CHAIRMAN'S LETTER

Owr incease in consolidated net wort at the end of Y17 was ¥ 95 million, which increased fhe per share book value by 6.4%. Over
the last fifteen years (fhat is, since e present owners ook over) per share book value, has grown from ¥ 151 1o ¥ 521 (¥ 588 afier
ignoring the effect of goodwill write-offs), which, after factoring in dividend paid during this perod, works out to a rate of 8.9% (9.8%)
compounded annually.

PR e

Inmy letter to sharsholdars in FY0E, | had witten about fhe fireat that our business faces from global wamming, from which an extract
iz reproduced below.

"I the lomg-i=m, fhere is an even more senous issue fhat faces every manufacturer of capital goods for the coal mining in dustry. That
factor is global wanming. So far, most of e talk shout gibbal wanmming has merely been, in scientfic pariance, ‘noise’. However, as
the supposed effects of global waming begin to stare humanity in fhe face, in the form of a growing frequency of natural calamities
of Increasing intensity, people are beginning o sit up and ke notice. Insurance companies are beginning o twea k the premia they
charnge o cover risks from natural calamities. Thought leaders such as General Blectic are baginning to use emdronment conscious-
ness &5 8 Melnc o measure employes perfommance. And GE's CEOD, Jeff Immeit, is betling the company’s future on green technolo-
gies. That o me signifies a senous change in people’s attitudes about emdronment protection. And while that is a good thing for
humanity, it is mot 50 good for & company as dependent on coal as usl

What is unclear at this point is how quickly wil fese technologies become widespread and more spedically, how quickly will they
get adopted in our own country. There are mamy reasons wiy their adoption in our country should be gradual. For starters, almost
eighty percent of fwe coal produced in india is used by for generating power and producing steel and cement. For a nafion, whidch is
staring at a huge infrastructure deficit, an investment of this magnitude cannot be de-commissioned ovemight Perhaps equally
impaortantly, the polfcal imcentives of feeding the families of over hialf a million employees that directly depend on Coal India for their
Fvelhood are not small in 2 democratic nafion.

However, it is cear that globally, coal mining will see a disnupfve technology in the form of UCG and SCG. And as and when it gets
adopted widely, which is now visible on fhe horizon, there could be important conseguences for the mining equipment ndustry.”

Im this letter, | would ke to revigt that subject and ghare my perspective on developments in e global enengy industry and what
impact that might have on Revati's future prospects. Where you stand depends, of course, on where you sit. For example, we hawe
spent much of our He in fossil fuels. That colors how we see the future. People who are deep into mnewables almost cersinly hawve
& different perspectie. A mofer in Alica cooking over a wood-buming stove might have a fhind.

My view is fhat while "hocksy stick growi” may apply to 8 company or an industry, it ususlly dossn't apply 8t &8 sodetal level.
Trangtions are usually gradual. Why do | think 507 Let's look at some esamples. Amazon was set up almost 25 years ago in 1994,
Today, ithasbess fan 5per cent of the US retzil sales market. Admitiedly, it has about 50 per centofthe e-commerce markst, butless
than 5 parcent of fve overall US retall market. And thisis justthe LS market, not the global market. The market sham in the UK market
is aBo estimated at less than 5 per cent. ArBnE, which was jounded ten years agoin August 2008 is estimated o have endad 2016
with & less than two per cent market share of fue global vacation rental market. Mofice the difference betwesen a pure e-commerce
company ke AMBnB and the hybrid Amazon, which has to womy about bullding warehouses and de ivering the stuff it sells. Pur e-
Commence companies could potentially disrupt incumbents mose rapidly. Howenver, businesses that need to deliver a mal product
k= shopping (or enangyl, are unlikely o cause disrupfon at a sodetal level any fme soon.

| willl now share some details on the global energy scenano in four parts. In the first part | will share the historcal long-$erm trends in

the global enengy mix. Inpart two, | will discuss the projections o 2040 that have been put out by the intemational Energy Agency or
the IEA. The third part will deal with Global Coal and in the final part, | will share my perspectve on what all fis means for Revathi.

