on two simple concepts. Find 
new markets for existing products and expand the product range to address existing market needs. 
Solutions to most problems, howsoever complex, sound simple and intuitive, in retrospect. 
 
It would have been easy for us (as the new, savvy owners) to have the team prepare detailed business 
plans to justify each such idea. Instead, we relied on old fashioned trust. If we trusted the management 
enough to buy a controlling stake in the company, we might as well trust their judgment on possible growth 
opportunities too. In my experience, business plans are normally prepared to justify decisions, which have 
already been taken by the decision-maker. I think most business decisions are judgment calls, which cannot 
be justified, to any degree of precision, on paper. Anything can be made to look good (or ugly) on paper. 
Very few decisions which are so justified are even vetted against the original projections, once the project 
gets funded. Why waste precious time in reverse engineering numbers to support a decision? To some of 
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you, this might sound absurd, even scary. You would be justified in your reaction. But if computers could 
crunch numbers to reach decisions, who would need to hire expensive executives to run businesses? 
 
This is not to say that we do not evaluate the plan at all. We do, but after the initial thinking put in by the 
team, our evaluation process consists of nodding our head, on cue from our team. Generally, as people 
move towards the top of an organisation, they tend to develop a tongue and lose their ears. We have found 
that our interests are better served if we practice the Ganeshji model – have two big ears with a smallish 
mouth. We do not believe in second guessing competent people, who understand their business like the 
back of their hand. In business, as in investing, we try to take the easy decisions. We attempt avoiding 
dragons, instead of trying to slay them. If the decision sounds intuitively correct and has a worthwhile 
upside-downside ratio, we just go for it. My friend, Mohnish Pabrai calls it the “heads I win, tails I don’t lose 
much” approach. To the doubters of this approach, I have only this to say: There is a very fine line between 
a maverick and a genius. It’s called success. And only time will tell which category we belong to. 
 
Taking the discussion on the new initiatives forward, we have developed three new categories of drills, two 
smaller and one larger than our historic range (of two drills). The two smaller size drills will allow us to tap 
into the limestone and iron ore mining segments, which together add to up a market, which is about as big 
as the open cast coal mining business. One of them will also help us address the water well drilling segment, 
which, I must mention, is a market dependent on a failed monsoon. These smaller drills are proposed to be 
marketed by forging alliances with companies that have a strong presence in these markets. The bigger drill 
weighs 120 tons, almost twice its next largest cousin, which indicates the complexity of this new monster. 
The caveat here is that while it is an expensive machine, its demand occurs only once every other year. All 
these drills have been fully developed in-house. This reinforces our original belief that we have a competent 
team, which has not needed any exogenous support after the initial technology input from Chicago 
Pneumatic in the late 1970s.  
 
On the new markets side, we have set in motion a concrete plan to get into one of the largest mining 
markets in the world. During FY05, we received our first order from this market, which we expect to execute 
in the early part of FY06. New market development is a laborious, time consuming process. Competing with 
multinationals, who have established a strong presence, and for whom this would be a strategic market, 
makes the bid for market share even more difficult. However, with perseverance and customer sensitivity, 
we hope to make our presence felt in times to come. As with most of our initiatives, this one too will take a 
few years at least, to start showing up in the results of the company. No, there are no short cuts to success 
and no, we are not clear about how big the success could be or over what period of time. Importantly, this 
entire episode throws light on the confidence level of the team in their product and capability to service 
customer needs, in one of the toughest markets in the world. I am keeping my fingers crossed, and if you 
plan to stick around (which I sure hope you do), you should too. 
 
The third iron we put in the coal is construction equipment. India’s leaders realize that if India has to give 
China a run for its money in manufacturing, India will have to do something quickly to build infrastructure. 
With time, this activity should only accelerate (tipping point anyone?) owing to the investment drought of 
the past decade. This combined with cheap housing credit and growing per capita incomes leads us to 
believe that housing and infrastructure creation should lead to a surge in construction activity. The stock 
prices of housing finance companies, construction companies and cement and steel companies too reflect 
this optimism. A question arises about intensity of competition in this sector of construction equipment. 
While in any open economy, no sector is free from competition, we believe given the size of the opportunity, 
there is enough space for everyone. 
 