A brief history of the shifts in the global energy baskset

Owver the past decade or 5o, fhe debate has shifted from clean coal technologies o renewable enengy 1o storage tedhnologies o solar
fuels. The ahift from fosal fuels o clean enengy is Imminent That is the bad news (as a sharshobder of Revati) (or good news i you
are a rea hugger ke me). The good news is that enengy fransiions take generafions as evidenced by this chart published by the oil
giant Chevron.

Energy transitions take generations

World Energy Consumption by Fuel
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Az recently 8: 150 years age biomaszs supplied the vast bulk of word energy. 0 was gradualy displaced by eoal. Then eame oil,
wich is mow being displaced by natural gas and a combination of muclear, hydro and renewable sources. I took four decades for ol
i go from 5 percent of the word's ensngy supply o 25 percent. Today, renewable enengy sources like wind and solar account lor less
than 5 percent of the wodd's energy sources.

Oftha 7.5 billion peopla on our planat, about 2.7 bilon still bum solid fusls such as wood, crop residue and dung to cook thair food.
Ard despite the depth and breadth of today's enengy market, there are still about 1.3 billion people in the world withow; electricity, OF
this 1.3 billion, 300 million liva in India. Most forecasts predict global enengy damand to rise by around ane third or more by 2040 as
populations grow, Incomes rse and people all ovwer the world stive tor the standard of life we enjoy today. To meet those needs we
wil nead all forms of anergy - renewablas, nudlear and fossil fusls

The projected impact of The Paris Agreement

The intemational political response 10 cimate change began at the Fio Earh Summil in 1992, where the ‘Fio Convention’ inclided
the adoption of the UN Framework on Climate Change (UNFCCC). This convention sat aut 8 framework for action aimed at
stabiliging atmospheric concentrations of greenhouse gases (GHGs). The UNFCCC which came into force on 21 March 1994, now
has a near-uriversal membership comprising 145 countries. The main objactve of the annual Conference of Parties (COP) is to

révigw the Convention's implementation, The st COP ok place In Berlin in 1935 and significant meetings since then have
imdudesd COP3 whers the Kyolo Probocol was adopied.

In 2015 COP21 took place, which is also known as the 2015 Paris Agreement, which deals with GHG emissions mitigation starting
in the year 2020. The agrement was adopted by consensys by representatives of 186 parties on 12 Decamber 2015. The LIS Leber
withdraw from COP21.

The International Enengy Agency, which was sel up in 1974, i5 the premier body that iracks the global enengy industry, 1 puts out an
arnual publication titled World Energy Outlcok, which, as the name suggests, is a pimer on the status of world energy and whars it
is ikely haaded. The IEA has modelsd some scananios based on COP21, The table below prasents thass scoenanos,

World primary energy demand by fuel and scenari (Mtoe)

Erergy demand under various scenarios Dv 2040

Current New Policies
Coal 2,316 3926 5,327 4,140 2,000
il 3,669 4266 5402 4,775 3,326
Gas 2,071 2893 4718 4313 3,301
Nuclear 676 gez 1,032 1,181 1,590
Hydro 225 335 515 536 593
Bio energy 1,026 1421 1,834 1,882 2,310
Other renewables 650 181 809 1.037 1.750
Total 10,042 13684 19,636 17,866 14,878
Fossil fuel share 80% 81% 7% 74% 58%

Source: |EA 2016 WEC

Mtoe: million tons of of squivalent.