Since this is not strictly core to what we have been doing over the last three decades, a question arises 
about technology. While the technology is not the same as drilling technology, our team understands it 
intuitively. Gaps in our understanding have been filled by acquiring technology from leading global players at 
a cost, which I consider bargain basement (which is also the reason I do not intend making a mention of it 
in this letter). In some cases, the technology has been acquired outright and in others, we need to pay a 
royalty for a five year period. We intend to start with launching three types of equipment, all of which are 
under development or testing stages. If all goes well, we should be launching all three during FY06. 
 
That completes the list of initiatives, which are on the ground, on the operations side and brings me to the 
treasury side, for which, your promoters are responsible. We have taken three key initiatives here. Given our 
exposure to coal, two of these initiatives pertain to diversifying our energy basket away from coal. We have 
now made significant investments in wind energy assets, the extent of which can be discerned from the 
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Fixed Assets schedule. We have also enhanced our investment in the natural gas based captive power 
project, which started supplying power to its offtaker on schedule, in the second week of November. Lastly, 
we finally ventured into secondary market investments in equities. Given the core competence of your 
promoters, it was suboptimal to not profit from it just because the analyst community frowns upon the 
practice. While we do not intend making money by timing the markets, for what its worth, we made our first 
investment right after the market tanked on May 17th in reaction to the surprise general election results. 
 
Here I would like to share a recent experience. I heard an investment manager say that Revathi investing in 
stocks would not be looked at favorably by the investing community, since the results therefrom are 
unpredictable. Imagine an investment professional telling another that you should not invest in equities 
because it produces lumpy returns! I do take his point, as the big bulk of equity returns are compressed in 
10%-15% of the holding period, thereby bunching up many years of returns into a relatively short time 
period. Anyone who remembers last five years’ stock market performance will understand what I am talking 
about. It might initially create problems for investors in assigning a price-earnings multiple, but I think over 
time, as a track record is created (good, bad or ugly), they will know what treatment to give to the ‘Treasury 
Division’ of Revathi, in assigning a valuation. 
 
The jury is still out on the quality of our execution and the results we derive therefrom. The test of a good 
management is how many bad surprises you get. We have now spent two productive years sowing 
multiple seeds for future growth, each of which is in various stages of evolution. Importantly, we continue to 
sow new seeds, even as we anxiously await the results of the past seeds. For I believe, business resembles 
society – if it fails to renew itself, it is a matter of time before decline will set in. 
 
Before I end this section, I would like to share this interesting statistic with you. Until the end of FY05, FIIs 
had invested about $34 billion into Indian equities, cumulatively. While no official statistics are available, a 
rough calculation suggests that would have got them ownership of about 4% of the Indian equity markets. 
This implies that the worth of the entire listed universe is only US$850 billion, which is 8% of the Fortune 
500 market capitalisation. So much for feeling euphoric when FII limits are raised on a particular stock. 
 

******** 
 
While I started the previous section with the objective of toning down expectations several notches, I get a 
queasy feeling that I have not been very good at my stated endeavor. Before I run out of time (and pages), 
I better make another attempt! Here are the dark clouds as I see them. I do not intend to comment on 
exogenous factors such as a global slowdown (due to slowdown in Chinese demand, implosion of the US 
economy or for any other reason), an oil shock, etc. No point worrying about things you cannot control. I 
think we would be better served by adjusting the sails of our boat to make the best of a given wind 
situation, rather than agonize about unknowable wind patterns. 
 
The biggest drag on our performance in the near term (in terms of post tax profit) is probably going to come 
from a sunset clause in the Tax Code. This means that there is a high probability that we will be contributing 
more to the exchequer than we have in the recent past. It is a mixed feeling, if you know what I mean. I am 
caught between being a proud Indian and a wealth maximizing junkie! 
 
The second threat to our year-to-year performance is going to be the pace at which we are able to roll out 
and scale some of the initiatives I mentioned in the previous section. The direction is right but I am unsure 
about the pace at which we are going to start seeing results. Trust me when I say I am impatient, but I am 
acutely aware of the fine line between positive stress and negative stress. I consciously try to generate 
positive stress but I must constantly gauge the mood to steer clear of negative stress. 
 
The third threat is competition. While competition is a way of life in any open economy, the entry of new 
competition changes the industry dynamics for a while, as participants fine tune their competitive strategy. 
Once new players get settled and a new industry dynamic gets established, all participants are able to take 
that as a given and adjust their competitive strategy accordingly. Until that happens, there will be some 
degree of flux, which could be as much a threat as an opportunity. 
 
Finally, I would like to comment on an exogenous risk. While our stated goal in allocating surplus capital of 
Revathi was to acquire other businesses, we have been unable to find any such opportunity so far. We did 
find a couple of opportunities to take strategic stakes though. We passed up on the first opportunity, despite 
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the fact that mostly everything was right. Despite that, I did not get a good feeling in my gut and Revathi 
shareholders have paid the price of my rather whimsical approach to investing. The stock of the company 
has since climbed 100% (in other words, doubled) in the short space of eight months. We did conclude the 
second opportunity but the investment was routed through your holding company. Until the promoters have 
two investment vehicles, there will continue to be a conflict of interest inasmuch as choice of investment 
vehicle is concerned. The best I can do at this point is to disclose this ‘conflict of interest’. 
 
I would also like to briefly comment on the settlement reached by us during the year with Atlas Copco. In 
August 2002, Revathi had paid a non-compete/non-solicitation fee of Rs.100 million to Atlas Copco as 
consideration to enter into two agreements restraining Atlas from hurting Revathi’s economic interests after 
transferring control to Utkal Investments Ltd. Subsequently, in 2004, when Atlas decided to acquire Ingersoll 
Rand’s drilling solutions business in India, Revathi filed a writ in the Honorable High Court of Mumbai to 
enforce its rights under the agreements it had executed with Atlas in 2002. To conclude the acquisition of 
Ingersoll Rand’s business, Atlas sought the termination of the non-competition agreements by paying a 
consideration of Rs.150 million to Revathi, which is being reflected under extraordinary income. 
 

******** 
 
Given the small equity base and the ‘huge’ reserves, I have heard ‘views’ about how the company is a ripe 
candidate for a bonus or a stock split. At this time, I would like to point our shareholders to the section 
‘Stock splits and stock activity’ in Mr. Buffett’s 1983 letter to his shareholders. The treatise is a bit long and 
for those of you who want to avoid the joy of reading the whole thing, here is the crux: the key to a rational 
stock price is rational shareholders, both current and prospective, not floating stock. And the way to achieve 
rational shareholders is for the management to give them enough information about the business through its 
communications to allow them to make an informed judgment about its intrinsic value. The other benefit 
about having a ‘low floating stock’ is that it keeps the hot-money types away, which in my view helps (rather 
than hinders) in maintaining a rational stock price. For those of you who would like to read the definitive 
work on the subject, you can find the letter at http://www.berkshirehathaway.com. 
 
John Major, the ex-British Prime Minister recently commented on the prevailing mood in India thus: “India is 
in the midst of an explosion of ambition.” I echo similar thoughts about the team at Revathi. The thing that 
differentiates a strong company from the weak is the ability to execute its ambition. Remember the story of 
the three little pigs - the pig that took time and spent effort in building a brick and mortar house survived 
the wolf, while the others perished. We at Revathi are looking to build a similar fortress, brick by brick. It is 
going to take time and to be sure, a lot of effort, but at least we would be able to sleep better as compared 
to those who build homes with hay – much faster but much less secure. The story of the three little pigs has 
another important lesson, for wannabe investors. No other book comes close in stressing the importance of 
margin of safety. If my “house” can survive the wolf, everything else is a breeze. 
 
This report would be incomplete without a special mention of our team, who have only one speed: fast-
forward. With our team of X-Men, each of whom have special abilities in their own areas of work, they quite 
resemble ‘The Incredibles’ family. FY06 is going to be a year of new product introductions and testing our 
acceptability in new markets. It should be year of consolidation after a ‘leap’ year, which should provide us 
with a strong foundation with which to enter FY07. 
 
 
Abhishek Dalmia 
Chairman of the Board 