Current Polkies Scenark assumes no changes In policies from the mid-pont of the year of publication (previously called the Relerance
Scenano),

Naw Policias Scanario serves as the |IEA basaline scenario. it takes account of broad policy commitments and plans that have baen
announced by countrias, including naticnal pledges to reduce gmenhouse gas emissions and plans to phase out fossikenargy subsidies, evan
f the measuns to implement these commitments have yet 1o be identified or announced. This is regaxied as the central basefing scenarno.
450 Scenario sets out an energy pachway consistent with the goa! of having around a 50% chance of limitng the global mcrease in
temperature to 2° C in the long-term (by 2100), as comparad with pre-industrial levels, The world will reguire significant policy change to acheave
this scenario

Today, o, gas and coal account for about 80 per cent of primary energy supply wordd-wide. A global network of mines, oil and gas
fieds, power plants, pipelines, refineses, filling stations and distribution systems that has been developed over the past 150 years,
IS n operation. $55 rillion of energy-elated infrastructure uses fossil fuels, which is the equivaent of 70% of global GDP, A charge
in anargy mix will require an enormous investment through the global economy incliding light vehicles (typical Mespan of 15 years),
heating systems (20 years), aircrafts (25 years), commercial shipping (25 years), power plants {40 years|, etc. It Is not possible to
replace the erergy system in a short ime frame.

Orer the last 30 yeers biofuels heve grown o reach just a 3 per cent share of global transpon fuels afler cecades of RAD. Biomass
stil makes ug 10 per cem of todal primary enengy, Renewables (solar, wind and hydro) anre developing quickly, and arg making
impressive inrads infto decarbonising the power sector. Howewer, renewables and nuclear cumrently account for only 4 per cent each
of primary enengy Supply.

Low-carbson powar genaration - reneawables in fandam with natural gas - has enormous pofential, and yet it has just an 18 per cant
market share of energy conswmption today.
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China and the United States, along with fast growth of renewables and strong focus on energy efficiency

An analysis of the pledges made at the Paris Agraement suggests that the era of fossil fuels appears far from over. In 2 sign of coal's
paradoxical pasition, the wordd is still highly depandent on coal, China accounts for 50% of global coal demand and almost half of
coal production. A major geographic shift has boon underway in the global coal market towerds Asia. In 2000, about half of coal
demand was In Europe and North America. By 2015, Asia accounted for almost three-quarters of coal demand, while coal consump-
tion In Europe and North Amenica had declined sharmply below one quarter. This shift could accelerate in the coming years,

In the United States, coal consumpticn dropped by 15 per cent in 2015, precipitated by compefiion from cheap natura gas, cheaper
renewable power - notably wind - and regulations to reduce air pollutants that led to coal plant retirements. This was the largast
amual decline ever, reaching levels not seen in more than three decades. Looking shead, the rate of decline is expected to fall to 1.6
per cent per year, much slower than 6.2 per cent decline over the past five years, as higher gas prices result in less coal-to-gas
switching.

Ceal demand is moving %o Asia, where emerging economies with growing populations are seeking affordable and secure enewgy
sources to power their economies. Becausa it is relatively affiordable and widely available, coal remains tha world's number one fuel
for generating electricity, producing sieel and making cemert, It provides almost 30 per cent of the world’s primary energy, declinng
10 27 per centby 2021, As a data pont, coal supplied 1,520 Mtoe of the 3,292 Mioe of additional global pamary energy supply from
2000 to 2012 or 46% of added energy.

Natural gas, wind and solar are expected to contribute signifcantly to enargy basket over the next 25 years to 2040, But there is no
single story about the future of global energy. In practice, government policies wil determine where we go from hese. The recant
backtracking by the US government o1 its commiment to COP21 demorstrates how complex ths temrain is. For the sake of the planet,
we can only hope that governments will be more mindful of the long-term than the shor-term. while creaing their energy policy.

Coal demand is shifting to Asia
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Outliook for India

When the curent goverrment assumed office in 2014, they made some big bang announcements abodt significanty ramping up
coal production in the country 1o meel our growing energy needs and &ko 1o reduce our trade deficit, Action followed he announce-
ment and coal production rose from 462 million fans in 2014 to 554 milien n 2017 at a compounded growth rate of 8.5%. This was
almest dowkde thie long-termn growth rmte of coal producton in the couniry,

Howenver, factors ke the inancial hesfth of State Electricity Boards, logestics bottkenecks, limited storage capacity at mines and power
plant site, power plants designed on he basis of quality of imported coal, etc. have meant that the coal preduction has not grown as
much the Govemmants projections. While some of these issues do not have a shord-tarm remedy, soms issues are gatting the attention
of policy makers. Given the complex issues involed, thess will not allow for a instant fix that can contribute fos more robust demand for
coal in the shod-tammn.



Howener, factors ke e financial health of Stete Blectidty Boards, logefics bottlenacks, mied siorage capacty at mines and power
plant sie, power plants designed on e base of qualty of mpored coal, eic. have meant fhat e coal production has not grown &5
much the Govemmen('s projecions. While some of these issues do not have a short-iem remedy, some issues are getiing the atiention
of policy makems. Given fhe complex issues nvohed, these wil not aliw for a nstant fx that can confribute 1o 2 mone robust demand for
coal in e short-lsm.

So where are things headed in fhe medium- to long-sm? The confribution of coal in the overall enengy mine will go down, but in absolus
fems, | expect coal production fo grow, even though the raie of growih will pethaps be in e low- to mid-single digits. Here are some
faciors fat | believe will keep India dependant on coal for the foresesable future. Compared with global averages, we have low per
capita enangy consumption, masave Invesiments have dready been mads in coal power assets fwhich contribute ahout 60 per cant of
India's power generafion and which typically have a useful ife of about fory years), demand for essental commodifies ke stesl and
cement, both of which use coal in fhe production process, will ise significantly as we build the country’s infrastructure and as e
urbanigaton trend gafhers pace, we heve vast coal deposis, which reduce our depandency an ofer nations and which confinues o
be a cheap soure of energy, signiicant employment created by fhe steel, cement and power industies alongwith upstream and
downsiream industées (which has permeps been a factor that has led to the US pulling out of COP21, at least for now), banks have lent
=ignificant money to coal and coal dependent seciors, etc.

What does this mean for Revathi?

In an environment whes the world is cooperating as never before to bring down emissions of green house gases, the global enangy
namrafve being dominated by the new wave of renewsbles, eguity markets saying coal is a5 good as dead (US coal mining
companies have lost over 90 per cent of fedr market capitelisation over the past few years), it is easy o write off coal and companies
dependant on e coal economy.

Howewver, there ks an aliematie namaive. As coal becomes a sunset industry, capita| that typically chases eamings growth will get
gearce for the coal industry. Exigting players will reduce their exposure to verticals fat depend on coal for producing eamings. This
is aready vighle. Atlas Copco. which has been regarded as e most focused and perhaps fhe maost efficient player in our industry
recently announced fat they are hiving off their Mining Division info & new company. The stated intent is fo create two companies
which will be maore focused on each busness - industial and mining. However, they hawe not allowed the mining business to
continue o use the Atlas Copco brand. This is unusual and thereiore intriguing. Of course time will tell what fhe real intent is beahind
fhis sirategic move.

The other industry trend that has been playing out over the past decade is that of consoldaton. Several players Bue Joy Global and
Bucyrus have been acquired by langer players ke Komatsu and Caterpillar. When consolidation happens, usually the proft manging
of the industry tend to get better. Langer players usually tend to go up the features and price curve over me. This ks of course a
conscious choice that they make to maintain fheir mangins on an increasing cost base. However, fhis strategy also makes them
uncompetifive on the no-frills range, which ks our core market

rEmn

| mowy tum o our compamy's performance. The highlight last year was in the Profit & Loss Statement, which swung bacdk to profits after
four years of strile. As a result of fhat performance, fhe big highlight this year was fhe restructuning of fhe balance sheet We paid down
¥ 532 millon or aimost two finds of our debt fo bring it down 1o a nomalksed level of T 309 millon. We are now back o fhe debt levels
fhat we had in FY0E. Once we are able o condude a few more strategic inftiafves such as monsfising the surplus land outside
Chennai, fese levels should fall further.

Az a result of a strong performance, we were also able o bring down our cost of debt from c.14 per cent to sub 10 per cent, helped
inno amall measure by a declning nierest raie enmdronment. Ghven the gze of our Bmits, it made no sense to have a relationship with
geven banks. Therelore, as we were paying down debt, we selectively kept only those relatonships that had besn most suppaortive
during the tough years and shified our Bmis o fhem. This has meant that we are now giving them maore business as our way of saying
fhank you for supporing us dudng difficult times.

Barring fhe inlesm strile years (FY12 to FY15), we have been docking an BEBIDTA of c. ¥ 200 millon. However, since FY09, we have
besn paying almost half of that towards interest on koans. Wit decreasing loan balances and falling interest rates, the interest
burden fell from an average of ¢ 100 milion o ¥ 72 millon.

Adjusted for fie extracrdina ry income we had in FY16 (from part sale of our Chembur investment), our year-on-year pre-tax profi fel
17 per cent in FY17 to ¥ 150 millon. Going foreard, our profitability should stay at similar levels, baming some major posithe or
negative event.

| had writien last year that we had inffated a major change infiative at Semac o integrate vanous offices info One Semac. | had
indicated that such disrupive change will oeale some short-ferm pain. Given where things are at present, this pain is lkely o
continue for at least anofher year.
Capadty ullizaton in most industies has been at a level that allows for some headroom for expangion without incurring fresh capital
expenditure. This saw capex growth slip to a 25-year low last year. By way of perspecive the previous low was recorded at fie fum
of the cenfury, when the dot com bubble had burst Last yesar was worse than fhat. Streiched bank balance sheets hawe not helped
matiers either. As a result, businesses are eihar not Investing in expanding capadty or are defaming these dedsions.

Tough times are great in many ways. They help us cut costs we had taken on when business was doing well. More importantly, sudh
tmes force you fo focus hander on youwr value proposifion vis-&-vis competifion. | is sor of ke a forest fire or a medical diagnosis. It
is a mini crigis, which will clean up the jungle and force a Festye change for the better. That joumey of becoming stronger ks on.



‘We had onginally hired fve people at the Comporaie level 1o brng in the ransiion. Of those, one fell so Bl fat he had 1o, sadly, siop
wairking. Of the balance four, two confinue with us, one was asked to siep down and we replaced one. The person we had to replace
was unforunately the CEO. Our cumment CEO joined the business at fwe start of e cument financial year. With this, | am hoping o
cormect the miseke | made he last fmea.

Owr it rate on senior hifng has been fifty per cent. Jack Welch admitted that when he was younger, he used o hire the sght paopls
only about 50 per cent of the ime. While this gives me some solace, each hifng mistake, espedally at senior levels has a massie
mpact on fie business. It is estimaied that financially, the cost of a mis-hire is 527 of the person’s salary. This does even count fhe
mpact sthe has on e onganizafion culture, etc. Owver Sme, | have improved my batting average, but if there was one skill | would Bk
o master, it would be hirng betier. For once you hire the rnight person or team, they fend o surpise you on fhe poditive side.

D to the inemal and exiemal factors described above, our Revenues shrank by T 15 crores. Though we cut costs insome places,
we added costs in some other places, with the result that fe entire reducton in the fopiine fell to fhe botiom. In absoluie temms, we
went from a pre-tax profit of As. 10 crores last yearto a loss of Rs 4 crores this year. Adjusied for texes and minornity inferest, our profit
ghrank from ¥ 5 crores to abloss of T 5 crones.

rEmmaan

As mentfioned elsewhers in fis report, some of our bankers stood by us when fhe going got tough. They believed in us and they
trusted our ahility fo bounce back My sincers thanks to them for repoaing faith when plenty of ofers had started wiiting us off. | would
equally ke to fhank all our shareholders for Bving with the rauma of paper losses for years. It has been a dificult joumey for
everyone. We will make sure it was waork it.



